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

Registrant's telephone number, including area
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PART I. FINANCIAL INFORMATION
ITEM 1: CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

PG&E CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)

Three Months Ended

September 30,

Nine Months Ended
September 30,

(in millions, except per share amounts 2008 2007 2008 2007
Operating Revenues
Electric $ 2,88 $ 2572 $ 8,03¢ $ 7,107
Natural gas 794 705 2,946 2,714
Total operating revenues 3,674 3,279 10,985 9,821
Operating Expenses
Cost of electricity 1,28: 99¢ 3,40¢ 2,60¢
Cost of natural ga 351 281 1,61z 1,431
Operating and maintenan 98¢ 953 3,01C 2,792
Depreciation, amortization, and decommissioning 419 465 1,240 1,325
Total operating expense: 3,035 2,697 9,269 8,156
Operating Income 63¢ 582 1,71¢ 1,66¢
Interest incomi 23 36 82 12t
Interest expens (17¢) (19¢) (550 (577)
Other income (expense), net (17) 7 (14) 22
Income Before Income Taxes 467 42¢ 1,23¢ 1,241
Income tax provision 163 151 413 438
Net Income $ 304 $ 27¢  $ 821 $ 802
Weighted Average Common Shares Outstanding, Bas 357 352 356 350
Weighted Average Common Shares Outstanding, Dilute 358 353 357 352
Net Earnings Per Common Share, Basic $ 0.8: $ 077 $ 228 $ 2.2
Net Earnings Per Common Share, Dilutec $ 085 $ 0.77 $ 224 $ 2.22
Dividends Declared Per Common Shar: $ 03¢ $ 03€ $ 117 $ 1.0¢

See accompanying Notes to the Condensed Consadlifatancial Statement




PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
Balance At
September
30, December
(in millions) 2008 31, 2007
ASSETS
Current Assets
Cash and cash equivalel $ 251 $ 34E
Restricted cas 1,32¢ 1,297
Accounts receivable
Customers (net of allowance for doubtful accouft37® million in 2008 and $58 million in 200 2,53( 2,34¢
Regulatory balancing accour 1,117 771
Inventories:
Gas stored underground and fuel 338 20t
Materials and supplie 17z 16€
Income taxes receivah - 61
Prepaid expenses and other 58C 25E
Total current assets 6,30¢ 5,44¢
Property, Plant, and Equipment
Electric 27,14¢ 25,59¢
Gas 10,01¢ 9,62(
Construction work in progre: 1,66¢ 1,34¢
Other 16 17
Total property, plant, and equipment 38,84t 36,58¢
Accumulated depreciation (13,427) (12,929
Net property, plant, and equipment 25,42¢ 23,65¢
Other Noncurrent Assets
Regulatory asse 4,23: 4,45¢
Nuclear decommissioning fun 1,81¢ 1,97¢
Other 1,094 1,08¢
Total other noncurrent assets 7,14¢ 7,52
TOTAL ASSETS $ 38,87¢ $ 36,63

See accompanying Notes to the Condensed Consadliffatancial Statement




PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
Balance At
September
30, December
(in millions, except share amounts 2008 31, 2007
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Shor-term borrowings $ 133 $ 51¢
Long-term debt, classified as curre 60C -
Energy recovery bonds, classified as cur 36€ 354
Accounts payable
Trade creditor: 962 1,067
Disputed claims and customer refut 1,58¢ 1,62¢
Regulatory balancing accour 90¢€ 673
Other 38t 394
Interest payabl 70¢€ 697
Income taxes payab 11€ -
Deferred income taxe 15€ -
Other 1,37¢ 1,374
Total current liabilities 8,491 6,707
Noncurrent Liabilities
Long-term debi 7,81¢ 8,171
Energy recovery bonc 1,31C 1,582
Regulatory liabilities 4,45¢ 4,44¢
Asset retirement obligatior 1,62¢ 1,57¢
Income taxes payab 231 234
Deferred income taxe 3,38¢ 3,05:
Deferred tax credit 95 99
Other 2,071 1,954
Total noncurrent liabilities 20,99( 21,12(
Commitments and Contingencie:
Preferred Stock of Subsidiaries 252 252
Preferred Stock
Preferred stock, no par value, authorized 80,0@sb@res, $100 par value, authorized 5,000,00@sh:
none issuel - -
Common Shareholders' Equity
Common stock, no par value, authorized 800,000sb@@es, issued 358,198,735 common and 1,315
restricted shares in 2008 and issued 378,385, \inom and 1,261,125 restricted shares in 2 5,88:¢ 6,11(
Common stock held by subsidiary, at cost, 24,685&tares in 200 - (71¢)
Reinvested earning 3,23¢ 3,151
Accumulated other comprehensive income 18 10
Total common shareholders' equity 9,13¢ 8,55:
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 38,87¢ $ 36,63

See accompanying Notes to the Condensed Consadliffatancial Statement




PG&E CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Nine Months Ended

September 30

(in millions)

Cash Flows From Operating Activities

Net income $

Adjustments to reconcile net income to net caskigenl by operating activitie:
Depreciation, amortization, decommissioning, amoednce for equity funds used during construc
Deferred income taxes and tax credits,
Other changes in noncurrent assets and liabi
Gain on sale of asse
Effect of changes in operating assets and liaddli
Accounts receivabl
Inventories
Accounts payabl
Income taxes receivable/paya
Regulatory balancing accounts,
Other current asse
Other current liabilitie:
Other

Net cash provided by operating activities

Cash Flows From Investing Activities
Capital expenditure
Proceeds from sale of ass
Increase in restricted ca
Proceeds from nuclear decommissioning trust ¢
Purchases of nuclear decommissioning trust invest
Money market investments (see Note 8)

Net cash used in investing activitie

Cash Flows From Financing Activities
Borrowings under accounts receivable facility aratking capital facility
Repayments under accounts receivable facility aodkiwg capital facility
Net issuance of commercial paper, net of $9 miltistount in 2008 and $2 million in 20
Proceeds from issuance of long-term debt, netehprm, discount, and issuance costs of $2
million in 2008 and $10 million in 200
Long-term debt repurchast
Rate reduction bonds matur
Energy recovery bonds matur
Common stock issue
Common stock dividends pa
Other

Net cash provided by financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at January

Cash and cash equivalents at September 30 $

Supplemental disclosures of cash flow informatio
Cash paid for

Interest (net of amounts capitalize $

Income taxes paid (refunded), |
Supplemental disclosures of noncash investing anih&ncing activities

Common stock dividends declared but not yet | $

Capital expenditures financed through accountsiga

See accompanying Notes to the Condensed Consadlifatancial Statement

2008 2007
821 $ 802
1,337 1,41¢
482 (33)
87 281
@ 1)
(181) (80)
(159) (92)
(100) (322)
177 234
(94) (23¢)
(129) 12C
(68) 19
) (32
2,182 2,07¢
(2,691) (2,035)
21 15
3 (32)
1,121 702
(1,161) (80E)
(62 -
(2,775 (2,154)
532 60C
(250) (300)
524 91
69 69C
(454) s
- (217)
(260) (251)
15C 12C
(40€) (367)
(31) 38
49¢ 404
(94) 32¢
34E 45€
251 $ 784
a4c  $ 44z
(14€) 307
14C $ 127
224 17C




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in millions)
Operating Revenues

Electric

Natural gas

Total operating revenues

Operating Expenses

Cost of electricity

Cost of natural ga

Operating and maintenan

Depreciation, amortization, and decommissioning

Total operating expense:

Operating Income

Interest incom:

Interest expens

Other income (expense), net
Income Before Income Taxe:

Income tax provision
Net Income

Preferred stock dividend requirement
Income Available for Common Stock

(Unaudited)

Three Months Ended

September 30

Nine Months Ended
September 30

2008 2007 2008 2007
$ 2,880 $ 2,57¢ $ 8,03¢ $ 7,107
794 702 2,94¢ 2,714

3,677 3,27¢ 10,98 9,821

1,287 99¢ 3,40€ 2,60€

351 281 1,61¢ 1,431

087 95C 3,00¢ 2,78¢

41¢ 46E 1,23¢ 1,32t

3,037 2,607 9,261 8,15(

64C 53¢ 1,71¢ 1,671

20 33 77 11€

(170) (189) (528) (549)

©) 13 24 38

8¢ 242 1,291 1,27¢

167 15¢ 421 45¢

321 282 87C 81¢

3 4 10 10

$ 31 $ 27¢ $ 86C $ 80¢

See accompanying Notes to the Condensed Consaliffatancial Statement




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
Balance At
September
30, December
(in millions) 2008 31, 2007
ASSETS
Current Assets
Cash and cash equivale $ 57 $ 141
Restricted cas 1,32¢ 1,297
Accounts receivable
Customers (net of allowance for doubtful accouft$7® million in 2008 and $58 million in 200 2,53( 2,34¢
Related partie - 6
Regulatory balancing accour 1,117 771
Inventories:
Gas stored underground and fuel 33: 20t
Materials and supplie 17z 16€
Income taxes receivab - 15
Prepaid expenses and other 517 252
Total current assets 6,051 5,20z
Property, Plant, and Equipment
Electric 27,14¢ 25,59¢
Gas 10,01¢ 9,62(
Construction work in progress 1,66¢ 1,34¢
Total property, plant, and equipment 38,83( 36,56
Accumulated depreciation (13,407 (12,917
Net property, plant, and equipment 25,42 23,65¢
Other Noncurrent Assets
Regulatory asse 4,23: 4,45¢
Nuclear decommissioning fun 1,81¢ 1,97¢
Related parties receivak 27 23
Other 1,011 993
Total other noncurrent assets 7,09( 7,454
TOTAL ASSETS $ 38,56¢ $ 36,31(

See accompanying Notes to the Condensed Consadliffatancial Statement




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions, except share amounts

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Shor-term borrowings $
Long-term debt, classified as curre
Energy recovery bonds, classified as cur
Accounts payable
Trade creditor:
Disputed claims and customer refut
Related partie
Regulatory balancing accour
Other
Interest payabl
Income taxes payab
Deferred income taxe
Other

Total current liabilities

Noncurrent Liabilities
Long-term debt
Energy recovery bonc
Regulatory liabilities
Asset retirement obligatior
Income taxes payab
Deferred income taxe
Deferred tax credit
Other

Total noncurrent liabilities

Commitments and Contingencie
Shareholders' Equity
Preferred stock without mandatory redemption prionis:
Nonredeemable, 5.00% to 6.00%, outstanding 5,784sBare:
Redeemable, 4.36% to 5.00%, outstanding 4,534 |9&i&<
Common stock, $5 par value, authorized 800,000sb@0es, issued 264,374,809 shares in 2008 and
issued 282,916,485 shares in 2!
Common stock held by subsidiary, at cost, 19,4& tares in 200
Additional paic-in capital
Reinvested earning
Accumulated other comprehensive income

Total shareholders' equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $

(Unaudited)
Balance At
September
30, December
2008 31, 2007

1,33¢ 51¢
60C -
36€ 354
962 1,067
1,58¢ 1,62¢
33 28
90¢€ 672
371 37C
701 697
193 -
161 4
1,18¢ 1,20(
8,401 6,541
7,53¢ 7,891
1,31C 1,58:
4,45¢€ 4,44¢
1,62¢ 1,57¢
82 10z
3,421 3,10¢4
95 99
1,97 1,83¢
20,50: 20,64+
14E 14k
113 113
1,32 1,41¢
- (47%)
2,15(C 2,22(
5,91( 5,69
21 13
9,661 9,12¢
38,56¢ 36,31(

See accompanying Notes to the Condensed Consadliffatancial Statement




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Nine Months Ended

September 30

(in millions)

Cash Flows From Operating Activities

Net income $

Adjustments to reconcile net income to net caskigenl by operating activitie:
Depreciation, amortization, decommissioning, amoednce for equity funds used during construc
Deferred income taxes and tax credits,
Other changes in noncurrent assets and liabi
Gain on sale of asse
Effect of changes in operating assets and liaddli
Accounts receivabl
Inventories
Accounts payabl
Income taxes receivable/paya
Regulatory balancing accounts,
Other current asse
Other current liabilitie:
Other

Net cash provided by operating activities

Cash Flows From Investing Activities
Capital expenditure
Proceeds from sale of ass
Increase in restricted ca
Proceeds from nuclear decommissioning trust ¢
Purchases of nuclear decommissioning trust invagsne

Net cash used in investing activitie

Cash Flows From Financing Activities

Borrowings under accounts receivable facility aratking capital facility

Repayments under accounts receivable facility aodkiwg capital facility

Net issuance of commercial paper, net of discotii®anillion in 2008 and $2 million in 20C

Proceeds from issuance of lotegm debt, net of premium, discount, and issuamstscof $2 million i
2008 and $10 million in 20C

Long-term debt repurchast

Rate reduction bonds matur

Energy recovery bonds matur

Equity contributior

Common stock dividends pa

Preferred stock dividends pe

Other

Net cash provided by financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at January

Cash and cash equivalents at September 30 $

Supplemental disclosures of cash flow informatiol
Cash paid for

Interest (net of amounts capitalize $

Income taxes paid (refunded), |
Supplemental disclosures of noncash investing anith&éncing activities

Capital expenditures financed through accountsige $

See accompanying Notes to the Condensed Consaliffatancial Statement
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2008 2007
87C $ 81¢
1,337 1,417
47¢ (35)
55 27C
1) 1)
(179) (82)
(159) (92)
(85) (315)
20¢ 22¢
(94) (23¢)
(125) 12C
(80) 35
©) 32
2,22( 2,00:
(2,691) (2,035)
21 15
©) (32)
1,121 702
(1,161) (80E)
(2,719 (2,154)
532 60C
(250) (300)
524 91
69 69C
(454) -
: (217)
(260) (251)
90 20C
(426) (381)
(10 (10
(31) 29
40¢ 451
(84) 39C
141 70
57 $ 46(
43¢ $ 41€
(13€) 40z
224 $ 17C




NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS (Unaudited)
NOTE 1: ORGANIZATION AND BASIS OF PRESENTATION

PG&E Corporation is a holding conparhose primary purpose is to hold interests irgysased businesses. PG&E Corporation
conducts its business principally through Pacifass@nd Electric Company (“Utility”), a public utifioperating in northern and central
California. The Utility engages in the businesskslectricity and natural gas distribution; elégty generation, procurement, and
transmission; and natural gas procurement, tratesjomm, and storage. The Ultility is primarily régied by the California Public Utilities
Commission (“CPUC") and the Federal Energy Regma@ommission (“FERC").

This Quarterly Report on Form 10sGaicombined report of PG&E Corporation and thédititi Therefore, the Notes to the
Condensed Consolidated Financial Statements apgigth PG&E Corporation and the Utility. PG&E Coration's Condensed Consolida
Financial Statements include the accounts of PG&Ep@ration, the Utility, and other wholly owned atwhtrolled subsidiaries. The Utility's
Condensed Consolidated Financial Statements in¢helaccounts of the Utility and its wholly ownawtlacontrolled subsidiaries that the
Utility is required to consolidate under applicabtEzounting standards and variable interest esfitiewhich the Utility absorbs a majority of
the risk of loss or gain. All intercompany transaes have been eliminated from the Condensed didased Financial Statements.

The accompanying Condensed Congdelid@inancial Statements have been prepared indamooe with accounting principles
generally accepted in the United States of AmgfiGaAAP”) for interim financial information and in accordaneih the instructions to For
10-Q and Rule 10-01 of Regulation S-X promulgatedhe Securities and Exchange Commission (“SECY)therefore do not contain all of
the information and footnotes required by GAAP #mel SEC for annual financial statements. The infdion at December 31, 2007 in both
PG&E Corporation and the Utility's Condensed Coidstéd Balance Sheets included in this quartepprewas derived from the audited
Consolidated Balance Sheets incorporated by refereno their combined Annual Report on Form 10eKthe year ended December 31,
2007. PG&E Corporation and the Utility’s combin&dnual Report on Form 10-K for the year ended Ddmem31, 2007, together with the
information incorporated by reference into suclorgps referred to in this Quarterly Report onfak0-Q as the “2007 Annual Report.”

Except for the new and significaot@unting policies described in Note 2 below, tbeoainting policies used by PG&E Corporation
and the Utility are discussed in Notes 1 and hefNotes to the Consolidated Financial Statemerttsei 2007 Annual Report.

The preparation of financial statements in confeymiith GAAP requires management to make estimabesassumptions. These
estimates and assumptions affect the reported amofirevenues, expenses, assets and liabiliiesjisclosure of contingencies, and incl
but are not limited to, estimates and assumptieesl in determining the Utility's regulatory assad &ability balances based on probability
assessments of regulatory recovery, revenues ebrreobt yet billed, the remaining disputed claimade by electricity suppliers in the
Utility’s proceeding under Chapter 11 of the U.&nRruptcy Code (“Chapter 11”) and customer refuadset retirement obligations
(“ARO"), allowance for doubtful accounts receivahpeovisions for losses that are deemed probabte Environmental remediation
liabilities, pension and other employee benefin@asets and liabilities, liabilities for futureveeance costs, accounting for derivatives under
Statement of Financial Accounting Standards (“SPA$J. 133 “Accounting for Derivative Instrumentsdadedging Activities” (“SFAS No.
133"), fair value measurements under SFAS No. Fair“Value Measurements” (“SFAS No. 1577), incorag-telated assets and liabilities,
and accruals for legal matters. In addition, thifitytuses estimates and assumptions when it reviewg-lived assets and certain identifiable
intangibles that are held and used in operationsrfpairment. (A review is triggered whenever égeor changes in circumstances indicate
that the carrying amount of these assets mighbaewoecoverable.) A change in management's essnoatessumptions could have a material
impact on PG&E Corporation and the Utility's finealcondition and results of operations during pleeiod in which such change
occurred. As these estimates and assumptionsvieywdigments on a wide range of factors, includirtgre regulatory decisions and
economic conditions that are difficult to predittual results may differ materially from thesareates. PG&E Corporation and the Utility's
Condensed Consolidated Financial Statements refleatljustments management believes are necefgsahe fair presentation of their
financial condition and results of operations fog periods presented. Interim period results efaions are not necessarily indicative of the
results of operations for the full year.

This quarterly report should be r@adonjunction with PG&E Corporation and the Wyils audited Consolidated Financial
Statements and Notes to the Consolidated FinaBtaaéments 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 Mtiddopted the provisions of SFAS No. 157, whichirdeSf fair value, establishes
criteria when measuring fair value, and expandslassires about fair value measurements. SFAS Blodgfines fair value as “the price that
would be received to sell an asset or paid to feairssliability in an orderly transaction betweennket participants at the measurement date,
or the “exit price.” Accordingly, an entity musbw determine the fair value of an asset or liapliised on the assumptions that market
participants would use in pricing the asset oriliigh not those of the reporting entity itself. dditionally, SFAS No. 157 establishes a fair
value hierarchy, which gives precedence to fain@aheasurements, calculated using observable itpthsse using unobservable
inputs. SFAS No. 157 requires entities to discfagevalued financial instruments according to kerarchy in each reporting period after
implementation. The provisions of SFAS No. 157énbeen deferred to fiscal years beginning afterdddver 15, 2008 for nonrecurring,
nonfinancial instruments shown at fair value. Sege 8 of the Notes to the Condensed ConsolidaiteahEial Statements for further
discussion and financial statement impact of thelémentation of SFAS No. 157.

Fair Value Option

On January 1, 2008, PG&E Corporation and the Mtddopted the provisions of SFAS No. 159, “The Nailue Option for
Financial Assets and Financial Liabilities” (“SFA®. 159”). SFAS No. 159 establishes a fair valpgom under which entities can elect to
report certain financial assets and liabilitieadt value with changes in fair value recognize@amnings. PG&E Corporation and the Utility
have not elected the fair value option for any &sseliabilities as of and during the three anueninonths ended September 30, 2008;
therefore, the adoption of SFAS No. 159 did notartghe Condensed Consolidated Financial Statements

Amendment of Financial Accounting Standards Boardtkerpretation No. 3¢

On January 1, 2008, PG&E Corporation and the Mtiddopted the provisions of Financial Accountingristards Board (“FASB”)
Staff Position on Interpretation 39, “Amendmenf&{SB Interpretation No. 39” (“FIN 39-1"). UnderIRI39-1, a reporting entity is required
to offset the cash collateral paid or cash coliterceived against the fair value amounts recaghiar derivative instruments executed with
the same counterparty under a master netting agraegt when reporting those amounts on a net basis.provisions of FIN 39-1 are
applied retrospectively. See Note 7 of the Nateth¢ Condensed Consolidated Financial Statemenfarther discussion and financial
statement impact of the implementation of FIN 39-1.

Share-Based Compensation

PG&E Corporation and the Utility account for shaesed compensation awards in accordance with thespns of SFAS No.
123R, “Share-Based Payment” (“SFAS No. 123R"), gshe modified prospective application method, Whiequires that compensation cost
be recognized for all share-based payment awardsiding unvested stock options, based on the glatetfair value. SFAS No. 123R
requires that an estimate of future forfeituresriaale and that compensation cost be recognizedanshare-based payment awards that are
expected to vest.

PG&E Corporation and the Utility use an estimatedual forfeiture rate of 2.5%, based on historiddibure rates, for purposes of
determining compensation expense for share-basedtine awards. The following table provides a swary of total compensation expense
for PG&E Corporation (consolidated) and the Utilisgand-alone) for share-based incentive awardghéothree and nine months ended
September 30, 2008 and 2007:

PG&E Corporation Utility
Three Months Ended  Three Months Ended
September 30, September 30,

(in millions) 2008 2007 2008 2007
Stock options $ 1% 2 $ - $ 1
Restricted stoc 5 6 4 4
Performance shares - 15 - 10
Total compensation expense (pre-tax) $ 6 $ 23 $ 4 % 15
Total compensation expense (after-tax) $ 4 3 14 $ 2 9 9
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PG&E Corporation Utility
Nine Months Ended Nine Months Ended

September 30, September 30,
(in millions) 2008 2007 2008 2007
Stock options $ 2 % 6 9 19 3
Restricted stoc 19 19 13 12
Performance shares 8 15 5 9
Total compensation expense (pre-tax) $ 28 $ 40 $ 19 §$ 24
Total compensation expense (after-tax) $ 17 $ 24 $ 11 $ 14

Pension and Other Postretirement Benef

PG&E Corporation and the Utility provide a noantributory defined benefit pension plan for cereamployees and retirees (refer
to collectively as “pension benefits”), contributgrostretirement medical plans for certain emplgyeed retirees and their eligible
dependents, and non-contributory postretiremeaifi§urance plans for certain employees and retiire¢erred to collectively as “other
benefits”). PG&E Corporation and the Utility us®acember 31 measurement date for all plans.

Net periodic benefit cost as reflected in PG&E @ogtion's Condensed Consolidated Statements ofrlador the three and nine
months ended September 30, 2008 and 2007 arel@sgol

Pension Benefits Other Benefits
Three Months Ended  Three Months Ended
September 30, September 30,
(in millions) 2008 2007 2008 2007

Service cost for benefits earn $ 58 $ 55 $ 79 7
Interest cos 14¢ 13¢ 21 20
Expected return on plan ass (73 (17¢) (22 (23)
Amortization of transition oingatioH) - - 6 7
Amortization of prior service co§? 12 12 4 3
Amortization of unrecognized gain/(lo<8) 1 1 (3 (1)
Net periodic benefit cosl $ 47 $ 29 $ 13 $ 13

Din 2007, under SFAS No.158, “Employers’ AccountfogDefined Benefit Pension and Other Postretiren®ans, an amendment of
FASB Statements No. 87, 88, 106, and 132(R)” (“SRS 158"), PG&E Corporation and the Utility recedlamounts related to pensior
and other benefits in other comprehensive incoraephrelated deferred taxes, except for a pontgmorded as a regulatory liability in
accordance with SFAS No. 7*Accounting for the Effects of Certain Types of Riegion” as amendec*SFAS No. 77).

Pension Benefits Other Benefits
Nine Months Ended Nine Months Ended
September 30, September 30,
(in millions) 2008 2007 2008 2007

Service cost for benefits earn $ 177 $ 172 $ 22 % 22
Interest cos 43¢ 40¢ 61 59
Expected return on plan ass (522) (539 (70 (72
Amortization of transition oingatioH) - - 19 19
Amortization of prior service co&? 35 37 12 12
Amortization of unrecognized gain/(1o<9) 1 2 (11) (7)
Net periodic benefit cost $ 127 $ 87 $ 33 $ 33

®n 2007, under SFAS No.158, PG&E Corporation ardUlility recorded amounts related to pension atheéobenefits in other
comprehensive income, net of related deferred taeept for a portion recorded as a regulatolyillty in accordance with SFAS No. 7

There was no material difference between PG&E Qaitmn and the Utility's consolidated net periobienefit costs.
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Accounting Pronouncements Issued But Not Yet Adopte
Disclosures about Derivative Instruments and HedgiActivities- an amendment of FASB Statement No. 133

In March 2008, the FASB issued SFAS No. 161, “Risales about Derivative Instruments and Hedgingviieis-an amendment of
FASB Statement No. 133" (“SFAS No. 161"). SFAS N61 amends and expands the disclosure requireeS8AS No. 133. An entity is
required to provide qualitative disclosures abdjectives and strategies for using derivativesntjtetive disclosures on fair value amounts
of and gains and losses on derivative instrumeantd,disclosures relating to credit-risk-relatedtoment features in derivative
agreements. SFAS No. 161 is effective prospegtifaelfiscal years beginning after November 15, 20@G&E Corporation and the Utility
are currently evaluating the impact of SFAS No..161

NOTE 3: REGULATORY ASSETS, LIABILITIES, AND BALANCI NG ACCOUNTS

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

Under SFAS No. 71, incurred costs that would otlisevee charged to expense may be capitalized aodded as regulatory assets
if it is probable that the incurred costs will lezovered in future rates. The regulatory assetsuaortized over future periods consistent with
the inclusion of costs in authorized customer ratésosts that a regulated enterprise expecisdar in the future are currently being
recovered through rates, SFAS No. 71 requirestiigategulated enterprise record those expectedefgtsts as regulatory liabilities. In
addition, amounts that are probable of being ceeditr refunded to customers in the future museberded as regulatory liabilities.

To the extent portions of the Utility’s operatiorease to be subject to SFAS No. 71, or recovang isnger probable as a result of
changes in regulation or other reasons, the retagpaatory assets and liabilities are written off.

Regulatory Assets

Long-term regulatory assets are comprised of thewing:

Balance At
September December
30, 31,

(in millions) 2008 2007
Energy recovery bond regulatory as $ 1571 % 1,83:
Regulatory assets for deferred income 827 732
Utility retained generation regulatory ass 817 947
Environmental compliance cos 37¢ 32¢
Unamortized loss, net of gain, on reacquired i 22¢ 26¢
Regulatory assets associated with plan of reorgtioiz 10¢ 122
Contract termination cos 86 96
Scheduling coordinator cos 66 a0
Other 16C 42
Total regulatory assets $ 423: % 4,45¢

The energy recovery bond (“ERB”) regulatory assetresents the refinancing of the settlement regylatsset established under the
December 19, 2003 settlement agreement among PGijo€ation, the Utility, and the CPUC to resolve tlitility's Chapter 11 proceeding
(“Chapter 11 Settlement Agreement”). The Utiligpects to fully recover this asset by the end df20

The regulatory assets for deferred income tax sgpriedeferred income tax benefits previously patisedigh to customers and are
offset by deferred income tax liabilities. Tax béts to customers have been passed through, &SRB requires utilities under its
jurisdiction to follow the“flow-through” method of passing certain tax betgefd customers. The “flow-through” method ignottes effect of
deferred taxes on rates. Based on current regyleitemaking and income tax laws, the Utility esseto recover deferred income taxes
related to regulatory assets over periods rangom fL to 45 years.
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In connection with the Chapter 11 Settlement Agretthe Utility recognized a one-time noash gain of $1.2 billion related to t
recovery of the Utilitys retained generation regulatory assets in 200w ifidividual components of these regulatory asset@amortized ov
approximately 16 years.

Environmental compliance costs represent the podfestimated environmental remediation liabitittbat the Utility expects to
recover in future rates as actual remediation argtsncurred. The Utility expects to recover thessts over periods ranging from 1 to 30
years.

Unamortized loss, net of gain, on reacquired deptasents costs related to debt reacquired ormesteprior to maturity with
associated discount and debt issuance costs. Thsteare expected to be recovered over the rargainiginal amortization period of the
reacquired debt over periods ranging from 1 to 4&§.

Regulatory assets associated with the Utility’sygdéreorganization include costs incurred in ficiag the Utility’s plan of
reorganization under Chapter 11 and costs to ogehgeenvironmental enhancement projects of th#i®&orest and Watershed Stewards
Council, an entity that was established pursuatthedJtility’s plan of reorganization. The Utiligxpects to recover these costs over periods
ranging from 5 to 30 years.

Contract termination costs represent amounts ltigattility incurred in terminating a 30-year powirrchase agreement. This
regulatory asset will be amortized and collectethies on a straight-line basis through the erfSeptember 2014, the power purchase
agreement’s original termination date.

The regulatory asset related to scheduling cootain&SC”) costs represents costs that the Utiliigurred beginning in 1998 in its
capacity as an SC for its then existing wholesalesmission customers. The Utility expects toyfudicover the SC costs by the fourth que
of 2009.

“Other” is primarily related to price risk managemeegulatory assets. The Utility enters into caats to procure electricity and
natural gas that are designed to reduce commoddy fgsks. Some of these price risk managememiracts are accounted for as derivative
instruments under SFAS No. 133 (see Note 7 of thied\to the Condensed Consolidated Financial Statesn Changes in the fair value of
derivative instruments are recognized as pricemakagement assets or liabilities. The unrealggad or loss associated with changes in the
fair value of these derivative instruments is defdrand recorded in regulatory accounts to be eealvor refunded through regulated
rates. Price risk management regulatory assetegept the deferral of unrealized losses relatgdlite risk management derivative
instruments with terms in excess of one year.

In general, the Utility does not earn a return egutatory assets where the related costs do noteaterest. Accordingly, the
Utility earns a return only on the Utility’s ret@id generation regulatory assets; unamortized hetf gain, on reacquired debt; and
regulatory assets associated with the plan of egorgtion.

Current Regulatory Assets

At September 30, 2008 and December 31, 2007, titigyWitad current regulatory assets of approxima®317 million and $131
million, respectively, consisting primarily of paaisk management regulatory assets and the cyroetion of long-term regulatory
assets. Price risk management regulatory asgeessent the deferral of unrealized losses relatguiite risk management derivative
instruments with terms of less than one year. &@unregulatory assets are included in Prepaid esqeeand other in the Condensed
Consolidated Balance Sheets.
Regulatory Liabilities

Long-term regulatory liabilities are comprised loé following:

Balance At
September

30, December 31

(in millions) 2008 2007
Cost of removal obligatio $ 269 $ 2,56¢
Employee benefit plar 62€ 57¢
Asset retirement cos 33E 573
Public purpose progran 31¢ 264
California Solar Initiative 20¢€ 15¢
Price risk manageme 10t 124
Other 172 182
Total regulatory liabilities $ 4,45¢ 3 4,44¢
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Cost of removal liabilities represent revenuesem#td for asset removal costs that the Utility expéo incur in the future.

Employee benefit plan expenses represent the ctirautiifferences between amounts recognized inrdecae with GAAP and
amounts recognized for ratemaking purposes, wHahiacludes amounts that otherwise would be frdigorded to Accumulated other
comprehensive income in the Condensed Consolidgdthce Sheets in accordance with SFAS No. 158e [te 2 of the Notes to the
Condensed Consolidated Financial Statements ar2De Annual Report for further discussion.) Thieakances will be charged against
expense to the extent that future expenses execeedrds recoverable for regulatory purposes.

Asset retirement costs represent timing differertega/een the recognition of ARO in accordance WithAP and the amounts
recognized for ratemaking purposes.

Public purpose program liabilities represent rewsndesignated for public purpose program costsatieagxpected to be incurred in
the future.

California Solar Initiative liabilities represerd@wenues collected from customers to pay for chstdtility expects to incur in the
future to promote the use of solar energy in regidehomes and commercial, industrial, and agtizal properties.

Price risk management regulatory liabilities repreéshe deferral of unrealized gains related togorisk management derivative
instruments with terms in excess of one year.

“Other” is primarily related to amounts receivedrfrinsurance companies to pay for hazardous sutestamediation costs. The
insurance recoveries are refunded to customerseduation to rates until customers are fully reimsed for the cost of hazardous substance
remediation that has been collected in rates. #addilly, “Other” includes regulatory liabilitiebat represent future customer benefits
associated with the Gateway Generating Stationté@ay”). Gateway was acquired as part of a seétfegrwith Mirant Corporation and the
associated liability will be amortized over 30 y&heginning in January 2009 when Gateway is amiieghbto be placed in service.

Current Regulatory Liabilities

As of September 30, 2008, the Utility had curregulatory liabilities of approximately $310 millipoonsisting primarily of price
risk management regulatory liabilities representtmgdeferral of unrealized gains related to priske management derivative instruments
with terms of less than one year. As of Decemlie2B07, the Utility had current regulatory liabéds of approximately $280 million,
primarily consisting of the current portion of eiéc transmission wheeling revenue refunds and antsotinat the Utility expects to refund to
customers for over-collected electric transmissaias. Current regulatory liabilities are includeurrent Liabilities - Other in the
Condensed Consolidated Balance Sheets.

Regulatory Balancing Accounts

The Utility uses revenue regulatory balancing aoteto accumulate differences between revenueshendtility's authorized
revenue requirements and cost regulatory balaregogunts to accumulate differences between incuwsts and costs recovered, or
collected (primarily commodity cost). Under-coliens that are probable of recovery through regdahtes are recorded as regulatory
balancing account assets. Over-collections tleapesbable of being credited to customers are decbas regulatory balancing account
liabilities.

The Utility's current regulatory balancing accoustsumulate balances until they are refunded tea®ived from the Utility's
customers through authorized rate adjustmentsmitté next 12 months. Regulatory balancing aceotinatt the Utility does not expect to
collect or refund in the next 12 months are inctidteOther Noncurrent Assets — Regulatory assetdNmmcurrent Liabilities — Regulatory
liabilities in the Condensed Consolidated Balanicegs. The CPUC does not allow the Utility to offssgulatory balancing account assets
against regulatory balancing account liabilities.
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Current Regulatory Balancing Account Assets

Balance At
September December
30, 31,
(in millions) 2008 2007
Electricity revenue and cost balancing accol $ 1,05¢ $ 67¢€
Natural gas revenue and cost balancing accc 58 93
Total $ 1,117 $ 771
Current Regulatory Balancing Account Liabilities
Balance At
September December
30, 31,
(in millions) 2008 2007
Electricity revenue and cost balancing acco! $ 79t % 61¢€
Natural gas revenue and cost balancing accc 111 55
Total $ 90€ $ 673

During the nine months ended September 30, 20@8yrkereollection in the Utility's electricity revenue andst balancing accout
increased from December 31, 2007. This changsgrisapily due to higher than forecasted procurenoasts. During the nine months ended
September 30, 2008, the over-collection in theityt natural gas revenue and cost balancing adsdanreased from December 31, 2007
mainly due to seasonal demand changes.

NOTE 4: DEBT
PG&E Corporation
Convertible Subordinated Notes

At September 30, 2008, PG&E Corporation had outstenapproximately $280 million of 9.50% Converél$ubordinated Notes
that are scheduled to mature on June 30, 201@rekttis payable semi-annually in arrears on JOren8 December 31. These Convertible
Subordinated Notes may be converted (at the opfitine holder) at any time prior to maturity int®,%58,059 shares of PG&E Corporation
common stock, at a conversion price of $15.09 pares The conversion price is subject to adjustrfa@rsignificant changes in the number
of outstanding shares of PG&E Corporatinbmmon stock. In addition, holders of the Cotibkr Subordinated Notes are entitled to rec
“pass-through dividends” determined by multiplyihg cash dividend paid by PG&E Corporation peraiohicommon stock by a number
equal to the principal amount of the Convertiblé&uinated Notes divided by the conversion priS&éce January 1, 2008, PG&E
Corporation has paid “pass-through dividends” totaapproximately $28 million, including $7 milligmaid on October 15, 2008.

In accordance with SFAS No. 133, the dividend paoétion rights of the Convertible Subordinated ésoare considered to be
embedded derivative instruments and, thereforet brubifurcated from the Convertible Subordinatexds and recorded at fair value in
PG&E Corporation's Condensed Consolidated Finagtatements. Dividend participation rights areogeized as operating cash flows in
PG&E Corporation’s Condensed Consolidated Statesrefn€ash Flows. Changes in the fair value aregeized (in Other income
(expense), net) in PG&E Corporation's Condenseds@atated Statements of Income as a non-operatipgrse or income. At September
30, 2008, the total estimated fair value of thad#ind participation rights, on a pre-tax basis, efgroximately $49 million, of which $28
million was classified in Current Liabilities - Gthand $21 million was classified in Noncurrenthiigies - Other in the accompanying
Condensed Consolidated Balance Sheets. At Dece3ib@007, the total estimated fair value of thadd#ind participation rights, on a ptax
basis, was approximately $62 million, of which $8Blion was classified in Current Liabilities - Gthand $37 million was classified in
Noncurrent Liabilities- Other in the accompanying Condensed ConsolidBtéaince Sheets. The discount factor used to hkse rights
was adjusted on January 1, 2008 in order to comvfilythe provisions of SFAS No. 157, resulting ii@million increase in fair value. (See
Note 8 of the Notes to the Condensed ConsolidaiteghEial Statements for further discussion of thplementation of SFAS No. 157
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Utility
Senior Notes

On March 3, 2008, the Utility issued $200 millioninzipal amount of 5.625% Senior Notes due on Ndven30, 2017, increasing
the total outstanding amount of 5.625% Senior Nte®700 million. Also on March 3, 2008, the Utilissued $400 million principal amot
of 6.35% Senior Notes due on February 15, 2038.

At September 30, 2008, there were $6.9 billionesfigr notes outstanding.
On October 21, 2008, the Utility issued $600 milljarincipal amount of 8.25% 10-year Senior Notes d October 15, 2018.
Pollution Control Bonds

The California Pollution Control Financing Authgriand the California Infrastructure and Economic&epment Bank (“CIEDB”)
have issued various series of tax-exempt pollutmmtrol bonds for the benefit of the Utility.

In 2005, the Utility purchased financial guarantgurance policies to insure the regularly schedpéganents on $454 million of
pollution control bonds series 2005 A-G (“PC200mts)") issued by the CIEDB. Interest rates on thesels were set at auction every 7 or
35 days. In January 2008, the insurer’s credigavas downgraded and/or put on review for possilswngrade by several credit
agencies. This, in addition to credit issues itmiacted the auction rate securities markets, teurh increases in interest rates for the
PC2005 bonds. To eliminate this interest rate, tis& Utility repurchased $300 million of the PC30fbnds in March 2008 and the remair
$154 million in April 2008.

On September 22, 2008, the CIEDB issued $50 mifidgncipal amount of pollution control bonds serfedue on November 1, 20
and $45 million principal amount of pollution cooitbonds series G due on December 1, 2018 forehefl of the Utility. These series of
bonds refunded the corresponding related serie€@0b05 bonds. Each series of bonds will beardsteat 3.75% per year through Septer
19, 2010 and is subject to mandatory tender oneBdper 20, 2010 at a price of 100% of the princgmbunt plus accrued
interest. Thereafter, these series of bonds magrbarketed in a fixed or variable rate mode. rigeis payable semi-annually in arrears on
March 1 and September 1.

At September 30, 2008, there were $1.3 billionafytion control bonds outstanding.

On October 29, 2008, the CIEDB issued four serigaxaexempt pollution control bonds in the prirgigmount of $309 million for
the benefit of the Utility. These series of bonefeinded the corresponding related series of PCBOB8s. The bonds bear interest at variable
interest rates not to exceed 12% per year. Tlialimterest rate on the bonds is 1.75%. Ther@derate payable on the bonds will initially
reset weekly. Bonds in the principal amount ofGbtr@illion will mature in 2016 and bonds in the mipal amount of $149 million will
mature in 2026.

Each series of bonds issued in October is suppbsteddirect-pay letter of credit issued by Wellsgo Bank National Association
that expires on October 29, 2011, unless extendddayments on the bonds are made through drawtb@ letters of credit. The Utility has
entered into a reimbursement agreement with res¢pexztch letter of credit under which the Utilisyabligated to reimburse amounts drawn
under such letter of credit. If the Utility doestmeimburse the issuing lender for a draw ontadetf credit to pay the purchase price of
tendered bonds, the Utility is deemed to have retgaea loan, which loan is generally payable uperearlier of the successful remarketing
of the tendered bonds or the expiration of theteif credit. The Utility anticipates that thdéimancing of the remaining $50 million of
PC2005 bonds will occur by the end of 2008, sultfgcbnditions in the tax-exempt bond market amdlitjuidity needs of the Utility.

Credit Facilities and Short-Term Borrowings

At September 30, 2008, there were approximatel\3$8iflion of letters of credit and $533 million bbrrowings outstanding at a
yield of 3.38% under the Utili’s $2.0 billion working capital facility. In adddn, the working capital facility provides liquigisupport for
commercial paper offerings. At September 30, 2808 Utility had $802 million of commercial papartstanding at an average yield of
approximately 5.75%.
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Energy Recovery Bonc

In furtherance of the Chapter 11 Settlement Agregn®G&E Energy Recovery Funding LLC (“PERF”), aolli owned
consolidated subsidiary of the Utility, issued teaparate series of ERBs in the aggregate amo@. dfillion in 2005. The proceeds of the
ERBs were used by PERF to purchase from the UtHigyright, known as "recovery property," to bedpaispecified amount from a dedicated
rate component. The total amount of ERB princquéktanding was $1.7illion at September 30, 2008.

While PERF is a wholly owned subsidiary of the Itjjlit is legally separate from the Utility. Thssets (including the recovery
property) of PERF are not available to creditorshef Utility or PG&E Corporation, and the recoverpperty is not legally an asset of the
Utility or PG&E Corporation.

NOTE 5: SHAREHOLDERS' EQUITY

PG&E Corporation and the Utility's changes in shatéers' equity for the nine months ended Septei3de2008 were as follows:

PG&E
Corporation Utility
Total
Common Total
Shareholders Shareholders
(in millions) Equity Equity
Balance at December 31, 2007 $ 8,55: $ 9,12¢
Net income 821 87C
Common stock issue 15C -
Shar-based compensation amortizat 21 -
Common stock dividends declared and (279) (42€)
Common stock dividends declared but not yet | (140 -
Preferred stock dividenc - (20
Tax benefit from sha-based payment awar 5 4
Other comprehensive incor 8 8
Equity contribution - 90
Balance at September 30, 20C $ 9,13¢ $ 9,661

At December 31, 2007, EIm Power Corporation, a Whmined subsidiary of PG&E Corporation, held 24680 shares of PG&E
Corporation common stock. Effective August 29, &0BIm Power Corporation was dissolved, and theeshsubsequently cancelled.

At December 31, 2007, PG&E Holdings, LLC, a whallyned subsidiary of the Utility, held approximat@Bs of the Utility
common stock. Effective August 29, 2008, PG&E Hiudd, LLC, was dissolved, and the shares subselguznicelled.

For the nine month period ended September 30, ZBBB&E Corporation contributed equity of $90 milliamthe Utility in order to
maintain the 52% common equity target authorizethbeyCPUC and to ensure that the Utility has adiegeapital to fund its capital
expenditures.

Dividends

During the nine months ended September 30, 20@8Jtiity paid common stock dividends totaling $4@ilion, including $426
million of common stock dividends paid to PG&E Corgtion and $21 million of common stock dividenadsdoto PG&E Holdings, LLC.

During the nine months ended September 30, 2008 B Gorporation paid common stock dividends total#83 million, including
$28 million to EIm Power Corporation. On Septembgr2008, the Board of Directors of PG&E Corpamatiieclared a dividend of $0.39 |
share, totaling $140 million, which was paid on@ar 15, 2008 to shareholders of record on Septe&he2008.

During the nine months ended September 30, 20@8tifity paid cash dividends to holders of itsstanding series of preferred
stock totaling $10 million. On September 17, 206@, Board of Directors of the Utility declaredash dividend on its outstanding series of
preferred stock payable on November 15, 2008 teesiodders of record on October 31, 2008.
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NOTE 6: EARNINGS PER COMMON SHARE

Earnings per common share (“EPS@aisulated utilizing the “two-class” method, byiding the sum of distributed earnings to
common shareholders and undistributed earningsa#d to common shareholders by the weighted ageragnber of common shares
outstanding during the period. In applying thedtalass” method, undistributed earnings are alkgt&d both common shares and
participating securities. PG&E Corporation's Catitée Subordinated Notes are entitled to receiasspthrough dividends and meet the
criteria of a participating security. All PG&E Qumration's participating securities participateaoti1 basis with shares of common stock.

The following is a reconciliation BG&E Corporation's net income and weighted aveshigees of common stock outstanding for
calculating basic and diluted net income per share:

Three Months Ended Nine Months Ended
September 30 September 30

(in millions, except per share amounts) 2008 2007 2008 2007
Net income $ 304 $ 27€ % 821 $ 802
Less: distributed earnings to common shareholders 14C 127 41¢€ 379
Undistributed earnings $ 164 $ 151 $ 40z $ 424
Common shareholders earning:
Basic
Distributed earnings to common shareholc $ 14C $ 127 % 41¢  $ 37¢
Undistributed earnings allocated to common shaoshel 15€ 143 382 402
Total common shareholders earnings, basic $ 29€ $ 27C % 801 $ 781
Diluted
Distributed earnings to common shareholc $ 14C % 127 % 41¢ 3 37¢
Undistributed earnings allocated to common shaoshsl 15€ 143 382 402
Total common shareholders earnings, dilute $ 29€ $ 27C % 801 $ 781
Weighted average common shares outstanding, ba:s 357 352 35€ 35C
9.50% Convertible Subordinated Notes 19 19 19 19
Weighted average common shares outstanding andipating securitie:

basic 37€ 371 37E 369
Weighted average common shares outstanding, 357 352 35€ 35C
Employee share-based compensation 1 1 1 2
Weighted average common shares outstanding, dilute 35¢ 353 357 352
9.50% Convertible Subordinated Notes 19 19 19 19
Weighted average common shares outstanding aridipating securitie:

diluted 377 372 37€ 371
Net earnings per common share, bas
Distributed earnings, basit $ 03¢ $ 0.3 $ 116 $ 1.0¢
Undistributed earnings, basic 0.44 0.41 1.07 1.15
Total $ 08 $ 0.77 $ 22 $ 2.2
Net earnings per common share, diluted
Distributed earnings, dilute $ 03¢ $ 0.3¢ $ 117 $ 1.0¢
Undistributed earnings, diluted 0.44 0.41 1.07 1.14
Total $ 0.8 $ 0.77 $ 224 $ 2.2z

@ pistributed earnings, basic may differ from actpet share amounts paid as dividends, as the EPButation under GAAP requires the use of the
weighted average, rather than the actual numbehafes outstandin
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Options to purchase 7,285 shard¥&%E Corporation common stock were excluded froenadbmputation of diluted EPS for the
three and nine months ended September 30, 2008d®tze exercise prices of these options wereagrdan the average market price of
PG&E Corporation common stock during these periods.

PG&E Corporation reflects the preddrdividends of subsidiaries as other expensedomputation of both basic and diluted EPS.
NOTE 7: DERIVATIVES AND HEDGING ACTIVITIES

The Utility enters into contracts to procure elity, natural gas, nuclear fuel, and firm eledtyidransmission rights. Some of the
contracts meet the definition of derivative instants under SFAS No. 133. All such derivative mstents, including instruments designated
as cash flow hedges, are recorded at fair valugegsbnted as price risk management assets aililiialon the balance sheet (see table
below). As a result of applying the provisionsS6f{AS No. 71, unrealized changes in the fair vafudgedvative instruments are deferred and
recorded to regulatory assets or liabilities. Urttle same regulatory accounting treatment, chaingie® fair value of cash flow hedges are
also recorded to regulatory assets or liabilitiether than being deferred in accumulated othempeehensive income.

In PG&E Corporation and the Utility's Condensed Siated Balance Sheets, price risk managemeetsaasd liabilities
associated with the Utility’s electricity and gasqurement activities are presented on a net bgsisunterparty where the right of offset
exists. As PG&E Corporation and the Utility adaptke provisions of FIN 39-on January 1, 2008, the net balances includeamaing casl
collateral associated with derivative positionSe¢ Note 2 of the Notes to the Condensed Consatidéhancial Statements for discussion of
the adoption of FIN 39-1.) The table below sholestbtal price risk management derivative balaacesthe portions that are designated as
cash flow hedges:

Price Risk Management
Total Price Risk Managemeni  Derivatives Designated as

Derivatives Cash Flow Hedges
December December
September 30 31, September 3C 31,
(in millions) 2008 2007 2008 2007%
Current Assets — Prepaid expenses and
other $ 12C $ 55 $ 8 $ @®
Other Noncurrent Asse— Other 177 171 18 42
Current Liabilities— Other 88 67 36 12
Noncurrent Liabilities— Other 117 20 107 3

@ Balances reflect the allocation of a $220 milli@sie collateral receivable balance to Current AsRBegpaid expense:
and other for $74 million, $72 million to Other Nmnrent Assets-Other, and $74 million to Currerattilities-Other in
accordance with FIN 39-1.

@ Balances reflect the allocation of a $65 milliosttaollateral receivable balance to Current AsBetpaid expenses
and other for $3 million, $46 million to Other Nameent Assets-Other, and $16 million to Currentiiliies-Other in
accordance with FIN 39-1. This collateral was dfas$ as Current AssetBrepaid expenses and other in the 2007 Ai
Report.

®) Balances reflect the allocation of a $25 milliosit@ollateral receivable balance to Current AsBetpaid expenses
and other for $8 million, $7 million to Other Nomeent Assets-Other, and $10 to Current Liabilit@her in accordanc
with FIN 39-1.

“ Balances reflect the allocation of a $16 milliosttollateral receivable balance to Other Noncuresets-Other fo
$9 million and $7 million to Current Liabilities-®¢r in accordance with FIN 39-1. This collaterabwetassified as
Current Assets-Prepaid expenses and other in #i¢ 20nual Report.

®)$2 million of the cash flow hedges in a liabilitpgition at December 31, 2007 relate to countegmafor which the
total net derivatives position is a current as

As of September 30, 2008, PG&E Corporation andMiédy had cash flow hedges with expiration datieugh December 2012 for
energy contract derivative instruments.

The Utility also has derivative instruments for fiteysical delivery of commaodities transacted intleemal course of
business. These derivative instruments are ediddal the normal purchase and sales exceptions 8f&S No. 133, and are not reflected in
the Condensed Consolidated Balance Sheets.

Net realized gains or losses on derivative instmisiéncluding those derivative instruments for ethihe normal purchase and sales
exception has been elected, are recorded in thetetectricity and the cost of natural gas. Ciadlows and outflows associated with the
settlement of price risk management transactioesesnognized in operating cash flows on PG&E Cation and the Utilit's Condense



Consolidated Statements of Cash Flows.

The dividend participation rights of PG&E Corpoaattis Convertible Subordinated Notes, considerdaetaderivative instruments,
are recorded at fair value in PG&E Corporation’si@ensed Consolidated Financial Statements in agnoedwith SFAS No. 133. (See Note
4 of the Notes to the Condensed Consolidated Fiab8tatements for discussion of the Convertiblb@dinated Notes.)
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NOTE 8: FAIR VALUE MEASUREMENTS

On January 1, 2008, PG&E Corporation and the Mtidopted the provisions of SFAS No. 157, whichraesf fair value
measurements and implements a hierarchical disdasquirement. SFAS No. 157 deferred the disctosiithe hierarchy for certain non-
financial instruments to fiscal years beginningaftiovember 15, 2008.

SFAS No. 157 defines fair value as “the price thatild be received to sell an asset or paid to tearssliability in an orderly
transaction between market participants at the mmeasent date,” or the “exit price.” Accordingly) antity must now determine the fair
value of an asset or liability based on the assiompthat market participants would use in priding asset or liability, not those of the
reporting entity itself. The identification of nkat participant assumptions provides a basis fterdening what inputs are to be used for
pricing each asset or liability. Additionally, SEANo. 157 establishes a fair value hierarchy thatsgprecedence to fair value measurements
calculated using observable inputs over those usiodpservable inputs. Accordingly, the followiryéls were established for each input:

Level 1: “Inputs that are quoted prices (unadjusted)ctiva markets for identical assets or liabilitibattthe reporting entity has the
ability to access at the measurement date.” Actimekets are those in which transactions for tisetasr liability occur with
sufficient frequency and volume to provide pricinfprmation on an ongoing basis. Instruments diaskas Level 1 consist of
financial instruments such as exchamgaled derivatives (other than options), listediteeg) and U.S. government treasury secur

Level 2: “Inputs other than quoted prices included in ¢élel/ that are observable for the asset or liabiitsher directly or
indirectly.” Instruments classified as Level 2 simt of financial instruments such as non-exchangged derivatives (other than
options) valued using exchange inputs and exchaaded derivatives (other than options) for whicé market is not active.

Level 3: “Unobservable inputs for the asset or liabifitythese are inputs for which there is no markéa deaailable, or observable
inputs that are adjusted using Level 3 assumptitmstruments classified as Level 3 consist prityari financial and physical
instruments such as options, non-exchange-tradiédhtiees valued using broker quotes, and new antimplex instruments that
have immature or limited markets.

SFAS No. 157 is applied prospectively with limitexteptions. One such exception relates to SFASLEGs nullification of a
portion of Emerging Issues Task Force (“EITF") N@-3, “Issues Involved in Accounting for Derivati@®ntracts Held for Trading Purposes
and Contracts Involved in Energy Trading and Risknsgement Activities” (“EITF 02-3"). Prior to th&suance of SFAS No. 157, EITF G2-
prohibited an entity from recognizing a day onengai loss on derivative contracts based on theofisaobservable inputs. A day one gait
loss is the difference between the transactiore@itd the fair value of the contract on the dayddwivative contract is executed (i.e., at
inception). Prior to the adoption of SFAS No. 1&i& Utility did not record any day one gains agsed with Congestion Revenue Rights
(“CRRSs”) as the fair value was based primarily molbservable market data. (CRRs allow market ppaints, including load serving entities,
to hedge the financial risk of congestion charggsased by the California Independent System Opefa@@I1SQO”) in the day-ahead market
to be established when the CAISO’s Market RedeaighTechnology Upgrade (“MRTU”) becomes effectiv@he costs associated with
procuring CRRs are currently being recovered iagatr are probable of recovery in future ratese adhoption of SFAS No. 157 permitted
Utility to record day one gains associated with GR&sulting in a $48 million increase in price neknagement assets and the related
regulatory liabilities as of January 1, 2008.

The following table sets forth the fair value hietay by level of PG&E Corporation and the Utility'scurring fair value financial
instruments as of September 30, 2008. The insmisrare classified based on the lowest level aititipat is significant to the fair value
measurement. PG&E Corporation and the Utility'se@sment of the significance of a particular inpuhe fair value measurement requires
judgment, and may affect the valuation of fair wahssets and liabilities and their placement withnfair value hierarchy level
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PG&E Corporation

Fair Value Measurements as of September 30, 20

(in millions) Level 1 Level 2 Level 3 Total
Assets:
Money market investments (hel
by PG&E Corporation $ 19 $- $ 62 $ 25¢
Nuclear decommissioning trus
& 1,60¢ 30¢ 7 1,92¢
Price risk management
instruments? 54 4 34 92
Rabbi trustd® 78 - - 78
Long-term disability trust 49 - 79 12¢
Assets Total $1,98. $ 31z $ 182 $2,47¢
Liabilities:
Dividend participation right $- $- $ 4¢ $ 4¢
Other - - 5 5
Liabilities Total $- $- $ 54 $ 54

W Excludes taxes on appreciation of investment value.

@ Balances include the impact of netting adjustmengccordance with the requirements of FIN 39-$4f million to Level
1, $26 million to Level 2, and $153 million to Lé\&2

® Excludes life insurance policies.

Utility
Fair Value Measurements as of September 30, 2008

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

Nuclear decommissioning tru

@ $ 1,60 $ 30¢ $7 $ 1,02

Price risk management

instrumentg? 54 4 34 92

Long-term disability trust 49 - 79 12¢
Assets Total $1,71: $ 312 $ 12( $2,14:
Liabilities:

Other $- $- $E 5
Liabilities Total $- $- $E $E

W Excludes taxes on appreciation of investment value.

@ Balances include the impact of netting adjustmengccordance with the requirements of FIN 39-$4f million to Level
1, $26 million to Level 2, and $153 million to Lé\&

PG&E Corporation and the Utility’s fair value meesmments incorporate various factors required usdeS No. 157 such as the
credit standing of the counterparties involved,peformance risk including the risk of nonperforrmaty PG&E Corporation and the Utility
on their liabilities, the applicable exit markemdaspecific risks inherent in the instrument. Neriprmance and credit risk adjustments on the
Utility’s price risk management instruments aredshen current market inputs when available, suatredit default swap spreads. When
such information is not available, internal modeby be used. As of September 30, 2008, the nampeshce and credit risk adjustment
represents approximately 1% of the net price rigkagement value. As permitted under SFAS No. R&&E Corporation and the Utility
utilize a mid-market pricing convention (the midiptdbetween bid and ask prices) as a practicaldigpéin valuing the majority of its
derivative assets and liabilities at fair value.
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Money Market Investments

PG&E Corporation invests in AAA-rated money markatds that seek to maintain a stable net asse¢valhiese funds invest in
high quality, short-term, diversified money markettruments, such as treasury bills, federal agsecuyrities, certificates of deposit, and
commercial paper with a maximum weighted averageritya of 60 days or less. PG&E Corporation’s igtraents in these money market
funds are generally valued based on observablesrguch as expected yield and credit quality aedtars classified as Level 1
instruments. Approximately $192 million held in may market funds are recorded as Cash and castaéns in PG&E Corporation’s
Condensed Consolidated Balance Sheets.

As of September 30, 2008, PG&E Corporation clasgifipproximately $62 million invested in one mongrket fund as a Level 3
instrument because the fund manager imposed téstiscon fund participants’ redemption request&&E Corporation’s investment in this
money market fund, previously recorded as Cashcasll equivalents, is recorded as Prepaid expendastlaer in PG&E Corporation’s
Condensed Consolidated Balance Sheets. (In Ochil®, PG&E Corporation received an initial redeéompamount of approximately $32
million from the money market fund.)

Trust Assets

The nuclear decommissioning trusts, the rabbidrredtited to the non-qualified deferred compensailans, and the long-term
disability trust hold primarily equities, debt seities, mutual funds, and life insurance polici@hese instruments are generally valued based
on unadjusted prices in active markets for idehtieasactions or unadjusted prices in active ntarfa similar transactions. The rabbi trusts
are classified as Current Assets-Prepaid expemsesther and Other Noncurrent Assets-Other in P@®Eporation’s Condensed
Consolidated Financial Statements. The long-tasahility trust is classified as Current Liabilgi@®ther in PG&E Corporation and the
Utility’s Condensed Consolidated Financial Statetren

Price Risk Management Instruments

Price risk management instruments are compris@thydical and financial derivative contracts inchglfutures, forwards, options,
and swaps that are both exchange-traded and ozemwtmter (“OTC"{traded contracts. PG&E Corporation and the Utilisg similar mode
to value similar instruments. SFAS No. 71 allotws Utility to defer the unrealized gains and lossesociated with these derivatives, as they
are expected to be refunded or recovered in futitss.

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

CRRs, firm transmission rights (“FTRs"), and demaespbonse (“DR") contracts are new and/or compiskruments that have
immature or limited markets. CRRs are discussed@bFTRs allow market participants, includingdarving entities to hedge both the
physical and financial risk associated with CAISfipbsed congestion charges until the MRTU beconfestafe. DRs primarily allow
market participants, including load serving ensitio manage their capacity requirements. In edgiDR contracts are used to hedge
financial risk associated with increased energggsiresulting from increased demand on the elé@gtgad. Activity in these markets is
minimal and observable inputs may not be availabfgicing these instruments. Therefore, the pganodels used to value these instrun
often incorporate significant estimates and assiamgthat market participants would use in priding instrument. Accordingly, they are
classified as Level 3 measurements.

Exchange-traded derivative instruments (other thaions) are generally valued based on unadjusiedsin active markets using
pricing models to determine the net present vafiestimated future cash flows. Accordingly, a migyoof these instruments are classified as
Level 1 measurements. However, certain of theshange-traded contracts are classified as Leved@uarements because the contract term
extends to a point at which the market is no lorogeisidered active but where prices are still ok@e. This determination is based on an
analysis of the relevant characteristics of theketasuch as trading hours, trading volumes, frequef available quotes, and open
interest. In addition, a number of OTC contra@sgehbeen valued using unadjusted exchange pricegiire markets. Such instruments are
classified as Level 2 measurements as they arexcbange-traded instruments. The remaining OT®@atére instruments are valued using
pricing models based on the net present valuetwhiated future cash flows based on broker quotatidduch instruments are generally
classified within Level 3 of the fair value hierbhycas broker quotes are only indicative of markgiviay and do not necessarily reflect
binding offers to transact.

See Note 7 of the Notes to the Condensed Consedidéhancial Statements for further discussiorhefgrice risk management
instruments.
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Dividend Participation Rights

The dividend participation rights of the Convertil8ubordinated Notes are embedded derivative mstnts in accordance with
SFAS No. 133 and, therefore, are bifurcated fromv@dible Subordinated Notes and recorded at finesin PG&E Corporation's
Condensed Consolidated Balance Sheets. The divigenicipation rights are valued based on thepretent value of estimated future cash
flows using internal estimates of common stockakwids. These rights are recorded as Current ltiabilOther and Noncurrent Liabilities-
Other in PG&E Corporation’s Condensed Consolid&eldnce Sheets. (See Note 4 of the Notes to thel€@sed Consolidated Financial
Statements for further discussion of these instnimg

Level 3 Rollforward

The following table is a reconciliation of changedair value of instruments that have been clésgifs Level 3 in the fair value
hierarchy for the nine month period ended SepterBbef008:

PG&E Corporation

Price Risk Nuclear | ong-  Dividend
Money Market Managemen Deécommissioning term  Participation

(in millions) Investments Instruments Trusts © Disability = Rights  Other Total
Asset
(liability)
Balance as of
January 1,
2008 $-  $1150 $€ $6c  $(68)? $(4)  $1
Realized and
unrealized
gains (losses

Included

in

earnings - - - - 2) - (2)

Included

in

regulaton

assets ar

liabilities

or

balancinc

accounts - (81) (1) (12) - (1) (95)
Purchases,
issuances, ar
settlement: - - - 22 21 - 43
Transfers in
(out) of Level
3 62 - - - - - 62
Asset
(liability)
Balance as of

September 3( _ ‘
2008 $ 62 $ 34 $7 $7¢ $(49 $(5 $ 12¢

Earnings for the period were impacted by a $2 anillinrealized loss relating to assets or liabgisgll held at
September 30, 200

Wncludes the impact of the $48 million retrospeetadjustment related to the CRRs on January 1,.28@8itionally, the
balance includes the impact of netting adjustmeh$6 million made in accordance with the requirateeof FIN 3¢-1.

@ The discount factor used to value these rightsadfissted on January 1, 2008 in order to comply wighprovisions of
SFAS No. 157, resulting in a $6 million expens@tmease the value of the liabilit

® Excludes taxes on appreciation of investment value.
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Utility

Price Risk o
Management Nuclear Decommissioning Long-term
(in millions) Instruments Trusts @ Disability Other Total

Asset (liability)
Balance as of
January 1, 200 $ 1159 $8 $ 69 $ (4) $188
Realized and
unrealized gain:
(losses)
Included in
earnings - - - - -
Included in
regulatory
assets and
liabilities or
balancing
accounts (81) (1) (12) (1) (95)
Purchases,
issuances, and
settlement: - - 22 - 22
Transfers in
(out) of Level 3 . . . . .
Asset (liability)
Balance as of

September 30,
2008 $34 $7 $79 $ (5) $ 115

Earnings for the period were not impacted by uizedlgains or (losses) relating to assets or liadslstill held a
September 30, 200

Wncludes the impact of the $48 million retrospeetadjustment related to the CRRs on January 1,.28@8itionally, the
balance includes the impact of netting adjustmeh$6 million made in accordance with the requirataef FIN 3¢-1

@ Excludes taxes on appreciation of investment value.

The following table is a reconciliation of changedair value of instruments that have been clésgifs Level 3 in the fair value
hierarchy for the three month period ended Septe®3®e2008:

PG&E Corporation

Price Risk Nuclear Long- Dividend
Money Market Managemen Decomm|ssion|ng term  Participation
(in millions) Investments Instruments Trusts © Disability Rights Other Total

Asset (liability)
Balance as of
June 30, 200 $- $ 382 $7 $95 $(55 $(6)$423
Realized and
unrealized gains
(losses)
Included in
earnings - - - - (1) -
Included in
regulatory
assets and
liabilities or
balancing
accounts - (348 - (5) - 1 (352
Purchases,
issuances, and
settlement: - - - (11) 7 - @
Transfers in (out
of Level 3 62 - - - - - 62
Asset (liability)
Balance as of
September 30,




2008 $ 62 $34 $7 $ 7¢ $(49  $(5%$128

Earnings for the period were impacted by a $1 anillinrealized loss relating to assets or liabgiséll held at
September 30, 200

W Excludes taxes on appreciation of investment value.
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Utility

Price Risk Nuclear
Management Decommissioning Trusts | ong-term
(in millions) Instruments @) Disability Other Total

Asset (liability)
Balance as of June &
2008 $ 382 $7 $95 $ (6) $478
Realized and
unrealized gains
(losses)
Included in
earnings - - - - -
Included in
regulatory assets
and liabilities or
balancing
accounts (348 - (5) 1 (352)
Purchases, issuance
and settlement - - (11) - (11)
Transfers in (out) of
Level 3 . . . . .
Asset (liability)

Balance as of
September 30, 20( $ 34 $7 $79 $ (5) $115

Earnings for the period were not impacted by uizedlgains or (losses) relating to assets or li@slstill held a
September 30, 200

W Excludes taxes on appreciation of investment value.

PG&E Corporation and the Utility did not have amgnrecurring financial measurements that are wittnscope of SFAS No. 157
as of September 30, 2008.

NOTE 9: RELATED PARTY AGREEMENTS AND TRANSACTIONS

In accordance with various agreemehe Utility and other subsidiaries provide aecdeive various services to and from their
parent, PG&E Corporation, and among themselve® Uility and PG&E Corporation exchange administeatnd professional services in
support of operations. Services provided diretiliPG&E Corporation by the Utility are priced agthigher of fully loaded cost (i.e., direct
cost of good or service and allocation of overheasts) or fair market value, depending on the matdithe services. Services provided
directly to the Utility by PG&E Corporation are peid at the lower of fully loaded cost or fair markelue, depending on the nature and value
of the services. PG&E Corporation also allocatasous corporate administrative and general costise Utility and other subsidiaries using
agreed upon allocation factors, including the nuntb&mployees, operating expenses excluding fuadhases, total assets, and other cost
allocation methodologies. The Utility's significarlated party transactions were as follows:

Three Months Ended Nine Months Ended
September 30 September 30
(in millions) 2008 2007 2008 2007

Utility revenues from:
Administrative services provided to

PG&E Corporatior $ - $ 19 2 % 3
Utility employee benefit assets due from PG&E

Corporatior - - - -
Interest from PG&E Corporation

on employee benefit asst - - - 1
Utility expenses from:
Administrative services received from PG&E Corpmma  $ 34 $ 31 $ 86 $ 83
Utility employee benefit assets due to PG&E Corfiore 1 1 2 3

At September 30, 2008 and December @07 2the Utility had a receivable of approximat®®7 million and $29 million, respectively
from PG&E Corporation included in Accounts receieab Related parties and Other Noncurrent Ass&slated parties receivable on the
Utility’s Condensed Consolidated Balance Sheetsaapayable of approximately $33 million and $28liomi, respectively to PG&E
Corporation included in Accounts paya— Related parties on the Util’s Condensed Consolidated Balance Sh
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NOTE 10: RESOLUTION OF REMAINING CHAPTER 11 DISPUTE D CLAIMS

Various electricity suppliers filed claims in theility’s proceeding under Chapter 11 seeking paynfienenergy supplied to the
Utility’s customers through the wholesale electyiecharkets operated by the CAISO and the CalifoRoaver Exchange (“PX”) between May
2000 and June 2001. These claims, which the Wilgputes, are being addressed in various FERQualidlal proceedings in which the
State of California, the Utility, and other elecity purchasers, are seeking refunds from elettratippliers, including municipal and
governmental entities, for overcharges incurrethénCAISO and the PX wholesale electricity markmstaveen May 2000 and June 2001.

While the FERC and judicial proceedings have bemrdmg, the Utility entered into a number of satibmts with various electricity
suppliers to resolve some of these disputed claimisto resolve the Utility's refund claims agathstse electricity suppliers. These settler
agreements provide that the amounts payable byaties are, in some instances, subject to adjudth@sed on the outcome of the various
refund offset and interest issues being consideyetie FERC. The proceeds from these settlemaftés,deductions for contingencies based
on the outcome of the various refund offset andrest issues being considered by the FERC, willicoe to be refunded to customers in
rates. Additional settlement discussions with p#ectricity suppliers are ongoing. Any net redanclaim offsets, or other credits that the
Utility receives from energy suppliers through lesion of the remaining disputed claims, eitheotigh settlement or the conclusion of the
various FERC and judicial proceedings, will alsocchedited to customers.

As of September 30, 2008, the Utility’s liabilitgrfthe remaining net disputed claims was approxetga1.7 billion, consisting of
approximately $1.6 billion of remaining disputediohs (classified on the Condensed ConsolidatedriBal&heets as Accounts payable —
Disputed claims and customer refunds) and interestued at the FERG@rdered rate of $0.6 billion (classified on the @ensed Consolidat:
Balance Sheets as Interest payable) offset by @uats receivable from the CAISO and the PX of apipnately $0.5 billion (included
within Accounts receivable — Customers on the Caedd Consolidated Balance Sheets). These amoumnist éhclude potential remaining
refunds that may be due to the Utility as a restithe FERC refund proceedings.

As of September 30, 2008, the Utility held $1.2idwil in escrow, including approximately $0.1 bilii@f earned interest, for payment
of the remaining net disputed claims (classifiedRastricted cash in the Condensed ConsolidatechBal8heets).

Interest accrues on the liability for disputed iaiat the FERC-ordered rate, which is higher tharrate earned by the Utility on the
escrow balance. Although the Utility has beeneatihg the difference between the accrued intenedtthe earned interest from customers,
this amount is not held in escrow. If the amourihterest accrued at the FERC-ordered rate istgrélaan the amount of interest ultimately
determined to be owed with respect to disputedrdathe Utility would refund to customers any excest interest collected from
customers. The amount of any interest that thityJthay be required to pay will depend on the fiamounts to be paid by the Utility with
respect to the disputed claims.

The Utility and the PX have been negotiating thenteof a proposed agreement regarding the potdrdiafer of $700 million to th
PX from the Utility’s escrow account establisheddsputed claims to enable the PX to fund fut@ements, pay refund claims, or
amounts owed to CAISO or PX markets, as may beosiathd by the FERC or a court of competent jurigdic The proposed agreement
would be subject to approval by the FERC and bybtmekruptcy courts that have jurisdiction of thea@ter 11 proceedings of the PX and the
Utility. Under the proposed agreement, the Utilitpayment would reduce its liability for remainingt disputed claims. To protect the
Utility against the imposition of double liabilityhe proposed agreement would provide that, tettent that both the PX and an individual
electricity supplier have filed claims relatingttee same transaction, such claim would be paidheydtility only once, either to the PX or
directly to the electricity supplier, as may beereti by the FERC or a court of competent jurisdictilt is uncertain when a final agreement
will be executed and, if executed, when requiregarayals would be obtained.

PG&E Corporation and the Utility are unable to pcedvhen the FERC or judicial proceedings will lssalved, and the amount of
any potential refunds that the Utility may recedrehe amount of disputed claims, including interéee Utility will be required to pay.
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NOTE 11: COMMITMENTS AND CONTINGENCIES

PG&E Corporation and the Utility have substantiahfcial commitments in connection with agreememtgred into to support the
Utility's operating activities. PG&E Corporationdathe Utility also have significant contingencaégssing from their operations, including
contingencies related to guarantees, regulatoryegaings, nuclear operations, employee mattergroemrental compliance and remediation,
tax matters, and legal matters.

Commitments
Utility
Third-Party Power Purchase Agreements

As part of the ordinary course of business, thétygnters into various agreements to purchasetrdeenergy and capacity and
makes payments under existing power purchase agraemThe price of purchased power may be fixechdable. Variable pricing is
generally based on either the current market piigas or electricity at the date of purchase.wod prices as of September 30, 2008 are

used to determine the undiscounted future expgmgohents for contracts with variable pricing termdd.September 30, 2008, the
undiscounted future expected power purchase agreagragments were as follows:

(in millions)
2008 $ 565
2009 2,38¢
2010 2,34¢
2011 2,30¢
2012 2,231
Thereafter 18,63¢
Total $ 28,47:¢

Payments made by the Utility under power purchgseeanents amounted to approximately $3,631 mibiod $2,367 million for th
nine months ended September 30, 2008 and Sept&Dp2007, respectively. The amounts above donubide payments related to the
California Department of Water Resources (“DWR”yghases for the benefit of the Utilisstustomers, as the Utility only acts as an agm
the DWR.

The following table shows the future fixed capagyments due under qualifying facility (“QF”) costts that are treated as capital
leases. These amounts are also included in tteehrty power purchase agreements table above.fiXéd capacity payments are
discounted to their present value in the tablewelsing the Utility’s incremental borrowing ratethe inception of the leases. The amount of
this discount is shown in the table below as thewamrepresenting interest.

(in millions)

)2008 $ 11
)2009 50
)2010 50
)2011 50
)2012 50
Thereafter 254
Total fixed capacity paymen $ 465
Less: Amount representing interest (119
Present value of fixed capacity payments $ 35C

Minimum lease payments associated with the leagadion are included in Cost of electricity on PE&orporation and the
Utility’s Condensed Consolidated Statements of ineo In accordance with SFAS No. 71, the timinghef Utility’s recognition of the lease
expense conforms to the ratemaking treatment lUtility’s recovery of the cost of electricity.h€ QF contracts that are treated as capital
leases expire between April 2014 and September.2021

Capacity payments, which allow QFs to recover itmesit costs, are based on the QF's total availedpacity and contractual
capacity commitment. Capacity payments may besteliLif the QF exceeds or fails to meet performaaqgairements specified in the
applicable power purchase agreement.
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Natural Gas Supply and Transportation Commitmet

The Utility purchases natural gas directly fromdaroers and marketers in both Canada and the Ustatds to serve its core
customers. The contract lengths and natural gagses of the Utility’s portfolio of natural gas purement contracts can fluctuate based on
market conditions. The Utility also contracts f@tural gas transportation to transport naturalfigas the points at which the Utility takes
delivery of natural gas (typically in Canada ane sbuthwestern United States) to the points athwthie Utility’s natural gas transportation
system begins.

At September 30, 2008, the Utility’s undiscountétigations for natural gas purchases and gas toata&jon services were as
follows:

(in millions)
2008 $ 42¢
2009 804
2010 93
2011 80
2012 49
Thereafter 19¢
Total $ 1,654

Payments for natural gas purchases and gas traasporservices amounted to approximately $2,22amiand $1,603 million for
the nine months ended September 30, 2008 and Sept&®, 2007, respectively.

Contingencies
PG&E Corporation

PG&E Corporation retains a guarantee related tmiceindemnity obligations of its former subsidiaNational Energy & Gas
Transmission, Inc. (“NEGT”), that were issued te flurchaser of an NEGT subsidiary company. PG&Bp@ration's sole remaining
exposure relates to any potential environmentagatibns that were known to NEGT at the time of $hée but not disclosed to the purchaser,
and is limited to $150 million. PG&E Corporatioasnot received any claims nor does it considemoibable that any claims will be made
under the guarantee. At September 30, 2008, PG&fdtation’s potential exposure under this guammtas immaterial and PG&E
Corporation has not made any provision for thisrgntee.

Utility
Application to Recover Hydroelectric Facility Divetire Costs

On April 14, 2008, the Utility filed an applicatiamith the CPUC requesting authorization to recamsroximately $47 million,
including $12.2 million of interest, of the costsricurred in connection with the Utility’s efforte determine the market value of its
hydroelectric generation facilities in 2000 and 200 hese efforts were undertaken at the direaifche CPUC in preparation for the planned
divestiture of the facilities to further the devehoent of a competitive generation market in Catifar In 2003, the CPUC determined that the
amount of these costs at the time, $34.8 millioas weasonable and authorized the Utility to trhelsé costs and seek authorization to rec
these costs in the future if the hydroelectric gatien facilities were ultimately not divested. érbtility continues to own its hydroelectric
generation assets. On May 19, 2008, the CPUC'siDiv of Ratepayer Advocates ("DRA") filed a prdtesthe Utility's application. On
August 14, 2008, the DRA and the Utility agreed tha Utility had supported its request with appiaie and reasonable evidence. PG&E
Corporation and the Utility are unable to preditiether the CPUC will approve recovery of thesescost
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California Department of Water Resources Contracts

Electricity purchased under the DWR allocated pogtechase contracts with various generators provégigroximately 15.2% of
the electricity delivered to the Utility's custorador the nine months ended September 30, 2008.DMiR remains legally and financially
responsible for its power purchase contracts. Uty acts as a billing and collection agent bétDWR's revenue requirements from the
Utility's customers.

The DWR has stated publicly in the past that imals to transfer full legal title of, and respoigibfor, the DWR power purchase
contracts to the California investor-owned eleatttitities as soon as possible. However, the DVéRgr purchase contracts cannot be
transferred to the Utility without the consentloétCPUC. In addition, the Chapter 11 Settlement@gent provides that the CPUC will not
require the Utility to accept an assignment oftooassume legal or financial responsibility foe DWR power purchase contracts unless eact
of the following conditions has been met:

» After assumption, the Utility's issuer rating by &ty’s Investors Service (“Moody's”) will be no letban A2 and the Utility's long-
term issuer credit rating by Standard and Poorting&ervice (“S&P”) will be no less than A. Thdility’s current issuer rating by
Moody's is A3 and the Utilit's lon¢-term issuer credit rating by S&P is BBE

« The CPUC first makes a finding that the DWR powercphase contracts to be assumed are just and eddspand

« The CPUC has acted to ensure that the Ultility reitieive full and timely recovery in its retail eiecity rates of all costs associated
with the DWR power purchase contracts to be assumithdut further review

The CPUC has opened a proceeding to investigatem®®WR can end its role in purchasing power ligrcustomers of the
California investor-owned utilities. Until the DVi&Robligations under its power purchase contracserminated, the CPUC is prohibited by
state law from reinstating “direct access”. Diractess is the ability of retail end-user custonemrchase electricity from energy providers
other than the California investor-owned electtitities. The CPUC has opened a proceeding tostigate how the DWR can end its role in
purchasing power for the customers of the Calitoinvestor-owned utilities, through novation of ih&/R contracts or otherwise. A
proposed decision was issued on October 7, 2088, iffadopted by the CPUC, would set January 1024s the target date for completing
negotiations to determine whether the DWR contreatsbe novated and transferred to the Utility aifieér investoiewned utilities ending tt
DWR'’s power procurement role. The CPUC is expettddsue a final decision by the end of 2008.

Incentive Ratemaking for Energy Efficiency Progran

The CPUC has established an incentive ratemakirahamésm applicable to the California investor-ownétties’ implementation
of their energy efficiency programs funded for #¥6-2008 and 2009-2011 program cycles. The maximoount of incentives that the
Utility may receive and the amount of any reimbuarsat obligations the Utility may incur over the 892008 program cycle is $180
million. The financial impact will depend on thmaunt of any shareholder incentives the Utility megeive or the amount of any
reimbursement obligations the Utility may incur éd®n the level of energy efficiency savings atyuathieved over the three-year program
cycle and when the applicable accounting standarcetognizing incentives or reimbursement obliyagiis met.

Nuclear Insurance

The Utility has several types of nuclear insurafocghe two nuclear operating units at its Diabln@on nuclear generating
facilities (“Diablo Canyon”) and for its retired adie@ar generation facility at Humboldt Bay (“HumbbBhy Unit 3”). The Utility has
insurance coverage for property damages and bussimesruption losses as a member of Nuclear Béeletsurance Limited (“NEIL”). NEIL
is a mutual insurer owned by utilities with nucléaeilities. NEIL provides property damage andibass interruption coverage of up to $
billion per incident for Diablo Canyon. In additioNEIL provides $131 million of property damagsunance for Humboldt Bay Unit
3. Under this insurance, if any nuclear generaf@egity insured by NEIL suffers a catastrophis$ocausing a prolonged outage, the Utility
may be required to pay an additional premium ofa$39.3 million per one-year policy term.

NEIL also provides coverage for damages causedtsyod terrorism at nuclear power plants. UnderTerrorism Risk Insurance
Program Reauthorization Act of 2007 (“TRIPRA"), axcf terrorism may be “certified” by the Secretafithe Treasury. For a certified act of
terrorism, NEIL can obtain compensation from th#ef@l government and will provide up to the fullipg limits to the Utility for an insured
loss. If one or more non-certified acts of tegoricause property damage covered under any olitiear insurance policies issued by NEIL
to any NEIL member, the maximum recovery undethalbe nuclear insurance policies may not exceezidtllion within a 12month perioc
plus the additional amounts recovered by NEIL Farse losses from reinsurance. (TRIPRA extend$eh®rism Risk Insurance Act of 2002
through December 31, 2014.)
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Under the Price-Anderson Act, public liability ala from a nuclear incident are limited to $12.%idmil. As required by the Price-
Anderson Act, the Utility purchased the maximumilaide public liability insurance of $300 milliorof Diablo Canyon. The balance of the
$12.5 billion of liability protection is covered layloss-sharing program among utilities owning eackeactors. Under the Price-Anderson
Act, owner participation in this loss-sharing praris required for all owners of nuclear reactbes aire licensed to operate, designed for the
production of electrical energy, and have a ratgghcity of 100 megawatts (“MW”) or higher. If aahear incident results in costs in excess
of $300 million, then the Utility may be responsilibr up to $117.5 million per reactor, with payrseim each year limited to a maximum of
$17.5 million per incident until the Utility haslfy paid its share of the liability. Since Diab@anyon has two nuclear reactors, each with a
rated capacity of over 100 MW, the Utility may kssassed up to $235 million per incident, with payt®én each year limited to a maximum
of $35 million per incident. Both the maximum assment per reactor and the maximum yearly assessmeeadjusted for inflation at least
every five years. The next scheduled adjustmeditiéson or before October 29, 2013.

In addition, the Utility has $53.3 million of lidky insurance for Humboldt Bay Unit 3 and has &@®5nillion indemnification from
the Nuclear Regulatory Commission for public lighikrising from nuclear incidents covering liabés in excess of the $53.3 million of
liability insurance.

Severance

In connection with the Utility’s initiatives to gamline processes and achieve cost and operafiogmties, the Utility is
eliminating and consolidating various employee pmss. As a result, the Utility has incurred sewrere costs and expects that it will incur
additional severance costs. The amount of futeversnce costs will depend on many variables, diiegiwhether affected employees ele:
receive severance benefits or reassignment, thbdewuaf available vacant positions for those seekéagsignment, and for those employees
who elect severance benefits, their years of sema annual salaries. At September 30, 2008/tiliy estimated future severance costs
will range from $29 million to $48 million, givemé uncertainty of each of these variables. Thityhas recorded a liability of $29 million
as of September 30, 2008. The following table gmesthe changes in the liability from DecemberZQ7:

(in millions)

Balance at December 31, 2C $ 30
Additional severance accru 17
Less: Paymeni (18)
Balance at September 30, 2008 $ 29

Environmental Matters

The Utility may be required to pay for environmdmtamediation at sites where it has been, or mag potentially responsible party
under environmental laws. Under federal and Catitolaws, the Utility may be responsible for renagion of hazardous substances at fol
manufactured gas plant sites, power plant sitebséas used by the Utility for the storage, reitygbr disposal of potentially hazardous
materials, even if the Utility did not deposit tkeosubstances on the site.

The cost of environmental remediation is difficialtestimate. The Utility records an environmengahediation liability when site
assessments indicate remediation is probable araghiestimate a range of possible clapreosts. The Utility reviews its remediation liép
on a quarterly basis. The liability is an estimatteosts for site investigations, remediation,rafiens and maintenance, monitoring, and site
closure using current technology, and considerivagtad laws and regulations, experience gaineithéls sites and an assessment of the
probable level of involvement and financial corafitiof other potentially responsible parties. Usldeere is a better estimate within this re
of possible costs, the Utility records the costthatlower end of this range. The Utility estinsatiee upper end of this cost range using
possible outcomes that are least favorable to thigyU It is reasonably possible that a changéhiese estimates may occur in the near term
due to uncertainty concerning the Utility's respbitisy, the complexity of environmental laws anegulations, and the selection of
compliance alternatives.
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The Utility had an undiscounted and gross enviramaleemediation liability of approximately $575Ihaon at September 30, 2008,
and approximately $528 million at December 31, 200iAe $575 million accrued at September 30, 2@08ists of:

« Approximately $222 million for remediation at thénley and Topock natural gas compressor sites;
« Approximately $83 million related to remediationdatested generation facilities;

« Approximately $221 million related to remediationsts for the Utility’s generation and other fa@, thirdparty disposal sites, a
manufactured gas plant sites owned by the Utilitghird parties (including those sites that are sbbject of remediation orders
environmental agencies or claims by the currenteys/of the former manufactured gas plant sites);

« Approximately $49 million related to remediationst®for fossil decommissioning sites.

Of the approximately $575 million environmental egration liability, approximately $126 million hagen included in prior rate
setting proceedings. The Utility expects that ddittonal amount of approximately $359 million wilé recoverable in future rates. The
Utility also recovers its costs from insurance ieasrand from other third parties whenever possilay amounts collected in excess of the
Utility's ultimate obligations may be subject tdurd to customers.

The Ultility's undiscounted future costs could irmse to as much as $940 million if the other potdigtresponsible parties are not
financially able to contribute to these costs fahé extent of contamination or necessary remitias greater than anticipated, and could
increase further if the Utility chooses to remeelia¢yond regulatory requirements. The amount pfagimately $940 million does not
include any estimate for any potential costs ofadiation at former manufactured gas plant sitesenlly others, unless the Utility has
assumed liability for the site, the current ownas hsserted a claim against the Utility, or théditythas otherwise determined it is probable
that a claim will be asserted.

The Utility's Diablo Canyon power plant uses a pascknown as “once through cooling” that takes atewfrom the ocean to cool
the generating facility and discharges the heat@gmback into the ocean. There is continuing tairgy about the status of state and fed
regulations issued under Section 316(b) of thelCi®ater Act, which require that cooling water irgadtructures at electric power plants
reflect the best technology available to minimideexse environmental impacts. In July 2004, the. Environmental Protection Agency
(“EPA") issued regulations to implement Section @déntended to reduce impacts to aquatic organisyrnsstablishing a set of performance
standards for cooling water intake structures. s€megulations provided each facility with a numbiecompliance options and permitted site-
specific variances based on a cost-benefit analyidie EPA regulations also allowed the use ofremvnental mitigation or restoration to
meet compliance requirements in certain casesesiponse to the EPA regulations, the CaliforniaeStéater Resources Control Board
(“Water Board”) issued a proposed policy to addmsse through cooling. The Water Board’s currenppsal would require the installation
of cooling towers at nuclear facilities by Januar®021, unless the installation of cooling towsmild conflict with a nuclear safety
requirement.

Various parties separately challenged the EPAslagigns and in January 2007, the U.S. Court of&gig for the Second Circuit
(“Second Circuit”) issued a decision holding thavieonmental restoration cannot be used as a camgsi option and that site-specific
compliance variances based on a cost-benefit oetl mot be used. The Second Circuit remandedfiignt provisions of the regulations to
the EPA for reconsideration and in July 2007, tR&Buspended its regulations. In April 2008, th&.lsupreme Court agreed to review the
Second Circuit decision regarding the cost-benesit and a decision is expected by mid-2009. Ddipgron the form of the final regulations
that may ultimately be adopted by the EPA or théaNBoard, the Utility may incur significant cagiexpense to comply with the final
regulations, which the Utility would seek to recotterough rates. If either the final regulatiom®pted by the EPA or the Water Board
require the installation of cooling towers at D@klanyon, and if installation of such cooling tosvexr not technically or economically
feasible, the Utility may be forced to cease openatat Diablo Canyon and may incur a material gbar
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California Labor Code Issues

Hourly paid employees in California are entitlecatounpaid, uninterrupted 30-minute duty-free npeaiod for every four hours of
work. Pursuant to California Labor Code Sectiof.Z2employers who fail to provide the mandatedImpesod must provide an employee
with one additional hour of pay at the employeetutar rate of compensation for each work dayttammeal period is not provided. If the
employee worked during the 30-minute unpaid megbgdethe employer also must pay the employeeffigrtime. In April 2007, the
California Supreme Court ruled that the paymentiregl under this law is a “wageather than a penalty, and that claims broughtvi@ation
of this law are subject to a three-year statutéafations rather than the one-year statute ofthtions applicable to claims for penalty
payments.

The collective bargaining agreement between thigyJéind the International Brotherhood of Electti@dorkers, Local 1245, AFL-
CIO (“IBEW™), which covers approximately 10,300 elmypees, does not provide certain employee grougmnédnuous 30-minute meal
period. In June 2007, the Utility and the IBEW et that covered employees whose eight-hour stoftsot allow for an uninterrupted 30-
minute meal break would be paid one hour of payefarh 30-minute meal period missed going back 3%&so Further, in July 2007, the
Utility and IBEW established a joint committee &view payroll records to determine if payments ware to other IBEW- represented
employees who missed a meal due to business n@&ds.review is continuing. Effective Septembe®20the Utility instituted use of a new
payroll time sheet to ensure all missed meals egarately recorded by employees and paid for bytiléy.

In connection with those employees whose eight-Bbifts do not allow for an uninterrupted 30-minateal period, the Utility has
paid $24 million as of September 30, 2008. Addiilly, at September 30, 2008, the Utility accrubd’$nillion for probable future payments
related to missed meals. The Utility is unabledstimate the additional amount of loss it may iriouwronnection with this matter. The
ultimate outcome of this matter may have a matadakrse impact on PG&E Corporation and the Utdifinancial condition or results of
operations.

Tax Matters

In the first quarter of 2008, PG&E Corporation tead a settlement with the Internal Revenue SelUiBsS”) appellate division for
tax years 1997-2000. On July 9, 2008, PG&E Coipmmavas notified that the U.S. Congress’ Joint @dttee on Taxation (“Joint
Committee”) had approved the settlement. As atesthe settlement, PG&E Corporation receivedLé illion refund from the IRS in
October 2008. This settlement did not result inemal changes to the amount of unrecognized taefits that PG&E Corporation recorded
under FASB Interpretation No. 48, “Accounting fond&rtainty in Income Taxes.”

On June 20, 2008, PG&E Corporation reached an agneewith the IRS regarding a change in accountiethod related to the
capitalization of indirect service costs for taxage2001-2004. This agreement resulted in a $8®mbenefit from a reduction in interest
expense accrued on unrecognized tax benefits ihadféset by a $15 million liability associated thiunrecognized state tax benefits, for &
tax benefit of approximately $14 million. In addit, on June 27, 2008, PG&E Corporation agreetiéa¢venue agent reports (“RARS")
from the IRS that reflected this agreement andlveslaall significant 2001-2002 audit issues, exdepissues related to synthetic fuel tax
credits, and all 2003-2004 audit issues. On Aug6sR008, PG&E Corporation signed a separatergjcasjreement that favorably resolved
the issues related to the synthetic fuel tax csedithe RARs and closing agreement were submittétaet Joint Committee for approval.

On October 28, 2008, the IRS executed the RARg@ndlosing agreement after the Joint Committeesatdd it had taken no
exception to the resolution of the 2001-2004 audis a result of the resolution of 2001-2004 asd*G&E Corporation expects to receive a
refund of approximately $310 million and recogréder-tax income in the fourth quarter of 2008 ppeximately $230
million. Approximately $180 million of the refundlill be allocated to the Utility and approximatéig0 million of the after-tax income will
be attributable to the Utility. The after-tax imese of $230 million includes approximately $175 ioifl primarily related to a reduction in
PG&E Corporation’s liability associated with unrgoized tax benefits and approximately $55 milliesaciated with the utilization of
federal capital loss carry forwards, as discussgov (All these amounts exclude interest.) Thareno other anticipated changes to the
unrecognized tax benefits within the next 12 months

As of September 30, 2008, PG&E Corporation had $8#igon of federal capital loss carry forwards bdsn tax returns as filed,
primarily resulting from the disposition of NEGTosk in 2004. The resolution of the 2001-2004 auditl 1) reduce the capital loss carry
forwards by approximately $51 million due to losaiewed in the audit settlements, and 2) utilippraximately $156 million of the federal
capital loss carry forwards resulting in after-kagome of approximately $55 million, excluding irget, in the fourth quarter of 2008. PG&E
Corporation’s remaining federal capital loss cdawvards will be approximately $61 million, of wii¢c20 million will expire if not used by
December 2009.

The IRS is currently auditing tax years 2005-206@r tax year 2008, PG&E Corporation has beenqpdtiing in the IRS’
Compliance Assurance Process, a real-time audiepsintended to expedite the resolution of iseaieed during audits.

The California Franchise Tax Board is currentlyitind PG&E Corporation’s 2004 and 2005 combinedifGatia income tax
returns. To date, no material adjustments havae pegposed. In addition to the federal capitasloarry forwards, PG&E Corporation has
$2.1 billion of California capital loss carry forvels based on tax returns as filed, the majorityloich, if not used by December 2008, will
expire.

34




Legal Matters

PG&E Corporation and the Utility are subject toigas laws and regulations and, in the normal coafdmisiness, PG&E
Corporation and the Utility are named as parties mumber of claims and lawsuits.

In accordance with SFAS No. 5, "Accounting for Gogéncies" PG&E Corporation and the Utility makpravision for a liability
when it is both probable that a liability has bé&murred and the amount of the loss can be reagprattmated. These provisions are
reviewed quarterly and adjusted to reflect the iotpaf negotiations, settlements and paymentg)gsliadvice of legal counsel and other
information and events pertaining to a particulatter. In assessing such contingencies, PG&E Catipo and the Utility's policy is to
exclude anticipated legal costs.

The accrued liability for legal matters is includad®?G&E Corporation and the Utility's Current Lilities - Other in the Condensed
Consolidated Balance Sheets, and totaled approaiyn®47 million at September 30, 2008 and approtefyeh78 million at December 31,
2007.

After considering the above accruals, PG&E Corponsand the Utility do not expect that losses asded with legal matters will
have a material impact on their financial condit@mmnesults of operations.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF F INANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

PG&E Corporation, incorporated in California in 59% a holding company whose primary purpose lold interests in energy-
based businesses. PG&E Corporation conducts sisdss principally through Pacific Gas and Eled@npany (“Utility”), a public utility
operating in northern and central California. Th#ity engages in the businesses of electricity aatural gas distribution; electricity
generation, procurement, and transmission; andalajas procurement, transportation, and stor&f&&E Corporation became the holding
company of the Utility and its subsidiaries on Jayul, 1997. Both PG&E Corporation and the Utiiig headquartered in San Francisco,
California.

The Utility served approximately 5.1 million eldcity distribution customers and approximately silion natural gas distribution
customers at September 30, 2008. The Utility hgf@imately $39 billion in assets at September2B08 and generated revenues of
approximately $11 billion in the nine months en&sptember 30, 2008.

The Utility is regulated primarily by the CalifomPublic Utilities Commission (“CPUC") and the FealeEnergy Regulatory
Commission (“FERC"). The Utility generates revesmeainly through the sale and delivery of eledlyiaind natural gas at rates set by the
CPUC and the FERC. Rates are set to permit tHig&yUt recover its authorized “revenue requirenséifitom customers. Revenue
requirements are designed to allow the Utility ppartunity to recover its reasonable costs of mhog utility services, including a return of,
and a fair rate of return on, its investment ititytfacilities (“rate base”).Pending regulatory proceedings that could resuiaie changes ar
affect the Utility’s revenues are discussed in PGB8dtporation and the Utility’s combined Annual Repan Form 10-K for the year ended
December 31, 2007, which, together with the infdfameincorporated by reference into such reponteferred to in this quarterly report as
“2007 Annual Report.” Significant developmentstthave occurred since the 2007 Annual Report wed ¥ith the Securities and Exchange
Commission (“SEC”) are discussed in this Quart&gport on Form 10-Q.

This is a combined quarterly report of PG&E Corpioraand the Utility, and includes separate ConddrGonsolidated Financial
Statements for each of these two entities. PG&Ep@ation's Condensed Consolidated Financial Statésrinclude the accounts of PG&E
Corporation, the Utility, and other wholly owneddacontrolled subsidiaries. The Utility's Conden§rmhsolidated Financial Statements
include the accounts of the Utility and its whabiywned and controlled subsidiaries which the Utilityequired to consolidate under
applicable accounting standards and variable istengtities for which the Utility absorbs a majpritf the risk of loss or gain. This combined
Management's Discussion and Analysis of Financtaddtion and Results of Operations (“MD&A") of PG&Eorporation and the Utility
should be read in conjunction with the CondensedsGlidated Financial Statements and the Notesst@tindensed Consolidated Financial
Statements included in this quarterly report, alt assthe MD&A, the audited Consolidated Finan&&htements, and Notes to the
Consolidated Financial Statements incorporatecefgrence in the 2007 Annual Report.

Summary of Changes in Earnings per Common Share anet Income for the Three and Nine Months Ended Sepmber 30, 2008

For the three months ended SepteB®e2008, PG&E Corporation’s diluted earnings ganmon share (“EPS”) was $0.83
compared to $0.77 for the same period in 2007.tf®nine months ended September 30, 2008, PG&Raotation’s diluted EPS was $2.24
compared to $2.22 for the same period in 2007. BG&rporation’s net income for the three monthseen8eptember 30, 2008 increased by
approximately $26 million, or 9%, to $304 milliocopmpared to $278 million for the same period in2060r the nine months ended
September 30, 2008, net income increased by appabely $18 million, or 2%, to $821 million, compdr® $803 million for the same peri
in 2007.

The increase in diluted EPS and net income fothtee months ended September 30, 2008 comparkd &ate period in 2007 is
primarily due to the Utility’s return on equity (BE”) on higher authorized capital investments (espnting a $22 million increase in net
income as compared to the same period in the peiar). The increase in diluted EPS and net inclam#he nine months ended September
30, 2008 compared to the same period in 2007 isgyify due to the Utility's ROE on higher authorizeapital investments (representing a
$73 million increase in net income as compareth¢éoseame period in the prior year), partially offset(1) higher storm and outage-related
costs, largely due to severe winter weather thatiwed in January 2008 (resulting in a $27 millgmtrease in net income as compared to the
same period in the prior year), (2) increased dpgyand maintenance expenses associated withatibeahgas system (resulting in a $17
million decrease in net income as compared todhsesperiod in the prior year), and (3) increaséaelang expenses at the Utility’s Diablo
Canyon nuclear generating facilities (“Diablo Can)aresulting from an extended outage to replace #@nstgenerators in one of the nucl
generating units (resulting in a $6 million deceeasnet income as compared to the same peridteipiior year).
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Key Factors Affecting Results of Operations and Fiancial Condition

PG&E Corporation and the Utility’s results of opsas and financial condition depend primarily ohether the Utility is able to

operate its business within authorized revenueireauents, timely recover its authorized costs, @ach its authorized rate of return. A
number of factors have had, or are expected to,lzasignificant impact on PG&E Corporation and th#ity'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 authorizedéoaver from customers are primarily determineduglo regulatory

proceedings. Most of the Utility’s revenue requiants are set based on its costs of service irepdiegs such as the General Rate
Case (“GRC") filed with the CPUC and transmissiewmer (“TO") rate cases filed with the FERC. Unlitkee current GRC, which set
revenue requirements for a four-year period (200@ugh 2010), it is expected that the next GRC sétlrevenue requirements for the
Utility’s electric and natural gas distribution epons and electric generation operations foregtyear period (2011 through

2013). From time to time, the Utility also filesparate applications requesting the CPUC or theG~tBRauthorize additional revenue
requirements for specific projects, such as newgr@ants, gas or electric transmission facilitinstallation of an advanced metering
infrastructure, and reliability improvements. Tl#lity’s revenues can also be affected by incemtimtemaking, such as the CPUC'’s
customer energy efficiency shareholder incentivelmmaism. The amount of incentives the Utility mageive and the amount of any
reimbursement obligations the Utility may incur lvdiépend on the level of energy efficiency saviagiially achieved over the three-
year program cycles (20-2008 and 2009-2011). (See “Regulatory Matterédwe Finally, the outcome of regulatory proceeagtin
may also be affected by volatility in the pricesatural gas and electricity as these costs agegabrough to customers in the forn
higher rates

Capital Sructure and Return on Common Equity. On May 29, 2008, the CPUC adopted a new three-gastrof capital mechanism to
replace the CPUC's annual cost of capital procagdifhe Utility’s current authorized capital struiet, including a 52% common
equity component, will be maintained through 20T®e Utility’s current authorized cost of capitagluding a ROE of 11.35% on its
electric and natural gas distribution and elegdoeration rate base, will be maintained througtD20nless the annual automatic
adjustment mechanism established by the CPUQyigared. The Utility can apply for an adjustmengither the capital structure or
cost of capital sooner based on extraordinary mistances. (Se‘Regulatory Mattel” below.)

The Ability of the Utility to Control Costs While Improving Reliability . The Utility’s revenue requirements are primagét based on
forecasted operating expenses and capital expeeslitdhe Utility’s revenue requirements are desigio allow the Utility to earn an
ROE, as well as to recover depreciation, tax, atetést expense associated with authorized capipanditures. Differences in the
amount or timing of forecasted and actual operatxygenses and capital expenditures can affectfilis/\d ability to earn its
authorized rate of return and the amount of PG&EpGration’s net income available for shareholddérke Utility anticipates that it
will incur higher expenses than originally foreemkin the GRC to maintain the aging infrastructfrés electric and natural gas
systems and to improve operating and maintenaromepses. The Ultility intends to continue its @ffdo identify and implement
initiatives to achieve operational efficienciecteate future sustainable cost-savings and totaffseeased spending related to the
natural gas system and the increasing cost of rakter(See “Results of Operations — Operating Madhtenance” below.) When
capital is placed in service at a higher rate floaecasted, the Utility incurs associated depramiaiproperty tax, and interest
expense. The Utility does not recover an ROE erhigher level of capital expenditures until adttedate base in future rate
cases. The Utility’s financial condition and raswuf operations will be impacted by the amountseenue requirements it is
authorized to recover, the amount and timing ofégital expenditures, and whether the Utilitybi$eato manage its operating costs
capital expenditures within authorized level

The Availability of Debt and Equity Financing. The Utility’s needs for additional financing daigi 2008 and future years will be
affected by the amount and timing of capital expemes, as well as by the amount and timing ofregepayments related to the
remaining disputed claims that were made by el@ttrsuppliers in the Utility’s proceeding underdgtier 11 of the U.S. Bankruptcy
Code (“Chapter 11"). (See Note 10 of the Noteth&éoCondensed Consolidated Financial Statemeiitse) Utility’s ability to make
scheduled principal and interest payments, refieatabt, fund operations, deposit collateral in eamtion with its natural gas and
electricity procurement hedging contracts, and n@&aned capital expenditures, depends on thedefets operating cash flow and
access to the capital markets. The recent finhdisttess experienced at major financial institn$ has caused significant disruption
in the capital markets. Although the Utility canies to have access to the commercial paper masketg-term interest rates have
increased significantly. Interest rates on loagrt debt also have increased. For example, thigyt$tis600 million principal amount
of 10-year senior notes issued on October 21, P@@8 interest at 8.25% compared to the Utility’®0@illion principal amount of
10-year senior notes issued in December 2007 amdhvBa 2008 that bears interest at 5.625%. Thigjrand amount of PG&E
Corporation’s future equity contributions to thalitit will affect the timing and amount of any PG&Eorporation equity issuances
and/or debt issuances which, in turn, will affe&&E Corporation’s results of operations and finahcondition. (See “Liquidity and
Financial Resourc” below.)

In addition to the key factors discussed above, E@®rporation and the Utility’s future results gfesations and financial condition

are subject to the risk factors discussed in togaeentitled “Risk Factors” in the 2007 Annualg®et and the section entitled “PART Il Item
1A. Risk Factors” below.
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FORWARD-LOOKING STATEMENTS

This combined quarterly report on Form 10-Q, inghgdthe MD&A, contains forward-looking statemertisitt are necessarily subject
to various risks and uncertainties. These stat&srae based on current estimates, expectatiodgrafections about future events and
assumptions regarding these events and managehmsottedge of facts as of the date of this repditiese forwardeoking statements rela
to, among other matters, anticipated costs anchgavdssociated with the Utility’s efforts to idéptand implement initiatives to achieve
operational efficiencies and to create future soatde cost-savings, estimated capital expendifwstimated environmental remediation
liabilities, estimated tax liabilities, the antieiigd outcome of various regulatory and legal prdicess, future cash flows, and the level of
future equity or debt issuances, and are alsoiféehby words such as “assume,” “expect,” “interighlan,” “project,” “believe,” “estimate,”
“predict,” “anticipate,” “aim,” “may,” “might,” “should,” “would,” “could,” “goal,” “potential,” and snilar expressions. PG&E Corporation
and the Utility are not able to predict all thettas that may affect future results. Some of #wdrs that could cause future results to differ
materially from those expressed or implied by thevhrd-looking statements, or from historical résuhclude, but are not limited to:

. the Utility’s ability to manage capital expenditarand operating expenses within authorized levedsrecover such costs through
rates in a timely manne

. the outcome of regulatory proceedings, includingdieg and future ratemaking proceedings at the CButfCthe FERC;

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

. the effect of weather, storms, earthquakes, fitesds, disease, other natural disasters, explesatidents, mechanical
breakdowns, acts of terrorism, and other eventmpards on the Utilityg facilities and operations, its customers, anditharties ol
which the Utility relies;

. the potential impacts of climate change on theitysl electricity and natural gas businesses;

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

. operating performance of Diablo Canyon, the oceueeof unplanned outages at Diablo Canyon, oreimpbrary or permanent
cessation of operations at Diablo Cany

. whether the Utility can maintain the cost savirtdsais recognized from operating efficiencies it &elsieved and identify and
successfully implement additional sustainable-saving measure

. whether the Ultility incurs substantial unanticighéxpense to improve the safety and reliabilititoglectric and natural gas
systems

. whether the Utility achieves the CPUC's energyoééficy targets and recognizes any incentives tilgylthay earn in a timely
manner;

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

. the impact of changing wholesale electric or gagkataules, including new rules of the Californrelépendent System Operator
(“CAISQ") to restructure the California wholesale electricitgrket;

. how the CPUC administers the conditions imposeBGA&.E Corporation when it became the Utility’s hoigicompany;

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

. the ability of PG&E Corporation, the Utility, amdunterparties, to access capital markets and stheces of credit in a timely
manner on acceptable terms, especially given denteleteriorating conditions in the economy andritial markets

. the impact of environmental laws and regulatiord thie costs of compliance and remediation;
. the effect of municipalization, direct access, camity choice aggregation, or other forms of bypass
. the impact of changes in federal or state tax lgpoB¢ies, or regulations.
For more information about the sigm@int risks that could affect the outcome of thiese/ard-looking statements and PG&E

Corporation and the Utility's future financial catimh and results of operations, see the discugsitime section entitled “Risk Factors” in the
2007 Annual Report and the section enti“PART Il Iltem 1A. Risk Facto” below. PG&E Corporation and the Utility do not entdhke ar



obligation to update forward-looking statementsethler in response to new information, future eventstherwise.
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RESULTS OF OPERATIONS

The table below details certain iefitom the accompanying Condensed Consolidatedr8atts of Income for the three and nine
months ended September 30, 2008 and 2007:

Three Months Ended Nine Months Ended
September 30 September 30

(in millions) 2008 2007 2008 2007
Utility
Electric operating revenus $ 2,88 $ 257¢ $ 8,03¢ $ 7,101
Natural gas operating revent 794 705 2,946 2,714

Total operating revenues 3,674 3,279 10,985 9,821
Cost of electricity 1,282 99¢ 3,40¢ 2,60¢
Cost of natural ga 351 281 1,61: 1,431
Operating and maintenan 982 95C 3,00¢ 2,78¢
Depreciation, amortization, and decommissioning 419 465 1,239 1,325

Total operating expenses 3,034 2,694 9,267 8,150
Operating incom: 64C 58t 1,71¢ 1,671
Interest incom 20 33 77 11€
Interest expens (170 (189 (52¢) (549
Other income (expense), et (5) 9 14 28
Income before income tax 48E 43¢ 1,281 1,26¢€
Income tax provision 167 159 421 458
Income available for common stock $ 31 $ 27¢  $ 86C $ 80¢
PG&E Corporation, Eliminations and Other @
Operating revenue $ - $ - $ - $ -
Operating expenses 1 3 2 6
Operating los! 1) 3 (2 (6)
Interest incom 3 3 5 9
Interest expens (8) @) (22 (22
Other expense, net (12) (2) (28) (6)
Loss before income tax (18) (9) (47) (25)
Income tax benefit (4) (8) (8) (20)
Net loss $ (14) $ 1 $ (39 $ (5)
Consolidated Total
Operating revenue $ 3,67¢ $ 3,27¢ $ 10,98 $ 9,821
Operating expenses 3,035 2,697 9,269 8,156
Operating incom: 63¢ 582 1,71¢€ 1,66t
Interest incom 23 36 82 12t
Interest expens (17¢) (19¢€) (550 (577)
Other income (expense), &t (17) 7 (14) 22
Income before income tax 467 42¢ 1,23¢ 1,241
Income tax provision 163 151 413 438
Net income $ 304 $ 27€  $ 821 $ 802

Dncludes preferred stock dividend requirement hsioéxpense.
@ pG&E Corporation eliminates all intercompany trantigms in consolidation.
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Utility

The following presents the Utility's operating riéstdior the three and nine months ended Septenthe2(8 and 2007.
Electric Operating Revenue

The Utility provides electricity to residential,dastrial, and small and large commercial custortfersugh its own generation
facilities and through power purchase agreemertts third parties. In addition, the Utility reli@sn electricity provided under long-term
contracts entered into by the California Departnuéiw/ater Resources (“DWR”) to meet a material jporbf the Utility’s customers’
demand (“load”). The Utility’s electric operatingvenues consist of amounts charged to customeeddctricity generation and procurement
and for electric transmission and distribution smy, as well as amounts charged to customerstwee the cost of public purpose programs,
energy efficiency programs, and demand side managem

The following table provides a summary of the W8 electric operating revenues:

Three Months Ended Nine Months Ended

September 30, September 30,
(in millions) 2008 2007 2008 2007
Electric revenue $ 3258 $ 3172 $ 9,04« $  8,76F
DWR pass-through revenugd (375) (598 (1,00%) (1,65¢)
Total electric operating revenues $ 288 $ 257/ $ 8,03¢ $ 7,107
Total electricity sales (in millions of kWI%) 21,183 18,688 56,66( 49,643

M These are revenues collected on behalf of the DuvRIéctricity allocated to the Utility’'s customarsder contracts
between the DWR and power suppliers, and are ebhtded in the Utility's Condensed Consolidated éStegnts of Incom

@ These volumes exclude electricity provided by DWR.

The Utility’s electric operating revenues increabgdapproximately $306 million, or 12%, in the tammonths ended September 30,
2008 and approximately $932 million, or 13%, in tilee months ended September 30, 2008, compaittbe &ame periods in 2007 mainly
due to the following factors:

»  Electricity procurement costs passed through téooosrs increased by approximately $291 millionhia three months ended
September 30, 2008 and approximately $798 milliotheé nine months ended September 30, 2008, phntaré to an increase in the
volume of power purchased by the Utility followitlge DWR’s termination of a power purchase contim@ecember 2007 and
during the extended scheduled outage at Diablo @asgrlier this year, and increases in purchaseepprices. (See “Cost of
Electricity” below.)

« Electric operating revenues to fund public purpmse energy efficiency programs increased by appratély $36 million in the thre
months ended September 30, 2008 and approximat&ly gillion in the nine months ended SeptembeB08 primarily due to an
increase in expenses for these programs. “Operating and Maintenar” below.)

« Base revenue requirements increased by approxiyr2él million in the three months ended SeptembBef2808 and approximately
$77 million in the nine months ended Septembe2808, as a result of attrition adjustments as aizéd in the 2007 GR(

«  Electric transmission revenues increased by apprabdly $13 million in the three months ended Sep&m30, 2008 and
approximately $40 million in the nine months en&sptember 30, 2008, primarily due to an increasates as authorized in the
current TO rate cas

«  Other electric operating revenues increased byoaqipately $22 million in the three months endedt8eber 30, 2008 and
approximately $70 million in the nine months en&sghtember 30, 2008 primarily due to increasesviamees to recover costs

related to the Diablo Canyon steam generator replaat project and revenues to fund the SmartlvTe'\@eIdvanced metering project
(see “Capital Expenditures” below for further dission of SmartMete! ).
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These increases were partially offset by a decrebapproximately $76 million in the three montimsled September 30, 2008 and
approximately $210 million in the nine months en&sbtember 30, 2008, representing the amount ehrevcollected during the compare
periods in 2007 for payment of principal and ing¢r@n the rate reduction bonds (“RRBs”) that matuneDecember 2007 and approximately
$6 million and $18 million for the three and ninemths ended September 30, 2008, representing tberdraf revenue collected for payment
of the energy recovery bonds (“ERBs”) due to tldeiclining balance.

The Utility’s electric operating revenues for 20818 2010 are expected to increase as authorizétellPUC in the 2007
GRC. The Utility’s electric operating revenues fioture years are also expected to increase asragh by the FERC in the TO rate
cases. In addition, the Utility expects to congitia collect revenue requirements related to CPpi@eved capital expenditures outside the

GRC, including capital expenditures for the newlityiowned generation projects and the SmartM&feadvanced metering

project. Revenues would also increase to the e#tenCPUC approves the Utility’s proposal for atbapital projects. (See “Capital
Expenditures” below.) Revenue requirements asgtiaith new or expanded public purpose, energgieffcy, and demand response
programs will also result in increased electricrafiag revenues. Finally, future electric opergtiavenues are impacted by changes in the
Utility’s electricity procurement costs as discussmder “Cost of Electricity” below.

Cost of Electricity

The Utility's cost of electricity includes eleciticpurchase costs, the cost of fuel used by itegation facilities, the cost of fuel
supplied to other facilities under tolling agreetserand realized gains and losses on price riskag@ment activities. (See Note 7 and 8 o
Notes to the Condensed Consolidated Financial i8&atts for further information.) The Util’s cost of purchased power, cost of fuel used in
Utility-owned generation, and cost of fuel suppltedther facilities under tolling agreements ameged through to customers. The Utility’s
cost of electricity excludes non-fuel costs asdediavith the Utility’s own generation facilities hich are included in Operating and
maintenance expense in the Condensed Consolidtthtents of Income. The cost of electricity pded under power purchase agreem
between the DWR and various power suppliers is estuded from the Utility’s cost of electricity.

The following table provides a summary of the Wi cost of electricity and the total amount amdrage cost of purchased power:

Three Months Ended Nine Months Ended

September 30 September 30

(in millions) 2008 2007 2008 2007
Cost of purchased pow $ 1332 § 99C $ 35611 $  2,60¢
Proceeds from surplus sales allocated to the W (90) (26) (225) (112
Fuel used in own generation 38 34 120 109

Total cost of electricity $ 128 $ 99 $§ 3,40¢ $  2,60¢
Average cost of purchased power per kWh $ 0.091 $ 0.08 $ 0.08¢ $  0.08d
Total purchased power (in millions of kwh) 14,726 11,291 39,377 29,975

The Utility's total cost of electricity increased &pproximately $284 million, or 28%, in the thm@enths ended September 30, 2008
and by approximately $800 million, or 31%, in theenmonths ended September 30, 2008, comparee &athe periods in 2007. These
increases were primarily driven by increases intti@ volume of purchased power of 3,435 milliglowatt-hours (“kWh”), or 30%, for the
three months ended September 30, 2008 and 9,408mkWh, or 31%, for the nine months ended Sep&n30, 2008. Following the
DWR'’s termination of its power purchase agreemadttt ®alpine Corporation in December 2007, the vauwhpower provided by the DWR
to the Utility’s customers decreased. As a result, the Utility ngguired to increase its purchases of power fiord parties to meet custon
load. Higher market prices also contributed tor@nease in the cost of purchased power for theetnd nine months ended September 30,
2008 compared to the same periods in 2007. Irtiaddduring the nine months ended September 308,20ie Utility increased the volume
of power it purchased from third parties during ¢éix¢ended outage at Diablo Canyon Unit 2 that thBtem February through mid-April
2008. (See “Operating and Maintenance” below.pdmparison, because the refueling outage of Di@llayon Unit 1 occurred entirely
during May 2007, the increase in the volume of pased power for the same period in 2007 was lower.

41




Various factors will affect the Utility’s future sbof electricity, including the market prices fectricity and natural gas, the level of
hydroelectric and nuclear power that the Utilitpguces, the cost of procuring more renewable enet@nges in customer demand, and the
amount and timing of power purchases needed taceglower previously supplied under the DWR cotdras those contracts are termin:
or expire. The Utility expects that its cost adaticity in 2008 will continue to increase comphte 2007 as the Utility continues to purchase
replacement power due to the DWR'’s terminatiortopower purchase agreement with Calpine Corparéidecember 2007. Output from
the Utility’s hydroelectric generation facilities dependent on levels of precipitation and coulpsiot the volume of purchased power.
Volatility in natural gas prices is expected to aapthe Utility’s cost of electricity for the renmaier of 2008 and future years. The Utility’s
future cost of electricity also may be affectedfegeral or state legislation or rules which mayatepted to regulate the emissions of
greenhouse gases from the Utility’s electricity g@ting facilities or the generating facilitiesfravhich the Utility procures electricity. As
directed by recent California legislation, the CPhHES already adopted an interim greenhouse gasiemssperformance standard that would
apply to electricity procured or generated by thiity.

Natural Gas Operating Revenu

The Utility sells natural gas and natural gas tpantation services. The Utility’s transportati@naces are provided by a
transmission system and a distribution system. tidresmission system transports gas throughoufddaita for delivery to the Utility's
distribution system which, in turn, delivers natugas to end-use customers. The transmissionmya& delivers natural gas to large end-
use customers who are connected directly to timsiméssion system. In addition, the Utility deliseratural gas to off-system markets,
primarily in southern California.

The following table provides a summary of the W8 natural gas operating revenues:

Three Months Ended Nine Months Ended

September 30 September 30
(in millions) 2008 2007 2008 2007
Bundled natural gas revent $ 70¢ $ 62C $ 2,69¢ $  2,46¢
Transportation service-only revenues 85 85 247 245
Total natural gas operating revenues $ 794 $ 705 $ 2946 $ 2,71«
Average bundled revenue per Mefof natural gassold $ 20.85 $ 17.2: $ 13.3¢ $ 12.3¢
Total bundled natural gas sales (in millions of Mcf 34 36 202 200

@ 0one thousand cubic feet

The Utility's natural gas operating revenues inseeaby approximately $89 million, or 13%, in theesdnmonths ended September
2008 and by approximately $232 million, or 9%,te hine months ended September 30, 2008, compathd same periods in 2007. These
increases were primarily due to an increase in leahdatural gas revenues of approximately $89 onijlor 14%, in the three months ended
September 30, 2008 and approximately $230 millowrg%, in the nine months ended September 30, 2088.increases in bundled natural
gas revenues for both periods reflect an overateiase in the cost of natural gas over these medbdpproximately $70 million and $182
million for the three and nine months ended Septar8b, 2008 (see “Cost of Natural Gas” below),raméase in base revenue requirements
as a result of attrition adjustments authorizethen2007 GRC of approximately $6 million and $1Tiom for the three and nine months

ended September 30, 2008, and an increase in hgagraevenues to fund the SmartMétéadvanced metering project of approximately $9
million and $17 million for the three and nine miamiended September 30, 2008.

Future natural gas operating revenues will be ingghby changes in the cost of natural gas, thétyJs$ilgas transportation rates,
natural gas throughput volume, and other factéia. 2008 through 2010, the Gas Accord IV settlenagméement provides a modest increase
in the revenue requirements and rates for thetysilpas transmission and storage services. Iitiaddthe Utility’s natural gas operating
revenues are expected to increase through 201tdughorized GRC attrition adjustments and aneiase in authorized revenue

requirements relating to the SmartMet¥radvanced metering project.
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Cost of Natural Gas

The Utility's cost of natural gas includes the fmarse costs of natural gas and transportation oastgterstate pipelines and intrastate
pipelines, but excludes the transportation costedm-core customers, which are included in Opegadind maintenance expense in the
Condensed Consolidated Statements of Income. Tilig/'d cost of gas also includes realized gains éosses on price risk management
activities. (See Note 7 and 8 of the Notes toGbadensed Consolidated Financial Statements fordumformation.)

The following table provides a summary of the W8 cost of natural gas:

Three Months Ended Nine Months Ended

September 30 September 30
(in millions) 2008 2007 2008 2007
Cost of natural gas so $ 314 $ 23¢ $ 1517 $ 1,29¢
Cost of natural gas transportation 37 42 96 132
Total cost of natural gas $ 351 $ 281 $ 1612 $ 1,431
Average cost per Mcf of natural gas sold $ 9.2 § 6.6/ $ 751 $ 6.5C
Total natural gas sold (in millions of Mcf) 34 36 202 200

The Utility's total cost of natural gas increasedhe three and nine months ended September 38,B808pproximately $70 million,
or 25%, and by approximately $182 million, or 13%mpared to the same periods in 2007, primarilytduecreases in the average market
price of natural gas purchased in the three anel mionths ended September 30, 2008. For the nindéhended September 30, 2008, the
increase was partially offset by an approximat&$ #illion refund the Utility received as part ofettlement with TransCanada’s Gas
Transmission Northwest Corporation for 2007 gasgmaission capacity rates.

The Utility's future cost of natural gas, which Miak passed through to customers, will be impabteddoth North American and
global market forces. Market forces include terap@e variability, supply availability, customemdand, economic and financial conditions,
liquefied natural gas availability, natural gasratie, and industry perceptions of risks that mégcakither availability or demand, such as
possibility of hurricanes in the gas-producing oegi of the Gulf of Mexico, or protracted heat watrest may increase gas-fired electric
demand from high air conditioning loads.

Operating and Maintenance

Operating and maintenance expenses consist mditthg dJtility's costs to operate and maintain lecticity and natural gas
facilities, customer accounts and service expelnagsic purpose program expenses, and administratid general expenses.

The Utility’s operating and maintenance expenses increasqzpbyxamately $32 million, or 3%, and approximat&B21 million, or
8%, in the three and nine months ended Septembh&0B@, respectively, compared to the same peiipbd807. Expenses increased mainly
due to the following factors:

43




. Public purpose program and customer energy effigiémcentive program expenses increased by appaigign$48 million and
$187 million in the three and nine months ended&eper 30, 2008 primarily due to increased custgraeicipation and increased
marketing of new and existing programs, includimg California Solar Initiative program and the Se#neration Incentive
Program. Of these changes, approximately $36anitind $175 million, respectively, were recoveredlectric operating revenues
and less than $1 million and $14 million, respeatiywere recovered in natural gas operating reeeniExpenses related to public
purpose programs and energy efficiency programgemerally fully recoverable and differences betweests and revenues in a
particular period are due to timing differenc

. Costs increased by approximately $38 million dutimg nine months ended September 30, 2008 forfterand restoration of
electric distribution systems and to respond tdarasr inquiries following the January 2008 winterm. Of the approximately
$38 million in costs, the Utility has requestedtttiee CPUC permit the Utility to recover approxiegt$8 million from its
customers. There was no similar storm in the gaenied in 2007

. Labor costs increased by approximately $12 milaod $29 million in the three and nine months erSiegtember 30, 2008,
respectively, to conduct expanded natural gasdeakeys in parts of the Utility's service territ@yd to make related repairs in an
effort to improve operating and maintenance praeegsthe Utility's natural gas syste

. There was an increase in maintenance costs of @ippately $10 million in the nine months ended Segier 30, 2008 compared to
the same period in 2007 due to the longer duratidhe planned outage of Diablo Canyon Unit 2 i02@ompared to the Diablo
Canyon Unit 1 outage in 200

. Costs related to injuries and damages not speltyfiated to gas or electric lines of businessrdased by approximately $7
million and $12 million in the three and nine masitnded September 30, 2008, respectively, duetedres in reserves during
2007 for which there were no similar increasesdag&

. Costs decreased by approximately $12 million inttiiee months ended September 30, 2008 compathd same period in 2007
due primarily to an initiative to implement opeaatal efficiencies which occurred primarily duririgetthird quarter of 2007. Costs
increased by approximately $5 million in the ninentihs ended September 30, 2008 compared to thesenoe in 2007 due to
primarily to an increase in costs related to sofeamaintenance contrac

. Advertising decreased by approximately $9 millioxd 10 million in the three and nine months endept&nber 30, 2008 as
compared to the same period in 20

. Costs decreased by approximately $12 million ferttiree and nine months ended September 30, 2@0®duCPUC decision
ordering the Utility make a refund to ratepayer2@®7 related to billing practices for which theras no similar decision in 200

. Costs decreased by approximately $12 million ferrime months ended September 30, 2008 due tgex liacrease in accrual in
2007 than in 2008 related to compensation for eygas’ missed meals. (See Note 11 of the Notesst@tndensed Consolidated
Financial Statements for a discussion of Califotaksor code issues

. Costs decreased by approximately $9 million forrttre months ended September 30, 2008 due a liagease in accrual in 2007
than in 2008 related to employee severance dueetelimination and consolidation of various emppesitions

In addition, there was an aggregate increds@proximately $12 million and $7 million in thieree and nine months ended
September 30, 2008, respectively, representing atisxellaneous operating and maintenance expénaeshanged from the comparable
periods in 2007.

Operating and maintenance expenses are influencea@de inflation, benefits, property taxes, theitignand length of Diablo
Canyon refueling outages, environmental remediatsis, legal costs, material costs, and variowsr@dministrative and general
expenses. The Utility anticipates that it will imhigher material, permitting, and labor costshia future as well as higher costs to operate
and maintain its aging infrastructure. The Utilitay make additional payments to employees forediss delayed meals to comply with
California labor law as the Utility’s investigatidmto this matter continues. (See Note 11 of tloteN to the Condensed Consolidated
Financial Statements for a discussion of Califotator code issues.) The Utility is currently negting the terms of a collective bargaining
agreement with three labor unions covering appraxéty 13,000 employees. Two of the collective haripg agreements will expire on
December 31, 2008. The other collective bargaiaigigeement expires on February 28, 2009. ThetyXiliuture labor and benefit costs will
be impacted by the terms of the new collective imigg agreements.

In addition, the Utility anticipates that it wilh¢ur costs, not included in forecasts used toagesrin the GRC, to improve operating
and maintenance processes used in its naturaygtsrsfollowing the discovery that some operating eaintenance activities were not
effective. (See "Risk Factors" in the 2007 AnnRaport.) The Utility also expects that it will imchigher expenses in future periods to
comply with the requirements of renewed FERC liesrfer the Utility’s hydroelectric generation faids. The Utility intends to continue its
efforts to identify and implement initiatives tohéeve operational efficiencies to create futuraanable cost-savings and to offset increased
spending to address operational issues and inogeasst of materials.
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Depreciation, Amortization, and Decommissionil

The Utility's depreciation, amortization, and deooissioning expenses decreased by approximatelyrdién, or 10% in the three
months ended September 30, 2008 and approxima@élyriilion, or 6%, in the nine months ended Septend®, 2008, as compared to the
same periods in 2007, mainly due to decreases anteation expense of approximately $73 million &1i®7 million, respectively, related to
the RRB regulatory asset. The RRB regulatory agastfully recovered through rates when the RRB&imd in December 2007 and, as a
result, no amortization has been recorded in 2008se decreases were partially offset by increl@asdspreciation expense of approximately
$27 million in the three months ended SeptembeRB08 and approximately $111 million in the ninemtis ended September 30, 2008
primarily due to plant additions and depreciatiaterchanges as authorized in the 2007 GRC andithent TO rate case.

The Utility’s depreciation, amortization, and deguissioning expenses in subsequent years are exgecitecrease as a result of an
overall increase in capital expenditures and impletation of depreciation rates authorized by th@&/2BRC decision and future TO rate
cases.

Interest Income

In the three months ended September 30, 2008, tiliy'd interest income decreased by approximat&l® million, or 39%, as
compared to the same period in 2007. Interesniecdecreased by $10 million primarily due to loweerest rates earned on funds held in
escrow related to disputed claims and a lower @sbadance reflecting settlements of disputed claiffisere was an additional decrease of
approximately $3 million in other interest income.

In the nine months ended September 30, 2008, fitigy/dtinterest income decreased by approxima®&39 million, or 34%, as
compared to the same period in 2007 when the Ytditeived approximately $16 million in interestagme on a federal tax refund. In
addition, there was a decrease of $26 million tarest income, primarily due to lower interest satarned on funds held in escrow related to
disputed claims and a lower escrow balance refigaettlements of disputed claims. These decreesespartially offset by an increase of
approximately $3 million in other interest.

The Utility’s interest income in 2008 and futureripds will be primarily affected by changes in thedance held in escrow related to
disputed claims and changes in interest rate levels

Interest Expense

In the three and nine months ended September 88, #ere was a decrease of approximately $19amjlbr 10%, and $21 million,
or 4%, respectively, as compared to the same peia007. Interest expense decreased primaréytathe following factors:

- Interest expense decreased by approximately $1@miih the three months ended September 30, 28@Bapproximately $16
million in the nine months ended September 30, 2p@&arily due to lower FERC interest rates acdrar the liability for disputed
claims.

« Interest expense decreased by approximately $iomit the three months ended September 30, 26@Bapproximately $21 millio
in the nine months ended September 30, 2008, dilre tieduction in the outstanding balance of ERBEthe maturity of the RRBs
in December 2007

« Interest expense on pollution control bonds deeay approximately $6 million in the three mongimsled September 30, 2008 and
$13 million in the nine months ended Septembe2808, due to the repurchase of auction rate poliutontrol bonds in March and
April 2008 and a decrease in interest rates ortandng variable rate pollution control bon

« Interest expense decreased by approximately $1@mih the nine months ended September 30, 200@apily due to lower intere
rates affecting various balancing accou

« Other interest expense decreased by approximadatyilfion in the three months ended September 8082primarily due to a lower
balance of borrowings outstanding under the Utdif§2 billion revolving credit facility and appraxiately $5 million in the nine
months ended September 30, 2008, primarily duevied commercial paper interest ral

These decreases were partially offset by additionafest expense of approximately $16 milliontia three months ended
September 30, 2008, and approximately $50 milliothe nine months ended September 30, 2008, retatet 2 billion in senior notes issu
in March and December 2007 and $600 million insenotes issued in March 2008.

The Utility’s interest expense in 2008 and futuegipds will be impacted by changes in interestsatis well as by changes in the
amount of debt outstanding as long-term debt matanel additional long-term debt is issued (seedidity and Financial Resources” below
for further discussion).

Other Income (Expense), Net
The Utility’s other income (expense), net decredsedpproximately $14 million, or 156%, in the tam@onths ended September 30,

2008 and $14 million, or 50%, in the nine monthdezhSeptember 30, 2008 compared to the same p@mni@@97. These decreases are
primarily due to an increase in costs of approxatya$19 million in the three and nine months en8egdtember 30, 2008 due to the Ut’s



efforts to oppose the statewide initiative relatedenewable energy (Proposition 7) and the Citgaf Francisco’s municipalization
efforts.
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Income Tax Expens:

The Utility's income tax expense increased by agiprately $8 million, or 5%, for the three monthgled September 30, 2008 and
decreased by approximately $37 million, or 8% tfer nine months ended September 30, 2008, as cethfiathe same periods in 2007. The
effective tax rates for the three months endede®elper 30, 2008 and 2007 were 34.1% and 36.0%,atxsplg. The effective tax rates for
the nine months ended September 30, 2008 and 28@732.6% and 35.9%, respectively. The decreagie ieffective tax rate for the three
and nine months ended September 30, 2008 wereriyirdae to the IRS’ approval of the Utility’s chge in accounting method for the
capitalization of indirect service costs for taxage2001-2004, which resulted in a reduction ofwed interest on uncertain tax
positions. (See Note 11 of the Notes to the Cosel@iConsolidated Financial Statements for a dismuss “Tax Matters”.)

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

PG&E Corporation's revenues consist mainly of g to its affiliates for services rendered, alvbiich are eliminated in
consolidation. PG&E Corporation's operating expsnsonsist mainly of employee compensation and paysio third parties for goods and
services. Generally, PG&E Corporation's operatixgenses are allocated to affiliates. These dltwtaare made without mark-up and are
eliminated in consolidation. PG&E Corporation’seirest expense relates to its 9.50% Convertibleo&lihated Notes and is not allocated to
affiliates.

There were no material changes to PG&E Corporaioperating income in the three and nine monthse&gptember 30, 2008 as
compared to the same period in 2007.

Other Expense, Net

PG&E Corporation's other expense increased by appedely $10 million, or 500%, for the three mongrsled September 30, 20
and approximately $22 million, or 367%, for theeamonths ended September 30, 2008 primarily da@ iacrease in investment losses in
the rabbi trusts related to the non-qualified defgéicompensation plans.

LIQUIDITY AND FINANCIAL RESOURCES
Overview

PG&E Corporation and the Utility utilize $200 mdh and $2 billion revolving credit facilities, resgively, along with cash
generated from operations, to fund electricity aatlral gas purchases on behalf of customers tedlaequirements for commodity
contracts and, for short periods of time, capitglenditures, among other things. The level ofulibty's shortterm debt fluctuates as a re:
of seasonal demand for electricity and natural gasrgy commodity costs, collateral requiremenis timing and effect of regulatory
decisions and financings, and the amount and tirofraapital expenditures, among other factors. Whkty generally utilizes long-term
senior unsecured debt and equity issuances, whiletaining its CPUC-authorized capital structueefund debt maturities and capital
expenditures. PG&E Corporation funds equity ctniibns to the Utility through the issuance of coomstock and long-term debt.

Access to the capital markets is essential to dméirruation of the Utilitys capital expenditure program. The Ultility curhemians
to incur additional long-term debt of $3.5 billitm$4.0 billion through the remainder of 2008 amaugh 2011, excluding the October
pollution control bond financing and senior notesuance discussed below. Of this amount, thetyéikipects to incur approximately $1.0
billion of long-term debt within the next six mostprimarily to finance capital expenditures andetinance $600 million of long-term debt
that will mature in March 2009. In addition, PG&Iorporation expects to issue additional commonkstdebt, or other securities to fund a
portion of the Utility’s future equity needs thrdug011.

The recent disruption in the capital markets hadeniachallenging for companies to access the nisufee commercial paper, new
credit facilities and unsecured lobgrm debt. Notwithstanding this volatility, theilify has continued to have access to the commigpeiaer
market, albeit at higher prices and with shorteratian, and was able to secure a new credit fadditsupport the pollution control bond
financing discussed below. In addition, as diseddselow, the Utility was able to issue $600 milliof senior unsecured 10-year notes in
October 2008.

These financings have enabled the Utility to rejpmgputstanding commercial paper such that thetiJtias available liquidity of
$1.4 billion as of October 31, 2008, which cons&t$1.1 billion of availability under its revolvincredit facility and $231 million of
unrestricted cash and cash equivalents. PG&E Catipa and the Utility believe that the Utiliycash flow from operations, existing sour
of liquidity, and access to the capital marketgeasonable terms, will provide adequate resoucsm operating activities, meet anticipe
obligations, and finance future capital expendiure

The amount and timing of the Utility’s future finging needs will depend on various factors, inclgdifl) the conditions in the
capital markets and the Utility’s ability to acceélse capital markets; (2) the timing and amourfboécasted capital expenditures, and
incremental capital expenditures beyond those ntlyréorecasted, and the ability of the Utility,riécessary, to defer, postpone, or cease
certain capital expenditures; (3) the amount ohéaternally generated through normal businessaijuars; (4) the amount of collateral
required for commodity contract commitments; andtiie timing of the resolution of the disputed klaiand the amount of interest on these
claims that the Utility will be required to pay ésBlote 10 of the Notes to the Condensed Consotidatencial Statements). The amount and
timing of PG&E Corporatio’s future financing needs will depend on variousdes; including the need to infuse capital in thdity to



maintain its 52% equity structure and fund camtgdenditures.
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At September 30, 2008, PG&E Corporation and itsgli@aries had consolidated cash and cash equisabtém@tpproximately $251
million and restricted cash of approximately $lilBdn. At September 30, 2008, PG&E Corporationabstand-alone basis had cash and cast
equivalents of approximately $194 million; the @yilhad cash and cash equivalents of approxim&gR/million and restricted cash of
approximately $1.3 billion. Restricted cash priityaconsists of approximately $1.2 billion of cdséld in escrow pending the resolution of
the remaining disputed claims filed in the Utilgy’'eorganization proceeding under Chapter 11. PG&poration and the Utility maintain
separate bank accounts. PG&E Corporation and titiyprimarily invest their cash in money markends.

Each of PG&E Corporation’s and the Utility’s revinly credit facilities include commitments from alladiversified syndicate of
lenders. Neither credit facility permits the lerslt refuse funding a draw solely due to the aenee of a “material adverse effect” as
defined in the facilities. No single lender’s coitment represents more than 11% of total borrovaigacity under either facility. As of
October 31, 2008, the commitment from Lehman BratiBank, FSB represented approximately $13 milioi@%, of the total borrowing
capacity under PG&E Corporation’s $200 million seraredit facility and approximately $60 millior;, 8%, of the Utility’s $2.0 billion
working capital facility.

As of September 30, 2008, the Utility had $273 immllof letters of credit and $533 million of borrimgs outstanding under its $2.0
billion working capital facility. The Utility als¢reats the amount of its outstanding commercipkpas a reduction to the amount available
under its working capital facility. As of Septeml38, 2008, the Utility had $802 million of outsting commercial paper. As of October 31,
2008, the Utility has repaid all of its outstandic@mmercial paper using the proceeds from the &imgs discussed below. PG&E
Corporation has no outstanding borrowings or Isttércredit under its senior credit facility.

On October 21, 2008, the Utility issued $600 milljarincipal amount of 8.25% 10-year Senior Notes di October 15, 2018. (See
Note 4 of the Notes to the Condensed ConsolidaiteahEial Statements for a discussion of the U’s other series of Senior Notes issued in
2008.)

In addition to the senior notes issuance, thetytiBceived $95 million and $309 million from thef@ember 22, 2008 and October
29, 2008 sales of pollution control bonds issuedhieyCalifornia Infrastructure and Economic Devehemt Bank (“CIEDB”) to partially
reimburse the Utility for its March and April 20@8rchase of $454 million of auction rate pollutmntrol bonds issued in 2005 (“PC2005
bonds”). The September bonds bear interest at 3tfiE8agh September 19, 2010 and are subject to atarydtender on September 20, 2010
at a price of 100% of the principal amount plusraed interest. Each series of October bonds ipatgd by a direct-pay letter of credit that
expires on October 29, 2011, unless extended. Odteber bonds bear interest at variable interéss naot to exceed 12% per year. The
initial interest rate on the October bonds was %.7%See Note 4 of the Notes to the Condensed didated Financial Statements for a
further discussion of these bonds.) The Utilityigipates that the refinancing of the remaining $&ilion of PC2005 bonds will occur by the
end of 2008, subject to conditions in the tax-exebgmd market and the liquidity needs of the Utilit

During the nine months ended September 30, 2008HEGorporation issued 4,023,421 shares of commaeckaipon exercise of
employee stock options, for the account of 401@dJipipants, and under its Dividend Reinvestmeit &tock Purchase Plan, generating
approximately $150 million of cash. In Februarp&@nd July 2008, PG&E Corporation contributed g8lion and $40 million,
respectively, of cash to the Utility to ensure ttet Utility had adequate capital to fund its calpéxpenditures and to maintain the 52%
common equity ratio authorized by the CPUC. PG&ipgoration expects to issue additional common stdekt, or other securities,
depending on market conditions, to fund a portibthe Utility’s future equity needs.

Dividends

During the nine months ended September 30, 20@8Jtility paid common stock dividends totaling $44illion, including $426
million of common stock dividends paid to PG&E Corgtion and $21 million of common stock dividendsdpto PG&E Holdings, LLC. At
December 31, 2007, PG&E Holdings, LLC, a wholly edrsubsidiary of the Utility, held approximately @¥the Utility common
stock. Effective August 29, 2008, PG&E Holdingsd,lwas dissolved, and the shares subsequentlyltsthce

During the nine months ended September 30, 20088 Gorporation paid common stock dividends total#i#p3 million, including
$28 million to EIm Power Corporation. At Decemi3dr;, 2007, EIm Power Corporation, a wholly ownedssdiary of PG&E Corporation,
held 24,665,500 shares of PG&E Corporation commacks Effective August 29, 2008, EIm Power Corpiormwas dissolved, and the
shares subsequently cancelled.

On September 17, 2008, the Board of Directors a&PGorporation declared a dividend of $0.39 perehtotaling $140 million,
which was paid on October 15, 2008 to shareholoferscord on September 30, 2008.

During the nine months ended September 30, 20@8Jtility paid cash dividends to holders of itsstahding series of preferred

stock totaling $10 million. On September 17, 200&, Board of Directors of the Utility declaredash dividend on its outstanding series of
preferred stock payable on November 15, 2008, éfepred shareholders of record on October 31, 2008.
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Utility
Operating Activities

The Utility's cash flows from operating activitipgmarily consist of receipts from customers leagments of operating expenses,
other than expenses such as depreciation thattdequaire the use of cash.

The Utility's cash flows from operating activities the nine months ended September 30, 2008 abid &@re as follows:

Nine Months Ended

September 30
(in millions) 2008 2007
Net income $ 87C $ 81¢
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation, amortization, decommissioning, athovance for equity funds used
during constructiot 1,33 1,413
Deferred income taxes and tax credits, 47C (35)
Other changes in noncurrent assets and liabi 55 27C
Gain on sale of asse (@)} (§N)]
Effect of changes in operating assets and liagdli
Accounts receivabl (179 (82
Inventories (159) (92
Accounts payabl (85) (315)
Income taxes receivable/paya 20¢ 22¢
Regulatory balancing accounts, (99 (238)
Other current asse (12%) 12C
Other current liabilitie (80) 35
Other 3 (32)
Net cash provided by operating activities $ 2220 $ 2,09

In the nine months ended September 30, 2008, sbtmavided by operating activities increased hyraximately $127 million fror
the same period in 2007.

In the nine months ended September 30, 2008, satmavided by operating activities was approxinya$2,220 million. For the
nine months ended September 30, 2008, net casidptbliy operating activities was primarily impactgdnet income of $870 million,
adjusted for noncash depreciation, amortizationpdemissioning and allowance for equity funds usadng construction of $1,337 million
(see “Results of Operations” above). Additionathe following changes in operating assets andliligls positively impacted cash flows
during the period:

. Liabilities for deferred income taxes and tax ciedicreased by approximately $470 million betwBecember 31, 2007 and
September 30, 2008, primarily due to an increadgmlancing account revenues and an increase irctieldufixed asset-related
book/tax differences based on the 2007 tax refled in 2008, as well as an increase in balancoapant revenues and an increase in
deductible tax depreciation as authorized by tf@8Zbconomic Stimulus Ac

« Income taxes receivable/payable increased by appately $208 million between December 31, 2007 adtember 30, 2008,
primarily due to the accrual of income taxes pagdbft the first nine months of 20C
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The following changes in operating assets andliiedsi negatively impacted cash flows during theiqu

« Net collateral paid primarily related to price rislanagement activities increased by approximatesb3dnillion between December
2007 and September 30, 2008 as a result of chamgies Utility’s exposure to counterparties’ credik. Collateral payables and
receivables are included in the Other changes icumoent assets and liabilities, Other currenttassad Other current liabilities in tl
table above

« Regulatory balancing accounts, net under-colledticreased by approximately $94 million betweend»aber 31, 2007 and
September 30, 2008, primarily due to an increasgppfoximately $454 million in under-collected étesity procurement costs. This
increase was partially offset by an increase oP&tillion in over-collected amounts due to the DW(See “Cost of Electricity”
above.) The increase in the Regulatory balanaitgunts, net under-collection also was partialfgetfby a refund of approximately
$230 million the Utility received from the CalifamEnergy Commission (“CEC”). The funds from thECwill be refunded to
customers in 200¢

« There were miscellaneous other changes in operasisgts and liabilities due to timing differenced aeasonality.

In the nine months ended September 30, 2007, shtpravided by operating activities was approxitya$2,093 million. For the
nine months ended September 30, 2007, net casidptbliy operating activities was primarily impactgdnet income of $818 million,
adjusted for noncash depreciation, amortizationpdamissioning and allowance for equity funds useding) construction of $1,417 million
(see “Results of Operations” above). Additionaihgreases of approximately $228 million in incotae payable positively impacted cash
flows during the nine month period ending Septen8@r2007. The following changes in operating #sard liabilities negatively impacted
cash flows during the period:

« Accounts payable decreased by approximately $31Bmprimarily due to differences in the timing péirchases and payments of
operating expense

« Regulatory balancing accounts, net over-collectieareased by approximately $238 million betweenebdser 31, 2006 and
September 30, 2007 primarily due to CF-authorized rate reductions designed to reducewvét-collection.

As a result of the resolution of 2001-2004 audS&E Corporation expects to receive a refund ofaxmately $310 million,
excluding interest, in the next several months pragimately $180 million of the refund will be adlated to the Utility. (See Note 11 of the
Notes to the Condensed Consolidated Financial igtatts for a discussion of "Tax Matters".) Addigdly, future operating cash flow w
be impacted by the timing of cash collateral paytsi@nd receipts related to price risk managemdivitgc among other factors. The
Utility’s cash collateral activity will fluctuatedsed on changes in the Utility’s net credit expeswhich is primarily dependent on electricity
and gas price movement. The Utility’s operatinghciows also will be impacted by electricity proement costs and the timing of rate
adjustments authorized to recover these costs.CHC has established a balancing account mechaoiadjust the Utility’s electric rates
whenever the forecasted aggregate over-collectionsder-collections of the Utility’s electric pna@ment costs for the current year exceed
5% of the Utility's prior year generation revenues;luding generation revenues for DWR contratitsaccordance with this mechanism, on
August 21, 2008, the CPUC approved the Utility'suest to collect from customers the forecasted 20@Bof-year under-collection of
procurement costs, due mainly to rising naturalagesss and lower than forecasted hydroelectric iggiom. Effective October 1, 2008,
customer rates were adjusted to allow the Utititgallect $645 million in procurement costs throl@grember 2009. The Utility will be
updating its forecasted electricity procurementsas November, for inclusion in the Annual Electfirue-Up, which will adjust rates on
January 1, 20089.

Investing Activities

The Utility's investing activities consist of consttion of new and replacement facilities necessageliver safe and reliable
electricity and natural gas services to its cust@m€ash used in investing activities depends gmiljnupon the amount and type of
construction activities, which can be influencediy need to make electricity and natural gasbiitia improvements as well as by storms
and other factors.

The Utility's cash flows from investing activitiésr the nine months ended September 30, 2008 abid &@re as follows:

Nine Months Ended

September 30,

(in millions) 2008 2007
Capital expenditure $ (2,69) $ (2,03
Proceeds from sale of ass 21 15
Increase in restricted ca 3 (32
Proceeds from nuclear decommissioning trust ¢ 1,121 703
Purchases of nuclear decommissioning trust invagsne (1,167) (80E)

Net cash used in investing activitie $ (2719 $ (2,159

Net cash used in investing activities increasedgpyroximately $559 million in the nine months en&sghtember 30, 2008 compa
to the same period in 2007, primarily due to amease of approximately $656 million in capital exgeures for installing the SmartMeter™
advanced metering infrastructure, generation tga@pending, replacing and expanding gas and @edistribution systems, and improvil



the electric transmission infrastructure. (Seepi@é Expenditures” below.)
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Financing Activities
The Utility’s cash flows from financing activitider the nine months ended September 30, 2008 abid ®@ere as follows:

Nine Months Ended

September 30

(in millions) 2008 2007
Borrowings under accounts receivable facility aratking capital facility $ 53: $ 60C
Repayments under accounts receivable facility aoikiwg capital facility (250 (300
Net issuance of commercial paper, net of discotii®anillion in 2008 and $2 millio

in 2007 524 91
Proceeds from issuance of long-term debt, netehprm, discount, and issuance
costs of $2 million in 2008 and $10 million in 20 693 69C
Long-term debt repurchast (454) -
Rate reduction bonds matur - (217)
Energy recovery bonds matur (260) (25))
Equity contributior a0 20C
Common stock dividends pa (42¢) (381)
Preferred stock dividends pe (10 (10
Other (31) 29

Net cash provided by financing activities $ 40¢ $ 451

In the nine months ended September 30, 2008, shtpravided by financing activities decreased hyraximately $42 million
compared to the same period in 2007. Cash prowgient used in financing activities is driven b thtility’s financing needs, which

depends on the level of cash provided by or useg@mnating activities and the level of cash proglilg or used in investing activities.
PG&E Corporation
Operating Activities

PG&E Corporation's consolidated cash flows fromrapeg activities consist mainly of billings to th#ility for services rendered
and payments for employee compensation, and goutisexvices provided by others to PG&E CorporatiBG&E Corporation also incurs

interest costs associated with its debit.

PG&E Corporation, on a stand-alone basis, did agsetany material cash flow associated with opegaditivities for the nine
months ended September 30, 2008 and 2007.

Investing Activities

Other than payment of dividends, PG&E Corporat@mma stand-alone basis, did not have any mateasdl flow associated with
investing activities for the nine months ended 8eyiter 30, 2008 and 2007.

Financing Activities
PG&E Corporation's primary sources of financingdsinon a stand-alone basis, are dividends fronthigy, equity issuances, and
external financing. PG&E Corporation’s uses ofzas a stand-alone basis, primarily relate topigngment of common stock dividends and

common stock repurchases.

PG&E Corporation, on a stand-alone basis, did asetany material cash flow associated with finag@ctivities for the nine
months ended September 30, 2008 and 2007.
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CONTRACTUAL COMMITMENTS

PG&E Corporation and the Utility enter into contraad obligations and commitments in connection witisiness activities. These
future obligations primarily relate to financingamgements (such as long-term debt, preferred sémxkcertain forms of regulatory
financing), purchases of transportation capaciyural gas and electricity to support customer demand the purchase of fuel and
transportation to support the Utility's generatémtivities. In addition to those commitments diseld in the 2007 Annual Report and those
arising from normal business activities, PG&E Cagtion and the Utility’s commitments at Septemb@r 2008 include $200 million of
5.625% Senior Notes due November 30, 2017, $406omibf 6.35% Senior Notes due February 15, 2088, %95 million of pollution
control bonds series F and G due on November 1§ 288 December 1, 2018, respectively.

On October 21, 2008, the Utility issued $600 milliof 8.25% Senior Notes due October 15, 2018.dtit@n, on October 29, 2008,
the California Pollution Control Financing Authgriand the CIEDB issued $309 million of pollutionntml bonds series A through D for the
benefit of the Utility. These series of bonds henadurities ranging from 2016 through 2026. (Se¢eN 4, 5, 10, and 11 of the Notes to the
Condensed Consolidated Financial Statements ar2D®ié Annual Report for further discussion.)

CAPITAL EXPENDITURES

The Utility expects that capital expenditures wolial approximately $3.6 billion in 2008. Durirfgetnine month period ended
September 30, 2008, the Utility incurred capitgdenditures of approximately $2.7 billion. (Seeduidity and Financial Resources —
Investing Activities” above.) Depending on condlits in the capital market, the Utility forecastatth will make various capital investments
in its electric and gas transmission and distrdnutnfrastructure to maintain and enhance systdiabikty and customer service, to extend
life of or replace existing infrastructure, to atglv infrastructure to meet already authorized gnpwhd to implement various initiatives
designed to achieve operating and cost efficiendésst of the Utility’s revenue requirements toaoeer forecasted capital expenditures are
authorized in the GRC and TO rate cases. In anfgifrom time to time, the Utility requests autlzation to collect additional revenue
requirements to recover capital expenditures relaiespecific projects, such as new power plargs,a electric transmission projects, anc

SmartMeter™ advanced metering infrastructure.
Proposed Electric Distribution Reliability PrograrfCornerstone Improvement Progran

On May 15, 2008, the Utility requested that the CPapprove the Utility’s proposed six-year electtistribution reliability
improvement program and authorize the Utility tdlexi revenues to recover forecasted capital exjpemes totaling approximately $2.3
billion and operating and maintenance expenseBrigtapproximately $43 million over the six-yearipel beginning on January 1, 2009.
The amounts requested are incremental to the revamuirement already authorized by the CPUC irttilgy’s 2007 GRC. The program
includes initiatives that are designed to decréasdrequency and duration of electricity outagesrider to bring the Utility’s reliability
performance closer to that of other investor-oweledtric utilities. The Ultility expects that thevk performed in the six-year program also
would provide additional reliability benefits. Thbkility proposes to record program costs and eglatvenue requirements in a separate
balancing account so that the revenue requiremergase would be used only to recover costs asedaiath the proposed initiatives, and to
allow the return of unused amounts to customefse tility would seek CPUC review and approvaldoaver any costs that exceed the
CPUC'’s authorized amount. For the next GRC in 2011 Miléy would provide forecasts that exclude costkated to the proposed reliabi
improvements. The Utility would continue to receng program costs and related revenue requirenretiie balancing account until the
GRC following the completion of this program in 201

The CPUC’s Division of Ratepayer Advocates (“DRARd The Utility Reform Network (“TURN”) have objext to the Utility’s
request. Among other arguments, the DRA and TURMNeathat the Utility’s request should be made BRC, that it violates the 2007 GRC
settlement, and that the revenue requirement d@a#tbin the 2007 GRC fully funds the reasonable am®the Utility might need to spend
its electric distribution system. They assert thatUtility’s request raises many issues includihg adequacy of the funding levels approved
in the 2007 GRC, the reasonableness of the Uslitgliability efforts in recent years, the availapiof other more appropriate sources of
funding between rate cases, including savingshieragreas of utility operations, the value of ilmsed reliability to the Utility’s customers,
and the need for and efficacy of the Utility’s pospd ratemaking. The Utility filed its responseJane 30, 2008, reiterating its position that
the proposed program does not violate the 2007 &Riement, that the Utility is permitted to seeklitional revenue outside of a GRC, and
that the factual issues the DRA and TURN cite fystie need for hearings on the Utility’s request.

PG&E Corporation and the Utility cannot predict wher the CPUC will approve the Utility’s request.
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SmartMeter ™ Advanced Metering Project Upgra

The CPUC has previously authorized the Utilitygéoaver approximately $1.4 billion in capital costgonnection with its

SmartMeter™ advanced metering project. Of this amount, théitWtias incurred capital expenditures of $504 imillthrough September &
2008. The Utility’s request to recover additioeapenditures of $572 million, including $463 miliof additional capital expenditures to

upgrade certain elements of the Utility’s Smartl\né%program is still pending at the CPUC. On JuneZB08, the DRA and TURN
recommended that the CPUC reject the Utility’s esiu In the alternative, the DRA and TURN recomdnirat the CPUC authorize reduced
amounts of $358 million and $324 million, respeeliv Neither the DRA nor TURN specified the amoahtapital expenditures included in
their recommended amounts. On July 23, 2008, tiigyliled a response opposing these recommendatand reaffirming the Utility’s
support for the requested amounts. A final CPUEsien is expected in December 2008. PG&E Corpamand the Utility cannot predict
whether the CPUC will approve the Utility’s appliice for additional funds to upgrade its advancestaring system. The Utility has
incurred approximately $27 million in capital ancbense costs for the upgrade as of October 31, 2068nay incur approximately $7
million in additional capital and expense coststf@ upgrade before the end of the year. If thedCEHoes not approve the Utility’s request,
the Utility may be unable to recover these costs.

On July 31, 2008, the CPUC adopted a decision rieguihe Utility to accelerate the deployment ofadced meters and take action
to make “dynamic pricing” available to customer2010 and 2011. Dynamic pricing will utilize pris@nals to encourage efficient energy
consumption and cost-effective demand responsemdet this accelerated schedule, the Utility wallrequired to incur additional costs,
including costs to design and implement new sofévaard billing systems to integrate the new advanceidring technology. The CPUC has
directed the Utility to request recovery of the iéiddal cost required to implement dynamic pricinghe Utility is developing its estimates of
the additional costs it will incur to comply withis decision and expects to file a request for castvery with the CPUC in early 2009.

Colusa Power Plant

On June 12, 2008, the CPUC gave its final apprfmrahe Utility to construct the Colusa Projec§%7-megawatt (“MW”)}combinec
cycle generating facility to be located in Colusau@ty, California after reviewing the final enviroental certification issued by the
CEC. Final environmental permitting was approvadseptember 29, 2008 and construction began orb@cig 2008.

The Utility’s recovery of costs related to the GsauProject is subject to the initial capital casiits of approximately $673 million
and operations and maintenance ratemaking preyiapgroved by the CPUC. Subject to meeting opamatiperformance requirements and
other conditions, it is anticipated that the ColBsaject will commence operations in 2010.

Humboldt Bay Repowering Projet

On September 24, 2008, the CEC issued its finasaerauthorizing the construction of the Humbddly Repowering Project
("HBRP"), a 163 MW reciprocating engine electricgeating facility to be located in Humboldt Countythe site of the Utility's existing
Humboldt Bay Power Plant. Demolition of existirtqustures on the site is complete and construatitlicommence during November
2008. Subject to meeting operational performaegairements and other conditions, it is anticipabed the HBRP will commence
operations in 2010.

The Utility’s recovery of costs related to the HBRP is sulijedhe initial capital cost limits of approximate$239 million an
operations and maintenance ratemaking previougiyoapd by the CPUC.

Tesla Generating Station

On July 18, 2008, the Utility filed an applicaticequesting that the CPUC authorize the Utility éwvelop and construct a 560-MW
generating unit at the Tesla Generating Statiggrpposed combined cycle power plant to be locateshstern Alameda County,
California. The Utility had requested that the @CP&authorize the Utility to recover up to $850 naifliof forecasted capital costs associated
with the construction of the unit. On SeptemberZ8, a CPUC administrative law judge issuedop@sed decision which recommends
that the Utility’s application be dismissed on tasis that the Utility’s application failed to seféntly demonstrate that conducting a
competitive request for offers (“RFO”) would beaakible.

On October 14, 2008, the Utility filed commentseatijng to the proposed decision. The CPUC is erpleto issue a final decision
by the end of 2008.
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Request for New Generation Offers and Potential Nelity-Owned Generation

On July 21, 2008, the Utility received bids fronirdhparties in response to the Utility’s April 10@8 longterm RFO for 800 to 1,2(
MW of dispatchable and operationally flexible negngration resources to be on-line no later than R#y6. The Utility is evaluating these
offers and plans to develop a shortlist of offausiiny the fourth quarter of 2008. The Utility’s RFequested both power purchase
agreements and purchase and sale agreements. &pdethase and sale agreement a new generatifity faould be constructed by a third
party and then sold to the Utility upon satisfactaf certain contractual requirements.

The Utility conducted a similar RFO in 2004-200%iaas a result of that process, entered into sepeveer purchase agreements
with third parties that are contingent on the thpedity’s development of a new generation facilitytovide the power to be purchased by the
Utility under the agreement. These agreements ajgpeoved by the CPUC in November 2006. Sincetiimat, the development plans for
two of the proposed generation facilities have teeminated and the development of a third, thg@psed Russell City Energy Center, has
been delayed pending CPUC approval of an amendiméiné related power purchase agreement.

Proposed Electric Transmission Projec

The Utility has been exploring the feasibility dftaining regulatory approval for a potential invesht in an electric transmission
project that would traverse the Pacific Northwedn April 17, 2008, the FERC granted part of thaityts request for a declaratory order to
collect transmission rates designed to providenaaritive to the Utility to continue leading the dmpment of the proposed 1,000-mile, 500
kilovolt (“kV") transmission line to run from Brigh Columbia, Canada to Northern California that Miquovide access to potential new
renewable generation resources, improve regioaasinission reliability, and provide opportunities 6ther market participants to use the
new facilities. The FERC's order allows the Utilib recover all prudently incurred pre-commerciasgts, such as costs for feasibility studies
and surveys, and all prudently incurred developraexdtconstruction costs if the proposed projeabandoned or cancelled for reasons
beyond the Utility’s control. The development amwhstruction of this proposed transmission prajentains subject to significant business,
financial, regulatory, environmental, and politiciaks and challenges.

The Utility also has been exploring the developnu#ra new 500-kV electric transmission project, @entral California Clean
Energy Transmission line, to increase transmissapacity between northern and southern Californéh@ovide needed access to new
renewable generation resources. The CAISO hasdmw®tucting stakeholder meetings to review thetysl proposal and the Utility has
been conducting various studies to ensure that the prégedesigned and located to avoid or minimizeeptiél impacts. Depending on the
results of these stakeholder meetings and stuthied/tility will decide whether to request CPUC apal to construct the line.

The Utility cannot predict whether the many corafi and challenges to the development of thesepeapelectric transmission
projects will be met.

Potential Natural Gas Pipeline Projec

PG&E Corporation continues to pursue the developrokthe proposed 230-mile Pacific Connector Gaeltie, along with Fort
Chicago Energy Partners, L.P. and Northwest Pipdliarporation. The development of the Pacific Gabor Gas Pipeline is dependent u
the development of the Jordan Cove liquefied nhgasa terminal by Fort Chicago Partners, L.P. &redsatisfaction of other conditions and
requirements.

PG&E Corporation also has been exploring poteimiastments in natural gas transmission pipelitgets, but it has decided not
to pursue an investment in El Paso Corporatiorop@sed Ruby Pipeline. On April 30, 2008, PG&E @ogpion terminated the letter of
intent it had entered into in December 2007 withP&so Corporation to acquire an interest in thegsed Ruby Pipeline. On October 7,
2008, the assigned administrative law judge attReJC issued a proposed decision that, if adoptetidPUC, would grant the Utility the
authority to enter into a contract for long-ternpaeity on the proposed Ruby Pipeline for a 15-yean commencing in 2011 when the
pipeline is proposed to be placed into servicdinAl decision is expected on November 6, 2008.

OFF-BALANCE SHEET ARRANGEMENTS

For financing and other business purposes, PG&p@&ation and the Utility maintain certain arrangemsehat are not reflected in
their Condensed Consolidated Balance Sheets. &umhgements do not represent a significant paeitbér PG&E Corporation or the
Utility's activities or a significant ongoing soerof financing. These arrangements enable PG&pdtation and the Utility to obtain
financing or execute commercial transactions onenfiavorable terms. For further information relatedetter of credit agreements and the
credit facilities, see the 2007 Annual Report ardeN! of the Notes to the Condensed Consolidategin€ial Statements.
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Credit Risk

The Utility conducts business with wholesale cusisrand counterparties mainly in the energy ingustcluding other California
investor-owned electric utilities, municipal utidis, energy trading companies, financial institagioand oil and natural gas production
companies located in the United States and Cani@dacounterparty failed to perform on its conttead obligation to deliver electricity, then
the Utility may find it necessary to procure elatty at current market prices, which may be higtien the contract prices. Credit-related
losses attributable to receivables and electricgasiprocurement activities from wholesale custsraad counterparties are expected to be
recoverable from customers through rates and arexpected to have a material impact on net income.

The Utility manages credit risk associated withatwolesale customers and counterparties by asgigmadit limits based on
evaluations of their financial conditions, net wortredit ratings, and other credit criteria asnaee appropriate. Credit limits and credit
quality are monitoreg@eriodically and a detailed credit analysis is perfed at least annually. The Utility ties manyrggecontracts to mast
agreements that require security (referred to esditcollateral”) in the form of cash, lettersavédit, corporate guarantees of acceptable
credit quality, or eligible securities if currergtrreceivables and replacement cost exposure exoetidctually specified limits.

The following table summarizes the Utility's ne¢dit risk exposure to its wholesale customers anhierparties, as well as the
Utility's credit risk exposure to its wholesale mmers or counterparties with a greater than 1086nmeglit exposure, at September 30, 2008
and December 31, 2007:

Gross Net Exposure
Credit Number of to
Exposure Net Wholesale Wholesale
Before Credit Customers or  Customers or
Credit Credit Exposure  Counterparties Counterparties
(in millions) Collateral @  Collateral @ >10% >10%
September 30, 200 $ 37¢ $9S 281 2% 15¢
December 31, 2007 $ 311 $913% 22( 2% 111

@ Gross credit exposure equals mark-to-market vatugnancially settled contracts, notes receivaaiel net receivables
(payables) where netting is contractually allown@tbss and net credit exposure amounts reporteceadmwot include
adjustments for time value or liquidit

@ Net credit exposure is the gross credit exposureiseredit collateral (cash deposits and lettersadit). For purposes of
this table, parental guarantees are not includgrhef the calculatior

On September 15, 2008, Lehman Brothers, Inc. @lgetition under Chapter 11 of the U.S. Bankru@oge. The Ultility's net crec
exposure to various Lehman Brothers, Inc. subsefiaelated to price risk management activity wahaterial.

CONTINGENCIES

PG&E Corporation and the Utility have significamntingencies, including Chapter 11 disputed claiaes matters and
environmental matters, which are discussed in Nbfeznd 11 of the Notes to the Condensed Consetidanancial Statements.

REGULATORY MATTERS

The Utility is subject to substantial regulatioBet forth below are matters pending before the CRbiCresolution of which may
affect PG&E Corporation and the Utility's resulfperations or financial condition.

2008 Cost of Capital Proceeding

On May 29, 2008, the CPUC adopted a uniform thies-gost of capital mechanism in the second phiatbe @008 Cost of Capital
proceeding for the Utility and the other two Califia investor-owned electric utilities that willplace the annual cost of capital
proceeding. Under the adopted mechanism, thé¢iegilare required to file full cost of capital apptions by April 20 of every third year,
beginning on April 20, 2010.

Under the decision, the Utility’s 2008 cost of dap{including an 11.35% ROE) will be maintainedoatigh 2010, unless the
automatic adjustment mechanism described belorgigared. The Utility’s 2008 capital structurediinding a 52% equity component) is
authorized through 2010. The decision permitaitiities to apply for an adjustment to either tiwst of capital or the capital structure soc
based on extraordinary circumstances.

The cost of capital mechanism uses an interestndéx (the 12-month October through Septemberagesof the Moody's Investors
Service utility bond index) to trigger changeshie authorized cost of debt, preferred stock, amityqln any year in which the 12-month
October through September average for the indee@ses or decreases by more than 100 basis paletslpband”) from the benchmark, the
cost of equity will be adjusted by one-half of tiference between the TRenth average and the benchmark. In additiomgifrhechanism
triggered, the costs of long-term debt and prefesteck will be adjusted to reflect the actual Asigmonth-end embedded costs in that year
and forecasted interest rates for variable -term debt and any new lo-term debt and preferred stock forecasted to bedssuthe coming



year. The 12-month October 2007 through Septe2®@8 average of the Moody's Investors Servicetyitiond index did not
trigger a change in the authorized cost of delefgored stock, or equity for 2009.
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Spent Nuclear Fuel Storage Proceedil

As a consequence of the U.S. Department of Enef9®OE”) failure to develop a permanent nationglasitory for spent nuclear
fuel and high-level radioactive waste producedhgyriation's nuclear electric generation facilittes, Utility has been storing spent nuclear
fuel and high-level radioactive waste resultingirits nuclear operations at Diablo Canyon in oa-sibrage pools. The Utility believes that
the existing spent fuel pools at Diablo Canyon hewféicient capacity to enable the Utility to oper®iablo Canyon until October 2010 for
Unit 1 and May 2011 for Unit 2. In addition, theilitly is constructing a dry cask storage facilityyDiablo Canyon to store spent nuclear fuel.

The construction of this dry cask storage facilithpng with modifications to the power plant to pag dry cask storage processing,
is not expected to be completed until late 2008 Wit initial movement of spent nuclear fuel to dagk storage beginning in June 2009. If
the Ultility is unable to complete the facility aloéd spent fuel into the dry cask storage fachigyOctober 2010 for Unit 1 or May 2011 for
Unit 2, the Utility would have to curtail or halperations in the unit until such time as additiogee storage for spent fuel is made available.

On October 23, 2008, the Nuclear Regulatory ConionsENRC") issued an order rejecting the final trtion made by a party
who had appealed the NRC’s 2004 decision to grentltility a license to construct the dry cask agrr facility. The NRC concluded that the
NRC stafls supplemental environmental assessment, whichlgded there would be no significant environmeirtgdacts from potential
terrorist acts directed at the dry cask storagiitigavas supported by a reasonable analysis. pargy wishing to appeal the NRC'’s order
must file a notice of appeal within 60 days.

In addition, on August 7, 2008, the U.S. Court pipals for the Federal Circuit issued an appetieder in the litigation pending
against the DOE in which the Utility and other raar power plant owners seek to recover costs timytied to build on-site spent nuclear
fuel storage facilities due to the DOE’s delay @mstructing a national repository for nuclear wadteOctober 2006, the U.S. Court of
Federal Claims found that the DOE had breachezbit¢ract with the Utility but awarded the Utilitymly approximately $43 million of the $!
million incurred by the Utility through 2004. Inling on the Utility’s appeal, the U.S. Court of pgnls for the Federal Circuit reversed the
lower court on issues relating to the calculatibdamages and ordered the lower court to re-caletlee award. The Ultility expects the final
award will approximate $89 million for costs incedrthrough 2004 and that the Utility will recovélrdd its costs incurred after 2004 to build
on-site storage facilities. After the appellatertalenied the DOE'’s request for an extensionroétto file a petition for rehearing, the DOE
filed a motion for reconsideration of that orderigfhthe appellate court has not yet addressedO&aber 30, 2008, the U.S. Court of Fed
Claims took notice of the appellate court’s ordedl eequested the parties to file a joint statusegnd proposed schedule for remand
litigation by December 1, 2008. Amounts recoveredc the DOE will be credited to customers througtes.

PG&E Corporation and the Utility are unable to pcethe outcome of any rehearing petition.
Energy Efficiency Programs and Incentive Ratemakil

The schedule adopted by the CPUC to reviewdatermine whether the Utility and other Califorimaestor-owned utilities are
entitled to receive shareholder incentive earn{iogsvhether they will incur reimbursement obligas) based on the 2006-2007 energy
efficiency program accomplishments called for tHUC’s Energy Division to issue updated energy sg/essumptions and to verify the
utilities’ installation of energy efficiency measgsgrin time for the utilities to submit interim alas in September 2008. As a result of
continuing delays in the issuance of the updatethga assumptions and completion of the Energydiuw's verification, on August 15,
2008, the Utility and other investor-owned utilgtipintly filed a petition requesting that the CPUQ approve the utilities’ interim claims for
incentives for 2006-2007 programs based on thigiesil reports of their accomplishments submitted to tR&JC in February 2008; (2) ver
the utilities’ energy savings results for the fitrale-up claim for the 2006-2008 programs to bersttbd in 2010 based on the Energy
Division’s measurement and evaluation studies todmpleted in 2010 but use the reported resultetdd by the utilities to assess the
interim claims in 2008 and 2009; and (3) adoptledale allowing the utilities to recognize earnifgsreimbursement obligations)
attributable to their claims annually despite pllgsdelays in the CPUC's process. In the petitienUtility requested the CPUC to approve
interim shareholder incentive earnings of $77 willrepresenting 65% of approximately $119 milliBer the adopted mechanism, the
remaining 35% ($42 million) would be held back utite completion of evaluation and measurementistuidr the final true-up claim in
2010.

On November 4, 2008, a proposed decision was idsydse CPUC administrative law judge (“ALE¥signed to this proceeding i
an alternate proposed decision was issued by #wdent of the CPUC. The ALJ’s proposed decisemommends that the CPUC deny the
petition for modification. If the proposed decisiis adopted by the CPUC, the utilities’ interinaints will not be determined until after the
Energy Division issues its final verification repar January 2009 using recent updates to estinodtesergy savings from the energy
efficiency measures installed by the utilities aistomer premises. If the proposed decision is t@dognd the updated savings estimates are
used to assess the 2006-2007 program results satrit the Utility in February 2008, it is unliketlyat the Utility would receive any
incentive earnings in 2008 or 2009 and the Utitibyld incur a reimbursement obligation which thditytestimates could be approximately
$14 million.
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The alternate proposed decision recommends ta@BUC grant the petition in part and award thétithterim incentive earning
for 2006-2007 program accomplishments of $59.3ionilin 2008 (50% of approximately $119 million) amold back the remaining 50%.
The alternate proposed decision recommends thattir@m claims to be submitted in 2009 for 2008gram performance be assessed using
the recent updated savings estimates and be datirafter the Energy Division issues a final veafion report on the 2008 program yeat
this final verification report is delayed, the altate proposed decision would permit the 2009 imtetaims for the 2008 program year to be
based on the utilities’ reported results, subjec holdback of at least 50%. The total amounhoéitive claims for the completed three-year
program period (2006-2008) would be subject tofigation and adjustment based on the results ofrtbasurement and evaluation studies to
be completed in 2010.

It is expected that the CPUC will consider bothhaf proposed decisions at its December 4, 2008imgeet

On July 21, 2008, the Utility filed its applicatizeeking CPUC approval of the Utility’s energy &tfincy programs and funding of
$1.87 billion for the 2009-2011 cycle of energyi@éncy programs. The CPUC has authorized bridgelihg for the Utility to continue
offering its existing programs in 2009 until the @® issues its final decision on the 2009-2011 enefticiency application, which is
expected in mid-2009. On July 31, 2008, the CP&#0ed a decision indicating that energy efficiesayings goals for the 2009-2011
program period will be considered on a gross b@asis without deduction for customer energy sasingt directly attributed to utility
programs). The CPUC also stated that it wouldewwivhether it should modify the incentive ratemalstructure due to the transition from
net goals to gross goals for the 2009 and beyooglram periods. On October 30, 2008, the CPUC msdigommissioner and the ALJ issi
a ruling requiring the Utility and other investonoed utilities to re-file their proposed 2009-2CHriergy efficiency programs by a date no
earlier than January 15, 2009, in order to take &micount the recent updated energy savings estmat

The amount of any shareholder incentives ttiliyumay receive (and the amount and timing of a@imbursement obligations the
Utility may incur) for the 2009-2011 program cyeldl depend on whether the Utility can design 2@®t1 programs that will meet the
CPUC's energy savings goals based on the recatiyad estimates of energy savings; whether theCeanges the incentive structure;
and the level of energy efficiency savings actuatipieved over the three-year program cycle.

Application to Recover Hydroelectric Generation Hity Divestiture Cost:

On April 14, 2008, the Utility filed an applicatiamith the CPUC requesting authorization to recamgsroximately $47 million,
including $12.2 million of interest, of the costsricurred in connection with the Utility’s efforte determine the market value of its
hydroelectric generation facilities in 2000 and 200 hese efforts were undertaken at the direaifche CPUC in preparation for the planned
divestiture of the facilities to further the devahoent of a competitive generation market in Cafifar In 2003, the CPUC determined that the
amount of these costs at the time, $34.8 millioas weasonable and authorized the Utility to trhelsé costs and seek authorization to rec
these costs in the future if the hydroelectric gatien facilities were ultimately not divested. érbtility continues to own its hydroelectric
generation assets. On May 19, 2008, the DRA filgdotest to the Utility’s application. On August, 2008, the DRA and the Utility agreed
that the Utility had supported its request with @ppiate and reasonable evidence. PG&E Corporatichthe Utility are unable to predict
whether the CPUC will approve recovery of thesdxos

Electric Transmission Owner Rate Cas

On October 22, 2008, the FERC approved an all-atfement in the Utility’s TO rate case that ikl in July 2007. The
settlement sets an annual wholesale base transmigsienue requirement of $706 million and a rétagle transmission revenue requirement
of $718 million, effective March 1, 2008. The Wtilhas been reserving the difference between éggaevenues based on rates requests
the Ultility in its TO rate application and expectedenues based on rates proposed in the settleA®atresult, the settlement will not imp
the Ultility’s results of operations or financialrahtion. The Utility will refund any over —colleadeamounts to customers, with interest,
through an adjustment to rates in 2010.

Also, on September 30, 2008, the FERC acceptediiliy’'s TO rate case that was filed on July 3008 requesting an increase in
retail base revenue requirement, to $849 milliow an increase in the Utility’s wholesale base nereerequirement to $838 million. As
customary, the FERC suspended the rate increasei@ssl with the requested increase in revenudnagents for five months, until March
1, 2009. The increase in rates will be subjecefond pending final FERC approval of the requestetease in revenue requirements.

RISK MANAGEMENT ACTIVITIES

The Utility and PG&E Corporation, mainly throughk @iwnership of the Utility, are exposed to marksk,rwhich is the risk that
changes in market conditions will adversely affesttincome or cash flows. PG&E Corporation andUlikty face market risk associated
with their operations, financing arrangements,nttagketplace for electricity, natural gas, electyi¢iansmission, natural gas transportation
and storage, other goods and services, and otpectasof their businesses. PG&E Corporation aadUtility categorize market risks as price
risk and interest rate risk. For a comprehensiseussion of PG&E Corporation’s market risk, seeghction entitled “Risk Management
Activities” in the 2007 Annual Report.

Price Risk
Electric Transmission Congestion Righ

Among other features, the CAISO’s Market Redesigh Bechnology Upgrade (“MRTU”) initiative providdisat electric
transmission congestion costs and credits willdéternined between any two locations and chargéitetonarket participants, including lo



serving entities, taking energy that passes betwezse locations. The CAISO also will provide Cestion Revenue Rights
(“CRRs”) to allow market participants, includingald serving entities, to hedge the financial risk#iSO-imposed congestion charges in the
MRTU day-ahead market. The CAISO releases CRRs throughramhand monthly process, each of which includeh bn allocation pha
(in which load serving entities receive CRRs atast) and an auction phase (priced at market, aaithhle to all market participants).
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The Utility has been allocated and has acquiradhuiction certain CRRs as of September 30, 20@Baaticipates acquirir
additional CRRs through the allocation and auctibases prior to the MRTU effective date. Currentig CAISO is targeting an MRTU
implementation date of February 1, 2009. The CABRfard of Governors will continue to evaluate wieettihat implementation date rema
feasible as it approaches. During the fourth quanrt 2007, the Utility participated in an auctiimnacquire additional firm electricity
transmission rights (“FTRs”) in order to hedgefitancial risk until the MRTU becomes effective.

Natural Gas Transportation and Storac

The Utility uses value-at-risk to measure the shalders’ exposure to price and volumetric riskaulisg from variability in the
price of, and demand for, natural gas transportaiod storage services that could impact revenuesadchanges in market prices and
customer demand. Value-at-risk measures this expas/er a rolling 12-month forward period and asss that the contract positions are
held through expiration. This calculation is basada 95% confidence level, which means that treeae5% probability that the impact to
revenues on a pre-tax basis, over the rolling 12tmérward period, will be at least as large asréported value-at-risk. Value-at-risk uses
market data to quantify the Utility’s price exposutWhen market data is not available, the Utilisgs historical data or market proxies to
extrapolate the required market data. Value-&tagsa measure of portfolio risk has several litiates, including, but not limited to,
inadequate indication of the exposure to extrenmpnovements and the use of historical data oketgaroxies that may not adequately
capture portfolio risk.

The Utility’s value-at-risk calculated under thethmdology described above was approximately $3lianiat September 30,
2008. The Utility's high, low, and average valagsisk during the nine months ended Septembe2@08 were approximately $34 million,
$17 million, and $26 million, respectively.

Convertible Subordinated Notes

At September 30, 2008, PG&E Corporation had outstenapproximately $280 million of 9.50% Converél$ubordinated Notes
that are scheduled to mature on June 30, 201@rekitis payable semi-annually in arrears on JOren8 December 31. These Convertible
Subordinated Notes may be converted (at the opfidine holder) at any time prior to maturity int®,358,059 shares of PG&E Corporation
common stock, at a conversion price of $15.09 pares The conversion price is subject to adjustrf@rsignificant changes in the number
of outstanding shares of PG&E Corporatinbmmon stock. In addition, holders of the Cotibkr Subordinated Notes are entitled to rec
“pass-through dividends” determined by multiplyithg cash dividend paid by PG&E Corporation perslodicommon stock by a number
equal to the principal amount of the Convertibld&dinated Notes divided by the conversion pri@éce January 1, 2008, PG&E
Corporation has paid “pass-through dividends” totaapproximately $28 million, including $7 milligmaid on October 15, 2008.

In accordance with Statement of Financial Accountandards (“SFAS”) No. 133 “Accounting for Dettive Instruments and
Hedging Activities” (“SFAS No. 133"), the dividerghrticipation rights of the Convertible Subordirthi¢otes are considered to be embedded
derivative instruments and, therefore, must berbéted from the Convertible Subordinated Notesrandrded at fair value in PG&E
Corporation’s Condensed Consolidated FinanciakBtants. Dividend participation rights are recogdias operating cash flows in PG&E
Corporation’s Condensed Consolidated Statemer@ash Flows. Changes in the fair value are recegniin Other income (expense), net)
in PG&E Corporation’s Condensed Consolidated Statgmof Income as a non-operating expense or incéh&eptember 30, 2008, the
total estimated fair value of the dividend partatipn rights, on a pre-tax basis, was approximaké million, of which $28 million was
classified in Current Liabilities - Other and $21llion was classified in Noncurrent Liabilities ti&r in the accompanying Condensed
Consolidated Balance Sheets. At December 31, 2B87%ptal estimated fair value of the dividendtjogyation rights, on a pre-tax basis, was
approximately $62 million, of which $25 million watassified in Current Liabilities — Other and $8#lion was classified in Noncurrent
Liabilities — Other in the accompanying Condensedsblidated Balance Sheets. The discount factd tesvalue these rights was adjusted
on January 1, 2008 in order to comply with the mions of SFAS No. 157 “Fair Value MeasurementSHKAS No. 157"), resulting in a $6
million increase in fair value. (See Note 8 of Metes to the Condensed Consolidated Financia¢®etts for further discussion of the
implementation of SFAS No. 157.)

Interest Rate Risk
Interest rate risk sensitivity analysis is usethtasure interest rate risk by computing estimateaiges in cash flows as a result of
assumed changes in market interest rates. At @bpte30, 2008, if interest rates changed by 1%liazurrent variable rate debt issued by

PG&E Corporation and the Utility, the change woaffect net income for the nine months ended Septei®®, 2008 by approximately $7.1
million, based on net variable rate debt and oifiterest rate-sensitive instruments outstanding.
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CRITICAL ACCOUNTING POLICIES

The preparation of Condensed Consolidated FinaBt&Ements in accordance with accounting prinsignerally accepted in the
United States of America involves the use of esmand assumptions that affect the recorded amofigissets and liabilities as of the date
of the financial statements and the reported ansoofitevenues and expenses during the reportingdoem he accounting policies described
below are considered to be critical accountinggdedi due, in part, to their complexity and becaheé& application is relevant and material to
the financial position and results of operation®&&E Corporation and the Utility, and because ¢hadicies require the use of material
judgments and estimates. Actual results may déffdastantially from these estimates. These paliai@ their key characteristics
discussed in detail in the 2007 Annual Report. yTihelude:

» regulatory assets and liabilities;

« unbilled revenues;

« environmental remediation liabilities;

» asset retirement obligations;

- income taxes; and

« pension and other postretirement benefits.

On January 1, 2008, PG&E Corporation and the Mtddopted the provisions of SFAS No. 157, (see “M@wrounting Policies”
below and Note 2 and Note 8 of the Notes to thed8nsed Consolidated Financial Statements for fudiseussion), which are also
considered critical accounting policies. AdditibpaPG&E Corporation and the Utility adopted theyisions of Financial Accounting
Standards Board (“FASB”) Staff Position on Intetpt®n 39, “Amendment of FASB Interpretation No.” 88ee Note 2 of the Notes to the
Condensed Consolidated Financial Statements fardudiscussion).

For the period ended September 30, 2008, there meechanges in the methodology for computing &itaccounting estimates, no
additional accounting estimates met the standandsritical accounting policies, and there werenmaterial changes to the important
assumptions underlying the critical accountingreates.

NEW ACCOUNTING POLICIES
Fair Value Measurements

On January 1, 2008, PG&E Corporation and the Mtiddopted the provisions of SFAS No. 157. SFAS M. establishes a fair
value hierarchy that prioritizes inputs to valuattechniques used to measure fair value. The tgecf a fair value measurement is to
determine the price that would be received toaelhsset or paid to transfer a liability in an ogd#ansaction between market participants at
the measurement date, or the “exit price.” Thean@hy gives the highest priority to unadjustedtgd@rices in active markets for identical
assets or liabilities (Level 1 measurements) aeddtvest priority to unobservable inputs (Level 8asurements). Assets and liabilities are
classified based on the lowest level of input thatignificant to the fair value measurement. (Setes 2 and 8 of the Notes to the Condel
Consolidated Financial Statements for further dis@mn on SFAS No. 157.)

Level 3 Instruments at Fair Value
As Level 3 measurements are based on unobservghltsj significant judgment may be used in the atadn of these

instruments. Accordingly, the following table stragh the fair values of instruments classified_asel 3 within the fair value hierarchy,
along with a brief description of the valuationheixjue for each type of instrument:

Value as of

Septembel January 1,
(in millions) 30, 2008 2008
Money market investments (held by PG&E Corporat $ 62 $ S
Nuclear decommissioning trus 7 8
Price risk management instrume 34 11t
Long term disability trus 79 69
Dividend participation right (49 (68)
Other (5) (4)
Total Level 3 Instruments $ 12¢ $ 12C
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Level 3 fair value measurements represent apprdrign&% of the total net value of all fair value aserements of PG&E
Corporation. During the three and nine months dr@ptember 30, 2008, there were no material isesear decreases in Level 3 assets or
liabilities resulting from a transfer of assetdiabilities from, or into, Level 1 or Level 2. Theajority of these instruments are accounted for
in accordance with SFAS No. 71, “Accounting for iffects of Certain Types of Regulation,” as amehde they are expected to be
recovered or refunded through regulated rates.réfbie, changes in the aggregate fair value oftlaasets and liabilities (including realized
and unrealized gains and losses) are recordedwitgulatory accounts in the accompanying Conde@sedolidated Balance Sheets with
the exception of the dividend participation rigassociated with PG&E Corporation’s Convertible Sdibmated Notes. The changes in the
fair value of the dividend participation rights aeflected in Other income (expense), net in PG&EpGration’s Condensed Consolidated
Statements of Income. Additionally, changes infthevalue of the Level 3 instruments did not haveaterial effect on liquidity and capital
resources as of September 30, 2008.

Money Market Investments

PG&E Corporation invests in AAA-rated money marketds that seek to maintain a stable net asseevalhese funds invest in
high quality, short-term, diversified money markettruments, such as treasury bills, federal agsecyrities, certificates of deposit and
commercial paper with a maximum weighted averagwiritya of 60 days or less. PG&E Corporation’s igtraents in these money market
funds are generally valued based on observablasrguch as expected yield and credit quality ardtars classified as Level 1
instruments. Approximately $192 million held in mey market funds are recorded as Cash and cashatents in PG&E Corporation’s
Condensed Consolidated Balance Sheets.

As of September 30, 2008, PG&E Corporation clesgifipproximately $62 million invested in one monerket fund as a Level 3
instrument because the fund manager imposed téstiscon fund participants’ redemption request&&E Corporation’s investment in this
money market fund, previously recorded as Cashcasll equivalents, is recorded as Prepaid expendestizer in PG&E Corporation’s
Condensed Consolidated Balance Sheets. (In OcRilds, PG&E Corporation received an initial redeisypamount of approximately $32
million from the money market fund.)

Nuclear Decommissioning Trusts and Long Term Disality Trust

The nuclear decommissioning trusts and the long-tlisability trust primarily hold equities, debtcsities, mutual funds, and life
insurance policies. These instruments are gegerallied based on unadjusted prices in active nsfke identical transactions or unadjus
prices in active markets for similar transactiofi$ie nuclear decommissioning trusts and the long-tésability trust also invest in long-term
commingled funds, which are funds that consistsskts from several accounts that are intermingldase commingled funds have liquidity
restrictions and lack an active market for indiatishares of the funds; therefore the trusts’ itmests in these funds are classified as Level
3. The Level 3 nuclear decommissioning trust assetreased from approximately $8 million at Janta008 to approximately $7 million
at September 30, 2008 and no material change wad from June 30, 2008 to September 30, 2008. d€heease of approximately $1
million for the nine months ended September 308208s primarily due to unrealized losses of thesemingled fund investments. The
Level 3 long-term disability trust assets increasech approximately $69 million at January 1, 2@0&pproximately $79 million at
September 30, 2008. This increase of approxim&elymillion for the nine months ended Septembe2808 was primarily due to net
purchases of commingled fund investments, offsairngalized losses on these investments. Additigrtee Level 3 long-term disability
trust assets decreased from approximately $95amidt June 30, 2008 to approximately $79 millioSeptember 30, 2008. This decrease of
approximately $16 million for the three months esh@eptember 30, 2008 was primarily due to net s#lesmmingled fund investments and
unrealized losses on these investments.

Price Risk Management Instruments

The price risk management instrument categorynispesed of physical and financial derivative contsancluding futures,
forwards, options, and swaps that are both exchtraged and over-the-counter (“*OTC”) traded cortsadVhen necessary, PG&E
Corporation and the Utility generally use similanahels to value similar instruments. Since theityld contracts are used within the
regulatory framework, regulatory accounts are réedito offset the associated gains and losseeséttlerivatives, which will be reflected in
future rates. The Level 3 price risk managemestriments decreased from approximately $115 mitiswf January 1, 2008 to
approximately $34 million as of September 30, 2008is decrease of approximately $81 million wasarily due to a decrease in
commodity prices on September 30, 2008 as comparéanuary 1, 2008. Additionally, the Level 3 pricsk management instruments
decreased from approximately $382 million as oeJa@, 2008 to approximately $34 million at Septen8te 2008. This decrease of
approximately $348 million was primarily due to ecdease in commodity prices on September 30, 2808pmpared to June 30, 2008.
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Value (in millions)
Septembel January 1,

Type of Instrument 30, 2008 2008
Options (exchan¢-traded and OTC $ 32 % 50
Congestion revenue rights, Firm transmission rigimsl Demand respon 69 61
Swaps and forwarc (221) 2
Netting and collatere 154 6
Total $ 34 $ 11¢

All options (exchange-traded and OTC) are valuedguthe Black’s Option Pricing Model and classifieslLevel 3 measurements
primarily due to volatility inputs. The Utility oeives implied volatility for options traded on &anges which may be adjusted to incorporate
the specific terms of the Utility’s contracts, suahstrike price or location.

CRRs, FTRs, and demand response contracts arentiar @omplex instruments that have immature oitéichmarkets. CRRs
allow market participants, including load servingites, to hedge financial risk of CAISO-imposeazhgestion charges in the day-ahead
market to be established when MRTU becomes effectivTRs allow market participants, including leaaving entities to hedge both the
physical and financial risk associated with CAlIS@pbsed congestion charges until the MRTU beconfestafe. Demand response
contracts allow market participants, including Ie&alving entities, to hedge financial risk ass@datith increased energy prices resulting
from increased demand on the electricity grid. thesmarkets for these instruments have minimaligtiobservable inputs may not be
available in pricing these instruments. Thereftre,pricing models used to value these instrumeftés incorporate significant estimates
assumptions that market participants would useiging the instrument. Accordingly, they are cified as Level 3 measurements. When
available, observable market data is used to edélpricing models.

The remaining Level 3 price risk management insemis are OTC derivative instruments that are vals#ag pricing models based
on the net present value of estimated future das¥sfbased on broker quotations. The Utility reesimultiple norbinding broker quotes ft
certain locations which are generally averaged/édnation purposes. In certain circumstances,dirgkiotes may be interpolated or
extrapolated to fit the terms of a contract, suslfraquency of settlement or tenor. These instnignare classified within Level 3 of the fair
value hierarchy.

Dividend Participation Rights

The dividend participation rights of the Converil8ubordinated Notes are embedded derivative msints in accordance with
SFAS No. 133 and, therefore, are bifurcated froenGbnvertible Subordinated Notes and recordedratdéue in PG&E Corporation’s
Condensed Consolidated Balance Sheets. The divignicipation rights are valued based on thepnetent value of estimated future cash
flows using internal estimates of common stockabwids. These rights are recorded as Current ltiabiOther and Noncurrent Liabilities-
Other in PG&E Corporation’s Condensed Consolid&alhnce Sheets. (See Note 4 of the Notes to tinel@sed Consolidated Financial
Statements for further discussion of these instnimg

Nonperformance Risk

In accordance with SFAS No. 157, PG&E Corporatiod the Utility incorporate the risk of nonperforncarinto the valuation of
their fair value measurements. Nonperformandeaiustments on the Utility’s price risk manageiriaesatruments are based on current
market inputs when available, such as credit defavhps spreads. When such information is nofadai internal models may be used. °
nonperformance risk adjustment for the net prisk management instruments contributed less thaofli#e value on June 30, 2008 and
increased to approximately 1% of the value on Sepé&x 30, 2008. As the Utility’s contracts aredigéthin the regulatory framework, the
nonperformance risk adjustments are recorded tadatgy accounts and do not impact earnings.

See Notes 2 and 8 of the Notes to the Condensesblidaited Financial Statements for further disaussin other new accounting
policies.

ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTE D

Disclosures about Derivative Instruments and HedgiActivities- an amendment of Financial Accounting Standards &al (“FASB”)
Statement No. 13

In March 2008, the FASB issued SFAS No. 161, “Qisales about Derivative Instruments and Hedgingviiets-an amendment of
FASB Statement No. 133" (“SFAS No. 161"). SFAS N61 amends and expands the disclosure requirere8AS No. 133. An entity is
required to provide qualitative disclosures abdjectives and strategies for using derivativesntjtetive disclosures on fair value amounts
of and gains and losses on derivative instrumams disclosures relating to credit-risk-relatedtogent features in derivative
agreements. SFAS No. 161 is effective prospestifcel fiscal years beginning after November 15,20@G&E Corporation and the Utility
are currently evaluating the impact of SFAS No..161
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ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

PG&E Corporation and the Utility'srpary market risk results from changes in enengggs. PG&E Corporation and the Utility
engage in price risk management activities for trading purposes only. Both PG&E Corporation drelWtility may engage in these price
risk management activities using forward contraitisires, options, and swaps to hedge the impactaoket fluctuations on energy
commodity prices and interest rates (see the “Riaskagement Activities” above under Iltem 2: Managet'seDiscussion and Analysis of
Financial Condition and Results of Operations).

ITEM 4: CONTROLS AND PROCEDURES

Based on an evaluation of PG&E Caapion and the Utility's disclosure controls andgadures as of September 30, 2008, PG&E
Corporation and the Utility's respective principakcutive officers and principal financial officdrave concluded that such controls and
procedures are effective to ensure that informatgpuired to be disclosed by PG&E Corporation dredUtility in reports the companies file
or submit under the Securities and Exchange A&B8% (“the Act”) is recorded, processed, summariaed reported within the time periods
specified in the SEC rules and forms. In addit®&&E Corporation and the Utility's respective pijpal executive officers and principal
financial officers have concluded that such costeoid procedures were effective in ensuring tHatimation required to be disclosed by
PG&E Corporation and the Utility in the reportsttP&&E Corporation and the Ultility file or submitder the Act is accumulated and
communicated to PG&E Corporation and the Utilityianagement, including PG&E Corporation and theityslrespective principal
executive officers and principal financial officeos persons performing similar functions, as apgete to allow timely decisions regarding
required disclosure.

There were no changes in internatrods over financial reporting that occurred dgrthe quarter ended September 30, 2008 that

have materially affected, or are reasonably likelynaterially affect, PG&E Corporation or the Utils internal controls over financial
reporting.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
Solano County District Attorney’s Office

For more information regarding the resolution a$ tmatter, see “PART Il, Item 1. Legal ProceedingsPG&E Corporation and
Pacific Gas and Electric Company’s (“Utility”) comnled Quarterly Report on Form 10-Q for the quagteded March 31, 2008.

ITEM 1A. RISK FACTORS

The discussion of the Utility’s efforts to storeegp nuclear fuel appearing in the 2007 Annual Repoader the heading
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations — Risk Factargler the following captioh The
operation and decommissioning of the Utility's near power plants expose it to potentially signifiddiabilities and capital expenditures
that it may not be able to recover from its insur@or other source, adversely affecting its finaakcondition, results of operations, and
cash flow” is updated as follows to reflect the new date thatUtility expects it will begin loading spent fueto the dry cask storage facilil

Because the U.S. Department of Energy has faileivelop a permanent national repository for th@®na spent nuclear fuel and
high-level radioactive waste produced by the n&ionclear electric generation facilities, the igtihas been storing spent nuclear fuel and
high-level radioactive waste resulting from its laac operations at Diablo Canyon nuclear generdsinijjties (“Diablo Canyon”) in on-site
storage pools. The Utility believes that the eérgsspent fuel pools at Diablo Canyon have suffitieapacity to enable the Ultility to operate
Diablo Canyon until October 2010 for Unit 1 and M2341 for Unit 2. The Utility is also constructiagdry cask storage facility at Diablo
Canyon to store spent nuclear fuel which it expectomplete by the end of 2008.

Although the Utility expected to begin loading speuclear fuel in 2008, the Utility currently expethat the dry cask storage
facility and modifications to the power plant tqpport dry cask storage processing will be complétddte 2008 and that the initial
movement of spent nuclear fuel into dry storagé ebin in June 2009. If the Utility is unabledomplete the facility and load spent fuel i
the dry cask storage facility by October 2010 foitl or May 2011 for Unit 2, the Utility would hauo curtail or halt operations of the unit
until such time as additional safe storage for spel is made available.

On October 23, 2008, the Nuclear Regulatory ComonsENRC") issued an order rejecting the final triion made by a party
who had appealed the NRC’s 2004 decision to grentUtility a license to construct the dry cask atr facility. The NRC concluded that the
NRC stafls supplemental environmental assessment, whichlgded there would be no significant environmeirtgdacts from potential
terrorist acts directed at the dry cask storagiitigavas supported by a reasonable analysis. pargy wishing to appeal the NRC's order
must file a notice of appeal within 60 days.

The discussion under the heading “Management’sudson and Analysis of the Financial Condition &es$ults of Operations -
Risk Factors” in the 2007 Annual Report under thikWving caption‘The Utility relies on access to the capital marlset There can be no
assurance that the Utility will be able to succadsf finance its planned capital expenditures onvfarable terms or ratesis updated as
follows to reflect the recent events in the finahonarkets:

The Utility’s ability to make scheduled principaidiinterest payments, refinance debt, fund operstideposit collateral in
connection with its natural gas and electricityqun@ment hedging contracts, and make planned tagjpenditures, depends on the levels of
its operating cash flow and access to the capitakeats. Like many companies, the Utility reliestba capital markets to fund its daily
operations with commercial paper, and to fundigsificant capital expenditure plan with long-tedabt and equity. The Utility’s ability to
access the capital markets and the costs and tdrawsilable financing depend on many factors,ldiig changes in the Utility’s credit
ratings, changes in the federal or state regulaowronment affecting energy companies, volatilitglectricity or natural gas priceand
general economic and market conditions. The refagsmcial distress experienced at major finanicisfitutions has caused significant
disruption in the capital markets, particularlytfire commercial paper market where short-term tst&s increased significanthand access
generally has contracted. Long-term debt rategtitity bond issuances also have increased signifly since midseptember and the volur
of utility bond issuances has decreased. The losigeh conditions persist, the more significantithplications become for the Utility,
including the potential that adequate capital isawvailable to fund the Utility’s operations anduphed capital expenditures. If the Utility is
unable, in part or in whole, to fund its operati@msl planned capital expenditures there couldmatarial adverse effect on PG&E
Corporation and the Utility’s results of operatipoash flows and financial condition.

In addition, if the Utility were unable to accebe tapital markets, the Utility may need to consatiditional options, such as
decreasing or suspending dividend payments to PG&#fporation. PG&E Corporation also would needdpsider its alternatives, such as
contributing capital to the Utility to enable thdility to fulfill its obligation to serve. Thesdtarnatives would be evaluated in the context of
market conditions then-prevailing, prudent finahai@nagement, and any applicable regulatory remergs.

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

During the third quarter of 2008, PG&E Corporatitid not redeem or repurchase any shares of cominok sutstanding. During
the third quarter of 2008, the Utility did not rede or repurchase any shares of its various sefrigeferred stock outstanding. On July 25,
2008, PG&E Corporation contributed equity of $40iom to the Utility in order to maintain the 52%mmon equity target authorized by the
CPUC and to ensure that the Utility has adequatéatdo fund its capital expenditures.



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

The Utility's earnings to fixed charges ratio foe three and nine months ended September 30, 280883 and 2.99,
respectively. The Utility's earnings to combineetfl charges and preferred stock dividends ratidhfe three and nine months ended
September 30, 2008 was 3.27 and 2.94, respectiVélg.statement of the foregoing ratios, togethiér the statements of the computation of
the foregoing ratios filed as Exhibits 12.1 and?lf2ereto, are included herein for the purpose afriporating such information and Exhibits
into the Utility's Registration Statement Nos. 33188 and 333-149361 relating to various serief@ttility's first preferred stock and its
senior notes, respectively.
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ITEM 6. EXHIBITS
Fourth Supplemental Indenture dated as of OctobegP@08 relating to the Utility’s issuance of $6W),000 aggregate
principal amount of its 8.25% Senior Notes due @etdl5, 2018 (incorporated by reference to PaGiis and Electric
Compan’s Current Report on Forn-K dated October 21, 2008 (File N¢-2348), Exhibit 4.1
Separation Agreement between William T. Morrow &adific Gas and Electric Company dated July 8, -
Computation of Earnings Per Common St

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

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

Certifications of the Chief Executive Officer aretChief Financial Officer of PG&E Corporation réga by Section 302 of
the Sarban«Oxley Act of 2002

Certifications of the Chief Executive Officer ariietChief Financial Officer of Pacific Gas and Etec€ompany required by
Section 302 of the Sarbar-Oxley Act of 200z

Certifications of the Chief Executive Officer aretChief Financial Officer of PG&E Corporation réga by Section 906 of
the Sarban«Oxley Act of 2002

Certifications of the Chief Executive Officer areetChief Financial Officer of Pacific Gas and Etec€ompany required by
Section 906 of the Sarbar-Oxley Act of 200z

* Management contract or compensatory agreel
**Pursuant to Item 601(b) (32) of SEC Regulatic-K, these Exhibits are furnished rather than filethwhis report.
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SIGNATURES

Pursuant to the requirements ofSbeurities Exchange Act of 1934, the registrant® lthuly caused this Quarterly Report on Form
10-Q to be signed on their behalf by the undersighereunto duly authorized.

PG&E CORPORATION

CHRISTOPHER P. JOHN

Christopher P. Johns
Senior Vice President, Chief Financial Officer, andasurer
(duly authorized officer and principal financiafioér)

PACIFIC GAS AND ELECTRIC COMPANY

BARBARA L. BARCON

Barbara L. Barcon
Vice President, Finance and Chief Financial Officer
(duly authorized officer and principal financiafioér)

Dated: November 6, 2008
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EXHIBIT INDEX
Fourth Supplemental Indenture dated as of OctobegP@08 relating to the Utility’s issuance of $6W),000 aggregate
principal amount of its 8.25% Senior Notes due @etdl5, 2018 (incorporated by reference to PaGiis and Electric
Compan’s Current Report on Forn-K dated October 21, 2008 (File N¢-2348), Exhibit 4.1
Separation Agreement between William T. Morrow &adific Gas and Electric Company dated July 8, -
Computation of Earnings Per Common St

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

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

Certifications of the Chief Executive Officer aretChief Financial Officer of PG&E Corporation réga by Section 302 of
the Sarban«Oxley Act of 2002

Certifications of the Chief Executive Officer ariietChief Financial Officer of Pacific Gas and Etec€ompany required by
Section 302 of the Sarbar-Oxley Act of 200z

Certifications of the Chief Executive Officer aretChief Financial Officer of PG&E Corporation réga by Section 906 of
the Sarban«Oxley Act of 2002

Certifications of the Chief Executive Officer areetChief Financial Officer of Pacific Gas and Etec€ompany required by
Section 906 of the Sarbar-Oxley Act of 200z

* Management contract or compensatory agreel
**Pursuant to Item 601(b) (32) of SEC Regulatic-K, these Exhibits are furnished rather than filethwhis report.
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Exhibit 1C

SEPARATION AGREEMENT

This Separation Agreement (thisAgreement]) is made and entered into by and between Williaadrrow (the 7 Executive 1) anc
Pacific Gas and Electric Company (th€ompany]) (collectively the1Parties]) and sets forth the terms and conditions of thechtive s
separation from employment with the Company. Tikdfective Datel of this Agreement is defined in paragraph 18(a).

1. Resignation. Effective August 31, 2008 (theResignation Date), the Executive hereby resigns from his position€hiel
Executive Officer and President and a member oBiterd of Directors of the Company, and resignsxfemployment with the Company ¢
from each other position he holds with any of ffdiates, including as a director of any such gntiPromptly after his Resignation Date
will be paid all salary or wages and vacation aedrwnpaid and owed to him as of the Resignatice,lee will remain entitled to any otl
benefits to which he is otherwise entitled as &f Resignation Date under the provisions of the Gomjps plans and programs, and he
receive notice of the right to continue his exigthealthinsurance coverage pursuant to COBRA. The Exeewall make a diligent sea
for, and deliver to the Company, by the Resignatiate (i) any document, materials, files or compdikes, or copies, reproductiol
duplicates, transcriptions or replicas thereoftietato the Companys business or affairs or belonging to the Compargng of its affiliates
which are in his possession or control and (ii) @ter Company property (including, without limitat, laptop computer, blackber
identification cards, security access cards, aetdjch are in his possession or control.

The continuation of wages and other compensatibfog# in paragraph 2 below is conditioned upoa Executivéls acceptance
this Agreement.

2.  Continued pay and service credit. To induce the Executive to resign as of the Regtign Date and for other considera
set forth herein, the Company will provide to theeEutive, or his estate, the following compensakienefits conditioned upon the occurre
of the Effective Date of this Agreement as settfantparagraph 18(a) below:

a. Salary continuation and bonus payment. Subject to his compliance with the terms and daws of this
Agreement, from the Resignation Date and continwingl January 31, 2009, the Company shall contitu@ay the Executive montt
payments equal to the same monthly base salarjt tvatild have paid him had he continued to be eygd through January 31, 2009, at
same time and on the same conditions as thouglathedntinued to be employed by the Company. Irtiadd the Company will pay tt
Executive his target participation in PG&E Corpaatis Short-Term Incentive PlanlSTIPL) of $584,375 for 2008, multiplied by the fii
2008 STIP rate as determined by the PG&E CorparattoCompensation Committee of the Board of Directiass applicable withholdin
and deductions, payable in or about March 200 ao@ance with the Companyg current pay practices.

b.  Continued Service Credit for Equity Awards. Subject to his




compliance with the terms and conditions of thisefggment, the Company shall provide the Executiveice credit from the Resignati
Date to January 31, 2009 for purposes of vestingstricted stock grants and performance shardagpravided to the Executive under PG
Corporations 2006 Long-Term Incentive Plani(TIP[J) (including, without limitation, the restricted stogkants vesting on January 2, 2
and January 29, 2009) in accordance with the terirtbe restricted stock agreements and performaheee agreements relating to <
grants, provided, however, that all restricted Istgants and performance share grants that woultiane vested as of January 31, 2009
upon the vesting schedules set forth in such oéstristock agreements and performance share agreeshall be forfeited effective as of
Effective Date. The Executive shall not be eligibi receive (i) any incentive compensation for pasiod after December 31, 2008 or (ii)
additional equity awards from and after the RedignaDate.

C. Other benefits. Any benefits accrued under the PG&E Corporatiopfemental Executive Retirement F
(DUSERR) as of the Resignation Date shall be paid in acecarelavith the terms of such plan, and no additidreadefits shall accrue unc
SERP after the Resignation Date. In accordanch tié terms of the PG&E Corporatioa Executive Stock Ownership Program,
Executive will not be entitled to any Special Intte@ Stock Ownership PremiumsI§ISOPS]) and therefore will not be awarded
SISOPs. The Executive will be eligible for COBRAnNtinuation coverage from the Resignation Dateht® éxtent available to him
law. The Company will pay all COBRA premiums orhb of the Executive and his family through Jaryuat, 2009, provided that t
Executive makes a COBRA election to continue sadefits on a timely basis. The Company furthereagrto promptly reimburse 1
Executive for all out-ofpocket expenses incurred in the performance afdsigonsibilities as an officer or director of thendpany pursuant
the Company's reimbursement policies in effect as of the tirheubmission. The Executive shall not be eligifleany benefits under t
PG&E Corporation Officer Severance Policy not otfise specifically provided for herein.

d. Other employment or consulting. Provided that the Executive does not take a ipositith or perform services f
a direct competitor of the Company prior to Janiglry2009, the Executive shall not lose any ofttbeefits set forth in this Agreement bz
on the fact that he provides consulting serviceaamepts a job with a different employer after Resignation Date, but before January
2009. This paragraph 2(d) shall not affect thedakge |s obligations under paragraph 7.

3. Defense and indemnification in third-party claims. The Company and/or its parent, affiliate, or sulasidwill provide the
Executive with legal representation and indemnifaraprotection in any legal proceeding in whichidi@ party or is threatened to be ma
party by reason of the fact that he is or was apleyee or officer of the Company and/or its pareffiliate or subsidiary, in accordance v
the terms of the resolution of the Board of Direstof the Company dated July 19, 1995, as weltlsraiise required by law.

4.  Cooperation.

a. The Executive will, upon reasonabléiaeg furnish information and proper assistancéht Company and/or
parent, affiliate or subsidiary (including truthful




testimony and document production) as may reasgrablrequired by them or any of them in connectigth any legal, administrative
regulatory proceeding or investigation (internakaternal) in which they or any of them is, or nfecome, a party, or in connection with
filing or similar obligation imposed by any taxingdministrative or regulatory authority having gdiction, provided, however, that

Company and/or its parent, affiliate or subsidiail}f pay all reasonable out-gfecket expenses incurred by the Executive in coimglyith
this paragraph.

b. Until the Resignation Date, the Exeauwill, as requested by the Company or Chairn@nief Executive Office
and President of PG&E Corporation, (i) continueléwote his best skill and perform his duties aeChkecutive Officer and President ar
member of the board of directors of the Companglgiding, without limitation, in connection with filling the Companyls reporting
obligations to the Securities and Exchange Comuonigsi(ii) cooperate and participate in employee tmge, and (iii) cooperate
communications with media, investment communitygutators, elected officials, other policymakersyvgmment officials and oth
stakeholders.

5. Release of claims and covenant not to sue.

a. In consideration of the payments and other bentifésCompany is providing under this Agreement,Ekecutive
on behalf of himself and his representatives, agdmirs and assigns, waives, releases, dischargepromises never to assert any an
claims, liabilities or obligations of every kinddimature, whether known or unknown, suspected sugpected that he ever had, now h:
might have as of the Effective Date against the gamy or its predecessors, parent, affiliates, slidosés, shareholders, owners, direc
officers, employees, agents, attorneys, successpassigns. These released claims include, withimitation, any claims arising from
related to the Executives employment with the Company, its parent or anytofaffiliates and subsidiaries, and the termomatof tha
employment. These released claims also specificalude, but are not limited, any claims arisimgder any federal, state and local statt
or common law, such as (as amended and as apgljcaitle VII of the Civil Rights Act, the Age Disienination in Employment Act, tt
Americans With Disabilities Act, the Employee Retivent Income Security Act, the California Fair Eayhent and Housing Act, t
California Labor Code, any other federal, statelamal law governing the terms and conditions of Eyment or the termination
employment, and the law of contract and tort; amgddaim for attorneys fees.

b. The Executive acknowledges that there may exigt fac claims in addition to or different from thostich are
now known or believed by him to exist. Nonetheldbss Agreement extends to all claims of everyuratand kind whatsoever, whet
known or unknown, suspected or unsuspected, paptesent, and the Executive specifically waivesrigits under Section 1542 of -
California Civil Code which provides that:

A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICHHE CREDITOR DOES NOT KNOW OR SUSPECT
EXIST IN HIS OR HER FAVOR AT THE TIME OF EXECUTINGHE RELEASE, WHICH IF KNOWN TO HIM OR HE
MUST HAVE MATERIALLY AFFECTED HIS OR




HER SETTLEMENT WITH THE DEBTOR

C. With respect to the claims released in the precedaragraphs, the Executive will not initiate orimbain any lege
or administrative action or proceeding of any kimghinst the Company or its predecessors, pardiltates, subsidiaries, sharehold:
owners, directors, officers, employees, agentsrrays, successors, or assigns, for the purposbtaining any personal relief, nor (excer.
otherwise required or expressly permitted by laggist or participate in any such proceedings, dhioly any proceedings brought by any t
parties.

d. The Executive agrees to reconfirm the release aweénmants set forth herein by executing and retgrii
attached Exhibit A within 30 days after the Restgma Date. The Company shall be under no obligatio pay any obligation to t
Executive accruing after the Resignation Date afdenExecutivels signature and return of the Exhibit A to the Camyp unless otherwi
required by law. In the event the Executive shalitdor become legally incapacitated prior to ex@guand returning the attached Exhibit
a release similar to that set forth in Exhibit Aeented by the Executives estate or legal representative will be sufficienbbligate th
Company to pay all remaining obligations or bemsefit

6. Non-disclosure. The Executive will not use, disclose, publicize, circulate any confidential, ngmiblic or proprietar
information concerning the Company or its subsidiror affiliates, which has come to his attentduring his employment with tl
Company, unless doing so is expressly authorizedriting by the PG&E Corporations Chief Legal Officer, or is otherwise requirec
expressly permitted by law. Before making any lggeequired disclosure, the Executive will give then@pany notice at least ten (.
business days in advance.

7. No unfair competition.

a. The Executive will not engage in any unfaimpetition against the Company, its parent or drifssubsidiaries or
affiliates.

b. For a period of one year after the Effective Déte, Executive will not, directly or indirectly, soit or contact fo
the purpose of diverting or taking away or attetopgolicit or contact for the purpose of divertimgtaking away:

(1) any existing customer of the Company or its par&ffitiates or subsidiarie:
(2) any prospective customer of the Company or itsrgaedfiliates or subsidiaries about whom the Exire
acquired information as a result of any solicitatiefforts by the Company or its parent, affiliata:

subsidiaries, or by the prospective customer, dutie Executivils employment with the Compar

(3) any existing vendor of the Company or its pareffiljates or subsidiaries




(4) any prospective vendor of the Company or its par&fitiates or subsidiaries, about whom the Exe@
acquired information as a result of any solicitatiefforts by the Company or its parent, affiliata:
subsidiaries, or by the prospective vendor, dutiregExecutivlls employment with the Compar

(5) any existing employee, agent or consultant of tleen@any or its parent, affiliates or subsidiaries
terminate or otherwise alter, or interfere withg ffersonis or entity’s employment, agency or consul
relationship with the Company or its parent, &fitis or subsidiaries;

(6) any existing employee, agent or consultant of tbem@any or its parent, affiliates or subsidiarieswork
in any capacity for or on behalf of any person, pany or other business enterprise that is in coitit
with the Company or its parent, affiliates or sdimiies.

8.  Material breach by Employee. In the event that the Executive breaches anynmbhgrovision of this Agreement, includi
but not necessarily limited to paragraphs 4, 5a6d/or 7, the Company may cease paying or proyidimy unpaid amounts or bene
(including, without limitation, continued salaryypaents and vesting of restricted stock grants artbpmance share grants) specified in
Agreement, except as otherwise required by lavubsaquently determined to be due and owing purgoabitration and a determinatior
an appropriate offset, if any, based on establidtadility and damages. Subject to the Compasyestablishment of breach and proc
damages, the Company shall also be entitled toethen of any and all amounts or benefits (inclggliwithout limitation, continued sale
payments and vesting of restricted stock grantsprbrmance share grants) previously paid or piedito him under this Agreement
otherwise required by law. Despite any breachheyExecutive, his other duties and obligations utitis Agreement, including his waiwvi
and releases, will remain in full force and effelit.the event of a breach or threatened breacthd&\Executive of any of the provisions
paragraphs 4, 5, 6, and/or 7, the Company wilgddition to any other remedies provided in this &gmnent, be entitled to equitable an
injunctive relief and, because the damages for subteach or threatened breach will be difficultiaermine and will not provide a full e
adequate remedy, the Company will also be entitlespecific performance by the Executive of hidgdtions under paragraphs 4, 5, 6, ar
7, without any requirement to post any bond, wiéchereby expressly waived by the Executive.

9. Material breach by the Company. The Executive will be entitled to recover actdamages in the event of any mate
breach of this Agreement by the Company, including unexcused late or n@ayment of any amounts owed under this Agreemerdany
unexcused failure to provide any other benefitciieel in this Agreement. In the event of a breaclihreatened breach by the Compar
any of its material obligations to him under thigrdement, the Executive will be entitled to sealaddition to any other remedies provide
this Agreement, specific performance of the Companybligations and any other applicable equitablenpmctive relief. Despite ai
breach by the Company, its other duties and




obligations under this Agreement will remain inl fiarce and effect.

10. No admission of liability. This Agreement is not, and will not be considergu admission of liability or a violation
any applicable contract, law, rule, regulationpater of any kind.

11. Non-Disparagement. The Executive agrees to refrain from performing ao engaging in any conduct or course of a
or making or publishing any statements, claimggations or assertions, which have or may reaspalle the effect of demeaning the n
or business reputation of PG&E Corporation or ahjts subsidiaries or affiliates, or any of the#spective employees, officers, direct
agents or advisors in their capacities as suchhichwadversely affects (or may reasonably be expeativersely to affect) the best inter
(economic or otherwise) of any of them. The Conypagrees to refrain from performing any act, engggn any conduct or course of act
or making or publishing any statements, claimggaltions or assertions in any print, electronitetevision media or in investor confere
calls or webcasts, which have or may reasonablg lta effect of demeaning the name or businessatmu of the Executive. The Comp:
further agrees to instruct the members of the Caiyipa Board of Directors, Peter Darbee, and all of @wmnpanyls Chief Executiv
Officers, Chief Operating Officers, Presidents, iBeNice Presidents and Vice Presidents (in eade,cavhile such person remains a Bt
member or employee of the Company) to comply with€ompany/s obligations under this paragraph. In the ettwait Peter Darbee, or 1
Companyls Chief Legal Officer or Head of Human Resourcegiaes actual knowledge that a violation of the @amy s obligations und
this paragraph 11 has occurred, the Company sti@lreasonable action to reprimand and furtheodisge such behavior in violation of 1
paragraph 11. Each Party agrees that nothinigisnpragraph 11 shall preclude the other Party fidfilling any duty or obligation that |
or it may have at law, from responding to any su@oor official inquiry from any court or governnmiegency, including providing truthi
testimony, documents subpoenaed or requested emvafie cooperating in good faith with any procegdin investigation, or from taking a
reasonable actions to enforce such pastyights under this Agreement in accordance with dispute resolution provisions specifiec
paragraph 14 hereof. Each Party shall continuetopty with its or his obligations under this Paiggt 11 regardless of any alleged br¢
by the other Party of its or his agreements caetain this paragraph 11 unless and until therebkas a final determination by a court o
arbitration panel that the other Party has breadkeat his obligations under this paragraph 11.

12. Complete agreement. This Agreement sets forth the entire agreemetwitden the Parties pertaining to the subject maff
this Agreement and fully supersedes any prior art@mporaneous negotiations, representations, agraspor understandings between
Parties with respect to any such matters, whethétew or oral (including any that would have pred the Executive with any differe
benefits or payments). The Parties acknowledgethiey have not relied on any promise, represemtair warranty, express or implied,
contained in this Agreement. Parol evidence wdlibadmissible to show agreement by and among #ngeP to any term or conditi
contrary to or in addition to the terms and cowdisi contained in this Agreement.

13.  Severability. If any provision of this Agreement is determintede invalid,




void, or unenforceable, the remaining provisionls main in full force and effect except that,osid paragraphs 4, 5, 6, and/or 7 be
invalid, void or unenforceable, either jointly cepmrately, the Company will be entitled to rescind Agreement and/or recover from
Executive any payments made and benefits providddi under this Agreement.

14. Dispute Resolution. With the exception of any request for specificfpenance, injunctive or other equitable reliefy
dispute or controversy of any kind arising out of@ated to this Agreement, the Executissemployment with the Company, the separi
of the Executive from that employment and frompgusitions as an officer and/or director of the Campor any subsidiary or affiliate, or ¢
claims for benefits, will be resolved exclusively final and binding arbitration using a omember arbitration panel selected by mt
agreement, or if the Parties fail to agree on aitrator, then in accordance with the Commerciddikation Rules of the American Arbitrati
Association currently in effect, provided, howewirat the arbitrator will be limited to awardingethward requested by the Executive ol
Company and shall not determine an alternativeoarpromise remedy. The only claims not coveredhiyy paragraph are any naraivable
claims for benefits under workeéfscompensation or unemployment insurance laws, widthe resolved under those laws. Any arbitra
pursuant to this paragraph will take place in Sean€isco, California. The Parties may be represtby legal counsel at the arbitration
must bear their own fees for such representatidhérfirst instance, subject to a claim for subsequeimbursement under paragraph 17.
Parties will equally share the costs of the arbdra including the arbitratars fees, administrative costs and filing fees, wletherwis
prohibited by law. To the extent properly splajdsarbitration costs will be subject to a claim sobsequent reimbursement under para¢
17. The Parties agree that the arbitrator willdhthe power to decide any motions brought by amgya the arbitration, including discove
motions, motions for summary judgment and/or adjation and motions to dismiss and demurrers, gdoany arbitration hearing. T
arbitrator will issue a written decision on the iteer The Parties specifically waive any right tquay trial on any dispute or controve
covered by this paragraph. Judgment may be entemethe arbitrators award in any court of competent jurisdiction.bjgat to th
arbitration provisions of this paragraph, the galésdiction and venue for any action for injunetier declaratory relief related to the suk
matter of this Agreement will be the Californiatetand federal courts in the City and County of $aancisco, and both Parties her
consent to the jurisdiction of such courts for angh action.

15. Governing law. This Agreement will be governed by and construeder the laws of the United States and, to thergxio
preempted by such laws, by the laws of the Stat@atifornia, without regard to their conflicts @fis provisions.

16. No waiver. The failure of either Party to exercise or enégrat any time, or for any period of time, any fed provisions ¢
this Agreement will not be construed as a waivethaf provision, or any portion of that provisi@md will in no way affect that partys righ
to exercise or enforce such provisions. No waiwerdefault of any provision of this Agreement wilé deemed to be a waiver of .
succeeding breach of the same or any other praxiibthis Agreement.

17. Attorney s Fees and Costs.The prevailing party in any dispute or controyers




over the terms of this Agreement will be entitledrécover, in addition to any other available reieedpecified in this Agreement, (i) s
party(ls reasonable attorneydees, except as otherwise set forth herein apdy@h partyls all other litigation expenses and costs incuim
litigation or arbitration, including any arbitraiadministrative or filing fees except to the extérat the recovery of such costs is prohibite
limited by law.

18. Acceptance of Agreement.

a. The Executive was provided up to 21 days to consade accept the terms of this Agreement and wesedl tc
consult with an attorney about the Agreement be$igaing it. After signing the Agreement, the Extaee will have an additional seven
days in which to revoke in writing acceptance a$ thgreement. To revoke, the Executive will submisigned statement to that effec
PG&E Corporations Chief Legal Officer before the close of businessthe seventh day. If the Executive does not submntimely
revocation, the Effective Date of this Agreemerit bé the eighth day after he has signed it.

b. The Executive acknowledges reading and understgntfie contents of this Agreement, being affordee
opportunity to review carefully this Agreement with attorney of his choice, not relying on any amalvritten representation not containe
this Agreement, signing this Agreement knowingly aluntarily, and, after the Effective Date ofgtAgreement, being bound by all of
provisions.

Dated: _July 8, 2008 . PACIFIC GAS AND ECTRIC COMPANY

By: JOHN R. SIMON
JOHN R. SIMON

Dated: July 8, 2008 William Morrow
3:00pm

WILLIAM T. MORROW




EXHIBIT A

EMPLOYMENT TERMINATION CERTIFICATE

| entered into SEPARATION AGREEMENT ([ Separation Agreement!) with Pacific Gas & Electric Companyl(Company() datec
July _ , 2008I( Effective Datel1). | hereby acknowledge that:

(1) A blank copy of this Employment Termioat Certificate was attached as Exhibit#Athe Separation Agreement when the Com
gave it to me for review. | have been given sidfit and reasonable time to consider signing tledificate. | have discussed the Separ:
Agreement and this Certificate with an attorneyobefxecuting either document.

(2 The benefits payable under paragraph-(2jaof the Separation Agreement are only payableéoif | sign this Certificate after t
Resignation Date (as defined in the Separation émgent).

3) | executed the Separation Agreementrpaomy last day of employment. In exchange for témaining benefits provided for
paragraph 2(afe) of the Separation Agreement, | hereby agrettthia Certificate will be a part of my Separatidgreement such that t
release of claims and the covenants that | provideter paragraph 5 of the Separation Agreement lwjllmy signature below, extend to :
cover any other claims that arose after the Effechate, up to and including the Resignation Daig the date this Certificate is sign
provided, however, by signing the Employment Temtion Certificate | am not releasing any claim Wédo receive any and all bene
otherwise due to me under the terms of the Separafijreement, or otherwise required by law.

4) Nothing in this Certificate alters, dmghes, or mitigates the scope and breadth of eleases and covenants that | previc
provided to the Company under the Separation Agee¢nwhich shall remain in full force and effecgaedless of whether | sign tl
Certificate.

(5) By signing below, | hereby extend thkease of claims and the covenants that | provideithé Company and other released pe
under the Separation Agreement to cover any otlagns (as more fully described in paragraph 5 ef $eparation Agreement) that aros
may have arisen at any time after the EffectiveeDap to and including the Resignation Date andddie this Certificate is signed
knowingly and voluntarily waive any and all righis benefits which | may have had, may now havendhé future may have under the te
of Section 1542 of the California Civil Code, whiptovides as follows:

A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH T HE CREDITOR DOES NOT
KNOW OR SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE
RELEASE WHICH, IF KNOWN BY HIM OR HER MUST




HAVE MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH  THE DEBTOR.

| understand that section 1542 gives me the rightm release existing claims of which | am not neware, but | expressly and volunta
choose to waive my rights under California Civild@oSection 1542, as well as under any other federatate statute or common |

principles of similar effect.

| UNDERSTAND THAT | HAVE A RIGHT TO CONSULT WITH ANATTORNEY OF MY OWN CHOOSING AND TO HAVE TH
TERMS OF THIS CERTIFICATE FULLY EXPLAINED TO ME PRIR TO SIGNING, AND THAT | AM GIVING UP ANY LEGAL
CLAIMS | HAVE AGAINST THE PARTIES RELEASED IN THE EPARATION AGREEMENT BY SIGNING THIS CERTIFICATE.
AM SIGNING THIS CERTIFICATE KNOWINGLY, WILLINGLY AND VOLUNTARILY IN EXCHANGE FOR THE BENEFIT
DESCRIBED IN THE SEPARATION AGREEMENT.

William T. Morrow

Date:

10







EXHIBIT 11

PG&E CORPORATION
COMPUTATION OF EARNINGS PER COMMON SHARE

(in millions, except per share amounts

Net income
Less: distributed earnings to common shareholders

Undistributed earnings

Common shareholders earning:

Basic

Distributed earnings to common shareholc
Undistributed earnings allocated to common shackdel
Total common shareholders earnings, basi

Diluted
Distributed earnings to common shareholc
Undistributed earnings allocated to common shadshel

Total common shareholders earnings, diluted

Weighted average common shares outstanding, ba:s
9.50% Convertible Subordinated Notes

Three Months Ended
September 30

Nine Months Ended
September 30

Weighted average common shares outstanding andipating securitie:

basic

Weighted average common shares outstanding,
Employee share-based compensation

Weighted average common shares outstanding, dilute
9.50% Convertible Subordinated Notes

Weighted average common shares outstanding andipating securitie:

diluted

Net earnings per common share, bas
Distributed earnings, basit
Undistributed earnings, basic

Total

Net earnings per common share, dilutes
Distributed earnings, dilute
Undistributed earnings, diluted

Total

2008 2007 2008 2007
$ 304 27¢ 821 803
14C 127 41¢ 37¢
$ 164 151 402 424
$ 14C 127 41¢ 37¢
15€ 142 382 402
$ 29€ 27C 801 781
$ 14C 127 41¢ 37¢
15€ 142 382 402
$ 29¢€ 27C 801 781
357 352 35€ 35C
19 19 19 19
37¢€ 371 37E 36¢
357 352 35¢€ 35C
1 1 1 2
35¢€ 358 357 352
19 19 19 19
377 372 37€ 371
$ 0.3¢ 0.3¢ 1.1¢ 1.0¢
0.44 0.41 1.07 1.1%
$ 0.8¢ 0.77 2.28 2.28
$ 0.3¢ 0.3¢€ 1.17 1.0¢
0.44 0.41 1.07 1.14
$ 0.8¢ 0.77 2.24 2.22

(D pistributed earnings, basic may differ from actpat share amounts paid as dividends, as the EPButation under GAAP requires the use of the weidlateerage, rathe

than the actual number of, shares outstanc



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

Three
Months Nine Months
Ended Ended
September September
30, 30, Year Ended December 31
2008 2008 2007 2006 2005 2004 2003

Earnings:

Net income $ 321 $ 87C $ 1,022 % 98t $ 934 $ 398: $ 928
Adjustments for

minority interest in

losses of less than

100% owned affiliate

and the Company's

equity in undistribute

income (losses) of le

than 50% owned

affiliates - - - - - - -
Income taxes

provision 167 421 571 602 574 2,561 52¢
Net fixed charge 20¢ 65C 88¢ 801 58¢ 671 964
Total Earnings $ 697 $ 1,941 $ 248. % 2,38¢ % 2097 $ 7214 $ 2,41k

Fixed Charges:
Interest on short-tern
borrowings and
long-term debt, ne  $ 194 $ 605 $ 834 $ 7C % 572 % 682 $ 947
Interest on capital
leases 5 16 23 11 1 1 1
AFUDC debt 10 29 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 $ 20 $ 65C $ 88¢ $ 801 $ 58¢ $ 671 $ 964

Ratios of Earnings to
Fixed Charges 3.3: 2.9¢ 2.7¢ 2.9¢ 3.5€ 10.7¢ 2.51

Note:

For the purpose of computing Pacific Gas and BeGompany's ratios of earnings to fixed chargearriings"” represent net income adjusted
for the minority interest in losses of less tha@%0owned affiliates, equity in undistributed incoordosses of less than 50% owned affilie
income taxes and fixed charges (excluding capédlinterest). "Fixed charges” include interestomy-term debt and short-term borrowings
(including a representative portion of rental exg@namortization of bond premium, discount anceasp, interest on capital leases, AFUDC
debt, and earnings required to cover the prefesteck dividend requirements and preferred secdiglyibution requirements of majority-
owned trust. Fixed charges exclude interest onB-Kerpretation No. 48 (Accounting for Uncertairtyincome Taxes) tax liabilities.



Three

EXHIBIT 12.2
PACIFIC GAS AND ELECTRIC COMPANY

COMPUTATION OF RATIOS OF EARNINGS TO COMBINED
FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Months
Ended
September

30,

Six Months

Ended
September
30,

2008

2008

2007

Year Ended December 31

2006

2005

2004

2003

Earnings:

Net income $

Adjustments for
minority interest in
losses of less than
100% owned
affiliates and the
Company's equity i
undistributed
income (losses) of
less than 50%
owned affiliates

Income taxes

provision

Net fixed charge

321

167
20¢

$

87C

421
65C

1,02¢

571
88¢

$

98¢t

60z
801

$ 934 ¢

574
58¢

3,98

2,561
671

$ 922

52¢
964

Total Earnings $

697

$

1,941

2,48

2,38¢

$ 2,09i

7,214

$ 2,41¢

Fixed Charges:
Interest on short-
term borrowings
and long-term debt
net $
Interest on capital
leases
AFUDC debt
Earnings required to
cover the preferred
stock dividend and
preferred security
distribution
requirements of
majority owned
trust

194

$

60%

16
29

834

23
32

77C

11
20

$ 57:¢

Total Fixed Charges

65C

801

671

964

Preferred Stock

Dividends:

Tax deductible

dividends

Pre-tax earnings
required to cover

non-tax deductible
preferred stock

dividend requirement

12

12

13

34

27

Total Preferred
Stock Dividends

11

17

15

25

43

36

Total Combined
Fixed Charges

and Preferred Stock
Dividends $

218

661

90¢€

81€

$ 614

714

$ 1,00

Ratios of Earnings to
Combined Fixed



Charges and
Preferred Stock
Dividends 3.27 2.94 2.74 2.9 3.4z 10.1C 2.4z

Note:

For the purpose of computing Pacific Gas and BEie@ompany's ratios of earnings to combined fixedrges and preferred stock dividends, "earnings"
represent net income adjusted for the minorityragein losses of less than 100% owned affilisggsjty in undistributed income or losses of lesmtb0%
owned affiliates, income taxes and fixed charggsl(eling capitalized interest). "Fixed chargeslue interest on long-term debt and stierta borrowing
(including a representative portion of rental exg@namortization of bond premium, discount anceasp, interest on capital leases, AFUDC debt, and
earnings required to cover the preferred stockddivdl requirements and preferred security distdutequirements of majoritgwned trust. "Preferred sto
dividends" represent tax deductible dividends amdtax earnings that are required to pay the diddeon outstanding preferred securities. Fixedgesa
exclude interest on FASB Interpretation No. 48 (@wating for Uncertainty in Income Taxes) tax lidisk.



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

I, Peter A. Darbee, certify that:

1.

2.

| have reviewed this Quarterly Report on Forr-Q for the quarter ended September 30, 2008 of PG&fporation;

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

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

The registrant's other certifying officer and | aesponsible for establishing and maintaining disete controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in Exchange Act R
13e15(f) and 15-15(f)) for the registrant and hav

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

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

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

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

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

a. All significant deficiencies and material weaknessgethe design or operation of internal controéofinancial reporting which a
reasonably likely to adversely affect the regigtsaability to record, process, summarize and refreaincial information; an

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

Date: November 6, 2008 PETER A. DARBEE

Peter A. Darbe
Chairman, Chief Executive Officer, and Presic




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

I, Christopher P. Johns, certify that:

1.

2.

| have reviewed this Quarterly Report on Forr-Q for the quarter ended September 30, 2008 of PG&fporation;

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

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

The registrant's other certifying officer and | aesponsible for establishing and maintaining disete controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢k)) and internal control over financial repagtifas defined in Exchange Act R
13e15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and procedumesaased such disclosure controls and procedurdse tdesigned under ¢
supervision, to ensure that material informatiolatneg to the registrant, including its consolidhtsubsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

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

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

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

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

a. All significant deficiencies and material weaknessgethe design or operation of internal controéofinancial reporting which a
reasonably likely to adversely affect the regigtsaability to record, process, summarize and refireaincial information; an

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

Date: November 6, 2008 CHRISTOPHER P. JOHN

Christopher P. Johr
Senior Vice President, Chief Financial Officer dirdasure!



Exhibit 31.z
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Peter A. Darbee, certify that:

1.

2.

| have reviewed this Quarterly Report on Forr-Q for the quarter ended September 30, 2008 of iPd&#s and Electric Compan

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

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

The registrant's other certifying officer and | aesponsible for establishing and maintaining disete controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in Exchange Act R
13e15(f) and 15-15(f)) for the registrant and hav

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

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

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

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

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

a. All significant deficiencies and material weaknessgethe design or operation of internal controéofinancial reporting which a
reasonably likely to adversely affect the regigtsaability to record, process, summarize and refreaincial information; an

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

Date: November 6, 2008 PETER A. DARBEE

Peter A. Darbe
President and Chief Executive Offic




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

I, Barbara L. Barcon, certify that:

1.

2.

| have reviewed this Quarterly Report on Forr-Q for the quarter ended September 30, 2008 of iPd&#s and Electric Compan

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

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

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

a.

Designed such disclosure controls and procedumesaased such disclosure controls and procedurds tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa

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

Evaluated the effectiveness of the registrantslasire controls and procedures and presentedsimeport our conclusions about
effectiveness of the disclosure controls and prom=s] as of the end of the period covered by #j®nt based on such evaluat
and

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

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

a.

All significant deficiencies and material weaknesgethe design or operation of internal controéiofinancial reporting which a
reasonably likely to adversely affect the regigtsaability to record, process, summarize and refieaincial information; an

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

Date: November 6, 2008 BARBARA L. BARCON

Barbara L. Barcoi
Vice President, Finance and Chief Financial Off



Exhibit 32.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly RéparForm 10-Q of PG&E Corporation for the quagaded September 30,
2008 (“Form 10-Q"), |, Peter A. Darbee, Chairmahjef Executive Officer, and President of PG&E Cagiimn, hereby certify pursuant to
18 U.S.C. Section 1350, as adopted pursuant taoBe@2®6 of the Sarbanes-Oxley Act of 2002, to thstlmf my knowledge and belief, that:

Q) the Form 10-Q fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExcleAgt of
1934; anc
(2) the information contained in the Form 10-Q fairhggents, in all material respects, the financialdition and

results of operations of PG&E Corporatit

PETER A. DARBEE
PETER A. DARBEE
Chairman, Chief Executive Officer, and Presic

November 6, 200




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

In connection with the accompanying Quarterly RéparForm 10-Q of PG&E Corporation for the quagaded September 30,
2008 (“Form 10-Q"), |, Christopher P. Johns, SeMare President, Chief Financial Officer and Traaswf PG&E Corporation, hereby

certify pursuant to 18 U.S.C. Section 1350, as tstbpursuant to Section 906 of the SarbaDrley Act of 2002, to the best of my knowle:
and belief, that:

Q) the Form 10-Q fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExcleAgt of
1934; anc
(2) the information contained in the Form 10-Q fairhggents, in all material respects, the financialdition and

results of operations of PG&E Corporatit

CHRISTOPHER P. JOHNS
CHRISTOPHER P. JOHN

Senior Vice Presiden

Chief Financial Officer and Treasut

November 6, 200



Exhibit 32.2
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly RéparForm 10-Q of Pacific Gas and Electric Compfmthe quarter ended
September 30, 2008 (“Form 10-Q"), |, Peter A. Darlferesident and Chief Executive Officer of Paddi@s and Electric Company, hereby
certify pursuant to 18 U.S.C. Section 1350, as @&tbpursuant to Section 906 of the Sarbadeley Act of 2002, to the best of my knowle:
and belief, that:

(1) the Form 10-Q fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExcleAgt of 1934;
and
(2) the information contained in the Form 10-Q fairhggents, in all material respects, the financialdition and results

of operations of Pacific Gas and Electric Comp:

PETER A. DARBEE
PETER A. DARBEE
President and Chief Executive Offic

November 6, 200




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

In connection with the accompanying Quarterly RéparForm 10-Q of Pacific Gas and Electric Compfmthe quarter ended
September 30, 2008 (“Form 10-Q"), |, Barbara L.d8aw, Vice President, Finance and Chief Financidice®f of Pacific Gas and Electric
Company, hereby certify pursuant to 18 U.S.C. $acti350, as adopted pursuant to Section 906 dbdineanes-Oxley Act of 2002, to the
best of my knowledge and belief, that:

Q) the Form 109 fully complies with the requirements of secti@{d) or 15(d) of the Securities Exchange Act of4,
and
2) the information contained in the Form @fairly presents, in all material respects, tmaficial condition and resu

of operations of Pacific Gas and Electric Comp:

BARBARA L. BARCON
BARBARA L. BARCON
Vice President, Finance and Chief Financial Off

November 6, 200



