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

FORM 10-Q
(Mark One)
X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) ORE
SECURITIES EXCHANGE ACT OF 193
For the quarterly period ended June 30, 2
OR
[1] TRANSITION REPORT PURSUANT TO SECTION 13 OR(#l) OF THE
SECURITIES EXCHANGE ACT OF 193
For the transition period from to
Exact Name of
Commission Registrant State or other IRS Employer
File as specified Jurisdiction of Identification
Number in its charter Incorporation Number
1-12609 PG&E Corporatior California 94-3234914
1-2348 Pacific Gas and Electric CompaCalifornia 94-074264C
Pacific Gas and Electric Company PG&E Corporation
77 Beale Street One Market, Spear Tower
P.O. Box 770000 Suite 2400
San Francisco, California 94177 San Francisco, California 94105
Address of principal executive offices, includirig zode

Pacific Gas and Electric Compa PG&E Corporatior
(415) 973-7000 (415) 267-7000

Registrant's telephone number, including area

Indicate by check mark whether each registranhég)filed all reports required to be filed by Sexwtl3 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefildsuch reports), and (2) have been
subject to such filing requirements for the pasti@gs. [X]Yes [ ]No

Indicate by check mark whether the registrant iisnitted electronically and posted on its corpokiieb site, if any, every Interactive Date
File required to be submitted and posted pursuaRiuile 405 of Regulation S-T during the precedi@gribnths (or for such shorter period that
the registrant was required to submit and post §iled). [X] Yes [ ]No

Indicate by check mark whether the registrantlexge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller report
company. See definitions “large accelerated fil”, “accelerated file’, and“ smaller reporting compa” in Rule 12I-2 of the Exchange Ac

PG&E Corporation [X] Large accelerated file [ 1 Accelerated File
[ 1 Non-accelerated file [ 1 Smaller reporting compar

Pacific Gas and Electric Compar [ ] Large accelerated file [ ] Accelerated File
[X] Non-accelerated file [ 1 Smaller reporting compar

Indicate by check mark whether the registrantseell company (as defined in Rule -2 of the Exchange Act
PG&E Corporation [ 1Yes[X] No

Pacific Gas and Electric Compar [ 1Yes[X] No
Indicate the number of shares outstanding of e&tiedssuer's classes of common stock, as ofatiest practicable dat
Common Stock Outstanding as of July 31, 2(

PG&E Corporatior 370,687,25¢
Pacific Gas and Electric Compa 264,374,80¢
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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 Six Months Ended
June 30, June 30,
(in millions, except per share amounts 2009 2008 2009 2008
Operating Revenues
Electric $ 255. % 2,64t % 498C $ 5,15¢
Natural gas 64C 932 1,64¢ 2,152
Total operating revenues 3,194 3,57¢ 6,62F 7,311
Operating Expenses
Cost of electricity 883 1,097 1,76¢€ 2,12¢
Cost of natural ga 18¢€ 487 74E 1,262
Operating and maintenan 1,03¢ 991 2,097 2,027
Depreciation, amortization, and decommissior 42¢ 41¢ 84¢ 821
Total operating expense:! 2,53¢ 2,99¢ 5,45¢ 6,23¢
Operating Income 65€ 584 1,16¢ 1,077
Interest incomt 17 33 26 58
Interest expens (17¢) (185) (359 (372)
Other income, net 22 5 40 10
Income Before Income Taxe: 517 437 87¢ 774
Income tax provision 12E 14C 24C 25(C
Net Income 392 297 63€ 524
Preferred stock dividend requirement of subsidiary 4 4 7 7
Income Available for Common Shareholders $ 38t $ 29 $ 62¢ $ 517
Weighted Average Common Shares Outstanding, Bas 36€ 35€ 36€ 35E
Weighted Average Common Shares Outstanding, Dilute 36¢ 357 367 35€
Net Earnings Per Common Share, Basi $ 1.0 $ 0.8C $ 1.6¢ $ 1.42
Net Earnings Per Common Share, Dilutec $ 1.0z $ 0.8C $ 167 $ 1.42
Dividends Declared Per Common Shar: $ 04: $ 03¢ $ 08¢ $ 0.7¢

See accompanying Notes to the Condensed Consdiffatancial Statement




PG&E CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions)

ASSETS

Current Assets
Cash and cash equivalel
Restricted cas
Accounts receivable

Customers (net of allowance for doubtful accouts7d million in 2009 and $76 million in 200

Accrued unbilled revent
Regulatory balancing accour
Inventories:
Gas stored underground and fuel
Materials and supplie
Income taxes receivab
Prepaid expenses and other
Total current assets
Property, Plant, and Equipment
Electric
Gas
Construction work in progre:
Other
Total property, plant, and equipment
Accumulated depreciation
Net property, plant, and equipment
Other Noncurrent Assets
Regulatory asse
Nuclear decommissioning fun:
Other
Total other noncurrent assets
TOTAL ASSETS

(Unaudited)
Balance At
December
June 30,200¢ 31, 2008

$ 33t $ 21¢

1,28¢ 1,29(

1,481 1,751

757 68E

1,30 1,197

107 232

204 191

171 12C

781 71€

6,42¢ 6,40°

29,58( 27,63¢

10,381 10,15¢

1,527 2,02

13 17

41,50:¢ 39,83

(13,904 (13,572)

27,59¢ 26,26

5,96¢ 5,99¢

1,74( 1,71¢

461 482

8,17( 8,19¢

$ 42,197 $ 40,86(

See accompanying Notes to the Condensed Consdliffatancial Statements.




PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
Balance At
December
(in millions, except share amounts) June 30,200¢ 31, 2008
LIABILITIES AND EQUITY
Current Liabilities
Shor-term borrowings $ 74 $ 287
Long-term debt, classified as curre 252 60C
Energy recovery bonds, classified as cur 37¢ 37C
Accounts payable
Trade creditor: 863 1,09¢
Disputed claims and customer refut 1,552 1,58(
Regulatory balancing accour 611 73C
Other 367 34z
Interest payabl 84z 80z
Deferred income taxe 424 251
Other 1,40( 1,561
Total current liabilities 7,432 7,62¢
Noncurrent Liabilities
Long-term debt 9,93: 9,321
Energy recovery bonc 1,031 1,21%
Regulatory liabilities 3,83¢ 3,651
Pension and other postretirement ben: 2,17 2,08¢
Asset retirement obligatior 1,53¢ 1,68¢
Income taxes payab 9 35
Deferred income taxe 3,81¢ 3,391
Deferred tax credit 91 94
Other 2,13¢ 2,11¢
Total noncurrent liabilities 24,56 23,60"
Commitments and Contingencie
Equity
Shareholders Equity
Preferred stock, no par value, authorized 80,0@0gb@res, $100 par value, authorized 5,000,00@s}
none issue! - -
Common stock, no par value, authorized 800,000sb@0es, issued 368,841,539 common and 673,49
restricted shares in 2009 and issued 361,059, bénom and 1,287,569 restricted shares in 2 6,21¢ 5,98¢
Reinvested earning 3,93¢ 3,61¢
Accumulated other comprehensive loss (207) (227)
Total shareholders equity 9,94¢ 9,371
Noncontrolling Interest — Preferred Stock of Subsidiary 252 252
Total equity 10,19¢ 9,62¢
TOTAL LIABILITIES AND EQUITY $ 42,197 $ 40,86(

See accompanying Notes to the Condensed Consdliffatancial Statements.




PG&E CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)
Cash Flows from Operating Activities
Net income
Adjustments to reconcile net income to net cashigea by operating activitie:
Depreciation, amortization, and decommissior
Allowance for equity funds used during construct
Deferred income taxes and tax credits,
Other changes in noncurrent assets and liabi
Effect of changes in operating assets and liadsli
Accounts receivabl
Inventories
Accounts payabl
Income taxes receivable/payal
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
Decrease (increase) in restricted c
Proceeds from nuclear decommissioning trust ¢
Purchases of nuclear decommissioning trust inveg
Other
Net cash used in investing activitie
Cash Flows from Financing Activities
Net repayments under revolving credit faci
Net repayments of commercial paper, net of discofii8 million in 2009 and $2 million in 20(
Proceeds from issuance of sl-term debt, net of issuance costs of $1 millionGO2
Proceeds from issuance of long-term debt, neterhprm, discount, and issuance costs of $16 miltion
2009 and $2 million in 200
Long-term debt matured or repurchas
Energy recovery bonds matur
Common stock issue
Common stock dividends pa
Other
Net cash provided by (used in) financing activitie
Net change in cash and cash equivalen
Cash and cash equivalents at January
Cash and cash equivalents at June @

(Unaudited)
Six Months Ended
June 30,
2009 2008

63 $ 524
944 90z
(47) (32)
377 34¢
(46) 497
19¢ (68)
11z (57)
(143) 121
161 21
(22€) (351
1C 431
(2249) (79)
3 (3)
1,75¢ 2,24¢
(2,079) (1,712
5 12
15 @)
954 63€
(985) (665)
7 -
(2,087 (1,736
- (250)
47 (1149
49¢ -
884 59¢
(600) (454)
(174) (165)
182 82
(286) (267)
(12) 1C
44¢€ (560)
11¢ (48)
21¢ 34E
33t $ 297




Supplemental disclosures of cash flow informatiol
Cash received (paid) fo
Interest, net of amounts capitaliz $
Income taxes, ne
Supplemental disclosures of noncash investing ansh&éncing activities
Common stock dividends declared but not yet | $
Capital expenditures financed through accounts lge
Noncash common stock issuan

See accompanying Notes to the Condensed Consdifatancial Statement

(299 $
201
158 $
24F

39

(260)
60

14C
18C
6




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(in millions) 2009 2008 2009 2008
Operating Revenues
Electric $ 255. % 2,64t % 498 $ 5,15¢
Natural gas 64C 93z 1,64¢ 2,152
Total operating revenues 3,194 3,57¢ 6,62F 7,311
Operating Expenses
Cost of electricity 883 1,097 1,76¢€ 2,12¢
Cost of natural ga 18¢ 487 74E 1,26:
Operating and maintenan 1,037 991 2,09¢ 2,027
Depreciation, amortization, and decommissior 42¢ 41€ 84¢ 82C
Total operating expense: 2,531 2,99: 5,45¢ 6,23
Operating Income 657 58t 1,17( 1,07¢
Interest incomt 17 33 26 57
Interest expens (16€) (17¢) (339 (35§)
Other income, net 15 7 36 26
Income Before Income Taxe: 52¢ 447 89¢ 80¢
Income tax provision 132 134 263 254
Net Income 391 31: 63C 54¢
Preferred stock dividend requirement 4 4 7 7
Income Available for Common Stock $ 387 $ 30¢ $ 62 $ 542

See accompanying Notes to the Condensed Consdligatancial Statement




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions)

ASSETS

Current Assets
Cash and cash equivalel
Restricted cas
Accounts receivable

Customers (net of allowance for doubtful accoumts7d million in 2009 and $76 million in 200

Accrued unbilled revent
Related partie
Regulatory balancing accour
Inventories:
Gas stored underground and fuel
Materials and supplie
Income taxes receivah
Prepaid expenses and ot
Total current assets
Property, Plant, and Equipment
Electric
Gas
Construction work in progress
Total property, plant, and equipment
Accumulated depreciation
Net property, plant, and equipment
Other Noncurrent Assets
Regulatory asse
Nuclear decommissioning fun
Related parties receivat
Income taxes receivab
Other
Total other noncurrent assets
TOTAL ASSETS

(Unaudited)
Balance At
December
June 30,200¢ 31, 2008

$ 15¢ % 52

1,28¢ 1,29(

1,481 1,751

757 68E

1 2

1,30 1,197

107 232

204 191

12C 25

77E 70&

6,19 6,13(

29,58( 27,63¢

10,38’ 10,15¢

1,527 2,02

41,49( 39,81¢

(13,899 (13,557

27,597 26,25¢

5,96¢ 5,99¢

1,74( 1,71¢

26 27

18 -

382 407

8,13¢ 8,14¢

$ 41,92: $ 40,53]

See accompanying Notes to the Condensed Consdliffatancial Statements.




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 tax payabl
Deferred income taxe
Other
Total current liabilities
Noncurrent Liabilities
Long-term debt
Energy recovery bonc
Regulatory liabilities
Pension and other postretirement ben:
Asset retirement obligatior
Income taxes payab
Deferred income taxe
Deferred tax credit
Other
Total noncurrent liabilities
Commitments and Contingencie:
Shareholder¢ Equity

Preferred stock without mandatory redemption piionis:
Nonredeemable, 5.00% to 6.00%, outstanding 5,784sB2are:
Redeemable, 4.36% to 5.00%, outstanding 4,534 8&&<
Common stock, $5 par value, authorized 800,000sb@@es, issued 264,374,809 shares in 2009 and

Additional paic-in capital
Reinvested earnin¢
Accumulated other comprehensive loss
Total shareholders equity
TOTAL LIABILITIES AND SHAREHOLDERS

"EQUITY

(Unaudited)
Balance At
December
June 30,200¢ 31, 2008

$ 74 $ 287
- 60C
37¢ 37C
862 1,09¢
1,552 1,58(
11 25
611 73C
36€ 32t
83¢ 80z
- 53
43C 257
1,201 1,371
6,991 7,49¢
9,58¢ 9,041
1,031 1,21z
3,83¢ 3,651
2,127 2,04(
1,53¢ 1,68¢
3 12
3,85¢ 3,44¢
91 94
2,097 2,06
24,16¢ 23,25¢
14k 14k
11z 11z
1,32 1,322
2,98¢ 2,331
6,40: 6,092
(202) (21€)
10,767 9,781
$ 41,92: $ 40,53"

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

(in millions)
Cash Flows from Operating Activities
Net income

Adjustments to reconcile net income to net cashigea by operating activitie:

Depreciation, amortization, and decommissior
Allowance for equity funds used during construct
Deferred income taxes and tax credits,
Other changes in noncurrent assets and liabi
Effect of changes in operating assets and liadsli
Accounts receivabl
Inventories
Accounts payabl
Income taxes receivable/payal
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
Decrease (increase) in restricted c
Proceeds from nuclear decommissioning trust ¢
Purchases of nuclear decommissioning trust inveg
Net cash used in investing activitie
Cash Flows from Financing Activities
Net repayments under revolving credit faci

Net repayments of commercial paper, net of discofii8 million in 2009 and $2 million in 20(
Proceeds from issuance of sl-term debt, net of issuance costs of $1 millionG02
Proceeds from issuance of l-term debt, net of premium, discount, and issuaosésmf $12 million ir

2009 and $2 million in 200
Long-term debt matured or repurchas
Energy recovery bonds matur
Preferred stock dividends pe
Common stock dividends pa
Equity contributior
Other

Net cash provided by (used in) financing activitie
Net change in cash and cash equivalen

Cash and cash equivalents at January

Cash and cash equivalents at June @

11

(Unaudited)
Six Months Ended
June 30,
2009 2008
63C $ 54¢
932 90z
(47) (32)
36¢ 31€
(39 48C
19¢ (66)
11z (57)
(140) 12z
64 57
(22€) (351
1C 42¢
(220) (73)
3 (3)
1,65( 2,27¢
(2,079) (1,712
5 12
15 @)
954 63€
(98E (665)
(2,08¢) (1,736
- (250)
47 (114
49¢ -
53¢ 59¢
(600) (454)
(174 (165)
(7) (7)
(312 (284)
652 50
(6) 16
544 (610)
10¢€ (72
52 141
156 $ 69




Supplemental disclosures of cash flow informatiol
Cash received (paid) fo

Interest, net of amounts capitaliz $ (28¢) $ (24¢€)

Income taxes, ne 7C 6C
Supplemental disclosures of noncash investing ansh&éncing activities

Capital expenditures financed through accounts e $ 24t $ 18C

See accompanying Notes to the Condensed Consdligatancial Statement
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS (Unaudited)
NOTE 1: ORGANIZATION AND BASIS OF PRESENTATION

PG&E Corporation is a holding company whose prinfamgpose is to hold interests in energy-based bases. PG&E Corporation
conducts its business principally through Pacifas@nd Electric Company (“Utility”), a public utifioperating in northern and central
California. The Utility engages in the businesseslectricity and natural gas distribution; eléity generation, procurement, and
transmission; and natural gas procurement, tratedm, and storage. The Utility is regulated gaiity by the California Public Utilities
Commission (“CPUC”) and the Federal Energy Regma@ommission (“FERC”).

This quarterly report on Form 10-Q is a combingbreof PG&E Corporation and the Utility. Therefothe Notes to the Condensed
Consolidated Financial Statements apply to both BE@®rporation and the Utility. PG&E Corporatio®endensed Consolidated Financial
Statements include the accounts of PG&E CorporatienUtility, and other wholly owned and contrdllsubsidiaries. The Utility’s
Condensed Consolidated Financial Statements in¢chedaccounts of the Utility and its wholly owneatacontrolled subsidiaries, as well as
accounts of variable interest entities for whicé ttility absorbs a majority of the risk of lossgain. All intercompany transactions have been
eliminated from the Condensed Consolidated FindStatements.

The accompanying Condensed Consolidated Finantsigdr8ents have been prepared in accordance witdrgbnaccepted
accounting principles in the United States of Arm&I{*GAAP”) for interim financial information andhiaccordance with the instructions to
Form 10-Q and Rule 10-01 of Regulation S-X promtdday the Securities and Exchange Commission (*pB@d therefore do not contain
all of the information and footnotes required by &AAand the SEC for annual financial statements&PGorporation’s and the Utility’s
Condensed Consolidated Financial Statements refleatjustments that management believes are sa&gefor the fair presentation of their
financial condition and results of operations fue periods presented. The information at DecerdbeP008 in both PG&E Corporation’s and
the Utility’s Condensed Consolidated Balance Sheets includbdiquarterly report was derived from the audiBahsolidated Balance She
incorporated by reference into their combined AniRegport on Form 10-K for the year ended Decemiie2808. PG&E Corporation’s and
the Utility’s combined Annual Report on Form 10-¢t the year ended December 31, 2008, togetherthétinformation incorporated by
reference into such report, is referred to in thuarterly report on Form 10-Q as the “2008 Annugh&t.”

The accounting policies used by PG&E Corporatiod e Utility are discussed in Notes 1 and 2 ofletées to the Consolidated
Financial Statements in the 2008 Annual Reporty gignificant changes to those policies or new ifigamt policies are described in Note 2
below.

The preparation of financial statements in conftymiith GAAP requires management to make estimatesassumptions based on a
wide range of factors, including future regulatdscisions and economic conditions that are diffitupredict. Some of the more critical
estimates and assumptions, discussed further brltvese notes, relate to the Utility’s regulatasgets and liabilities, environmental
remediation liability, asset retirement obligatidh&RO”), income tax-related assets and liabilitipension plan and other postretirement plan
obligations, and accruals for legal matters. Managnt believes that its estimates and assumptidlested in the Condensed Consolidated
Financial Statements are appropriate and reasanabddange in management’s estimates or assungptionld result in an adjustment that
would have a material impact on PG&E Corporatianrigl the Utility’s financial condition and resultsaperations during the period in which
such change occurred.

This quarterly report should be read in conjunctiothh PG&E Corporation’s and the Utility’s audité€&bnsolidated Financial
Statements and Notes to the Consolidated FinaStéatments in the 2008 Annual Report.

NOTE 2: NEW AND SIGNIFICANT ACCOUNTING POLICIES
Significant Accounting Policies
Consolidation of Variable Interest Entities

PG&E Corporation and the Utility are required tmsolidate any entity in which it has control. lmshcases, control can be
determined based on majority ownership in accoreavith the provisions of Accounting Research Bullé&to. 51, “Consolidated Financial
Statements” (“ARB 51”), as interpreted by othemnskards. However, for certain entities controliffi@lt to discern based on voting equity
interests only. These entities are referred teaaigble interest entities (“VIES”) based on Finahéccounting Standards Board (“FASB”)
Interpretation No. (“FIN") 46 (revised December 3)0‘Consolidation of Variable Interest EntitiesCharacteristics of a VIE include equity
investment at risk that is not sufficient to perthi¢ entity to finance its activities without adadiital subordinated financial support from other
parties or equity investors that lack any of tharelsteristics of a controlling financial intere3the primary beneficiary, defined as the entity
that absorbs a majority of the expected losseke¥E, receives a majority of the expected redidetarns of the VIE, or both, is required to
consolidate the VIE.

The Utility’s exposure to VIEs relates to entitiggh which it has a power purchase agreement.ttiage entities, the Utility
commonly assesses operational risk, commodity pis&e credit risk, and tax benefit risk on a gtedlive basis to determine whether the Utility
is a primary beneficiary of the entity and requiteatonsolidate the entity. This qualitative assgant also typically involves comparing the
contract life to the economic life of the plantcansider the significance of the commodity prick that the Utility might absorb. As of June
30, 2009, the Utility is not the primary benefigiaf any entities with which it has power purchageeements.

Although the Utility is not required to consolidary of these VIEs as of June 30, 2009, it helidmificant variable interest in thre



VIEs as a result of the following power purchaseeagents:

» a 2t-year power purchase agreement approved by the GRPQQ09 to purchase energy from a -megawatt “MW") solar photovoltai
energy facility beginning upon the date of commeadroperations (expected in 201

» a 2(-year power purchase agreement approved by the GPRQA09 to purchase energy from a -MW solar photovoltaic energy facili
beginning upon the date of commercial operatiornpdeted in 2013); an

« a 2t-year power purchase agreement approved by the GRQ2G08 to purchase energy from a -MW solar trough facility beginnir
upon the date of commercial operations (expect@dirl).

Each of the VIEs is a subsidiary of another compahgse activities are financed primarily throughiiggfrom investors and procee
from non-recourse project-specific debt financidg:tivities of the VIEs consist of renewable enemgduction from electric generating
facilities for sale to the Utility. Under eachtbke power purchase agreements, the Utility is aldid to purchase as-delivered electric
generation output from the VIEs. The Utility doest provide any other financial or other supporthiese VIEs. The Utility’s financial
exposure is limited to the amounts paid for debeeelectricity.
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Asset Retirement Obligatior

PG&E Corporation and the Utility account for AROdncordance with Statement of Financial AccounStandards (“SFAS”) No.
143, “Accounting for Asset Retirement Obligatiorf$3FAS No. 143”) and FIN 47, “Accounting for Conidihal Asset Retirement Obligations -
an Interpretation of FASB Statement No. 143.” SH¥& 143 requires that an asset retirement obtigdie recorded at fair value in the period
in which it is incurred if a reasonable estimatdaif value can be made. In the same period, $Beciated asset retirement costs are capitalizet
as part of the carrying amount of the related |bwed asset.

A reconciliation of the changes in the ARO lialilis as follows:

(in millions)

ARO liability at December 31, 20( $ 1,68/
Revision in estimated cash flo a72)
Accretion 49
Liabilities settled (22)
ARO liability at June 30, 2009 $ 1,53¢

Detailed studies of the cost to decommission thityJs nuclear power plants are conducted evergéhyears in conjunction with the
filing of the Nuclear Decommissioning Cost Trierrifaoceedings. Estimated cash flows were reviseal r@sult of the studies completed in
first quarter of 2009.

Share-Based Compensation

The following tables provide a summary of total gensation expense for PG&E Corporation and thetyfdor share-based
compensation awards for the three and six monttededune 30, 2009 and 2008:

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

(in millions) 2009 2008 2009 2008
Stock options $ - $ - $ - $ =
Restricted stoc 3 5 2 3
Restricted stock unit®) 1 - 1 -
Performance shart 6 12 5 8
Total compensation expense (p-tax) $ 10 $ 17 $ 8 $ 11
Total compensation expense (aft-tax) $ 6 9 1¢C $ 5 % 7

(1) Beginning January 1, 2009, PG&E Corporation awargstticted stock units (“RSUs") instead of res&it
stock as permitted by the PG&E Corporation 2006d-@erm Incentive Plan. RSUs are hypothetical shafes
stock that will generally vest in 20% incrementstioa first business day of March in 2010, 2011, 20&2, with
the remaining 40% vesting on the first businessafayiarch 2013. Each vested RSU is settled forsirege of
PG&E Corporation common stock. Additionally, up@ttiement, RSUs recipients receive payment for the
amount of dividend equivalents associated withvibeted RSUs that have accrued since the date of.

PG&E Corporation Utility
Six Months Ended Six Months Ended
June 30, June 30,

(in millions) 2009 2008 2009 2008
Stock options $ -9 1% - 3 1
Restricted stoc 5 14 4 9
Restricted stock unit®) 7 - 4 -
Performance shares 22 8 15 4
Total compensation expense (p-tax) $ 34 $ 23 $ 23 $ 14
Total compensation expense (aft-tax) $ 20 $ 14 $ 14 $ 8

(1) Beginning January 1, 2009, PG&E Corporation awaigt)s instead of restricted stock as permittechby t
PG&E Corporation 2006 Longerm Incentive Plan. RSUs are hypothetical shafesogk that will generally ve:
in 20% increments on the first business day of Manc2010, 2011, and 2012, with the remaining 4@%ting or
the first business day of March 2013. Each vested i® settled for one share of PG&E Corporation wam
stock. Additionally, upon settlement, RSUs recipsereceive payment for the amount of dividend eajeints
associated with the vested RSUs that have accineel the date of grar
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Pension and Other Postretirement Benef

PG&E Corporation and the Utility provide a non-atlmiitory defined benefit pension plan for certainpboyees and retirees (referred
to collectively as “pension benefits”), contributgrostretirement medical plans for certain emplgyaed retirees and their eligible dependents,
and non-contributory postretirement life insuraptans for certain employees and retirees (refeembllectively as “other benefits”). PG&E
Corporation and the Utility use a December 31 mesasant date for all plans.

The net periodic benefit costs as reflected in PGXEdfEporation’s Condensed Consolidated Statemeritscofne as a component of
Operating and maintenance for the three and siximanded June 30, 2009 and 2008 are as follows:

Pension Benefits Other Benefits
Three Months Ended Three Months Ended
June 30, June 30,

(in millions) 2009 2008 2009 2008
Service cost for benefits earn $ 67 $ 59 $ 7% 7
Interest cos 15E 144 21 20
Expected return on plan ass (145 (275) ()] (29
Amortization of transition obligatio - - 7 7
Amortization of prior service co: 12 12 4 4
Amortization of unrecognized (gain) loss 24 - 1 (4)

Net periodic benefit cost 112 40 23 10

Less: transfer to regulatory acco®@ (72) 1 - -

Total $ 41 $ 41 $ 23 $ 10

() For the three months ended June 30, 2009 and &@®8ltility recorded $72 million as an additionthe
existing pension regulatory asset and $1 millioamaddition to the existing pension regulatorility,
respectively, to reflect the difference betweensi@mexpense or income for accounting purposegandion
expense or income for ratemaking purposes, whitlased on a funding approa

Pension Benefits Other Benefits
Six Months Ended Six Months Ended
June 30, June 30,

(in millions) 2009 2008 2009 2008
Service cost for benefits earn $ 132 $ 11 $ 15 $ 15
Interest cos 31C 281 42 40
Expected return on plan ass (290) (349 (34 47)
Amortization of transition obligatio - - 13 12
Amortization of prior service co: 23 24 8 8
Amortization of unrecognized (gain) lo 49 - 2 (8)
Net periodic benefit cosi 22E 80 46 20
Less: transfer to regulatory acco® (143) 2 - -
Total $ 82 §$ 82 $ 46 $ 20

(@ For the six months ended June 30, 2009 and 2088 )tility recorded $143 million as an addition e
existing pension regulatory asset and $2 millioamaddition to the existing pension regulatoryility,
respectively, to reflect the difference betweengi@mexpense or income for accounting purposegpandion
expense or income for ratemaking purposes, whitlased on a funding approa

There was no material difference between PG&E Qatjpan’s and the Utility’s consolidated net periotienefit costs for the three
and six months ended June 30, 2009 and 2008.

Adoption of New Accounting Pronouncements
Disclosures about Derivative Instruments and HedgiActivities- an amendment of FASB Statement No. 133

On January 1, 2009, PG&E Corporation and the Mtildopted SFAS No. 161Disclosures about Derivative Instruments and Heg
Activities - an amendment of FASB Statement No.”J33FAS No. 161”). SFAS No. 161 amends and exathe disclosure requirements of
SFAS No. 133, “Accounting for Derivative Instrumemind Hedging Activities” (“SFAS No. 133"SFAS No. 161 requires an entity to pros
gualitative disclosures about its objectives anatsgies for using derivative instruments and gtetivte disclosures that detail the fair value
amounts of, and gains and losses on, derivatiteuimgnts. SFAS No. 161 also requires disclosusesitecredit riskrelated contingent featur
of derivative instruments. (See Note 7 of the Ndtethe Condensed Consolidated Financial Statement
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Noncontrolling Interests in Consolidated Financigtatement- an amendment of ARB No. 51

On January 1, 2009, PG&E Corporation and the Ytildopted SFAS No. 160, “Noncontrolling Interest€ionsolidated Financial
Statements - an amendment of ARB No. 51" (“SFAS MNgf)”). SFAS No. 160 amends ARB 51 to establish accoumtimtgreporting standar
for a noncontrolling interest in a subsidiary andthe deconsolidation of a subsidiary. SFAS N&f) defines a “noncontrolling interest,”
previously called a “minority interest,” as the fon of equity in a subsidiary not attributablexedtitly or indirectly, to a parent. Among other
items, this standard requires that an entity inelaghoncontrolling interest in its consolidatedesteent of financial position within equity
separate from the parent’s equity, report amourtisisive of both the parent’s and noncontrollinggiast’s shares in consolidated net income,
and separately report the amounts of consolidad&thnome attributable to the parent and noncdimmpinterest on the consolidated statement
of operations. If a subsidiary is deconsolidated; retained noncontrolling equity investment ia trmer subsidiary must be measured at fair
value, and a gain or loss must be recognized imegetme based on such fair value.

PG&E Corporation has reclassified its noncontrgllinterest in the Utility from Preferred Stock aftSidiaries to equity in PG&E
Corporation’s Condensed Consolidated Financiak&tants in accordance with SFAS No. 160 for allguipresented. The Utility had no
material noncontrolling interests in consolidatetisdiaries as of June 30, 2009 and December 38.20

The presentation and disclosure requirements ofSSNA. 160 were applied retrospectively. Other tienchange in presentation of
noncontrolling interests, adoption of SFAS No. H&dnot have a material impact on PG&E Corporasa’ the Utility’'s Condensed
Consolidated Financial Statements.

Issuer's Accounting for Liabilities Measured at Fair Vala with a Third-Party Credit Enhancement

On January 1, 2009, PG&E Corporation and the Ytidopted Emerging Issues Task Force (“EITF”) 08gsuer’'s Accounting for
Liabilities Measured at Fair Value with a Third-Ba€redit Enhancement” (“EITF 08-5"). EITF 08-Gadfies the unit of account in
determining the fair value of a liability under SEAo. 107, “Disclosures about Fair Value of Finahtistruments” (“SFAS No. 107"), or
SFAS No. 133. Specifically, it requires an entdyexclude any thirgbarty credit enhancements that are issued withaaméhseparable from,
debt instrument from the fair value measuremenhaf debt instrument. Adoption of EITF 08-5 did have a material impact on PG&E
Corporation’s or the Utility’s Condensed Consolethfinancial Statements.

Equity Method Investment Accountin

On January 1, 2009, PG&E Corporation and the Ytddopted EITF 08-6, “Equity Method Investment Aguting
Considerations” (“EITF 08-6"). EITF 08-6 appliesihvestments accounted for under the equity me#imebrequires an entity to measure its
equity investment initially at cost. Generallyntiogent consideration associated with an equitthogtinvestment should only be included in
the initial measurement of that investment if iteguired to be recognized by specific authoriatjuidance other than SFAS No. 141 (revised
2007), “Business Combinations.” However, the inges an equity method investment could be reqlicerecognize a liability for the related
contingent consideration features if the fair vadfithe investor’s share of the investee’s nettasseceeds the investor’s initial costs. An
equity method investor is required to recognizeepthan-temporary impairments of an equity methnestment and shall account for a share
issuance by an investee as if the investor hadasplportionate share of its investment. Any gaifoss to the investor resulting from an
investee’s share issuance shall be recognizediings. Adoption of EITF 08-6 did not have a metleimpact on PG&E Corporation’s or the
Utility’s Condensed Consolidated Financial Stateteen

Subsequent Event

On June 30, 2009, PG&E Corporation and the Utditippted SFAS No. 165, “Subsequent Events” (“SFAS1¥6"). SFAS No. 165
does not significantly change the prior accounpiragtice for subsequent events except for the rexngint to disclose the date through which
an entity has evaluated subsequent events andiefbr that date. PG&E Corporation and the tythiave evaluated material subsequent
events through August 5, 2009, the issue date &HBGorporation’s and the Utility’s Condensed Coidaled Financial Statements. Other
than this disclosure, adoption of SFAS No. 165mtitthave a material impact on PG&E Corporation’ther Utility’s Condensed Consolidated
Financial Statements.

Interim Disclosures about Fair Value of Financialistruments

On June 30, 2009, PG&E Corporation and the Utditppted FASB Staff Position (“FSP”) SFAS 107-1 &RB 28-1, “Interim
Disclosures about Fair Value of Financial Instruts€nThis FSP amends SFAS No. 107 and Accountiimiciples Board Opinion No. 28,
“Interim Financial Reporting,” to require discloggrabout the fair value of financial instrumentsifiterim reporting periods that were
previously only required for annual reporting pego An entity is required to disclose the fairueabf financial assets and liabilities together
with the related carrying amount and where theyoagramount is classified in the Condensed Conat#id Balance Sheets. (See Note 8 of the
Notes to the Condensed Consolidated Financial igtatits.)

Recognition and Presentation of Oth-Than-Temporary Impairments

On June 30, 2009, PG&E Corporation and the Utditippted FSP SFAS 115-2 and SFAS 124-2, “RecogratiehPresentation of
Other-Than-Temporary Impairments” (“FSP SFAS 11&nd SFAS 124-2"). Under this FSP, to assess whathether-than-temporary
impairment exists for a debt security, an entityst{t) evaluate the likelihood of liquidating thebd security prior to recovering its cost basis
and (2) determine if any impairment of the debusiég is related to credit losses. In additioristASP requires enhanced disclosures of other-
thar-temporary impairments on debt and equity securitigbe financial statements. Recognition and measent guidance for ott-thar-



temporary impairments of equity securities is maeaded by this FSP. Adoption of FSP SFAS 11562PAS 124-2 did not have a
material impact on PG&E Corporation’s or the Uyikt Condensed Consolidated Financial Statements.
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Determining Fair Value When the Volume and Level éktivity for the Asset or Liability Have Signifigatly Decreased and Identifyin
Transactions That Are Not Orderly

On June 30, 2009, PG&E Corporation and the Utditppted FSP SFAS 157-4, “Determining Fair Value Wi VVolume and Level
of Activity for the Asset or Liability Have Signifantly Decreased and Identifying Transactions RratNot Orderly” (“FSP SFAS 157-
4™). This FSP amends SFAS No. 157, “Fair Value Meaments” (“SFAS No. 157”), to provide guidanceestimating fair value when the
volume or the level of activity for an asset oradility has significantly decreased or when tramisss are not orderly, when compared with
normal market conditions. In particular, this R&fils for adjustments to quoted prices or histdticmsaction data when estimating fair value
in such circumstances. Guidance to identify sutumstances is also provided. Furthermore, tBiB Fequires fair value measurement
disclosures made pursuant to SFAS No. 157 to legodzed by major security type, i.e., based omtitere and risks of the security. (See
Note 8 of the Notes to the Condensed ConsolidaitezhEial Statements.) Other than this change, tamtopf FSP SFAS 154 did not have a
material impact on PG&E Corporation’s or the Uyikt Condensed Consolidated Financial Statements.

Accounting Pronouncements Issued But Not Yet Adopte
Employer¢ Disclosures about Postretirement Benefit Plan Ats

In December 2008, the FASB issued FSP SFAS 132(Fgrtployers’ Disclosures about Postretirement Biefdan Assets” (“FSP
SFAS 132(R)-1"). FSP SFAS 132(R)-1 amends andredpthe disclosure requirements of SFAS No. 13dd9ge 2003), “Employers’
Disclosures about Pensions and Other PostretireBengfits — an amendment of FASB Statements No88,/and 106.” An entity is
required to provide qualitative disclosures abaw finvestment allocation decisions are made, thatsiand valuation techniques used to
measure the fair value of plan assets, and theetdration of risk within plan assets. Additionaljjuantitative disclosures are required
showing the fair value of each major category ahphssets, the levels in which each asset is fiégbgiithin the fair value hierarchy, and a
reconciliation for the period of plan assets thatraeasured using significant unobservable inpE&P SFAS 132(R)-1 is effective
prospectively for PG&E Corporation and the Utility the annual period ending December 31, 2009fanslubsequent annual periods. PG&E
Corporation and the Utility will include the expawidisclosures described above in PG&E Corporatiant the Utility's Consolidated
Financial Statements for such annual periods.

Accounting for Transfers of Financial Assel- an amendment of FASB Statement No. 140

In June 2009, the FASB issued SFAS No. 166, “Actiogrfor Transfers of Financial Assets - an amenunoé FASB Statement No.
140" (“SFAS No. 166"). SFAS No. 166 eliminates ttencept of a qualifying special-purpose entity alaglifies the requirements for
derecognizing a financial asset and for applyifg aacounting to a transfer of a financial assetaddition, SFAS No. 166 requires an entit
disclose more information about transfers of finahassets, the entity’s continuing involvementuify, with transferred financial assets, and
the entity’s continuing risks, if any, from trangfed financial assets. SFAS No. 166 is effectoreHG&E Corporation and the Utility
beginning on January 1, 2010. PG&E CorporationtaedJtility are currently evaluating the impact3fAS No. 166.

Amendments to FASB Interpretation No. 46(1

In June 2009, the FASB issued SFAS No. 167, “Amesrdsito FASB Interpretation No. 46(R)” (“SFAS N&71). SFAS No. 167
amends FIN 46 (revised December 2003), “Consobdatif Variable Interest Entities” (“FIN 46R”), reghng when and how to determine, or
re-determine, whether an entity is a VIE. In addit SFAS No. 167 replaces FIN 46R’s quantitatippraach for determining who has a
controlling financial interest in a VIE with a qitative approach. Furthermore, SFAS No. 167 regguangoing assessments of whether an
entity is the primary beneficiary of a VIE. SFA®NL67 is effective prospectively for PG&E Corpdaratand the Utility beginning on January
1, 2010. PG&E Corporation and the Utility are emtly evaluating the impact of SFAS No. 167.

The FASB Accounting Standards Codificatiof™ and the Hierarchy of Generally Accepted Accountifginciples - a replacement of FASB
Statement No. 16

In June 2009, the FASB issued SFAS No. 168, “FA8B Accounting Standards Codification ™ and the Hierarchy of Generally
Accepted Accounting Principles - a replacementA$B Statement No. 162" (“SFAS No. 168”). SFAS N68 nullifies SFAS No. 162, “The
Hierarchy of Generally Accepted Accounting Prinegl’ and defines authoritative GAAP for nongoverntakentities to be only comprised of
the FASB Accounting Sandards Codification ™ (“Codification”) and, for SEC registrants, guidarissued by the SEC. The Codification is a
reorganization and compilation of all then-existaghoritative GAAP for nongovernmental entitiescept for guidance issued by the
SEC. PG&E Corporation and the Utility anticipatattadopting SFAS No. 168 will only change the mafieing convention of GAAP in PG&
Corporation’s and the Utility’s Notes to the Conged Consolidated Financial Statements. SFAS Ndisléffective prospectively for PG&E
Corporation and the Utility beginning on July 1020
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NOTE 3: REGULATORY ASSETS, LIABILITIES, AND BALANCI NG ACCOUNTS

The Utility accounts for the financial effects efgulation in accordance with SFAS No. 71, “Accongtior the Effects of Certain
Types of Regulation,” as amended (“SFAS No. 7Whjch applies to regulated entities whose rateslasigned to recover the cost of provic
service. SFAS No. 71 applies to all of the UtiBtpperations.

The Ultility capitalizes and records, as a regujatsset, costs that would otherwise be chargegperese if it is probable that the
incurred costs will be recovered in future ratébe regulatory assets are amortized over futuregemhen the costs are expected to be
recovered. If costs expected to be incurred irfuhee are currently being recovered through rates Utility records those expected future
costs as regulatory liabilities. In addition, amtauthat are probable of being credited or refurtdezistomers in the future are recorded as
regulatory liabilities.

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

Regulatory Assets
Long-Term Regulatory Assets

Long-term regulatory assets are composed of thewolg:

Balance At
December
June 30, 31,

(in millions) 2009 2008
Pension benefit $ 1,69¢ $ 1,62¢
Energy recovery bonc 1,322 1,481
Deferred income ta 913 847
Utility retained generatio 772 79¢
Price risk manageme 41C 362
Environmental compliance cos 392 38t
Unamortized loss, net of gain, on reacquired 213 22t
Regulatory assets associated with plan of reorgéniz 88 99
Contract termination cos 75 82
Other 88 86
Total long-term regulatory assets $ 596¢ $  599¢

The regulatory asset for pension benefits repregbetcumulative differences between amounts rézedrin accordance with GAAP
and amounts recognized for ratemaking purposeshndiso includes amounts that otherwise would be fecorded to Accumulated other
comprehensive loss in the Condensed Consolidatth&a Sheets in accordance with SFAS No. 158 “Eygpkd Accounting for Defined
Benefit Pension and Other Postretirement Plans.”

The regulatory asset for energy recovery bonds BE&Rrepresents the refinancing of the settlemegtifatory asset established under
the December 19, 2003 settlement agreement amo&g FS&rporation, the Utility, and the CPUC to resohbhe Utility’s Chapter 11 of the
U.S. Bankruptcy Code (“Chapter 11”) proceeding @pter 11 Settlement Agreement”). The regulatosghis amortized over the life of the
bond, consistent with the period over which thatesd billed revenues and bond-related expensageognized. The Utility expects to fully
recover this asset by the end of 2012 when the ER&are.

The regulatory assets for deferred income tax sspriedeferred income tax benefits previously patseadigh to customers and are
offset by deferred income tax liabilities. Tax béts to customers have been passed through, &3Rb& requires utilities under its
jurisdiction to follow the“flow-through” method of passing certain tax betgefo customers. The “flow-through” method ignotfes effect of
deferred taxes on rates. Based on current regyledtemaking and income tax laws, the Utility esiseto recover deferred income taxes
related to regulatory assets over periods rangmg fl to 45 years.

In connection with the Chapter 11 Settlement Agretnin 2004, the Utility recognized a one-time restcgain of $1.2 billion related
to the recovery of the Utility’s retained generatiegulatory assets. The Utility amortizes thevitilal components of these regulatory assets
consistent with the period over which the relatgenues are recognized over the respective livdsealinderlying generation facilities. The
weighted average remaining life of the assets igekss.

Price risk management regulatory assets reprdsemteferral of unrealized losses related to piglemanagement derivative
instruments with terms in excess of one year. ($&e 7 of the Notes to the Condensed Consolidateahcial Statements.)
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The regulatory assets for environmental compliarusts represent the portion of estimated envirotaheemediation liabilities that
the Utility expects to recover in future rates emial remediation costs are incurred. The Utiikpects to recover these costs over the next 30
years. (See Note 11 of the Notes to the Conde@sedolidated Financial Statemen

The regulatory assets for unamortized loss, ngaof, on reacquired debt represents costs relatdelit reacquired or redeemed prior
to maturity with associated discount and debt issaaosts. These costs are expected to be redowese the remaining original amortization
period of the reacquired debt over the next 17seard these costs will be fully recovered by 2026.

Regulatory assets associated with the Utility’sygéreorganization include costs incurred in ficiag the Utility’s plan of
reorganization under Chapter 11 and costs to oge¢hgeenvironmental enhancement projects of théi®&orest and Watershed Land
Stewardship Council, an entity that was establighegduant to the Utility’s plan of reorganizatiofhe Utility expects to recover these costs
over the remaining periods ranging from 4 to 25rgeand these costs should be fully recovered 3420

The regulatory assets for contract terminationegpresent amounts that the Utility incurred imieating a 30-year power purchase
agreement. This regulatory asset will be amorterad collected in rates on a straight-line bagisubh the end of September 2014, the power
purchase agreement’s original termination date.

At June 30, 2009, “Other” primarily consisted ofjuéatory assets relating to ARO costs recordeadoance with GAAP, which are
probable of future recovery through the ratemakirgeess, as well as cost associated with the S&amerator Replacement Project at the
Utility’s Diablo Canyon Power Plant, as approvedtby CPUC for future recovery. At December 31,800ther” primarily consisted of
regulatory assets relating to ARO costs, as wedlchgduling coordinator costs that the Utility irred beginning in 1998 in its capacity as
scheduling coordinator for its then existing whalesgransmission customers.

In general, the Utility does not earn a return eguiatory assets in which the related costs daootue interest. Accordingly, the
Utility earns a return only on the Utility’s ret@d generation regulatory assets; unamortized tetxf gain, on reacquired debt; and regulatory
assets associated with the plan of reorganization.
Current Regulatory Assets

At June 30, 2009 and December 31, 2008, the Utikity current regulatory assets of $547 million $885 million, respectively,
consisting primarily of the current component dEprrisk management regulatory assets. Pricemmhkagement regulatory assets represer
deferral of unrealized losses related to price miskhagement derivative instruments with terms &f than one year. (See Note 7 of the Notes
to the Condensed Consolidated Financial Stateme@istrent regulatory assets are included in Pcepapenses and other in the Condensed
Consolidated Balance Sheets.
Regulatory Liabilities
Long-Term Regulatory Liabilities

Long-term regulatory liabilities are composed & fhllowing:

Balance At
December
June 30, 31,

(in millions) 2009 2008
Cost of removal obligatio $ 2,841 $ 2,73¢
Public purpose progran 44~ 442
Recoveries in excess of asset retirement obligi 34¢ 22¢
Price risk manageme 82 81
Gateway Generating Statit 66 67
Environmental remediation insurance recove 38 52
Other 18 54
Total long-term regulatory liabilities $ 3,83¢ $ 3,651

Cost of removal regulatory liabilities representaieues collected for asset removal costs that thigyléxpects to incur in the future,
less actual costs incurred.

Public purpose program regulatory liabilities reganet revenues designated for public purpose progomts that are expected to be
incurred in the future. Public purpose progranutatry liabilities include the California Solaritiative program’s revenue that was collected
from customers to pay for costs that the Utilitypegts to incur in the future to promote the ussadér energy in residential homes and
commercial, industrial, and agricultural properties
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Regulatory liability for recoveries in excess o$eisretirement obligation represents differencewden amounts collected in rates for
decommissioning the Utility’s nuclear power faddit and the decommissioning obligation recordestitordance with
GAAP. Decommissioning costs recovered in ratepkaeed in nuclear decommissioning trusts. Regujdtability for recoveries in excess of
asset retirement obligation also represents therdgfof realized and unrealized gains and losadbase nuclear decommissioning trust assets.

Price risk management regulatory liabilities represhe deferral of unrealized gains related togprisk management derivative
instruments with terms in excess of one year. (Sme 7 of the Notes to the Condensed Consolidaiteahcial Statements.)

The Gateway Generating Station (“Gateway”) reguiatiability represents the gain associated with tthility’s acquisition of
Gateway, as part of a settlement that the Utilitieeed with Mirant Corporation, to be credited tstomers in future rates. The associated
liability is being amortized over 30 years begirgnin January 2009 when Gateway was placed in srvic

Regulatory liabilities associated with environmémgamediation insurance recoveries are refundedistomers as a reduction to rates,
as costs are incurred for hazardous substance iatined

“Other” is an aggregate of regulatory liabilitiepresenting amounts collected for future costs.
Current Regulatory Liabilities

At June 30, 2009 and December 31, 2008, the Uhktg current regulatory liabilities of $278 milliamd $313 million, respectively,
primarily consisting of regulatory liabilities foihe current portion of electric transmission wheglievenue refunds and amounts that the U
expects to refund to customers for over-collectedtdc transmission rates. Current regulatoriiliies are included in Current Liabilities —
Other in the Condensed Consolidated Balance Sheets.

Regulatory Balancing Accounts

The Utility uses regulatory balancing accountsdoumulate differences between actual billed andlledlrevenues and the Utility’s
authorized revenue requirements for the periode Utility also uses regulatory balancing accouatadcumulate differences between incurred
costs and actual billed and unbilled revenues,elbag differences between incurred costs and sigtttbrevenue meant to recover those
costs. Under-collections that are probable of veppthrough regulated rates are recorded as riegylaalancing account assets. Over-
collections that are probable of being creditedustomers are recorded as regulatory balancingiatdiabilities. The CPUC does not allow
the Utility to offset regulatory balancing accoassets against regulatory balancing account liedslin the Condensed Consolidated Balance
Sheets.

The Utility’s current regulatory balancing accourgpresent the amount expected to be refundedrieceived from the Utility’s
customers through authorized rate adjustmentsmitieé next 12 months. Regulatory balancing acsotnat the Utility does not expect to
collect or refund in the next 12 months are inctliteOther Noncurrent Assets — Regulatory assetdNaimcurrent Liabilities — Regulatory
liabilities in the Condensed Consolidated Balankeess.

Current Regulatory Balancing Accounts, net

Receivable (Payable

Balance At

June 30, December

(in millions) 2009 31, 200¢€
Utility generation $ 49 $ 164
Distribution revenue adjustment mechan 24¢ 40
Modified transition cos 22C 214
Transmission revent 15€ 17z
Energy resource recove 1 384
DWR power charge collectic (92 (83
Public purpose progran (13¢) (263
Energy recovery bonc (164) (231)
Other (32 69
Total regulatory balancing accounts, ne $ 69: $ 467

The utility generation balancing account is usetetmrd and recover the authorized revenue reqeinésrassociated with Utility-
owned electric generation, including capital arldtezl non-fuel operating and maintenance expenBles.Utility’s recovery of these revenue
requirements is independent, or “decoupled,” framvolume of sales; therefore, the Utility recogsizevenue evenly over the year even
though the level of cash collected from customalsflwctuate depending on the volume of electycsales. During periods of more temperate
weather, there is generally an under-collectiothis balancing account due to lower electricityesand lower rates. During the warmer
months of summer, the under-collection generallyrel@ses due to higher rates and electric usagedbae an increase in generation revenues.
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The distribution revenue adjustment mechanism leagraccount is used to record and recover theoaizdd electric distribution
revenue requirements and certain other electrtcldigion-related authorized costs. The Utilitgognizes revenue evenly over the year even
though the level of cash collected from customelsfiwctuate depending on the volume of electsicsales. During periods of more temperate
weather, there is generally an under-collectiothis balancing account due to lower electricityesand lower rates. During the warmer
months of summer, the undeollection generally decreases due to higher imteselectric usage that cause an increase intdiith revenue:

The modified transition cost balancing accountsedito track the recovery of ongoing competiti@amsition charges (“CTC"),
primarily consisting of above-market costs assedatith power purchase contracts that were beifigated in CPUC-approved rates on or
before December 20, 1995 (including costs incubiethe Utility with CPUC approval to restructurenegotiate, or terminate the
contracts). The recovery of ongoing CTC can camtifor the term of the contract. The amount ofvabmarket costs associated with the
eligible power purchase contracts is determineth gaar in the energy resource recovery accountiRER forecast proceeding by comparing
the ongoing CTC-eligible contract costs to a CPW@raved market benchmark to determine whether therstranded costs associated with
these contracts.

The transmission revenue balancing account repie#ien difference between electric transmissionelihg revenues received by the
Utility from the California Independent System Gater (“CAISQO”) (on behalf of electric transmissiamolesale customers) and refunds to
customers plus interest.

The Utility is generally authorized to recover 100%ts prudently incurred electric fuel and enepggcurement costs through the
ERRA. The Utility files annual forecasts of eneggpcurement costs that it expects to incur dutiregfollowing year, and rates are set to
recover such expected costs. The ERRA tracks lagiertric costs, as well as fuel and energy premuant costs, excluding the costs incurred
under contracts entered into by the California Dpant of Water Resources (“DWR”) to purchase epaitpcated to the Utility’s customers.

The DWR power charge collection balancing accotauis the difference between the amounts collgfeted customers by the Utili
on behalf of the DWR, and the amounts remittedchéoRWR for energy delivered to customers on bedfatfie Utility.

The public purpose program balancing accounts pifyrtaack the recovery of the authorized publiapase program revenue
requirement and the actual cost of such prograhh public purpose programs primarily consist &f émergy efficiency programs; low-
income energy efficiency programs; research, dgvetmt, and demonstration programs; and renewaklggprograms. A refund of $230
million from the California Energy Commission fongpent renewable program funding previously colieds being returned to customers
through lower rates throughout 2009.

The energy recovery bonds balancing account reaadain benefits and costs associated with ER8sate provided to, or received
from, customers. In addition, this account ensthiascustomers receive the benefits of the netuasnof energy supplier refunds, claim offs
and other credits received by the Utility after feeond series of ERBs were issued.

At June 30, 2009, “Other” primarily consisted oéthjas purchase and distribution balancing accdhatgrack actual gas costs and
recoveries, as well as the difference between ttteoaized and recovered gas base revenue requiterAeDecember 31, 2008, “Other”
consisted of the customer energy efficiency (“CEBentive account that records any incentive agaatned by the Utility for implementing
CEE programs, as well as a FERC-mandated balaacicmunt for reliability services that ensures thgipipating transmission owner neither
under-recovers nor over-recovers the reliabiliw®es costs from customers.

NOTE 4: DEBT
PG&E Corporation
Senior Notes

On March 12, 2009, PG&E Corporation issued $350anilprincipal amount of 5.75% Senior Notes dueiApr2014.
Credit Facility

At June 30, 2009, PG&E Corporation had no borrowiagtstanding under its $187 million revolving dtddcility. PG&E
Corporation amended its revolving credit facility April 27, 2009 to remove Lehman Brothers BankBKS.ehman Bank”) as a lender. Prior
to the amendment, the total borrowing capacity utigke revolving credit facility was $200 milliomdluding a commitment from Lehman Bz
that represented $13 million, or 7%, of the total.

Utility
Senior Notes
On March 6, 2009, the Utility issued $550 milliorinzipal amount of 6.25% Senior Notes due MarcBa39.
On June 11, 2009, the Utility issued $500 milligmpipal amount of Floating Rate Senior Notes duree]10, 2010. The interest rate

for the Floating Rate Senior Notes is equal tottinee-month London Interbank Offered Rate plus @& @Hd will reset quarterly beginning on
September 10, 2009. At June 30, 2009, the inteaéston the Floating Rate Senior Notes was 1.60%.
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Credit Facility and Short-Term Borrowings

At June 30, 2009, the Utility had $303 million efters of credit outstanding under the Utility’'s$4 billion revolving credit
facility. The Utility amended its revolving credécility on April 27, 2009 to remove Lehman Barkalender. Prior to the amendment, the
total borrowing capacity under the revolving crdditility was $2.0 billion, including a commitmeinom Lehman Bank that represented $60
million, or 3%, of the total.

The revolving credit facility also provides liquigisupport for commercial paper offerings. At J@@ 2009, the Utility had $243
million of commercial paper outstanding at an agergield of 0.68%.

Recovery Bond

PG&E Energy Recovery Funding LLC (“PERF”"), a whotlwned consolidated subsidiary of the Utility, isduwo separate series of
ERBs in the aggregate amount of $2.7 billion in20The proceeds of the ERBs were used by PERErthpse from the Utility the right,
known as “recovery property,” to be paid a spedifienount from a dedicated rate component. Théaataunt of ERB principal outstanding
was $1.4 billion at June 30, 2009.

While PERF is a wholly owned subsidiary of the iijlit is legally separate from the Utility. Tlassets, including the recovery
property, of PERF are not available to creditorthefUtility or PG&E Corporation, and the recovenpperty is not legally an asset of the
Utility or PG&E Corporation.

NOTE 5: EQUITY

PG&E Corporation’s and the Utility’s changes in ggdor the six months ended June 30, 2009 weffelésvs:

PG&E

Corporation Utility

Total
Total Shareholders’

(in millions) Equity Equity
Balance at December 31, 20C $ 9,62¢ $ 9,78
Net income 63€ 63C
Common stock issue 221 -
Shar-based compensation amortizat 12 -
Common stock dividends declared and (154) (312
Common stock dividends declared but not yet | (15%) -
Preferred stock dividend requirem - @)
Preferred stock dividend requirement of subsid ) -
Tax benefit from employee stock ple 2 2
Other comprehensive incor 14 14
Equity contributior - 653
Balance at June 30, 200 $ 10,19¢ $ 10,767

For the six months ended June 30, 2009, PG&E Catjoor contributed equity of $653 million to the lidyi in order to maintain the
52% common equity target authorized by the CPUCtarmhsure that the Utility has adequate capit&linal its capital expenditures.

Dividends

During the six months ended June 30, 2009, thétyJghid common stock dividends totaling $312 miflito PG&E Corporation.

During the six months ended June 30, 2009, PG&Bp@ation paid common stock dividends totaling $&8Bion, net of $11 million
that was reinvested in additional shares of comstook by participants in the PG&E Corporation Demdl Reinvestment and Stock Purchase
Plan. On June 17, 2009, the Board of Directol®@&E Corporation declared a dividend of $0.42 pers, totaling $155 million, which was
paid on July 15, 2009 to shareholders of recordwre 30, 2009.

During the six months ended June 30, 2009, thétyJthid cash dividends totaling $7 million to hetd of its outstanding series of

preferred stock. On June 17, 2009, the Board oédfirs of the Utility declared a cash dividendliog $3 million on its outstanding series of
preferred stock, payable on August 15, 2009 toedt@ders of record on July 31, 2009.
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NOTE 6: EARNINGS PER SHARE

Earnings per common share (“EPS”) is calculatelizintgy the “two-class” method, by dividing the swhdistributed earnings to
common shareholders and undistributed earningsa#d to common shareholders by the weighted ageragber of common shares
outstanding during the period. In applying the tlass method, undistributed earnings are allocatédth common shares and participating
securities. PG&E Corporation’s Convertible Subpadéd Notes are entitled to receive pass-througtiatids and meet the criteria of a
participating security. All PG&E Corporation’s piaipating securities participate in dividends oh:& basis with shares of common stock.

The following is a reconciliation of PG&E Corpoiatis net income and weighted average shares of @onmatock outstanding for
calculating basic and diluted net income per share:

Three Months Ended Six Months Ended

June 30, June 30,

(in millions, except per share amounts 2009 2008 2009 2008
Income Available for Common Shareholders $ 38 ¢ 29: $ 62¢ $ 517
Less: distributed earnings to common sharehol 158 13¢ 30¢ 27¢
Undistributed earnings $ 23 $ 154 $ 32C $ 23¢
Common shareholders earning:
Basic
Distributed earnings to common shareholc $ 158 $ 13¢ % 30¢ $ 27¢
Undistributed earnings allocated to common shadsrs| 223 14€ 30¢€ 221
Total common shareholders earnings, basi $ 37¢ % 28t $ 61t $ 50&
Diluted
Distributed earnings to common shareholc $ 158 $ 13¢ % 30¢ $ 27¢
Undistributed earnings allocated to common shadshsl 223 14€ 30€ 227
Total common shareholders earnings, dilutet $ 37¢ % 28t $ 61t $ 50&
Weighted average common shares outstanding, bas 36¢ 35€ 36€ 35E
9.50% Convertible Subordinated Notes 17 19 17 19
Weighted average common shares outstanding

participating securities, basic 38k 37E 38:¢ 374
Weighted average common shares outstanding, 36¢ 35€ 36€ 35E
Employee sha-based compensatic 1 1 1 1
Weighted average common shares outstanding, dilute 36¢ 357 367 35€
9.50% Convertible Subordinated No 17 19 17 19
Weighted average common shares outstanding

participating securities, diluted 38€ 37¢€ 384 37E
Net earnings per common share, bas
Distributed earnings, bas® $ 04z $ 03¢ $ 084 $ 0.7¢
Undistributed earnings, bas 0.61 0.41 0.84 0.64
Total $ 1.0 $ 0.8C $ 1.6 $ 1.42
Net earnings per common share, dilutes
Distributed earnings, dilute $ 04z $ 03¢ % 0.84 $ 0.7¢
Undistributed earnings, diluted 0.6( 0.41 0.8 0.64
Total $ 1.0z $ 0.8C $ 1.67 $ 1.42

(1) Distributed earnings, basic may differ from actpat share amounts paid as dividends, as the EPButation
under GAAP requires the use of the weighted averagieer than the actual, number of shares outstgr

Stock options to purchase 39,049 and 26,592 sl&fe&&E Corporation common stock were excluded ftosmcomputation of
diluted EPS for the three and six months ended 30n2009, respectively, because the exercisedtthese options were greater than the
average market price of PG&E Corporation commonksthuring these periods. Stock options to purciig®85 shares of PG&E Corporation
common stock were excluded from the computatiodiloted EPS for the three and six months ended 30n2008, respectively.

PG&E Corporation reflects the preferred dividentisubsidiaries as other expense for computatidvodi basic and diluted EPS.
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NOTE 7: DERIVATIVES AND HEDGING ACTIVITIES
Use of Derivative Instruments

The Utility faces market risk primarily relatedetectricity and natural gas commaodity prices. TRUC and the FERC allow the
Utility to collect customer rates designed to rezrathe Utility’s reasonable costs of providing seeg, including the cost to obtain and deliver
electricity and natural gas. As these costs aseqzhthrough to customers, the Utility’s earningsreot exposed to the commodity price risk
inherent in the purchase and sale of electricity @atural gas. Therefore, substantially all ofthiity’s risk management activities involving
derivatives occur to reduce the volatility of conditp costs on behalf of its customers.

The Utility uses both derivative and nonderivatbemtracts in managing its customers’ exposure tonsodity-related price risk,
including:

. forward contracts that commit the Utility to pureleaa commodity in the future;

. swap agreements that require payments to or fraimtegparties based upon the difference betweenptioes for a predetermin
contractual quantity

. option contracts that provide the Utility with tHght to buy a commodity at a predetermined praoe]

. futures contracts that are exchangeded contracts that commit the Utility to purahascommodity or make a cash settlement
specified price and future da

These instruments are not held for speculativpgaes and are subject to certain limitations ireddsy regulatory
requirements. These instruments enable the Utditgduce the volatility associated with electyi@nd natural gas costs incurred by the Ui
and charged to its customers through rates.

Commodity-Related Price Risk

As long as the ratemaking mechanisms discussedeakaovain in place and the Utility’s risk managemnesitvities are carried out in
accordance with CPUC directives, the Utility exgetct fully recover from customers in rates all saslated to commaodity-related price risk-
related derivative instruments. Therefore, in adance with the provisions of SFAS No. 71, all @ied gains and losses associated with the
fair value of these derivative instruments, inchglthose designated as cash flow hedges, are eld@fand recorded within the Utility’s
regulatory assets and liabilities on the Condesmusolidated Balance Sheets. Net realized gaiftsees on derivative instruments related to
price risk for commodities are recorded in the @dstlectricity or the cost of natural gas with mmponding increases or decreases to regul
balancing accounts for recovery from customers.

The following is a discussion of the Utility’s ueéderivative instruments intended to mitigate cowulity-related price risk for its
customers.

Electricity Procurement

The Utility obtains electricity from a diverse mi% resources, including third-party power purchageeements, amounts allocated
under DWR contracts, and its own electricity getierafacilities. The Utility’s third-party poweryschase agreements are generally accountec
for as leases, but certain third-party power pusetegreements are considered derivative instrunnedisr SFAS No. 133 and, therefore, are
recorded at fair value within the Condensed Codstdid Balance Sheets. However, derivative instnisnat are eligible for the normal
purchase and normal sales exception under SFA3 38are not required to be recorded at fair valDerivative instruments that require the
physical delivery of commodities, where quantifieschased are expected to be used by the Utililggmormal course of business and meet
certain other criteria, are eligible for the normpaftchase and normal sales exception. The Uél#gts to use the normal purchase and sale
exception for eligible derivative instruments.

A portion of the Utility’s third-party power purcha agreements contain market-based pricing tehmsrder to reduce the cash flow
risk associated with fluctuating electricity pricése Utility has entered into financial swap cawts to effectively fix the price of future
purchases under those power purchase agreememse Tinancial swaps are considered derivativeumsints and are recorded at fair value
within the Condensed Consolidated Balance Sheme of these contracts have been designatedtafimashedges in accordance with the
requirements of SFAS No. 133.

Electric Transmission Congestion Revenue Rig|

The CAISO-controlled electricity transmission guigsed by the Utility to transmit power is subjectriensmission constraints. As a
result, the Utility is subject to financial risksaiated with the cost of transmission congestibine CAISO implemented its new day-ahead
wholesale electricity market as part of its MarRetdesign and Technology Update on April 1, 200Be TAISO created congestion revenue
rights (“CRRs”) to allow market participants, inding load serving entities, to hedge the finandg&d of CAISO-imposed congestion charges
in the new dayahead market. The CAISO releases CRRs throughramaand monthly process, each of which includesli@cation phase (
which load serving entities are allocated CRRsoatast based on the customer demand or “load” $beye), and an auction phase (in which
CRRs are priced at market and available to all etgplrticipants). In the second quarter of 2008 tility acquired CRRs through both
allocation and auctior
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CRRs are considered derivative instruments andeaded at fair value within the Condensed Codatdid Balance Sheets.
Natural Gas Procurement (Electric Portfolic

The Utility’s electric procurement portfolio is exged to natural gas price risk primarily througé hility-owned natural gas
generating facilities, tolling agreements, and radtgas-indexed electricity procurement contrad¢tsorder to reduce the risk to future cash
flows associated with fluctuating natural gas pjdle Utility purchases financial instruments sasHutures, swaps, and options. These
financial instruments are considered derivativérimaents and are shown at fair value within the damsed Consolidated Balance Sheets.

Natural Gas Procurement (Small Commercial and Resitial Customers

The Utility enters into physical natural gas comiitypdontracts to fulfill the needs of its small corarcial and residential, or “core”,
customers. (The Utility does not procure natuesd fpr industrial and large commercial or “non-Cangstomers.) Changes in temperature
cause natural gas demand to vary daily, monthl¢, ss@sonally. Consequently, varying volumes ofrgag be purchased or sold in the
monthly and, to a lesser extent, daily spot matixétalance such seasonal supply and demand.

The Utility has entered into various financial nushents, such as financial swap and option corgtyatended to reduce the cash flow
variability associated with fluctuating natural gagchase prices. The Utility manages its wintgrosure to natural gas prices in accordance
with its CPUC-approved annual core portfolio hedgmplementation plan. These contracts are coreidgerivative instruments that are
recorded at fair value within the Condensed Codatdid Balance Sheets. A portion of these conttets been designated as cash flow
hedges in accordance with the requirements of SRASL 33.

Other Risk

At June 30, 2009, PG&E Corporation’s Convertibld&ulinated Notes had an outstanding value of $2ilbmand are scheduled to
mature on June 30, 2010. The holders of the QtibleeSubordinated Notes are entitled to recepass-through dividends” determined by
multiplying the cash dividend paid by PG&E Corpaatper share of common stock by a number equidde@rincipal amount of the
Convertible Subordinated Notes divided by the cosiea prices. The dividend participation rights@dated with the Convertible
Subordinated Notes are considered to be embeddeeiilee instruments and, therefore, must be bdted from the Convertible Subordinated
Notes and recorded at fair value in PG&E Corpon's Condensed Consolidated Financial Statementan@s in fair value of the dividend
participation rights are recognized in PG&E Corpiords Condensed Consolidated Statements of Incasmeon-operating expense or income
(in Other income, net).

Volume of Derivative Activity
At June 30, 2009, the volume of PG&E Corporatianrisl the Utility’s outstanding derivative contraatsre as follows:

Contract Volumes ()

1 Year But 3 Years But
LessThan1l LessThan3 LessThan5 Over5 Years

Underlying Product Instruments Year Years Years <)
Natural Ga<® (MMBtus 4)) Forwards, Futures, and Swe 305,796,37 172,333,43 21,545,00 -
Options 146,042,52 105,737,36 - -
Electricity (Megawa-hours) Forwards, Futures, and Swe 3,508,65! 7,500,50. 5,5635,51; 5,408,47
Options 28,07¢ 11,45( 70,58¢ 597,90¢
Congestion Revenue Riglt 55,943,50 59,684,35 59,618,55 116,386,40

PG&E Corporation Equity Shares
Dividend Participation Right 16,702,19 - - -

(1 Amounts shown reflect the total gross derivativeumees by commodity type that are expected to sittiach time perioc
(@ Derivatives in this category expire between 201d 2022.

(3 Amounts shown are for the combined positions ofdleetric and core gas portfolic

@ Million British Thermal Units.

Presentation of Derivative Instruments in the Finarial Statements
In PG&E Corporation’s and the Utility’s CondensednSolidated Balance Sheets, derivative instrumamtpresented on a net basis
by counterparty where the right of offset exisits.accordance with the provisions of FSP on FIN“a®nendment of FIN 39” (“FIN 39-1"),

which was adopted January 1, 2008, the net balancksle outstanding cash collateral associateld dérivative positions.
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At June 30, 2009, PG&E Corporation’s and the Wtiitoutstanding derivative balances were as follows

Gross Balances®)

Total
Derivative
Balances on
the
Derivatives Derivatives Condensed
Designated Not Consolidated
as Cash Flov  Designated Cash Balance
(in millions) Hedges@ as Hedges Total Netting 4 Collateral ) Sheets
Commodity Risk (Corporation and Utility
Current Assets Prepaid expenses &

othel $ 7% 42 $ 48 $ (100 $ 93 $ 132

Other Noncurrent Asse- Othel 3 121 124 (42 32 114
Current Liabilities— Othel (141 (23€) (377) 10 18¢€ (187)
Noncurrent Liabilities— Othe! (209) (24%) (452) 42 67 (34%)
Total Commodity Risk $ (340) $ (31€) $ (65€) $ - 3 37t $ (27€)

Other Risk Instruments ¥ (PG&E Corporation Only

Current Liabilities- Othel $ - 9 27 $ 27 $ - $ - $ (27
Noncurrent Liabilities -Othel - - - - - -
Total Other Risk Instruments $ - $ 27 $ 27 $ - $ - $ (27)
Total Derivatives $ (340) $ (34%) $ (683 $ - $ 37¢ $ (30%)

(1) See Note 8 of the Notes to the Condensed Consetiddhancial Statements for discussion of the valndechnigues used to calculate
fair value of these instrumen

(@ As of June 30, 2009, PG&E Corporation and the tythiad cash flow hedges with expiration dates thhoDecember 2014 for energy
contrac-related derivative instrument

() Netting in accordance with FIN 3“Right of Offse”) and FSP FIN 3-1.

@ This category relates to the dividend participatights of PG&E Corporatic's Convertible Subordinated Not

The dividend participation rights are not recovégab customers’ rates. Therefore, changes idahmevalue of these instruments are
recorded in PG&E Corporation’s Condensed Consd@ill&tatements of Income and impact net income.

For the six-month period ended June 30, 2009, divesgand losses recorded on PG&E Corporation’sladltility’s derivative
instruments were as follows:

Derivatives Derivatives

Designated Not
as Cash Flov  Designated
(in millions) Hedges &) as Hedges Total
Commodity Risk
(PG&E Corporation and Utility

Unrealized gain/(loss- Regulatory assets and liabiliti® $ 3 3 (163 $ (160
Realized gain/(loss- Cost of electricity®) (43 (382) (425)
Realized gain/(los- Cost of natural ga® (28) (1) (29)
Total Commodity Risk $ (68) $ (54€) $ (614)

Other Risk Instruments )

(PG&E Corporation Only
Other income, net $ - $ 1 $ 1
Total Other Risk $ - $ 1 $ 1

() As a result of applying the provisions of SFAS N, unrealized gains and losses on cash flow heslgecorded to regulatory asset
liabilities, rather than being deferred in accunedieother comprehensive incon

@ As a result of applying the provisions of SFAS N, unrealized gains and losses on the commodit-related derivative instrument ¢
recorded to regulatory assets or liabilities, rathan being recorded to the Condensed Consolidgtiegments of Income. Additionally, the ;e
amounts exclude the impact of cash collateral pgst

() These amounts are fully passed through to customeates. Accordingly, net income was not impadigdealized amounts on the
instruments

(@ This category relates to the dividend participatights of PG&E Corporatic's Convertible Subordinated Not
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Cash inflows and outflows associated with the setéint of all derivative instruments are recogniregperating cash flows on PG&E
Corporation’s and the Utility’s Condensed ConsdkdaStatements of Cash Flows.

The majority of the Utility’s commaodity risk-reladederivative instruments contain collateral posgmgvisions tied to the Utility’s
credit rating from each of the major credit ratagencies. If the Utility’s credit rating were @llfbelow investment grade, the Utility would be
required to immediately post additional cash téyfabllateralize its net liability derivative poginhs.

At June 30, 2009, the additional cash collatdralltility would be required to post if its credisk-related contingent features were
triggered is as follows:

(in millions)

Derivatives in a Liability Position with Cre+Risk-Related Contingencies That Are Not Fully Collateed $ (6549)
Related Derivatives in an Asset Posit 64
Collateral Posting in the Normal Course of Businestated to These Derivatives 132
Net Position of Derivative Contracts/Additional Colateral Posting Requirements() $ 45§)

() This calculation excludes the impact of closedunpaid positions, as their settlement is not imgaitty any of the Utility’s credit-risk-
related contingencie

NOTE 8: FAIR VALUE MEASUREMENTS

SFAS No. 157 requires an entity to determine tlivevielue of certain assets and liabilities basedssumptions that market
participants would use in pricing the assets diiliides. SFAS No. 157 establishes a fair valuer&ichy that prioritizes the inputs to valuation
techniques used to measure fair value and givesgesmce to observable inputs in determining fdieza An instrument’s level within the
hierarchy is based on the lowest level of any $iggnt input to the fair value measurement. Se&eNQ@ of the Notes to the Consolidated
Financial Statements in the 2008 Annual Reporfddher discussion of fair value measurements.

The following table sets forth the fair value hietay by level of PG&E Corporation’s and the Utilgyecurring fair value financial
instruments at June 30, 2009. PG&E Corporationtsthe Utility's assessment of the significance gfarticular input to the fair value
measurement requires judgment and may affect thatan of fair value assets and liabilities anditiplacement within the fair value
hierarchy levels.

PG&E Corporation
Fair Value Measurements at June 30, 200

(in millions) Level 1 Level 2 Level 3 Total
Assets:
Money market investments (held by PG&E Corporat $ 17¢ $ - $ 5 ¢ 181
Nuclear decommissioning trus
Equity securitie 977 - 5 982
U.S. government and agency iss 59C 48 - 63¢
Municipal bonds and other - 17¢ - 17¢
Nuclear decommissioning trusts To@) 1,567 22¢ 5 1,79¢
Rabbi trust-Equity 70 - - 70
Long-term disability trus
Equity 74 - 57 131
Corporate Debt Securities - - 24 24
Long-term disability trust Tote 74 - 81 15t
Assets Total $ 1,887 $ 22¢ $ 91 % 2,204
Liabilities:
Dividend participation right $ - $ - $ 27 % 27
Price risk management instrume(?) (22) 111 18¢ 27¢
Other - - 3 3
Liabilities Total $ (22) $ 111 $ 21¢ $ 30€

() Excludes deferred taxes on appreciation of investmalue.
(@ Balances include the impact of netting adjustmantcordance with the requirements of FIM1 of $129 million to Level 1, $81 millio
to Level 2, and $168 million to Level
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Utility
Fair Value Measurements at June 30, 200

(in millions) Level 1 Level 2 Level 3 Total
Assets:
Nuclear decommissioning trus
Equity securitie $ 977 $ - $ 5 ¢ 982
U.S. government and agency iss 59C 48 - 63¢
Municipal bonds and other - 17¢ - 17¢
Nuclear decommissioning trusts To@) 1,567 22¢ 5 1,79¢
Long-term disability trus
Equity 74 - 57 131
Corporate Debt Securiti - - 24 24
Long-term disability trust Tote 74 - 81 15E
Assets Total $ 1,641 $ 22¢ $ 86 $ 1,95:
Liabilities:
Price risk management instrume(@ $ 22) $ 111 $ 18¢ $ 27¢
Other - - 3 3
Liabilities Total $ 22) $ 111 $ 192 $ 281

(1) Excludes deferred taxes on appreciation of investmalue.
(@ Balances include the impact of netting adjustmangcordance with the requirements of FIN 39-$129 million to Level 1, $81 millior
to Level 2, and $168 million to Level

PG&E Corporation’s and the Utility’s fair value negements incorporate various factors, such aser@mmance and credit risk
adjustments. At June 30, 2009, the nonperformandecredit risk adjustment represented approximdt# of the net price risk management
value. PG&E Corporation and the Utility utilizevad-market pricing convention (the mid-point betwdsd and ask prices) as a practical
expedient in valuing the majority of its derivatiassets and liabilities at fair value.

Financial Instruments
PG&E Corporation and the Utility use the followingethods and assumptions in estimating the faurevaf financial instruments:

. The fair values of cash and cash equivalents,icestrcash and deposits, net accounts receivatie, fisk management assets and
liabilities, short-term borrowings, accounts pagaltiustomer deposits, and the Utility’s variable gzollution control bond loan
agreements approximate their carrying values a 30n 2009 and December 31, 20

. The fair values of the Utilif's fixed rate senior notes, fixed rate pollutiontcohbond loan agreements, PG&E Corpore’'s 9.50%

Convertible Subordinated Notes, and the ERBs isbydeERF were based on quoted market prices at3yriz009

The carrying amount and fair value of PG&E Corpiorat and the Utility’s financial instruments are fallows (the table below
excludes financial instruments with carrying valtiest approximate their fair values):

At June 30, At December 31,
2009 2008
Carrying Carrying

(in millions) Amount  Fair Value Amount  Fair Value
Debt (Note 4):

PG&E Corporatior $ 60z $ 1,02¢ $ 28C $ 73¢
Utility 8,69( 9,11¢ 8,74( 9,134
Energy recovery bonds (Note 4 1,40¢ 1,44¢ 1,58: 1,564
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The Utility classifies its investments held in thgclear decommissioning trust as “available-foesal accordance with SFAS No.
115. As the day-to-day investing activities of thests are managed by external investment managergltility is unable to assert that it has
the intent and ability to hold investments to miyur Therefore, all unrealized losses are considether-than-temporary impairments. Gains
or losses on the nuclear decommissioning trustsitmvents are refundable or recoverable, respecfifrelyn customers. Therefore, trust
earnings are deferred and included in the regujdiability for recoveries in excess of asset egtient obligations. There is no impact on the
Utility’s earnings or accumulated other comprehem@ncome. (See Note 3 of the Notes to the Coretb@®onsolidated Financial Statements.)

The following table provides a summary of the faitue of the investments held in the Utility’s negt decommissioning trusts:

Total Total Estimated
Maturity ~ Amortized Unrealized Unrealized @ Fair
Date Cost Gains Losses Value
(in millions)
Six months ended June 30, 20C
200¢-
U.S. government and agency iss 203¢ $ 58t $ 59 $ 2 $ 642
200¢-
Municipal bonds and otht 204¢ 17¢€ 3 (5) 174
Equity securities 58¢ 39¢ (6) 982
Total $ 1,35C $ 461 $ (13 1,79¢

(1) Excludes deferred taxes on appreciation of investmalue.

The cost of debt and equity securities sold isrd@teed by specific identification. The followinglile provides a summary of the

activity for the debt and equity securities:

Six Year
Months Ended
Ended December
June 30, 31,
2009 2008
(in millions)
Gross realized gains on sales of securities he&Vaitable-for-sale 12 30
Gross realized losses on sales of securities lseddalabl-for-sale (50) (142)

In general, investments held in the nuclear decasiaming trust are exposed to various risks, sgdhtarest rate, credit and market
volatility risks. Due to the level of risk assaed with certain investment securities, it is reeday possible that changes in the market values
of investment securities could occur in the neantend such changes could materially affect thetsr fair value.

Level 3 Rollforward

The following table is a reconciliation of changedair value of PG&E Corporation’s instrumentstthave been classified as Level 3
in the fair value hierarchy for the six-month periended June 30, 2009:

PG&E Corporation Only PG&E Corporation and the Utility
Long-
term

Disability
Corp.
Debt

Securities

Nuclear
Decommission-
ing Trusts
Equity @

Long-
term
Disability
Equity

Dividend
Participation
Rights

Price Risk
Managemen

Money

(in millions) Market Other Total
Asset (Liability) Balance a
of January 1, 200
Realized and unrealized
gains (losses

Included in earning -

Included in regulatory

assets and liabilities o

balancing account - - @
Purchases, issuances, ani
settlement: 14 - - - - -

Transfers in to Level 3 - - - - - - R

Asset (Liability) Balance
as of June 30, 2009

$ 12 $ 42) $ (156) $ 54 $ 24 $ @ $ (109

(33) - - - (34)

$ @7 $ 189 $ $ B $ (129




() Excludes deferred taxes on appreciation of investmalue.
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Earnings for the period were impacted by a $4 anillinrealized gain relating to assets or liabgigéll held at June 30, 2009.

The following table is a reconciliation of changedair value of instruments that have been clésgiés Level 3 in the fair value
hierarchy for the three-month period ended Jun&309:

PG&E Corporation Only PG&E Corporation and the Utility
Long-
term
Nuclear Long- Disability
Dividend Decommission-  term Corp.
Money  Participation Price Risk ing Trusts Disability Debt
(in millions) Market Rights Managemen Equity @ Equity  Securities  Other Total
Asset (Liability) Balance a
of April 1, 2009 $ 8 $ (33 $ (a7e) $ 4 % 47 $ 24 % 1) $ (227)

Realized and unrealized

gains (losses’
Included in earning - (D) - - 10 - - 9
Included in regulatory
assets and liabilities o

balancing account - - (13 1 - - 2 (149
Purchases, issuances, ani
settlement: 3 7 - - - - - 4

Transfers in to Level 3 - - - - - - - -

Asset (Liability) Balance
as of June 30, 2009 $ 5 % 27 $ (189 $ 5 % 57 $ 24 $ 3) $ (12§)

() Excludes deferred taxes on appreciation of investmalue.
Earnings for the period were impacted by a $9 anillinrealized gain relating to assets or liabgigéll held at June 30, 2009.

PG&E Corporation and the Utility did not have arpnrecurring financial measurements within the saoff@FAS No. 157 at June &
2009.

NOTE 9: RELATED PARTY AGREEMENTS AND TRANSACTIONS

The Utility and other subsidiaries provide and reeearious services to and from their parent, PG8dEporation, and among
themselves. The Utility and PG&E Corporation exddeadministrative and professional services irpettpof operations. Services provided
directly to PG&E Corporation by the Utility are gerally priced at the higher of fully loaded cose (j direct cost of goods or services and
allocation of overhead costs) or fair market vatlepending on the nature of the services. Seryimesded directly to the Utility by PG&E
Corporation are generally priced at the lower difyfloaded cost or fair market value, dependingtmnnature and value of the services. PG&E
Corporation also allocates various corporate adstrative and general costs to the Utility and othérsidiaries using agreed upon allocation
factors, including the number of employees, opegatixpenses excluding fuel purchases, total asssdspther cost allocation
methodologies. Management believes that the methsed to allocate expenses are reasonable andheeeporting and accounting
requirements of its regulatory agencies.

The Utility’s significant related party transactowere as follows:

Three Months Ended Six Months Ended

June 30, June 30,

(in millions) 2009 2008 2009 2008
Utility revenues from:

Administrative services provided PG&E Corporatior $ 19 19 2% 2
Utility employee benefit due from PG&E Corporati - - - -
Utility expenses from:

Administrative services received from PG&E Comgtam $ 14 $ 28 $ 33 % 52
Utility employee benefit due to PG&E Corporati 3 4 9 11

At June 30, 2009 and December 31, 2008, the Utikty a receivable of $27 million and $29 millioespectively, from PG&E
Corporation included in Accounts receivable — Redgtarties and Other Noncurrent Assets — Relatepaieceivable on the Utility’s
Condensed Consolidated Balance Sheets, and a payfekl1 million and $25 million, respectively,R6G&E Corporation included in
Accounts payable — Related parties on the Utiligsdensed Consolidated Balance Sheets.
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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 electyicharkets operated by the CAISO and the CalifoRoaver Exchange (“PX”) between May
2000 and June 2001. These claims, which the Ydigputes, are being addressed in various FERGualizial proceedings in which the State
of California, the Utility, and other electricityupchasers are seeking refunds from electricity bensp including municipal and governmental
entities, for overcharges incurred in the CAISO #relPX wholesale electricity markets between M@@®and June 2001.

While the FERC and judicial proceedings have beamdmg, the Utility entered into a number of setats with various electricity
suppliers to resolve some of these disputed claimasto resolve the Utility’s refund claims agaitistse electricity suppliers. These settlement
agreements provide that the amounts payable byattes are, in some instances, subject to adjudth@sed on the outcome of the various
refund offset and interest issues being consideyatie FERC. The proceeds from these settlemaftés,deductions for contingencies based
on the outcome of the various refund offset andradt issues being considered by the FERC, willicoe to be refunded to customers in
rates. Additional settlement discussions with p#iectricity suppliers are ongoing. Any net refanclaim offsets, or other credits that the
Utility receives from energy suppliers through fegion of the remaining disputed claims, eitheotigh settlement or the conclusion of the
various FERC and judicial proceedings, will alsccbedited to customers.

The following table presents the changes in theareimg disputed claims liability and interest acmifrom December 31, 2008 to
June 30, 2009:

(in millions)

Balance at December 31, 20 $ 1,75(C
Interest accrue 34
Less: Settlement (32
Balance at June 30, 200 $ 1,75:

At June 30, 2009, the Utility’s net disputed clailiability was $1,752 million, consisting of $1,55&llion of remaining disputed
claims (classified on the Condensed Consolidatddride Sheets within Accounts payablBisputed claims and customer refunds) and int
accrued at the FERC-ordered rate of $694 millidasgified on the Condensed Consolidated BalancetSkdthin Interest payable) offset by
accounts receivable from the CAISO and the PX @4$4hillion (classified on the Condensed Consolid&alance Sheets within Accounts
receivable — Customers).

In connection with the Utility’s proceeding undendpter 11, the Utility established an escrow acttwufund future settlements and
for the payment of disputed claims, which is inéddvithin Restricted cash on the Condensed CoratelidBalance Sheets. At June 30, 2009,
the Utility held $1,214 million in escrow, includjrinterest earned, for payment of the remainingdisgiuted claims.

Interest accrues on the liability for disputed laiat the FERC-ordered rate, which is higher tharrate earned by the Utility on the
escrow balance. Although the Utility has beenemilhg the difference between the accrued intenedtthe earned interest from customers,
amount is not held in escrow. If the amount o#iast accrued at the FERC-ordered rate is gréatarthe 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 thiyJthay be required to pay will depend on the fiamounts to be paid by the Utility with
respect to the disputed claims.

On April 10, 2009, the Utility and the PX enteredbi a proposed agreement under which the Utilitgag to transfer $700 million to
the PX from the Utility’s escrow account. The agreent has been approved by the FERC, the bankraptoy presiding over the PX'’s
bankruptcy case, and the bankruptcy court thaingjarisdiction over the Utility’s Chapter 11 pexxling. The orders issued by the FERC and
the bankruptcy court presiding over the PX’s bapkry case have become final. The order issuetidpankruptcy court that retains
jurisdiction over the Utilit’s Chapter 11 proceeding will become final on Augis2009, assuming no appeal is filed. Afteradhger becomes
final, the Utility will transfer $700 million to ta PX and the Utility’s liability for the remaininget disputed claims will be reduced. To protect
the Utility against the imposition of double liahjl the agreement provides that to the extenthb#t the PX and an individual electricity
supplier have filed claims relating to the sameagesction, such claim will be paid by the Utilitylpronce, either to the PX or directly to the
electricity supplier, as may be ordered by the FER@e court of competent jurisdiction.

PG&E Corporation and the Utility are unable to peced/hen the FERC or judicial proceedings thatstilépending will be resolved,
and the amount of any potential refunds that thityJiay receive or the amount of disputed claimnsjuding interest, that the Utility will be
required to pay.

NOTE 11: COMMITMENTS AND CONTINGENCIES
PG&E Corporation and the Utility have substantiahficial commitments in connection with agreementgred into to support the
Utility’s operating activities. PG&E Corporatiomé the Utility also have significant contingencétsing from their operations, including

contingencies related to guarantees, regulatoryggaings, nuclear operations, environmental comgdiaand remediation, tax matters, and
legal matters.
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Commitments
Utility
Third-Party Power Purchase Agreements
As part of the ordinary course of business, thétygnters into various agreements to purchasegp@nd electric capacity. The price
of purchased power may be fixed or variable. MlA€égricing is generally based on the current mgpkiee of either gas or electricity at the

date of purchase. Forward prices at June 30, 2898sed to determine the undiscounted future ¢éxgemyments for contracts with variable
pricing terms. At June 30, 2009, the undiscourlidare expected power purchase agreement paymemésag follows:

(in millions)
2009 $ 1,09z
2010 2,15¢
2011 2,18¢
2012 2,20¢
2013 2,16(
Thereaftel 21,27¢
Total $ 31,08/

Payments made by the Utility under power purchgseeanents amounted to $1,154 million and $2,284amifor the six months
ended June 30, 2009 and June 30, 2008, respectiValy amounts above do not include payments retatthe DWR purchases for the benefit
of the Utility’s customers, as the Utility only acis an agent for the DWR.

Some of the power purchase agreements that thieydtiltered into with independent power producked &ire qualifying co-
generation facilities and qualifying small poweoguction facilities (“QFs”) are treated as capié@lses. The following table shows the future
fixed capacity payments due under the QF contthetsare treated as capital leases. (These amarentdso included in the third-party power
purchase agreements table above.) The fixed dggeiments are discounted to their present valdkd table below using the Utility’s
incremental borrowing rate at the inception ofldeses. The amount of this discount is shownértadble below as the Amount representing
interest.

(in millions)

2009 $ 29
2010 50
2011 50
2012 50
2013 50
Thereaftel 20€
Total fixed capacity payments 43t
Less: Amount representing interest 10C
Present value of fixed capacity payment $ 33¢

Minimum lease payments associated with the leakgation are included in Cost of electricity on PE&orporation’s 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 fttility’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 are based on the QF’s totalaaiktapacity and contractual capacity commitmé&pacity payments may be
adjusted if the QF exceeds or fails to meet peréorte requirements specified in the applicable pguechase agreement.

Natural Gas Supply and Transportation Commitmet

The Utility purchases natural gas directly fromguoers and marketers in both Canada and the USttdds to serve its core
customers. The contract lengths and natural gages of the Utility’s portfolio of natural gas prorement contracts can fluctuate based on
market conditions. The Utility also contracts fatural gas transportation to transport naturalfigas the points at which the Utility takes
delivery of natural gas (typically in Canada and southwestern United States) to the points atlwthie Utility’s natural gas transportation
system begins.
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At June 30, 2009, the Utility’s undiscounted obtigas for natural gas purchases and gas transjportservices were as follows:

(in millions)
2009 $ 381
2010 43¢
2011 121
2012 49
2013 42
Thereafter 157
Total $ 1,18¢

Payments for natural gas purchases and gas traagporservices amounted to $737 million and $1,888on for the six months
ended June 30, 2009 and June 30, 2008, respectively

Nuclear Fuel Agreement:

The Utility has entered into several purchase ageses for nuclear fuel. These agreements havesteanging from 1 to 16 years and
are intended to ensure long-term fuel supply. ddrdracts for uranium, conversion and enrichmentices provide for 100% coverage of
reactor requirements through 2012, while contriatéuel fabrication services provide for 100% crage of reactor requirements through
2011. The Utility relies on a number of internabproducers of nuclear fuel in order to diversi§ysources and provide security of
supply. Pricing terms are also diversified, raggimom market-based prices to base prices thaesgalated using published indices. New
agreements are primarily based on forward markeingrand will begin to impact nuclear fuel costarsng in 2010.

At June 30, 2009, the undiscounted obligations undelear fuel agreements were as follows:

(in millions)
2009 $ 151
2010 101
2011 10C
2012 88
2013 11€
Thereaftel 1,181
Total $ 1,73¢

Payments for nuclear fuel amounted to $61 milliod $26 million for the six months ended June 3@%8and June 30, 2008,
respectively.

Contingencies
PG&E Corporation

PG&E Corporation retains a guarantee related t@miceindemnity obligations of its former subsidiaNational Energy & Gas
Transmission, Inc. (“NEGT"), that were issued te thurchaser of an NEGT subsidiary company. PG&Ep@ations sole remaining expost
relates to any potential environmental obligatitret were known to NEGT at the time of the salermitdisclosed to the purchaser, and is
limited to $150 million. PG&E Corporation has meteived any claims nor does it consider it probabat any claims will be made under the
guarantee. PG&E Corporation believes that itsgiatbexposure under this guarantee would not laweterial impact on its financial
condition or results of operations.
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Utility
Spent Nuclear Fuel Storage Proceedin

As part of the Nuclear Waste Policy Act of 1982n@ess authorized the U.S. Department of EnergDED and electric utilities
with commercial nuclear power plants to enter icdatracts under which the DOE would be requiredispose of the utilities’ spent nuclear
fuel and high-level radioactive waste no later thanuary 31, 1998, in exchange for fees paid bytitidges. In 1983, the DOE entered into a
contract with the Utility to dispose of nuclear weafrom the Utility’s two nuclear generating ungiisthe Diablo Canyon Power Plant (“Diablo
Canyon”) and its retired nuclear facility at HuméioBay (“Humboldt Bay Unit 3”). The DOE failed ttevelop a permanent storage site by
January 31, 1998.

The Utility believes that the existing spent fuebfs at Diablo Canyon (which include newly constegctemporary storage racks) h
sufficient capacity to enable the Utility to oper&iablo Canyon until approximately 2010 for Uniadd 2011 for Unit 2. Because the DOE
failed to develop a permanent storage site, thigyJsibtained a permit from the Nuclear Regulat@gymmission (“NRC”) to build an on-site
dry cask storage facility to store spent fuel tiyloat least 2024. The construction of the dry ctiskage facility is complete and the initial
movement of spent nuclear fuel to dry cask stolsggan in June 2009.

After various parties appealed the NRC's issuati¢heopermit, the U.S. Court of Appeals for the ti€ircuit (“Ninth Circuit”)
issued a decision in 2006 requiring the NRC toasssupplemental environmental assessment reptinegrotential environmental
consequences in the event of a terrorist attatkadilo Canyon, as well as to review other conter®imised by the appealing parties related to
potential terrorism threats. In August 2007, tHeO\staff issued a final supplemental environmeatabssment report concluding that there
would be no significant environmental impacts frpatential terrorist acts directed at the Diablo @anstorage facility.

In October 2008, the NRC rejected the final contenthat had been made during the appeal. Thelappbas filed a petition for
review of the NRC's order in the Ninth Circuit. @®cember 31, 2008, the appellate court grantetltitiey’s request to intervene in the
proceeding. The Utility’s brief on appeal wasdilen April 8, 2009. No date has been set for argliment.

As a result of the DOE'’s failure to build a natibrepository for nuclear waste, the Utility and etmuclear power plant owners sued
the DOE to recover costs that they incurred todbori-site spent nuclear fuel storage facilitietie Utility seeks to recover $92 million of costs
that it incurred through 2004. The DOE disputesdalculation of the recoverable amount, concedinlyg that the Utility is entitled to recover
$82 million of costs incurred through 2004. Th&WUCourt of Federal Claims has ordered the triattfe remainder of the Utility’s claim to
begin on October 15, 2009.

PG&E Corporation and the Utility are unable to peethe amount that the Utility may ultimately réeefor costs incurred through
2004. The Utility will also seek to recover costsurred after 2004. Amounts recovered from theED@Il be credited to customers through
rates.

Energy Efficiency Programs and Incentive Ratemaki

The CPUC previously established an incentive rakémgamechanism applicable to the California investevned utilities’
implementation of their energy efficiency prograimsded for the 2006-2008 and 202011 program cycles. On December 18, 2008, bas
their first interim claims, the CPUC awarded inteincentive earnings to the utilities for their 892007 program performance. In the fourth
quarter of 2008, the Utility recognized a CPUC aivair $41.5 million for the Utility’s energy efficieey program performance in 2006-

2007. Under the existing incentive ratemaking na@idm, the maximum amount of revenue that thetytould earn and the maximum
amount that the Ultility could be required to reirgmicustomers over the 2006-2008 program cycl&8¢ #nillion.

On May 21, 2009, the Utility, San Diego Gas & Etec€ompany, Southern California Gas Company, aed\atural Resources
Defense Council, jointly requested that the CPU@raye a proposed settlement to resolve the uslitigerim claims for 2008 program
performance and their final 2006-2008 true-up itigenclaims. On July 10, 2009, the Utility subredtcalculations, based on the methodology
included in the proposed settlement, indicating tha Utility would be entitled to earn the remaigiamount of the maximum incentives that
could be earned for the 2006-2008 period. Baseati@holdback amount proposed in the settlemeatUtility would be entitled to receive
$76.6 million in incentive earnings and an addigib§61.9 million would be held back and subjectéaification in the final 2006-2008 true-up
process to be completed in 2010.

The assigned administrative law judge has ruletittieae will be no hearings on the settlement psahoNevertheless, in accordance
with the current incentive claim process, the juddgépermit the CPUC’s Energy Division to issue #econd verification report analyzing the
utilities’ 2008 energy efficiency program perforncan The draft verification report is expected éoissued shortly and the parties will then be
allowed to provide comments on the draft. It isemain what effect, if any, the issuance of thefieation report will have on the likelihood «
the proposed settlement becoming effective. ThdCR expected to issue a final decision to restiee2006-2008 incentive claims before
the end of 2009. Whether the proposed settleménbevapproved and the amounts of any interim tamal claims that may be awarded to the
Utility are uncertain at this time.
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Nuclear Insurance

The Utility has several types of nuclear insurafoceghe two nuclear operating units at Diablo Camgnd for its retired nuclear
generation facility at Humboldt Bay Unit 3. Thellity has insurance coverage for property damageshaisiness interruption losses as a
member of Nuclear Electric Insurance Limited (“NBELLNEIL is a mutual insurer owned by utilitiestwinuclear facilities. NEIL provides
property damage and business interruption covesgp to $3.24 billion per incident for Diablo Caoy. In addition, NEIL provides $131
million of property damage insurance for HumboldtyBJnit 3. Under this insurance, if any nucleamegyating facility insured by NEIL suffers
a catastrophic loss causing a prolonged outage/titisy may be required to pay an additional pramiof up to $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"), &cff terrorism may be “certified” by the Secretafythe Treasury. For a certified act of
terrorism, NEIL can obtain compensation from thaef@al government and will provide up to the fullipg limits to the Utility for an insured
loss. If one or more nocertified acts of terrorism cause property damageied under any of the nuclear insurance polisgsed by NEIL t
any NEIL member, the maximum recovery under alséhnuclear insurance policies may not exceed $8lk@h within a 12-month period
plus the additional amounts recovered by NEIL Fase losses from reinsurance. (TRIPRA extend$enmrism Risk Insurance Act of 2002
through December 31, 2014.)

Under the Price-Anderson Act, public liability afaé from a nuclear incident are limited to $12.%dmil. As required by the Price-
Anderson Act, the Utility purchased the maximumikade public liability insurance of $300 milliomf Diablo Canyon. The balance of the
$12.5 billion of liability protection is covered layloss-sharing program among utilities owning eackeactors. Under the Pridaderson Acl
owner participation in this loss-sharing programeiguired for all owners of nuclear reactors thatl@ensed to operate, designed for the
production of electrical energy, and have a rasgahcity of 100 MW or higher. If a nuclear incideesults in costs in excess of $300 million,
then the Utility may be responsible for up to $Blillion per reactor, with payments in each yéaited to a maximum of $17.5 million per
incident until the Utility has fully paid its shaoé the liability. Since Diablo Canyon has two hear reactors, each with a rated capacity of
100 MW, the Utility may be assessed up to $235iomlper incident, with payments in each year lihite a maximum of $35 million per
incident. Both the maximum assessment per reacithe maximum yearly assessment are adjusteaffation at least every five years. T
next scheduled adjustment is due on or before @ct2®, 2013.

In addition, the Utility has $53.3 million of lidily insurance for Humboldt Bay Unit 3 and has &®5nillion indemnification from
the NRC for public liability arising from nucleandidents, covering liabilities in excess of the $5iillion of liability insurance.

Environmental Matters

The Utility may be required to pay for environmeémtamediation at sites where it has been, or maglpotentially responsible party
under environmental laws. Under federal and Cadifolaws, the Utility may be responsible for rena¢idn of hazardous substances at former
manufactured gas plant sites, power plant sitessdas used by the Utility for the storage, reimygl or disposal of potentially hazardous
materials, even if the Utility did not deposit teasubstances on the site.

The cost of environmental remediation is difficltestimate. The Utility records an environmenéghediation liability when site
assessments indicate remediation is probable anahiestimate a range of possible clean-up cdste.Utility reviews its remediation liability
on a quarterly basis. The liability is an estimaiteosts for site investigations, remediation,raiens and maintenance, monitoring, and site
closure using current technology, and considerimarted laws and regulations, experience gaineidhilas sites, and an assessment of the
probable level of involvement, and financial cormatitof other potentially responsible parties. sl¢here is a better estimate within this range
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 the Utilltyis reasonably possible that a change in thetima&®s may occur in the near term due to
uncertainty concerning the Utility’s responsibilithe complexity of environmental laws and regwlasi, and the selection of compliance
alternatives.

The Utility had an undiscounted and gross enviramaleemediation liability of $594 million at JuB®, 2009, and $568 million at
December 31, 2008. The $594 million accrued a¢ Bl 2009 consists of:

« $49 million for remediation at the Utility’s natdrgas compressor site located near Hinkley, Califgr

« $158 million for remediation at the Util’'s natural gas compressor site located in TopodipAa, near the California bords

. $86 million related to remediation at divestedeyation facilities;

« $248 million related to remediation costs for thdity 's generation and other facilities, tt-party disposal sites, and manufactured
plant sites owned by the Utility or third partiésofuding those sites that are the subject of réatieth orders by environmental agencies

or claims by the current owners of the former mantifred gas plant sites); a

«  $53 million related to remediation costs for fosigicommissioning site
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Of the $594 million environmental remediation ligtgi $139 million has been included in prior raetting proceedings. The Utility
expects that an additional amount of $369 millidh e recoverable in future rates. The Utilitgalrecovers its costs from insurance carriers
and from other third parties whenever possibley Amounts collected in excess of the Utiktyiltimate obligations may be subject to refun
customers. Environmental remediation associatéd tve Hinkley natural gas compressor site is aobverable from customers.

The Utility’s undiscounted future costs could irese to as much as $1 billion if the other potelgtisponsible parties are not
financially able to contribute to these costs dhd extent of contamination or necessary remextias greater than anticipated, and could
increase further if the Utility chooses to remegliaéyond regulatory requirements. The amount dfifibn does not include any estimate for
any potential costs of remediation at former maciufi'ed gas plant sites owned by others unless tiieyias assumed liability for the site, the
current owner has asserted a claim against thigyJor the Utility has otherwise determined ipiobable that a claim will be asserted.

The Utility’s Diablo Canyon power plant uses a @ known as “once-through coolirtfyat takes in water from the ocean to cool
generating facility and discharges the heated waek into the ocean. There is continuing uncetyaabout the status of state and federal
regulations issued under Section 316(b) of the IC\Water Act, which require that cooling water irgatructures at electric power plants ref
the best technology available to minimize adversérenmental impacts. In July 2004, the U.S. Eonimental Protection Agency (“EPA”)
issued regulations to implement Section 316(bitkg to reduce impacts to aquatic organisms bylkstiang a set of performance standards
for cooling water intake structures. These reguotet provided each facility with a number of coraplie options and permitted site-specific
variances based on a cost-benefit analysis. TherEfulations also allowed the use of environmemtitigation or restoration to meet
compliance requirements in certain cases.

Various parties separately challenged the EPA’slegipns, and in January 2007, the U.S. Court gbegts for the Second Circuit
(“Second Circuit”) issued a decision holding thavieonmental restoration cannot be used as a camg#i option and that site-specific
compliance variances based on a cost-benefit teddl @ot be used. The Second Circuit remandedfigignt provisions of the regulations to
the EPA for reconsideration and in July 2007, tRAEuspended its regulations. The U.S. Supremet@oanted review of the cost-benefit
guestion and in April 2009 issued a decision remgrthe Second Circuit and finding permissible Bi®A's use of cost-benefit analysis to set
national compliance standards for cooling wateakiatsystems and variances to those standardsERAés currently revising its regulations
regarding cooling water intake systems. In respaaghe EPA regulations, the California State WREesources Control Board (“Water
Board”) issued an initial proposed policy to addreace-through cooling in June 2006. Since tiae tthe Water Board reviewed and revised
its proposal in response to comments from varicalf@nia agencies and concerned stakeholders. Wéter Board’s current draft proposal,
issued in June 2009, requires fossil and nucleatplto either retrofit to closed cycle coolingrestall operational and structural controls to
achieve a similar reduction and provides a compkaimeframe for each once-through-cooled facilithe proposal also requires the
development of a ondirough cooling alternatives study for nuclear aand requires that Diablo Canyon be in compliamitie the policy b
December 31, 2021, unless compliance would conflitt a nuclear safety requirement or the costosfigliance is wholly disproportionate to
the benefits.

Depending on the form of the final regulations timaty ultimately be adopted by the EPA or the WRBigard, the Utility may incur
significant capital expense to comply with the firegulations, which the Utility would seek to reeo through rates. If either the final
regulations adopted by the EPA or the Water Boagdiire the installation of cooling towers at Diallanyon, and if installation of such
cooling towers is not technically or economicakasible, the Utility may be forced to cease openatiat Diablo Canyon and may incur a
material charge.

Tax Matters

As a result of the October 2008 Internal Revenugi&e (“IRS”) audit settlement of tax years 200fotigh 2004, PG&E Corporation
received a cash refund of $294 million in March 2Q&fter applying $80 million of the refund to mak@008 estimated income tax payment).

On June 8, 2009, the IRS executed a closing agmeimeesolve refund claims related to the 1998 H9@D tax years after the U.S.
Congress’ Joint Committee on Taxation indicated ith@ok no exception to the settlement. The mefof tax and interest from the IRS as a
result of the settlement is approximately $310iomill In July 2009, PG&E Corporation and the Ufilieceived the majority of this refund frc
the IRS. The remaining amount is expected in ltivé guarter of 2009. PG&E Corporation and thditytrecognized after tax income of $56
million in the second quarter of 2009 as a resithiz settlement.

Currently, PG&E Corporation has approximately $60iom of federal capital loss carry forwards basedtax returns as filed and the
resolution of the IRS audit of tax years 2001 tiglo@004. Of the $60 million federal capital lossrg forwards, approximately $20 million
will expire if not used by the end of 2009.

The IRS is currently auditing tax years 2005 thto@@07. In addition, PG&E Corporation began paréting in the IRS’s
Compliance Assurance Process (“CAP”) in 2008, &teee audit process intended to expedite the reswi of issues raised during audits. To
date, no material adjustments have been proposeditiier the 2005 through 2007 audit or for the@QRAP, except for adjustments to reflect
the rollover impact of items settled from prior &ad In March 2009, PG&E Corporation and the IRfed an agreement to permit PG&E
Corporation’s participation in the 2009 CAP.

The California Franchise Tax Board is currentlyiing PG&E Corporation’s 2004 and 2005 combinedifSalia income tax
returns. To date, no material adjustments have pegposed. In addition to the federal capitasloarry forwards, PG&E Corporation has
approximately $200 million of California capitals® carry forwards based on tax returns as fileglpihjority of which will expire if not used
by the end of 2009.



For discussion of unrecognized tax benefits, sete 10 of the Notes to the Consolidated Financiatédtents in the 2008 Annual
Report. PG&E Corporation and the Utility do nopegt the total amount of unrecognized tax bentdithange significantly within the next
months.
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Legal Matters

PG&E Corporation and the Utility are subject toiwas laws and regulations and, in the normal coafdrisiness, PG&E Corporatii
and the Utility are named as parties in a numbetaiins and lawsuits.

In accordance with SFAS No. 5, “Accounting for Gogencies,” PG&E Corporation and the Utility makpravision for a liability
when it is both probable that a liability has bésurred and the amount of the loss can be reagppatimated. These accruals, and the
estimates of any additional reasonably possibleel®sare reviewed quarterly and are adjusted liecteéhe impacts of negotiations, discovery,
settlements and payments, rulings, advice of legahsel, and other information and events pertgitore particular matter. In assessing such
contingencies, PG&E Corporation’s and the Utilitp@licy is to exclude anticipated legal costs.

The accrued liability for legal matters is includadPG&E Corporation’s and the Utility’s Currentdhilities — Other in the Condensed
Consolidated Balance Sheets, and totaled $64 miflicdJune 30, 2009 and $72 million at DecembeBQ8. After consideration of these
accruals, PG&E Corporation and the Utility do ngpect that losses associated with legal matterdduwave a material adverse impact on t
financial condition and results of operations.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

PG&E Corporation, incorporated in California in 59% a holding company whose primary purpose Iold interests in energy-
based businesses. PG&E Corporation conducts siséss principally through Pacific Gas and Eled@ampany (“Utility”), a public utility
operating in northern and central California. Théity engages in the businesses of electricitgl antural gas distribution; electricity
generation, procurement, and transmission; andalagas procurement, transportation, and stor&§&&E Corporation became the holding
company of the Utility and its subsidiaries on Jamul, 1997. Both PG&E Corporation and the Utilitg headquartered in San Francisco,
California.

The Utility served 5.1 million electricity distriltion customers and 4.3 million natural gas distiiiucustomers at June 30, 2009.
Utility had $41.9 billion in assets at June 30, 2@nd generated revenues of $6.6 billion in thergixths ended June 30, 2009.

The Utility is regulated primarily by the CalifomPublic Utilities Commission (“CPUC”) and the FealeEnergy Regulatory
Commission (“FERC”). The Utility generates revesumeainly through the sale and delivery of eledlyieind natural gas at rates set by the
CPUC and the FERC. Rates are set to permit tHiylt recover its authorized “revenue requirensérfitom customers. Revenue
requirements are designed to allow the Utility apartunity to recover its reasonable costs of mhoyg utility services, including a return of,
and a fair rate of return on, its investment inlitytifacilities (“rate base”). Pending regulatgyoceedings that could result in rate changes and
affect the Utility’s revenues are discussed in PG&dtporation’s and the Utility’s combined Annualg®et on Form 10-K for the year ended
December 31, 2008, which, together with the infdramaincorporated by reference into such reponteferred to in this quarterly report as the
“2008 Annual Report.” Significant developmentstthave occurred since the 2008 Annual Report wed fiith 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 Condérzensolidated Financial
Statements for each of these two entities. PG&Bp@ation’s Condensed Consolidated Financial Statgsinclude the accounts of PG&E
Corporation, the Utility, and other wholly owneddatontrolled subsidiaries. The Utility’s Condenggahsolidated Financial Statements
include the accounts of the Utility and its whatiywned and controlled subsidiaries, as well as titewants of variable interest entities for wh
the Utility absorbs a majority of the risk of lomssgain. This combined Management’s DiscussionAmalysis of Financial Condition and
Results of Operations (“MD&A”) of PG&E Corporati@and the Utility should be read in conjunction wiitle Condensed Consolidated
Financial Statements and the Notes to the Condebsadolidated Financial Statements included indhisrterly report, as well as the MD&A,
the audited Consolidated Financial Statementstladlotes to the Consolidated Financial Statenmantsporated by reference in the 2008
Annual Report.

Summary of Changes in Earnings per Common Share anthcome Available for Common Shareholders for the firee and Six Months
Ended June 30, 2009

PG&E Corporation’s diluted earnings per common sl{$€PS”) for the three months ended June 30, 2099$1.02 compared to
$0.80 for the same period in 2008. For the six tm®ended June 30, 2009, PG&E Corporation’s dilize& was $1.67 compared to $1.42 for
the same period in 2008. PG&E Corporation’s incawailable for common shareholders for the threathended June 30, 2009 increased
by $95 million, or 32%, to $388 million, compared%293 million for the same period in 2008. Far fix months ended June 30, 2009,
income available for common shareholders increagekil 12 million, or 22%, to $629 million, compared$517 million for the same period in
2008.

The increase in diluted EPS and income availabledmmon shareholders for the three and six maenkded June 30, 2009, as
compared to the same periods in 2008, is due tJtiey’s return on equity (“ROE”) on higher authized capital investments representing an
increase of $23 million and $49 million, respedtyyéncome of $28 million representing the recovefycosts related to the Utility’s
hydroelectric generation facilities, and an incdmeeefit of $56 million as a result of a tax settternregarding refund claims related to the 1
and 1999 tax years. In addition, the Utility’samee for the six months ended June 30, 2009, refletienefit of $24 million, as compared to
the same period in the prior year when the Utitigurred higher storm and outage expenses. Thesesdses to income available for common
shareholders for the three and six months endegl 302009 were partially offset by decreases afiillion and $16 million, respectively, 1
costs incurred to perform accelerated natural gals $urveys and associated remedial work, anddegeease of $8 million attributable to
higher environmental remediation costs as comptaréite same periods in 2008. Additionally, incoawailable for common shareholders for
the six months ended June 30, 2009, decreased il as the Utility incurred higher employeeveeance costs in connection with the
consolidation of some regional facilities, and éased by $9 million as the Utility incurred higlwecollectible expense driven by worsening
economic conditions and increasing customer deénqy.
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Key Factors Affecting Results of Operations and Fiancial Condition

PG&E Corporation’s and the Utility’s results of epgons and financial condition depend primarilywinether the Utility is able to

operate its business within authorized revenueireauents, recover its authorized costs timely, @ach its authorized rate of return. A num
of factors have had, or are expected to have,réfisignt impact on PG&E Corporation’s and the Wil results of operations and financial
condition, including:

The Outcome of Regulatory Proceedings and the Impact of Ratemaking Mechanisms. Most of the Utility' s revenue requirements are
based on its costs of service in proceedings ssitheaGeneral Rate Case (“GRC”) filed with the CPA#@ transmission owner (“TO")
rate cases filed with the FERC. On July 20, 20@9Utility notified the CPUC of the Utility’s intero file its 2011-2013 GRC
application by December 1, 2009 in which the Utiliitends to request an increase in authorizedraeatistribution, gas distribution,
and electric generation revenue requirements. ‘(8egulatory Matters” below.) From time to timeetbltility also files separate
applications requesting the CPUC or the FERC thaige additional revenue requirements for speciipital expenditure projects,
such as new power plants, gas or electric trangnigacilities, installation of an advanced metgrinfrastructure, and reliability or
system infrastructure improvements. The Utilitsésenues will also be affected by incentive ratemgksuch as the CPUC’s customer
energy efficiency shareholder incentive mechani¢gee “Regulatory Matterdielow.) In addition, the CPUC has authorized thiéti)
to recover 100% of its reasonable electric fuel amelrgy procurement costs and has establisheceyytiate adjustment mechanism to
recover such costs. As a result, the Utility’serewes and costs can be affected by volatility éngtices of natural gas and

electricity. (Se¢“Risk Management Activiti¢’ below.)

Capital Sructure and Return on Common Equity. The Utility's current CPU-authorized capital structure includes a 52% com

equity component. The CPUC has authorized théytd set rates targeted to earn a ROE of 11.36%e equity component of its
electric and natural gas distribution and ele@goeration rate base. The Utility’s capital stouetis set until 2011, and its cost of
capital components, including an 11.35% ROE, wélidhanged before 2011 only if the annual adjustmatthanism established by the
CPUC is triggered. If the 12-month October-throi®gptember average yield for the applicable Moothwestors Service utility bond
index increases or decreases by more than 1% gsacechto the applicable benchmark, the Utility il# to adjust its authorized cost
of capital effective on January 1 of the followipgar. The Utility can also apply for an adjustmeengither its capital structure or its
cost of capital at any time in the event of extdaary circumstance:

The Ability of the Utility to Control Costs While Improving Operational Efficiency and Reliability . The Utility's revenue requiremer

are generally set at a level to allow the Utilitye topportunity to recover its basic forecasted afirey expenses, as well as to earn an
ROE and recover depreciation, tax, and interestes® associated with authorized capital expenditubefferences in the amount or
timing of forecasted and actual operating expeaséscapital expenditures can affect the Utilityddity to earn its authorized rate of
return and the amount of PG&E Corporation’s incamailable for common shareholders. When capitpéagitures are higher than
authorized levels, the Utility incurs associategreeiation, property tax, and interest expensealbat not recover revenues to fully
offset these expenses or earn an ROE until theased capital expenditures are added to rate hdistire rate cases. Items that could
cause higher expenses than provided for in thedBE primarily relate to the Utility’s efforts toaintain its aging electric and natural
gas systems infrastructure; to improve the relighdind safety of its electric and natural gaseystand to improve its information
technology infrastructure, support, and securityaddition, the Utility expects that it will contile to incur higher costs to accelerate
system-wide natural gas leak surveys and assodiateedial work. (See “Results of Operations” bejowhe Utility continually seeks
to achieve operational efficiencies and improvelglity while creating future sustainable costisgs to offset these higher anticipated
expenses. The Utility also seeks to make the atremohtiming of its capital expenditures consistgith budgeted amounts and timir

The Availability and Terms of Debt and Equity Financing. The amount and timing of the Util’s future financing needs will depend
various factors, including the conditions in th@ita markets, the amount and timing of schedulgdcjpal and interest payments on
long-term debt, the amount and timing of plannquitehexpenditures, and the amount and timing tdrest payments related to the
remaining disputed claims that were made by elgttrsuppliers in the Utility’s proceeding underagiter 11 of the U.S. Bankruptcy
Code (“Chapter 11”). (See Note 10 of the NotethéeoCondensed Consolidated Financial Statememtse)amount of the Utility’s
short-term financing will vary depending on thedewf operating cash flows, seasonal demand fatrédéy and natural gas, volatility
in electricity and natural gas prices, and col&tezquirements related to price risk managementigc among other factors. In order
to maintain the Utility’s CPUC-authorized capitéiusture, during 2009 PG&E Corporation contribuggb3 million of equity to the
Utility. The timing and amount of future equity ddbutions will affect the timing and amount of afuture equity or debt issuances by
PG&E Corporation. In March 2009, PG&E Corporatamd the Utility issued $350 million and $550 mitliaespectively, of senior
unsecured notes. Additionally, the Utility issug%D0 million principal amount of Floating Rate SariNotes due June 10, 2010. At
June 30, 2009, the interest rate on the Floatirtg Banior Notes was 1.60' (See”Liquidity and Financial Resourc” below.)
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FORWARD-LOOKING STATEMENTS

This combined quarterly report on Form 10-Q corgdorward-looking statements that are necessaurlbjest to various risks and
uncertainties. These statements are based omtestmates, expectations, and projections ahautd events and assumptions regarding
these events and management’s knowledge of factthe date of this report. These forward-lookétgtements relate to, among other
matters, estimated capital expenditures, estimatgdonmental remediation liabilities, estimatexl liabilities, the anticipated outcome of
various regulatory and legal proceedings, estimatede cash flows, and the level of future equaitydebt issuances, and are also identified by
words such as “assume,” “expect,” “intend,” “plafptoject,” “believe,” “estimate,” “target,” “predt,” “anticipate,” “aim,” “may,” “might,”
“should,” “would,” “could,” “goal,” “potential,”and similar expressions. PG&E Corporation and.ttiity are not able to predict all the fact
that may affect future results. Some of the factbat could cause future results to differ maligrfeom those expressed or implied by the
forward-looking statements, or from historical iésuinclude, but are not limited to:

” w ” w ”ou ” ou ”ou LI ”ou ”ou LI

« the Utility’s ability to manage capital expenditures and ierafing and maintenance expenses within authotizeds;
- the outcome of pending and future regulatory prdicegs and whether the Utility is able to timely @ger its costs through rates;

« the adequacy and price of electricity and natuaal supplies, and the ability of the Utility to mgaand respond to the volatility of t
electricity and natural gas markets, includingabdity of the Utility and its counterparties togi®r return collatera

» the effect of weather, storms, earthquakes, flodidease, other natural disasters, explosions, faecidents, mechanical breakdow
disruption of information technology and computgstems, acts of terrorism, and other events orrbdazzn the Utility’s facilities and
operations, its customers, and third parties orciwtiie Utility relies:

- the potential impacts of climate change on theitytil electricity and natural gas businesses;

« changes in customer demand for electricity andrahgas resulting from unanticipated populationvgtoor decline, general econon
and financial market conditions, changes in teabgpincluding the development of alternative enesgyrces, or other reasol

» operating performance of the Util's Diablo Canyon Power Plar“Diablo Canyo), the availability of nuclear fuel, the occurrence
unplanned outages at Diablo Canyon, or the tempanapermanent cessation of operations at DiabloyGa;

« whether the Utility can maintain the cost savirtgs it has recognized from operating efficiencles it has achieved and identify &
successfully implement additional sustainable-saving measure

« whether the Utility incurs substantial expensenipriove the safety and reliability of its electrimdanatural gas systerr

« whether the Utility achieves the CPUC’s energyaifficy targets and recognizes any incentives tgaUtility may earn in a timely
manner;

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

« the impact of changing wholesale electric or gasketaules, including the impact of future FERC-engld changes that will be
incorporated into the new day-ahead, hour-aheallreal-time wholesale electricity markets estalglisby the California Independent
System Operato’ CAISQ") to restructure the California wholesale electricitgarket;

« how the CPUC administers the conditions imposeB@G&E Corporation when it became the Ut’'s holding company

« the extent to which PG&E Corporation or the Utilitgurs costs and liabilities in connection wittigiation that are not recoverable
through rates, from insurance, or from other tpiadties;
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« the ability of PG&E Corporation, the Utility, andunterparties to access capital markets and othecess of credit in a timely mann
on acceptable term

» the impact of environmental laws and regulationd twe costs of compliance and remediat
« the effect of municipalization, direct access, camity choice aggregation, or other forms of bypassl
« the outcome of federal or state tax audits andntipact of changes in federal or state tax lawscigd, or regulations
For more information about the significant riskattbould affect the outcome of these forward-logkstatements and PG&E
Corporation’s and the Utility’s future financialmdition and results of operations, see the disoundsi the section entitled “Risk Factors” in the

2008 Annual Report and the discussion below underIR Other Information, Iltem 1A. Risk FactorBG&E Corporation and the Utility do r
undertake an obligation to update forward-lookitayesments, whether in response to new informafidare events, or otherwise.
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RESULTS OF OPERATIONS

The table below details certain items from the agganying Condensed Consolidated Statements of ladorthe three and six

months ended June 30, 2009 and 2008:

(in millions)

Utility

Electric operating revenuu

Natural gas operating revent
Total operating revenu:

Cost of electricity

Cost of natural ga

Operating and maintenan

Depreciation, amortization, and decommissioning
Total operating expenses

Operating Incomu

Interest incomt

Interest expens

Other income, ne

Income Before Income Tax

Income tax provisiol

Net Income

Preferred stock dividend requirement

Income Available for Common Sto

PG&E Corporation, Eliminations, and Other @
Operating revenue

Operating expenst

Operating Los:

Interest incomt

Interest expens

Other income (expense), net

Loss Before Income Taxt

Income tax provision (benefi

Net Income (Loss

Consolidated Total

Operating revenue

Operating expenses

Operating Incomu

Interest incom

Interest expens

Other income, ne

Income Before Income Taxi

Income tax provision

Net Income

Preferred stock dividend requirement of subsidiary
Income Available for Common Sharehold

Three Months Ended

Six Months Ended

June 30, June 30,
2009 2008 2009 2008

255 $ 264 % 498( $ 5,15¢
64C 935 1,64¢ 2,152
3,19¢ 3,57¢ 6,62°¢ 7,311
88¢ 1,097 1,76¢ 2,12¢
18¢€ 487 74E 1,262
1,037 991 2,09¢ 2,027
42¢ 41€ 84¢ 82C
2,531 2,99:¢ 5,45k 6,23
657 58t 1,17(¢ 1,07¢
17 33 26 57
(16€) (27§ (339 (35§)
15 7 36 26
52¢ 447 89¢ 80¢<
132 134 262 254
391 31¢c 63C 54¢
4 4 7 7
387 $ 30€ $ 62 $ 547
- $ - $ - $ -
1 1 1 1
(1) (1) 1) (%)
(12) (7) (20) (14)
7 (2) 4 (16)
(6) (10) (17) (29)
() 6 (23 4
1 $ (16) $ 6 $ (25)
3,19/ $ 357¢ $ 6,628 $ 7,311
2,53¢ 2,99¢ 5,45¢ 6,234
65€ 584 1,16¢ 1,077
17 33 26 59
(27¢) (185) (359 (372
22 5 40 10
517 437 87¢ 774
12E 14C 24C 25C
392 297 63€ 524
4 4 7 7
38 $ 29z $ 62¢ $ 517

(1) PG&E Corporation eliminates all intercompany tramigems in consolidatior




Utility

The following presents the Utility’s operating résuor the three and six months ended June 309 20d 2008.
Electric Operating Revenue

The Utility provides electricity to residential,dastrial, agricultural, and small and large comnaustomers through its own
generation facilities and through power purchaseeagents with third parties. In addition, the itititelies on electricity provided under long-
term contracts entered into by the California Dapant of Water Resources (“DWR”) to meet a matgr@tion of the Utility’s customers’
demand (“load”). The Utility’s electric operatimgvenues consist of amounts charged to customeeddatricity generation and procurement

and for electric transmission and distribution &8, as well as amounts charged to customersowee the cost of public purpose programs,
energy efficiency programs, and demand side managem

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

Three Months Ended Six Months Ended

June 30, June 30,
(in millions) 2009 2008 2009 2008
Electric revenue $ 3,012 $ 2,946 $ 583t ¢ 5,78¢
DWR pass-through revenués (458) (303) (853) (630)
Total electric operating revenues $ 2550 ¢ 264t $ 498( $  5,15¢

(M These are revenues collected on behalf of the D@YRIéctricity allocated to the Utili's customers und:
contracts between the DWR and power suppliers aamdot included in the Utility’s Condensed Cordatéed
Statements of Incom

The Utility’s total electric operating revenues dixsed by $91 million, or 3%, in the three monthdesl June 30, 2009 and $179
million, or 3%, in the six months ended June 3@Y&ompared to the same period in 2008, mainlytdlee following factors:

o  Electricity procurement costs passed through ttooners decreased by $238 million in the three meatided June 30, 2009 and $
million in the six months ended June 30, 2009.e(“ Cost of Electricit” below.)

o Public purpose program costs passed through tormess decreased by $17 million in the three moetited June 30, 2009 and $46
million in the six months ended June 30, 2009, ugming of program spending. (S*Operating and Maintenar” below.)

o  Other miscellaneous decreases in electric operagvenues of $2 million in the three months endetwe 30, 2009 and $6 million in
the six months ended June 30, 2C

These decreases were partially offset by the fatigw

« Base revenues increased by $26 million in the threerths ended June 30, 2009 and $52 million irsthenonths ended June 30,
2009, as a result of attrition adjustments as aizéd in the 2007 GRC(

« Revenues associated with separately funded prgpaited in service, including the Gateway Genegafitation and the new steam
generators at Diablo Canyon, increased by $47anill the three months ended June 30, 2009 andn§iBdn in the six months end:
June 30, 200¢

«  Electric operating revenues increased by $35 mililothe three and six months ended June 30, 20091é recovery of costs relatec
hydroelectric generation facilities in 2000 and 20@See“Regulatory Mattel” below.)
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«  Electric transmission revenues increased by $3Bomiin the three months ended June 30, 2009 afdch@ion in the six month
ended June 30, 2009, primarily due to an increasatés as authorized in the current TO rate «

«  Electric operating revenues increased by $20 miliiothe three and six months ended June 30, 2089arecovery of collater.
payments to the CAISO in order to participate i tlew da-ahead market. (S¢Operating and Maintenar” below.)

The Utility’s electric operating revenues for tleemainder of 2009 and 2010 are expected to incresaeathorized by the CPUC in the
2007 GRC. The Utility’s electric operating reveader future years are also expected to increaseth®rized by the FERC in the TO rate
cases. (See “Regulatory Matters” below.)

In addition, the Utility expects to continue to leat revenue requirements related to CPUC-approapdal expenditures outside the
GRC, including capital expenditures for the newlitytiowned generation projects and the SmartM&teadvanced metering project. Reven
would also increase to the extent that the CPUCouas the Utility’s proposal for other capital profs. (See “Capital Expenditures” below.)

Revenue requirements associated with new or expgpulaic purpose, energy efficiency, and demangaese programs will also
result in increased electric operating revenuesaddition, future electric operating revenuesadfected by changes in the Utility’s electricity
procurement costs as discussed under “Cost ofrigliggt below. Finally, the Utility may recognizadditional incentive revenues to the extent
that it achieves the CPUC's energy efficiency goals

Cost of Electricity

The Utility’s cost of electricity includes purchagewer costs, the cost of fuel used in its genendtcilities, and the cost of fuel
supplied to other facilities under tolling agreeitsenThese costs are passed through to custormbesUtility’s cost of electricity also includes
realized gains and losses on price risk manageautivities. (See Notes 7 and 8 of the Notes tabedensed Consolidated Financial
Statements.) The Utility’s cost of electricity &xdes non-fuel costs associated with the Utiditgivn generation facilities, which are include
Operating and maintenance expense in the Cond€@wmezblidated Statements of Income. The cost atriddy provided under power
purchase agreements between the DWR and variousrgawpliers is also excluded from the Utility’sstof electricity.

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

Three Months Ended Six Months Ended

June 30, June 30,

(in millions) 2009 2008 2009 2008
Cost of purchased pow $ 85z $ 1,14C $ 1,721 $  2,17¢
Proceeds from surplus sales allocated to the Y a7 (90 (48) (13%)
Fuel used in own generation 48 47 93 81

Total cost of electricity $ 88z $ 1,097 $ 1,76¢ $  2,12¢
Average cost of purchased power per kiWh $ 0.08¢ $ 0.08¢ $ 0.081 $ 0.08¢
Total purchased power (in millions of kW 10,173 12,86: 21,16¢ 24,65:

@ Kilowatt-hour

The Utility’s total cost of electricity decreaseyl $214 million, or 20%, in the three months endexel30, 2009 and by $358 million,
or 17%, in the six months ended June 30, 2009, eoaato the same periods in 2008. This was priyndue to a decrease in the average cost
of purchased power of 6% for the three months eddee 30, 2009 and 8% for the six months ended 30n2009, as well as a decrease in the
total volume of purchased power of 21% for the éhmeonths ended June 30, 2009 and 14% for the sitha@nded June 30, 2009. The
decrease in the average cost of purchased powepnmaarily driven by lower market prices for elécity and gas. The decrease in the volt
of purchased power was due to a reduction in im@lisind residential demand as the economic dowrtantinued and milder weather, as
compared to the same period in 2008. These dexsewere partially offset by a reduction in prosefedm surplus sales of 81% in the three
months ended June 30, 2009 and 64% in the six mamttied June 30, 2009, primarily due to decreasgzot and day-ahead market prices for
electricity and gas.

Various factors will affect the Utility’s future sbof electricity including the market prices fdearicity and natural gas, the level of
hydroelectric and nuclear power that the Utilitpguces, the cost of procuring more renewable enetg@nges in customer demand, and the
amount and timing of power purchases needed tacegower previously supplied under the DWR cotdras those contracts expire or are
terminated, novated, or renegotiated. In additibe,output from the Utility’s hydroelectric gengoa facilities is dependent on levels of
precipitation and could impact the volume of pusgtpower.

The Utility’s future cost of electricity also ma laffected by federal or state legislation or riked may be adopted to regulate the
emissions of greenhouse gases from the Utilityésteicity generating facilities or the generatiagifities from which the Utility procures
electricity. In particular, costs are likely tachease in the future when California’s statewideeghouse gas emissions reduction law is
implemented.
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Natural Gas Operating Revenug

The Utility sells natural gas and natural gas tpantation services. The Utility’s transportati@ngces are provided by a transmission
system and a distribution system. The transmissystem transports gas throughout its servicetdeyrfor delivery to the Utility’s distribution
system, which, in turn, delivers natural gas to-ase customers. The transmission system alsoetgliatural gas to large end-use customers
who are connected directly to the transmissionesgstin addition, the Utility delivers natural gasoff-system markets, primarily in southern
California.

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

Three Months Ended Six Months Ended

June 30, June 30,
(in millions) 2009 2008 2009 2008
Bundled natural gas revent $ 55 $ 84¢ $ 147¢ $ 1,99(
Transportation service-only revenues 85 84 167 162
Total natural gas operating revenue: $ 64C $ 93: $ 164 $ 2,157
Average bundled revenue per MBfof natural gas sold  $ 10.67 $ 15.7: $ 9.66 $ 11.92
Total bundled natural gas sales (in millions of 52 54 152 167

(1) One thousand cubic fe

The Utility’s total natural gas operating revendesreased by $293 million, or 31%, in the three tm®ended June 30, 2009 and by
$507 million, or 24%, in the six months ended JBB£2009, compared to the same periods in 200@sd Hecreases were primarily due to a
decrease in the total cost of natural gas of $2@8min the three months ended June 30, 2009%&i¥ million in the six months ended June
30, 2009. (See “Cost of Natural Gas” below.) Aiddially, other natural gas operating revenuesaisad by $2 million in the three months
ended June 30, 2009 and $6 million in the six meetided June 30, 2009. These decreases werdlypaffizet by increased base revenue
requirements as a result of attrition adjustmestawthorized in the 2007 GRC and increased reveasiagthorized in the 2008 Gas Accord of
$8 million and $16 million in the three and six ntmmended June 30, 2009, respectively.

Future natural gas operating revenues will be &dteby changes in the cost of natural gas, thétyJslgas transportation rates, nati
gas throughput volume, and other factors. For 2868ugh 2010, the Gas Accord IV settlement agregmevides for an increase in the
revenue requirements and rates for the Utility’s tyansmission and storage services. In additienUtility’s natural gas operating revenues
for distribution are expected to increase through®as a result of revenue requirement increagbsrzed by the CPUC in the 2007
GRC. Finally, the Utility may recognize incentik@venues to the extent that it achieves the CPEfesgy efficiency goals.

Cost of Natural Gas

The Utility’s cost of natural gas includes the fhase costs of natural gas and transportation ooststerstate pipelines and intrastate
pipelines, but excludes the transportation costadm-core customers, which are included in Opegadind maintenance expense in the
Condensed Consolidated Statements of Income. Tilig/d cost of natural gas also includes realizgins and losses on price risk
management activities. (See Notes 7 and 8 of titedNlo the Condensed Consolidated Financial Stattsm)

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

Three Months Ended Six Months Ended

June 30, June 30,
(in millions) 2009 2008 2009 2008
Cost of natural gas so $ 14¢ 3 448 $ 664 $ 1,20z
Transportation cost of natural gas s 39 39 81 60
Total cost of natural gas $ 18¢ $ 487 $ 745 $ 1,26z
Average cost per Mcf of natural gas s $ 287 $ 8.3C $ 4342 $ 7.2C
Total natural gas sold (in millions of Mcf) 52 54 158 167
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The Utility’s total cost of natural gas decreasethie three and six months ended June 30, 2002%§ illion, or 61%, and by $517
million, or 41%, respectively, compared to the sgragods in 2008, primarily due to decreases imtlagket price of natural gas.

The Utility’s future cost of natural gas will be affected by tharket price of natural gas and changes in cuestdemand. In additiol
the Utility’s future cost of gas may be affectedfbgleral or state legislation or rules to reguthgeemissions of greenhouse gases from the
Utility’s natural gas transportation and distrilmutifacilities and from natural gas consumed byutikty’s customers.

Operating and Maintenance

Operating and maintenance expenses consist mditihg dJtility’s costs to operate and maintain itsatricity and natural gas
facilities, customer accounts and service expemaésic purpose program expenses, and administratid general expenses.

The Utility’s operating and maintenance expensegeised by $46 million, or 5%, in the three momthded June 30, 2009 compared
to the same period in 2008. Operating and maimemaxpenses increased due to a $10 million inerieasage and benefit-related costs,
increased labor and other costs of $18 millionteeldo accelerated natural gas leak surveys amndiassd remedial work, and a $2 million
increase in uncollectible customer accounts aswtref economic conditions and rising unemploymarthe Utility’s service
territory. Additionally, operating and maintenaregenses increased by $13 million due to increiasesvironmental compliance costs, and a
$20 million increase related to collateral paymeatthe CAISO (passed through to customers) inrd@participate in the new day-ahead
market. These increases were partially offsetdnrehses in public purpose program expenses ainfili@n, and a $4 million decrease in ot
miscellaneous operating and maintenance expenses.

The Utility’s operating and maintenance expenseseised by $69 million, or 3%, in the six monthdezhJune 30, 2009 compared to
the same period in 2008. Operating and maintenexygenses increased due to a $47 million increas@ge and benefit-related costs, a $20
million increase in uncollectible customer accowags result of economic conditions and rising yslegment in the Utility’s service territory,
severance costs of $10 million incurred in conmectiith the consolidation of some regional faeitj increased labor and other costs of $27
million related to accelerated natural gas leakeys and associated remedial work, and a $20 miifiorease related to collateral payments to
the CAISO (passed through to customers) in ordeatticipate in the new day-ahead market. Addéilyn operating and maintenance
expenses increased by $13 million due to increasesvironmental compliance costs, and $21 miltioe to other miscellaneous operating
maintenance expenses. These increases werelgartiaét by decreases in public purpose prograpeases of $51 million, and decreases in
labor costs of $38 million compared to those inedrin 2008 as a result of the January 2008 wirttenms

Operating and maintenance expenses are influencedde inflation; benefits; property taxes; theitigyand length of Diablo Cany
refueling outages; storms, wild fires, and othezrgs causing outages and damages in the Utiligridce territory; environmental remediation
costs; legal costs; material costs; and variousratministrative and general expenses. The yéliticipates that it will incur higher costs in
the future to operate and maintain its aging inftecsure and to improve operating and maintenamgegsses used in its natural gas
system. (See “Risk Factors” in the 2008 Annualdr®ep In particular, the Utility has begun worksasiated with system-wide natural gas leak
surveys and targets completing the accelerateibpart this survey work by the second quarter cf@0The Utility forecasts that it will spend
approximately $100 million in 2009 to perform trexelerated natural gas leak surveys and assoceteetlial work. The Utility also expects
that it will incur higher expenses in future pesdd obtain permits or comply with permitting reguments, including costs associated with
renewed FERC licenses for the Utility’s hydroelectieneration facilities. To help offset theser@ased costs, the Utility intends to continue
its efforts to identify and implement initiatives achieve operational efficiencies and to creatigrfusustainable cost savings.

Depreciation, Amortization, and Decommissionit

The Utility’s depreciation, amortization, and deguissioning expenses increased by $11 million, oy iB%he three months ended
June 30, 2009 and $28 million, or 3%, in the sixithe ended June 30, 2009, as compared to the ssnndpin 2008. Depreciation expense
increased by $30 million and $56 million in thegrand six months ended June 30, 2009, respectivEfye increases are primarily due to
capital additions and depreciation rate changesutiworized in the TO10 rate case. These increasespartially offset by decreases in
decommissioning expense and amortization expeitstedeo the energy recovery bonds (“ERBs”) of #iiflion in the three months ended
June 30, 2009 and $28 million in the six monthseehdline 30, 2009.

The Utility’s depreciation, amortization, and decommissionkpgrses for the remainder of 2009 and 2010 arecéagbéo increase
a result of an overall increase in capital expemdit and implementation of depreciation rates aiztho by the 2007 GRC
decision. Depreciation, amortization, and decorsioigng expenses in subsequent years will be d@tethbased on rates set in the 2011 (
and future TO rate cases.

Interest Income

In the three and six months ended June 30, 2089/titity’s interest income decreased by $16 millior 48%, and $31 million, or
54%, respectively, as compared to the same peino2i308 primarily due to lower interest rates edroa restricted cash held related to Che
11 disputed claims and a decrease in interest in@sgaociated with certain balancing accounts. K&¢e 10 of the Notes to the Condensed
Consolidated Financial Statements.) These deeegsee partially offset by an increase of $12 miillin the three and six months ended June
30, 2009 for the recovery of interest on coststeeldo the hydroelectric generation facilities 002 and 2001. (See “Regulatory Matters”
below.)

The Utility’s interest income in 2009 and futureipds will be primarily affected by changes in thedance held in escrow related to
disputed claims and changes in interest rate le
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Interest Expenst

In the three and six months ended June 30, 2088 thias a decrease in interest expense of $12mibr 7%, and $19 million, or
5%, respectively, as compared to the same peri@@08. Interest expense decreased primarily dtteetéollowing factors:

. Interest expense decreased by $14 million in theetmonths ended June 30, 2009, and $28 millidhersix months ended June 30,
2009, primarily due to lower FERC interest ratesraed on the liability for disputed clairr

. Interest expense decreased by $10 million in theetmonths ended June 30, 2009, and $17 millidhersix months ended June 30,
2009, primarily due to lower interest rates affegtvarious balancing accoun

. Interest expense decreased by $4 million in thestimonths ended June 30, 2009, and $10 milliohearsix months ended June 30,
2009, due to the reduction of the outstanding lzaaf ERBs

. Interest expense on pollution control bonds deeedéy $8 million in the six months ended June 30X due to the repurchase of
auction rate pollution control bonds in March anghif2008. The Utility partially refunded theseruts in September and October
2008. Additionally, interest expense decreasedtdlmwer interest rates on outstanding variable pmllution control bonds

. Interest expense decreased by $10 million in theetmonths ended June 30, 2009, and $11 millidharsix months ended June .
2009, primarily due to decreases in other intezgpense

These decreases were partially offset by additioriatest expense of $26 million in the three merghded June 30, 2009, and $55
million in the six months ended June 30, 2009, priiy related to $2.4 billion in senior notes twadre issued in 2008 and March 2009.

The Utility’s interest expense in 2009 and futuegipds will be impacted by changes in interests;aas well as by changes in the
amount of debt outstanding as long-term debt matanel additional long-term debt is issued. (Sequidity and Financial Resourceb&low.)

Income Tax Expenst

The Utility’s income tax expense decreased by #anj or 1%, for the three months ended June 8092and increased by $9
million, or 4%, for the six months ended June 3M2, as compared to the same period in 2008. ffeetige tax rates for the three months
ended June 30, 2009 and 2008 were 25.3% and 3€e8pegctively. The effective tax rates for themaipnths ended June 30, 2009 and 2008
were 29.6% and 31.6%, respectively. The lowerctiffe tax rate in 2009 was due primarily to a fale Internal Revenue Service (“IRS”)
audit settlement included in the three and six me®rhded June 30, 2009, in excess of a favoraleséiklement received in the comparable
periods in 2008. (See Note 11 of the Notes tdtedensed Consolidated Financial Statements faacaission of “Tax Matters.”)

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

PG&E Corporation’s revenues consist mainly of bgk to its affiliates for services rendered, aliwiich are eliminated in
consolidation. PG&E Corporation’s operating exmensonsist mainly of employee compensation and paysrto third parties for goods and
services. Generally, PG&E Corporation’s operatrgenses are allocated to affiliates. These dllmtaare made without mark-up and are
eliminated in consolidation. PG&E Corporatisrinterest expense relates to its 9.50% Convebleordinated Notes and 5.75% Senior N
and is not allocated to affiliates.

There were no material changes to PG&E Corporatioperating income in the three and six monthseddee 30, 2009, as
compared to the same period in 2008.

LIQUIDITY AND FINANCIAL RESOURCES
Overview

The Utility’s ability to fund operations depends thie levels of its operating cash flow and acceské capital markets. The levels of
the Utility’s operating cash and short-term debtfuate as a result of seasonal demand for elggtaied natural gas, volatility in energy
commodity costs, collateral requirements relateprice risk management activity, the timing and antof tax payments or refunds, and the
timing and effect of regulatory decisions and ficiags, among other factors. The Utility generallyizes long-term senior unsecured debt
issuances and equity contributions from PG&E Caapon to fund debt maturities and capital expenmdiwand to maintain its CPUC-
authorized capital structure. The Ultility religs short-term debt, including commercial paperuiodf temporary financing needs. On May 7,
2009, the CPUC increased the Utility’s short-temnrbwing authority by $1.5 billion, for an aggregatuthority of $4.0 billion, including $500
million that is restricted to certain contingencies

PG&E Corporation’s ability to fund operations arapital expenditures, make scheduled principal atetést payments, refinance
debt, fund Utility equity contributions as neededthe Utility to maintain its CPUC-authorized dapistructure, and make dividend payments
primarily depends on the level of cash distribusioaceived from the Utility and PG&E Corporatioascess to the capital markets.

Credit Facilities



At December 31, 2008, PG&E Corporation had a $20@omrevolving credit facility and the Utility hcha $2.0 billion revolving
credit facility. Commitments from Lehman Broth&ank, FSB (“Lehman Bank”) represented $13 million7%, and $60 million, or 3%, of
the total borrowing capacity under PG&E Corporasand the Utility’s revolving credit facilitiesespectively. On April 27, 2009, PG&E
Corporation and the Utility amended their revolviorgdit facilities and removed Lehman Bank as dden As a result, PG&E Corporation
now has a $187 million revolving credit facilityndithe Utility has a $1.94 billion revolving credicility. The Utility’s revolving credit
facility also provides liquidity support for comneéal paper issued under the Utility’s $1.75 billioommercial paper program.
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The following table summarizes PG&E Corporatiomisl ghe Utility’s outstanding commercial paper aneldit facilities at June 30,

2009:
(in millions) At June 30, 200¢
Letters of Commercial
Authorized Termination Facility Credit Cash Paper
Borrower Facility Date Limit QOutstanding  Borrowings Backup Availability
Revolving credi
PG&E Corporatior facility February 201:  $ 1870 $ - % - % - % 187
Revolving credit
Utility facility February 201: 1,94(@ 302 - 24: 1,39/
Total credit facilities $ 2127 $ 30 $ - $ 24 $ 1,581

M Includes an $87 million sublimit for letters of ditand $100 million sublimit for “swinglinelbans, defined as loans that are made ava
on a sam-day basis and are repayable in full within 30 d
@ Includes a $921 million sublimit for letters of ditand $200 million sublimit for swingline loar

PG&E Corporation’s and the Utilitg'revolving credit facilities include usual and trusary covenants for credit facilities of their &
including covenants limiting liens to those peredtunder the senior notes’ indenture, mergerss sdleall or substantially all of the Utility’s
assets, and other fundamental changes. In additath PG&E Corporation and the Utility are reqdite maintain a ratio of total consolidated
debt to total consolidated capitalization of at trés%, and PG&E Corporation must own, directlyratirectly, at least 80% of the common
stock and at least 70% of the voting securitiethefUtility. At June 30, 2009, PG&E Corporatiordahe Utility were in compliance with all
covenants.

2009 Financings

In March 2009, PG&E Corporation and the Utilityussl $350 million and $550 million, respectively,sefior unsecured
notes. Proceeds from the senior notes offerings weed to finance capital expenditures and gemaring capital and to repay outstanding
commercial paper, which the Utility had issued &y pff $600 million of senior unsecured notes thatured on March 1, 2009. On June 11,
2009, the Utility issued $500 million of floatingte senior unsecured notes due June 10, 2010nekhm@oceeds were used to pay down
outstanding commercial paper that was issued tsfgamargin calls and collateral requirements edaio the Utility’s electric procurement
commodity hedging activities.

In addition, PG&E Corporation issued 7,202,448 shanf common stock upon exercise of employee stptikns and under its 401
(k) plan and Dividend Reinvestment and Stock Pwetlan (‘“DRSPP”)generating $182 million of cash through June 3@920Also in 200¢
PG&E Corporation contributed $653 million of castthe Utility to ensure that the Utility had adetpieapital to fund its capital expenditures
and to maintain the 52% common equity ratio autteatiby the CPUC.

Future Financing Needs

The amount and timing of the Utility’s future fineing needs will depend on various factors, inclgdime conditions in the capital
markets and the Utility’s ability to access theitalpnarkets, the timing and amount of forecastapgital expenditures, and the amount of cash
internally generated through normal business ofmerstamong other factors. The Utility’s futuradncing needs will also depend on the
timing of the resolution of the Chapter 11 disputéadms and the amount of interest on these cléiatsthe Utility will be required to pay. (S
Note 10 of the Notes to the Condensed Consolidaiteghcial Statements

Assuming that PG&E Corporation and the Utility catess the capital markets on reasonable termsERG8poration and the
Utility believe that the Utility’s cash flow frompeerations, existing sources of liquidity, and fetfinancings will provide adequate resources to
fund operating activities, meet anticipated obligas, and finance future capital expenditures.

Dividends

During the six months ended June 30, 2009, thétyJghid common stock dividends totaling $312 moiflito PG&E Corporation.

During the six months ended June 30, 2009, PG&Bp@ation paid common stock dividends totaling $&8Bion, net of $11 million
that was reinvested in additional shares of comstook by participants in DRSPP. On June 17, 20@9Board of Directors of PG&E
Corporation declared a dividend of $0.42 per shataling $155 million, which was paid on July P®09 to shareholders of record on June
20009.

During the six months ended June 30, 2009, thétyJghid cash dividends totaling $7 million to hetd of its outstanding series of
preferred stock. On June 17, 2009, the Board oédfirs of the Utility declared a cash dividendliog $3 million on its outstanding series of
preferred stock, payable on August 15, 2009 toedt@ders of record on July 31, 2009.
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Utility
Operating Activities

The Utility’s cash flows from operating activitipsimarily consist of receipts from customers leagrpents of operating expenses,
other than expenses such as depreciation thattdeaqaire the use of cash.

The Utility’s cash flows from operating activitiésr the six months ended June 30, 2009 and 2008 asfollows:

Six Months Ended

June 30,
(in millions) 2009 2008
Net income $ 63C $ 54¢
Adjustments to reconcile net income to net cashkigeal by operating activitie:
Depreciation, amortization, and decommissior 932 902
Allowance for equity funds used during construct 47 (32
Deferred income taxes and tax credits, 36¢ 31€
Other changes in noncurrent assets and liabi (34) 48C
Effect of changes in operating assets and liadsli
Accounts receivabl 19¢ (66)
Inventories 118 (57)
Accounts payabl (140 123
Income taxes receivable/payal 64 57
Regulatory balancing accounts, (22¢) (351)
Other current asse 10 42¢
Other current liabilitie: (220 (73)
Other 3 (3
Net cash provided by operating activities $ 1,65C $ 2,274

In the six months ended June 30, 2009, net cashdamw by operating activities decreased $624 miliompared to the same periot
2008. This decrease was primarily due to an iseréanet collateral paid of $944 million. Ther@ase in net collateral paid, which is
primarily related to price risk management actastiwas a result of changes in the Utility’s expesa counterparties’ credit risk, generally
reflecting declining natural gas prices. Collat@ayables and receivables are included in Othangés in noncurrent assets and liabilities,
Other current assets, and Other current liabilitiethe table above. This cash outflow was paytiaffset by net tax refunds of $70 million
related to the Utility’s portion of the settlemeaftthe IRS audits of PG&E Corporation’s consolidbtex returns for tax years 2001 through

2004. The remaining offset to the net collateedtironsisted of miscellaneous other changes iratipg assets and liabilities due to timing
differences and seasonality.

Future operating cash flows will be impacted byttheng of cash collateral payments and receigested to price risk management
activity, among other factors. The Utility’s castllateral activity will fluctuate based on changrshe Utility’s net credit exposure, which is

primarily dependent on electricity and gas priceveroent. The Utility’s operating cash flows alsdlWwe impacted by electricity procurement
costs and the timing of rate adjustments authoriaedcover these costs.

On June 8, 2009, the IRS executed a closing agmteimeesolve refund claims related to the 1998 E9@P tax years after the U.S.
Congress’ Joint Committee on Taxation indicated ith@ok no exception to the settlement. The melfof tax and interest from the IRS as a
result of the settlement is approximately $310iomill In July 2009, PG&E Corporation and the Ufilieceived the majority of this refund frc
the IRS. The remaining amount is expected intive fjuarter of 2009. (See Note 11 of the NotethéoCondensed Consolidated Financial
Statements for a discussion of “Tax Matters.”) Aiddally, the extension by the American Recovemg &einvestment Act of 2009 of “bonus
depreciation” for an additional year is expectetiawe a positive impact on operating cash flowad@9 and 2010.

In addition, the Utility’s future operating caslots may also be impacted by the amount and timirfigrwling obligations associated
with nuclear decommissioning and employee benefitsa result of lower assumed rates of returndealining investment returns on
investments set aside to satisfy the obligatidmes tility’s obligations to fund decommissioning of its nuclgeneration facilities and to seci
payment of employee benefits under pension and ptbstretirement benefit plans may increase. Tty believes that it is probable that
any increase in these obligations would be recdlerthrough rates. (See “Regulatory Matters” bejow
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Investing Activities

The Utility’s investing activities consist of consttion of new and replacement facilities necessageliver safe and reliable
electricity and natural gas services to its custsm€ash used in investing activities depends gmilpnupon the amount and type of
construction activities, which can be influencedty need to make electricity and natural gasbiilia improvements as well as by storms i
other factors.

The Utility’s cash flows from investing activitiésr the six months ended June 30, 2009 and 2008 asfollows:

Six Months Ended

June 30,

(in millions) 2009 2008

Capital expenditure $ (207) $ @1,71)
Proceeds from sale of ass 5 12
Decrease (increase) in restricted ¢ 15 @)
Proceeds from nuclear decommissioning trust ¢ 954 63€
Purchases of nuclear decommissioning trust inva#s, (98E) (66E)
Net cash used in investing activitie $ (2,089 $ (1,739

Net cash used in investing activities increase@3H2 million in the six months ended June 30, 20@8@pared to the same period in
2008. This increase was primarily due to an inseeaf $365 million in capital expenditures for aiBhg the SmartMeter™ advanced metering
infrastructure, generation facility spending, reptg and expanding gas and electric distributicstesys, and improving the electric
transmission infrastructure. (See “Capital Expamds” below.)

Future cash flows used in investing activitieslargely dependent on expected capital expenditui@se “Capital Expenditures”
below and in the 2008 Annual Report.)

Financing Activities
The Utility’s cash flows from financing activitider the six months ended June 30, 2009 and 2008 asfollows:

Six Months Ended

June 30,

(in millions) 2009 2008
Net repayments under revolving credit faci $ - 3 (25C)
Net repayments of commercial paper, net of discofii8 million in 2009 and $

million in 2008 47 (119
Proceeds from issuance of sl-term debt, net of issuance costs of $1 millionGO2 49¢ -
Proceeds from issuance of l-term debt, net of premium, discount, and issuansts

of $12 million in 2009 and $2 million in 20( 53¢ 59¢
Long-term debt matured or repurchas (600C) (454)
Energy recovery bonds matur 174 (165)
Preferred stock dividends pe @) @)
Common stock dividends pa (312 (284)
Equity contributior 658 50
Other (6) 16
Net cash provided by (used in) financing activitie $ 544 $ (610

In the six months ended June 30, 2009, net cashdaa by financing activities increased by $1,154iom compared to the same
period in 2008. Cash provided by or used in fimagactivities is driven by the Utility’s financingeeds, which depend on the level of cash
provided by or used in operating activities andléwel of cash provided by or used in investingwities. The Utility generally utilizes long-
term senior unsecured debt issuances and equititnaions from PG&E Corporation to fund debt méties and capital expenditures and to
maintain its CPUC-authorized capital structure egigés on short-term debt to fund temporary finagaieeds.

PG&E Corporation

With the exception of dividend payments, interestnmon stock issuance, the senior notes issuar@56f million in March 2009,
tax refunds of $131 million, and transactions betwBG&E Corporation and the Utility, PG&E Corpooatihad no material cash flows on a
stand-alone basis for the six months ended Jun208® and 2008.

CONTRACTUAL COMMITMENTS

PG&E Corporation and the Utility enter into conttaal commitments in connection with business atitigi These future obligations
primarily relate to financing arrangements (suctoag-term debt, preferred stock, and certain foofnegulatory financing), purchases of
transportation capacity, natural gas and elegiricitsupport customer demand, and the purchasgeb&hd transportation to support the
Utility’s generation activities. In addition to those catmmants disclosed in the 2008 Annual Report andétarising from normal busine



activities, PG&E Corporation’s and the Utility’'smonitments at June 30, 2009 include $350 millio’.G5% Senior Notes issued by
PG&E Corporation due April 1, 2014, $550 million@&25% Senior Notes issued by the Utility due MatcR039, and $500 million of Floati
Rate Senior Notes issued by the Utility due June20@0. (See the 2008 Annual Report and Notes ¥0,5and 11 of the Notes to the
Condensed Consolidated Financial Statements.)
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CAPITAL EXPENDITURES

Depending on conditions in the capital markets Ukiity forecasts that it will make various capitavestments in its electric and gas
transmission and distribution infrastructure to mtain and improve system reliability, safety, andtomer service; to extend the life of or
replace existing infrastructure; and to add newastfucture to meet already authorized growth. tNbghe Utility’s revenue requirements to
recover forecasted capital expenditures are autibin the GRC and TO rate cases. The Utility plarfile a GRC application with the CPL
by December 1, 2009 to request an increase in améabrevenue requirements to recover capital edipemres forecast to be made in 2011
through 2013. (See “Regulatory Matters” belown)atidition, from time to time, the Utility requeststhorization to collect additional revenue
requirements to recover capital expenditures rélaiespecific projects such as new power plants,ogalectric transmission projects, and the
SmartMeter™ advanced metering infrastructure.

Proposed Electric Distribution Reliability Program (Cornerstone Improvement Program)

On February 23, 2009, a ruling was issued thabéskees a schedule for the CPUC’s consideratiameUtility’s request for approval
of a proposed six-year electric distribution rellidjoimprovement program. Hearings have bedresaled to begin in August 2009, and a
final decision is scheduled to be issued in Jan@@@®. On March 17, 2009, the Utility filed ieed forecasts of proposed capital
expenditures totaling $2.0 billion, a decrease ftbeoriginal forecast of $2.3 billion, and propdsperating and maintenance expenses
totaling $59 million, a slight increase from thégamal forecast of $43 million, over the six-yearipd of 2010 through 2016.

SmartMeter™ Program

Since late 2006, the Utility has been installingadwanced metering infrastructure, known as therBfeder™ program, for virtually
all of the Utility’s electric and gas customershiginfrastructure results in substantial costsgsiassociated with billing customers for energy
usage, and enables the Utility to measure usagkedfiricity on a time-of-use basis and to chargeetdifferentiated rates. The main goal of
time-differentiated rates is to encourage custornteersduce energy consumption during peak demariddseand to reduce procurement
costs. Advanced meters can record usage in titeevals and be read remotely. The Utility expéatsomplete the majority of the installation
throughout its service territory by the end of 2011

The CPUC authorized the Utility to recover the #1lbfllion estimated SmartMeter™ project cost, imlthg an estimated capital cost
of $1.4 billion. The $1.74 billion amount includg$.68 billion for project costs and $54.8 millifor costs to market critical peak pricing
programs primarily for residential customers, StRaté, that are made possible by SmartMeter™ teolggolin addition, the Utility can
recover in rates 90% of up to $100 million in cdbist exceed $1.68 billion without a reasonablenegigw by the CPUC. The remaining 10%
will not be recoverable in rates. If additionaktexceed the $100 million threshold, the Utifitsy request recovery of the additional costs,
subject to a reasonableness review. Through Jun20®9, the Utility has spent an aggregate of Bbillion, including capital costs of $854
million, to install the SmartMetéM system.

On March 12, 2009, the CPUC authorized the Uttlityipgrade elements of its SmartMeter™ advancednnetinfrastructure
project. The CPUC authorized additional funding466.8 million, including $402 million of capitabsts, to be recovered through an
increased revenue requirement. The Utility intetodsistall upgraded electric meters with assodialevices that would offer an expanded
range of service features for electric customeaswould support energy conservation and demambrse options, such as the ability to
present near-real-time energy consumption datastomers so that they could use energy more wisglysponse to near-real-time energy
data. These upgraded meters would also increasatamal efficiencies for the Utility through, angother things, the ability to remotely
connect and disconnect service to electric custemier addition, the upgraded electric meters asgghed to facilitate the Utility’s ability to
incorporate future advanced metering technologgvations in a timely and cost-effective manner.

The Utility’s ability to recognize the expected léits of its SmartMetefM advanced metering infrastructure remains subjeat to
number of risks, including whether the Utility imsuadditional advanced metering project coststtieCPUC does not find reasonable or that
are not recoverable in rates, whether the progeichplemented on schedule, whether the Utility saccessfully integrate the new advanced
metering system with its billing and other computdormation systems, and whether the new technopegforms as intended.

Diablo Canyon Steam Generator Replacement Project

In November 2005, the CPUC authorized the Utilityeplace the steam generators at the two nucfeaating units at Diablo Cany
(Units 1 and 2) and recover costs of up to $70@ionifrom customers without further reasonablermresgew. The Utility installed four of the
new steam generators in Unit 2 during 2008 and ¢eteq installation of the remaining new generafordJnit 1 on March 7, 2009. As of Ju
30, 2009, the Utility has incurred costs of $68%iom. If costs exceed the authorized threshdid, EPUC authorized the Utility to recover
costs of up to $815 million, subject to reasonadsreview of the full amount.

Proposed New Generation Facilities
Proposed Renewable Energy Developm

In its February 24, 2009 application, the Utilitgdrequested that the CPUC approve the Utilityoppsed development and
construction of up to 250 megawatt of Utility-owngeherating facilities using solar photovoltaichieslogy, to be deployed over a period of

five years, to help the Utility meet its obligatiander California law to increase the amount ofteieity provided to customers from renewa
generation resources. On July 1, 2009, the CPB@&@a scoping memo stating that a final decis@xpected in early 2010.
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OFF-BALANCE SHEET ARRANGEMENTS

PG&E Corporation and the Utility do not have anftlmdlance sheet arrangements that have had, oeasenably likely to have, a
current or future material effect on their finad@andition, changes in financial condition, reveawr expenses, results of operations, liqui
capital expenditures, or capital resources.

CONTINGENCIES

PG&E Corporation and the Utility have significamintingencies, including Chapter 11 disputed claiias matters, and environmer
matters, which are discussed in Notes 10 and iiedNotes to the Condensed Consolidated Finanta&i@ents.

REGULATORY MATTERS

This section of MD&A discusses developments thaehaccurred in significant pending regulatory pextiags discussed in the 2008
Annual Report and significant new pending regulafmoceedings that were initiated since the 2008ush Report was filed with the
SEC. The outcome of these proceedings could haigndicant effect on PG&E Corporation’s and th&lity’s results of operations and
financial condition.

2011 General Rate Case Application

Unlike the current GRC, which set revenue requireihéor a fouryear period (2007 through 2010), it is expected tha next GRI
will set revenue requirements for the Utility’s eléc and natural gas distribution operations aledtec generation operations for a thiges
period (2011 through 2013). On July 20, 2009,Ukiéty submitted a draft of its 2011 GRC applicatito the Division of Ratepayer Advoce
(“DRA™) of the CPUC, along with a notice indicatintpe Utility’s intent to file the formal application with the G€ by December
2009. The Utilitys broad goals in this GRC are to fund continuecstments in safe and reliable service, meet thaami needs of tt
communities served by the Ultility, and work towardyreener, smarter energy future consistent witestnd national goals for longrr
environmental sustainability.

The critical driver of the Utility’s request in $1iGRC will be the need to invest in energy infrastiire to meet customersxpectation
for service quality. Over the three years covdrgthis rate case (2011-2013), the Utility estimatevill need to spend an average of about
$2.7 billion in capital expenditures annually oegh infrastructure improvements, especially repheece of gas and electric systems that are
reaching the end of their useful lives. The Utiidso needs adequate funds to continue to safelyate, maintain and upgrade generation
plants to serve growing demand.

In the 2011 GRC, the CPUC will determine the amairstuthorized base revenues that the Utility mallect from its customers to
recover its basic business and operational costga®and electric distribution and electric getiensoperations for the period from 2011
through 2013. These revenue requirements arendieteal based on a forecast of costs for 2011. Taf application indicates that the Utility
plans to request a revenue increase for 2011 669billion, or 6.5%, above the 2010 total revefarecast.

The Utility plans to request that the CPUC adat filexible cost recovery mechanisms by establghialancing accounts for seve
categories of costs that are subject to a highedegf volatility based on economic conditions atiteouncontrollable factors, including costs
incurred to establish new customer connectionsplieatible accounts, and employee healthcare costs.

The Utility also has indicated that it will seekadiemaking mechanism for 2012 and 2013 designéettitease the Utility's authorized
revenues in years between GRCs to reflect increagase base due to capital investments in infuastire, and increases in wages and
expenses. The proposed mechanism also would esgienue requirements to be adjusted to refleigds in franchise, payroll, income, or
property tax rates, as well as new taxes or fepeémd by governmental agencies. The Utility edeés¢hat this mechanism would result in a
revenue requirement increase of $244 million in28ad an additional increase of $326 million in 20T he Utility would advise the CPUC
the actual amount of these proposed increasestwb@c2011 and October 2012 for years 2012 and,2@%Bectively.

After the DRA reviews and accepts the draft GRCliappon, the Utility must wait 60 days to file tfiermal GRC application. After
hearings are held, a proposed decision would lbedssA final CPUC decision is expected by the eh2010.

PG&E Corporation and the Utility are unable to pce@hat amount of revenue requirements the CPUCawthorize for the period
from 2011 through 2013, when a final decision i firoceeding will be received, or how the finatiden will impact their financial conditio
or results of operations.

Electric Transmission Owner Rate Cases

On June 18, 2009, the FERC approved a settlemansdis the Utility’s annual retail transmissioséaevenue requirement at $776
million effective March 1, 2009. (For purposesdetermining wholesale transmission rates, thisineteenue requirement is adjusted to $7!
million.) As part of the settlement, the Utilityillirefund any over-collected amounts to customesify interest, through an adjustment to rates
in 2011.

On July 30, 2009, the Utility filed an applicatiaith the FERC requesting an annual retail transianseevenue requirement of $946
million, effective October 1, 2009. (For purposésietermining wholesale transmission rates, thiigikrevenue requirement request has been
adjusted to $932 million.) In accordance with gasictice, the Utility expects that the FERC wilspend the requested increase fo



additional five months which would result in a Mart, 2010 effective date. The proposed rates septean increase of $170 million
over current authorized revenue requirements.

PG&E Corporation and the Utility are unable to peethe outcome of this proceeding.
Energy Efficiency Programs and Incentive Ratemaking

The CPUC previously established an incentive rakémgamechanism applicable to the California investarned utilities’
implementation of their energy efficiency prograimsded for the 2006-2008 and 202011 program cycles. On December 18, 2008, bas
their first interim claims, the CPUC awarded inteincentive earnings to the utilities for their 882007 program performance. In the fourth
quarter of 2008, the Utility recognized a CPUC aivair$41.5 million for the Utility’s energy efficrey program performance in 2006-

2007. Under the existing incentive ratemaking na@idm, the maximum amount of revenue that thetytould earn and the maximum
amount that the Utility could be required to reimgmicustomers over the 2006—2008 program cycl&de #illion.
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On January 29, 2009, the CPUC established a n@making proceeding to modify the existing incenti@emaking mechanism for
programs beginning in 2009 and future years, tgpadmew framework to review the utilities’ 200&gram performance, and to conduct a
final review of the utilities’ performance over tB806-2008 program period. On May 21, 2009, thétyJtSan Diego Gas & Electric
Company, Southern California Gas Company, and #iteifdl Resources Defense Council, jointly requesitatithe CPUC approve a proposed
settlement to resolve the utilities’ interim claifios 2008 program performance and their final 2Q068 true-up incentive claims. On July 10,
2009, the Utility submitted calculations, basedlos methodology included in the proposed settlemedicating that that the Utility would be
entitled to earn the remaining amount of the maxmincentives that could be earned for the 2006-2388d. Based on the holdback amount
proposed in the settlement, the Utility would béterd to receive $76.6 million in incentive earginand an additional $61.9 million would be
held back and subject to verification in the fig806-2008 true-up process to be completed in 2010.

The assigned administrative law judge has ruletittieae will be no hearings on the settlement psapoNevertheless, in accordance
with the current incentive claim process, the juddgépermit the CPUC’s Energy Division to issue #econd verification report analyzing the
utilities’ 2008 energy efficiency program perforncan The draft verification report is expected éoissued shortly and the parties will then be
allowed to provide comments on the draft. It isenmain what effect, if any, the issuance of thefieation report will have on the likelihood «
the proposed settlement becoming effective. ThdCR expected to issue a final decision to restiee2006-2008 incentive claims before
the end of 2009. Whether the proposed settlemébevapproved and the amounts of any interim tamal claims that may be awarded to the
Utility are uncertain at this time.

On July 2, 2009, the Utility filed a supplemenit®amended application for authorization of it92@2011 energy efficiency prograr
to incorporate certain policies adopted by the CRtu& May 21, 2009 policy decision. As part of thity’s supplement, it requested that the
CPUC modify the 2009-2011 energy efficiency saviggals to reflect a variety of factors includingcent studies assessing the energy saving
“potential” that exists in the market; changing mgyesavings assumptions, and the economic downtlihe CPUC is expected to issue a final
decision authorizing the 2009-2011 programs betfoeeend of 2009.

Spent Nuclear Fuel

As part of the Nuclear Waste Policy Act of 1982n@ess authorized the U.S. Department of EnergDED and electric utilities
with commercial nuclear power plants to enter icdatracts under which the DOE would be requiredispose of the utilities’ spent nuclear
fuel and high-level radioactive waste no later thanuary 31, 1998, in exchange for fees paid bytitidges. In 1983, the DOE entered into a
contract with the Utility to dispose of nuclear weafrom the Utility’s two nuclear generating uréiisDiablo Canyon and its retired nuclear
facility at Humboldt Bay. The DOE failed to devpla permanent storage site by January 31, 1998.

The Utility believes that the existing spent fuebfs at Diablo Canyon, which include newly constedctemporary storage racks, h
sufficient capacity to enable the Utility to oper@iablo Canyon until approximately 2010 for Uniaiid 2011 for Unit 2. Because the DOE
failed to develop a permanent storage site, thigyJsibtained a permit from the Nuclear Regulat@gymmission (“NRC”) to build an on-site
dry cask storage facility to store spent fuel tiyfoat least 2024. The construction of the dry caskage facility is complete and the initial
movement of spent nuclear fuel to dry cask stoksggan in June 2009.

After various parties appealed the NRC's issuaricheopermit, the U.S. Court of Appeals for the tHiircuit (“Ninth Circuit”)
issued a decision in 2006 requiring the NRC todsssupplemental environmental assessment reptinequotential environmental
consequences in the event of terrorist attack ablDiCanyon, as well as to review other contentiaised by the appealing parties related to
potential terrorism threats. In August 2007, tHeO\staff issued a final supplemental environmeagakessment report concluding that there
would be no significant environmental impacts frpaiential terrorist acts directed at the Diablo @iamstorage facility.

In October 2008, the NRC rejected the final contenthat had been made during the appeal. Thelappbas filed a petition for
review of the NRC's order in the Ninth Circuit. @®cember 31, 2008, the appellate court grantetltitiey’s request to intervene in the
proceeding. The Utility’s brief on appeal wasdilen April 8, 2009. No date has been set for argbment.

As a result of the DOE'’s failure to build a natibrepository for nuclear waste, the Utility and etmuclear power plant owners sued
the DOE to recover costs that they incurred todbail-site spent nuclear fuel storage facilitiebie Dtility seeks to recover approximately $92
million of costs that it incurred through 2004. eTBOE disputes the calculation of the recoverableunt conceding only that the Utility is
entitled to recover approximately $82 million ofst®incurred through 2004. The U.S. Court of Fald@laims has ordered the trial for the
remainder of the Utility’s claim to begin on Octolé, 2009.

PG&E Corporation and the Utility are unable to peethe amount that the Utility may ultimately réeefor costs incurred through
2004. The Utility will also seek to recover costsurred after 2004. Amounts recovered from theED@II be credited to customers through
rates.

Application to Recover Hydroelectric Facility Divegiture Costs

On April 16, 2009, the CPUC approved a decisioauthorize the Utility to recover $47 million, incling $12 million of interest, of
costs that the Ultility incurred in connection with efforts to determine the market value of itsifoelectric generation facilities in 2000 and
2001. The Utility filed the application on Aprit12008. These efforts were undertaken as reqbiyetle CPUC in connection with the
proposed divestiture of the facilities to furthiee tdevelopment of a competitive generation mark€dlifornia. The CPUC subsequently
withdrew this requirement. The Utility continuesdwn its hydroelectric generation assets. Théty#xpects that the rate adjustments
necessary to recover these authorized costs wdbbined with other rate adjustments in the Wtdiannual electric rate true-up
proceeding. These rate changes are expected amkezffective in January 201



Retirement Plan Contribution Application

On July 31, 2009, the Utility, the DRA, and the @tian of California Utility Employees jointly recgsted the CPUC to approve an all-
party settlement to resolve the Utility’s March2®09 application to annually adjust gas and elecévenue requirements, beginning in 2011,
to allow the Utility to recover amounts necessanythe Ultility’s pension plan trust to attain fuliynded status. The Ultility proposed that the
CPUC establish an annual adjustment mechanismsiarethe Utility’s timely recovery of contributiomgcessary to meet funding obligations,
including those caused by recent declining inveastmeturns on trust assets and changes in fedagalrements to adequately fund pension
plans. Under the proposed settlement, in lieunnadmnual adjustment mechanism, the Utility’s auttest pension-related revenue requirements
would be $140.5 million, $177.2 million, and $215nilion, in 2011, 2012, and 2013, respectivelyfund pension contributions to help resi
the pension trust’s fully funded status. In adufifithe proposed settlement would allow the Utlidyequest an increase in revenue
requirements if the ratio of trust assets to taligations falls below 85%.

The differences between pension benefit costs rézed in accordance with GAAP and amounts recoghi@eratemaking purposes
are recorded as a regulatory asset or liabilitgrasunts are probable of recovery from customeBge (Note 3 of the Notes to the Condensed
Consolidated Financial Statements.) Thereforettéement is not expected to impact net incomeufare periods. PG&E Corporation and the
Utility cannot predict whether the CPUC will appeothe proposed settlement.
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RISK MANAGEMENT ACTIVITIES

The Utility and PG&E Corporation, mainly througk iwnership of the Utility, are exposed to markst,rwhich is the risk that
changes in market conditions will adversely affeetincome or cash flows. PG&E Corporation andUlikty categorize market risks as price
risk and interest rate risk. The Ultility is alsgesed to credit risk, which is the risk that cauparties fail to perform their contractual
obligations. For a comprehensive discussion of EG&rporation’s market risk, see the section exatitRisk Management Activities” in the
2008 Annual Report.

Price Risk
Electricity Procurement

On April 1, 2009, the CAISO’s Market Redesign aretfinology Upgrade (“MRTU”) became operative aft@vihg been delayed
several times. Among other features, the MRTUhtistaed new day-ahead, hour-ahead, and real-tintdeshle electricity markets subject to
bid caps that increase over time. The Utility estpeo continue to rely primarily on electricityofn a diverse mix of resources including third-
party contracts, amounts allocated under DWR cotd#yand its own electricity generation facilittesmeet customer demand. A relatively
small proportion of the Utility’s total customerrdand must be met through purchases in the MRTU etsirkAs a result, exposure to price
volatility in the new MRTU markets is minimal. TI@AISO must implement additional FERC-ordered clesngver the next several
years. Market risks, if any, associated with thesgnges will be assessed as the design and teselir finalized during the 2(-2010 period

Natural Gas Transportation and Storac

The Utility uses value-at-risk to measure sharetisidexposure to price and volumetric risks reaglfrom variability in the price of,
and demand for, natural gas transportation andgoservices. Value-at-risk measures this expasweea rolling 12-month forward period
and assumes that the contract positions are heddgh expiration. This calculation is based orb&3onfidence level, which means that there
is a 5% probability that the impact to revenuesaqre-tax basis, over the rolling 12-month forwpediod, will be at least as large as the
reported value-at-risk. Value-at-risk uses madat to quantify the Utility’s price exposure. Wihmarket data is not available, the Utility
uses historical data or market proxies to extrapdlze required market data. Valuerigk as a measure of portfolio risk has severaitéitions,
including, but not limited to, inadequate indicatiof the exposure to extreme price movements amddk of historical data or market proxies
that may not adequately capture portfolio risk.

The Utility’s value-at-risk calculated under thetmodology described above was $14 million at Bhe2009. The Utility’s high,
low, and average values-at-risk at June 30, 2008 $@4 million, $9 million, and $21 million, resgely.

Interest Rate Risk

Interest rate risk sensitivity analysis is usechtasure interest rate risk by computing estimalteahges in cash flows as a result of
assumed changes in market interest rates. At3Wn2009, if interest rates changed by 1% for @tent PG&E Corporation and the Utility
variable rate and short-term debt and investméiméschange would affect net income by approxima$dlynillion, based on net variable rate
debt and other interest rate-sensitive instrumeutstanding.

Credit Risk

The Utility manages credit risk associated withwitsolesale customers and counterparties by asgigmadit limits based on
evaluations of their financial conditions, net wortredit ratings, and other credit criteria asndee appropriate. Credit limits and credit que
are monitored periodically and a detailed credélgsis is performed at least annually. The Utiégecutes many energy contracts that require
security (referred to as “credit collateral”) iretform of cash, letters of credit, corporate gutges of acceptable credit quality, or eligible
securities if current net receivables and replacgroest exposure exceed contractually specifieddim

The following table summarizes the Utility’s needit risk exposure to its wholesale customers anhierparties, as well as the
Utility’s credit risk exposure to its wholesale tumers or counterparties with a greater than 108&melit exposure, at June 30, 2009 and
December 31, 2009:

Gross
Credit Net Exposure
Exposure Number of to
Before Net Wholesale Wholesale
Credit Credit  Customers or Customers or
Collateral Credit Exposure Counterparties Counterparties
(in millions) @) Collateral @) >10% >10%
June 30, 200 $ 204 $ 32 % 172 3% 142
December 31, 200 $ 24C $ 84 % 15€ 23 107

(1) Gross credit exposure equals n-to-market value on financially settled contracts, sgteeivable, and n
receivables (payables) where netting is contralgtadéibwed. Gross and net credit exposure amowegented
above do not include adjustments for time valukgordity.

(2 Net credit exposure is the gross credit exposureiseredit collateral (cash deposits and lettesedit). For



purposes of this table, parental guarantees armciatded as part of the calculatic
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CRITICAL ACCOUNTING POLICIES

The preparation of Condensed Consolidated FinaGtéements in accordance with accounting prinsignerally accepted in the
United States of America involves the use of estmand assumptions that affect the recorded amafimissets and liabilities as of the date of
the financial statements and the reported amoudmres/enues and expenses during the reporting pefibe accounting policies described
below are considered to be critical accountinggdedi, due, in part, to their complexity and becahs& application is relevant and material to
the financial position and results of operation®&&E Corporation and the Utility, and because ¢hgalicies require the use of material
judgments and estimates. Actual results may déffdastantially from these estimates. These paliaie their key characteristics are discu:
in detail in the 2008 Annual Report. They include:

« regulatory assets and liabilities;

« environmental remediation liabilities;
« asset retirement obligatior

« accounting for income taxes; and

« pension and other postretirement ple

For the period ended June 30, 2009, there werdaoges in the methodology for computing criticalamting estimates, no
additional accounting estimates met the standanderitical accounting policies, and there werameterial changes to the important
assumptions underlying the critical accountingnestes.

NEW ACCOUNTING POLICIES
Disclosures about Derivative Instruments and HedgiActivities- an amendment of FASB Statement No. 133

On January 1, 2009, PG&E Corporation and the Mtildopted Statement of Financial Accounting Staihsl§iISFAS”) No. 161,
“Disclosures about Derivative Instruments and Heddctivities - an amendment of FASB Statement N88” (“SFAS No. 161”). SFAS No.
161 amends and expands the disclosure requiremeS8EAS No. 133, “Accounting for Derivative Instremts and Hedging
Activities” (“SFAS No. 133"). SFAS No. 161 requéran entity to provide qualitative disclosures dbisuobjectives and strategies for using
derivative instruments and quantitative disclostinas detail the fair value amounts of, and gaimd lasses on, derivative instruments. SFAS
No. 161 also requires disclosures about credi-related contingent features of derivative instratae (See Note 7 of the Notes to the
Condensed Consolidated Financial Statements.)

Noncontrolling Interests in Consolidated Financigtatement- an amendment of ARB No. 51

On January 1, 2009, PG&E Corporation and the Mtddopted SFAS No. 160, “Noncontrolling Interest€ionsolidated Financial
Statements - an amendment of ARB No. 51” (“SFAS N&f)”"). SFAS No. 160 amends Accounting ReseardletuNo. 51, “Consolidated
Financial Statements”, to establish accountingrapdrting standards for a noncontrolling interest isubsidiary and for the deconsolidation of
a subsidiary. SFAS No. 160 defines a “noncontuglinterest,” previously called a “minority intetésas the portion of equity in a subsidiary
not attributable, directly or indirectly, to a pate Among other items, this standard requires aimagntity include a noncontrolling interest in
consolidated statement of financial position withguity separate from the parent’s equity, repardants inclusive of both the parent’s and
noncontrolling interest’s shares in consolidatedimeome, and separately report the amounts ofalmtaded net income attributable to the
parent and noncontrolling interest on the constdidatatement of operations. If a subsidiary odsolidated, any retained noncontrolling
equity investment in the former subsidiary mustisasured at fair value, and a gain or loss mustd@gnized in net income based on suct
value.

PG&E Corporation has reclassified its noncontrgllinterest in the Utility from Preferred Stock afts3idiaries to equity in PG&E
Corporation’s Condensed Consolidated Financiak8tants in accordance with SFAS No. 160 for allgusipresented. The Utility had no
material noncontrolling interests in consolidatabsdiaries as of June 30, 2009 and December &B.20

The presentation and disclosure requirements ofSSNA. 160 were applied retrospectively. Other tiienchange in presentation of
noncontrolling interests, adoption of SFAS No. & not have a material impact on PG&E Corporasanr’ the Utility’s Condensed
Consolidated Financial Statements.

Issuer's Accounting for Liabilities Measured at Fair Vala with a Third-Party Credit Enhancement

On January 1, 2009, PG&E Corporation and the Mtidopted Emerging Issues Task Force (“EITF”) 08<€suer’s Accounting for
Liabilities Measured at Fair Value with a Third-Ba€redit Enhancement” (“EITF 08-5"). EITF 08-fdfies the unit of account in
determining the fair value of a liability under SEAo. 107, “Disclosures about Fair Value of Finahtistruments” (“SFAS No. 107”), or
SFAS No. 133. Specifically, it requires an entdyexclude any thirgharty credit enhancements that are issued withaamihseparable from,
debt instrument from the fair value measuremenhaf debt instrument. Adoption of EITF 08-5 did have a material impact on PG&E
Corporation’s or the Utility’s Condensed ConsoleFinancial Statements.



55




Equity Method Investment Accountin

On January 1, 2009, PG&E Corporation and the Mtidopted EITF 08-6, “Equity Method Investment Agnting
Considerations” (“EITF 08-6"). EITF 08-6 appliesihvestments accounted for under the equity meéimabirequires an entity to measure its
equity investment initially at cost. Generallyntiogent consideration associated with an equitthogtinvestment should only be included in
the initial measurement of that investment if itéguired to be recognized by specific authoriatjuidance other than SFAS No. 141 (revised
2007), “Business Combinations.” However, the inges an equity method investment could be reqliterecognize a liability for the related
contingent consideration features if the fair vadfithe investor’s share of the investee’s nettasseceeds the investor’s initial costs. An
equity method investor is required to recognizeepthan-temporary impairments of an equity methme$tment and shall account for a share
issuance by an investee as if the investor hadaspldportionate share of its investment. Any gaifoss to the investor resulting from an
investee’s share issuance shall be recognizedivingg. Adoption of EITF 08-6 did not have a mitieimpact on PG&E Corporation’s or the
Utility’s Condensed Consolidated Financial Statetaen

Subsequent Event

On June 30, 2009, PG&E Corporation and the Utditlppted SFAS No. 165, “Subsequent Events” (“SFASI¥6"). SFAS No. 165
does not significantly change the prior accounginactice for subsequent events except for the reaugint to disclose the date through which
an entity has evaluated subsequent events andiefbr that date. PG&E Corporation and the tythiave evaluated material subsequent
events through August 5, 2009, the issue date &HBGorporation’s and the Utility’s Condensed Coidaled Financial Statements. Other
than this disclosure, adoption of SFAS No. 165rdidhave a material impact on PG&E Corporation’sher Utility’s Condensed Consolidated
Financial Statements.

Interim Disclosures about Fair Value of Financialnstruments

On June 30, 2009, PG&E Corporation and the Utditppted Financial Accounting Standards Board (“FASRaff Position (“FSP”)
SFAS 107-1 and APB 28-1, “Interim Disclosures aleait Value of Financial Instruments.” This FSPegmis SFAS No. 107 and Accounting
Principles Board Opinion No. 28, “Interim FinanciRéporting,” to require disclosures about the ¥alue of financial instruments for interim
reporting periods that were previously only reqdifer annual reporting periods. An entity is regdito disclose the fair value of financial
assets and liabilities together with the relatedyiag amount and where the carrying amount issifiesl in the Condensed Consolidated
Balance Sheets. (See Note 8 of the Notes to thel@sed Consolidated Financial Statements.)
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Recognition and Presentation of Oth-Than-Temporary Impairments

On June 30, 2009, PG&E Corporation and the Utditppted FSP SFAS 115-2 and SFAS 124-2, “RecogratimhPresentation of
Other-Than-Temporary Impairments” (“FSP SFAS 11&nd SFAS 124-2"). Under this FSP, to assess whathether-than-temporary
impairment exists for a debt security, an entityst{t) evaluate the likelihood of liquidating thebd security prior to recovering its cost basis
and (2) determine if any impairment of the debusiég is related to credit losses. In additioristhSP requires enhanced disclosures of other-
than-temporary impairments on debt and equity seéesiin the financial statements. Recognition ar@hsurement guidance for other-than-
temporary impairments of equity securities is maeaded by this FSP. Adoption of FSP SFAS 115-2SAS 124-2 did not have a material
impact on PG&E Corporation’s or the Utility’'s Comded Consolidated Financial Statements.

Determining Fair Value When the Volume and Level éktivity for the Asset or Liability Have Signifigatly Decreased and Identifyin
Transactions That Are Not Orderly

On June 30, 2009, PG&E Corporation and the Utditppted FSP SFAS 157-4, “Determining Fair Value Wi VVolume and Level
of Activity for the Asset or Liability Have Signifantly Decreased and Identifying Transactions RratNot Orderly” (“FSP SFAS 157-
4™). This FSP amends SFAS No. 157, “Fair Value Meaments” (“SFAS No. 157"), to provide guidanceestimating fair value when the
volume or the level of activity for an asset oradility has significantly decreased or when tramisss are not orderly, when compared with
normal market conditions. In particulathis FSP calls for adjustments to quoted pricdsisiorical transaction data when estimating falug:
in such circumstances. Guidance to identify sutumstances is also provided. Furthermore, tBR Fequires fair value measurement
disclosures made pursuant to SFAS No. 157 to legodzed by major security type, i.e., based omtitere and risks of the security. (See
Note 8 of the Notes to the Condensed ConsolidaiteahEial Statements.) Other than this change, teatopf FSP SFAS 154 did not have a
material impact on PG&E Corporation’s or the Uyikt Condensed Consolidated Financial Statements.

ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTE D
Employer¢ Disclosures about Postretirement Benefit Plan Ass

In December 2008, the FASB issued FSP SFAS 132(Fgrtployers’ Disclosures about Postretirement Biefdan Assets” (“FSP
SFAS 132(R)-1"). FSP SFAS 132(R)-1 amends andredpthe disclosure requirements of SFAS No. 13add9ge 2003), “Employers’
Disclosures about Pensions and Other PostretireBeamgfits - an amendment of FASB Statements No887and 106.” An entity is required
to provide qualitative disclosures about how inrrestt allocation decisions are made, the inputsvahdhtion techniques used to measure the
fair value of plan assets, and the concentratiaiskfwithin plan assets. Additionally, quantitegidisclosures are required showing the fair
value of each major category of plan assets, theddeén which each asset is classified within thie ¥alue hierarchy, and a reconciliation for
period of plan assets that are measured usindfis@mi unobservable inputs. FSP SFAS 132(R)-Ifextve prospectively for PG&E
Corporation and the Utility for the annual periodleng December 31, 2009 and for subsequent anmeu@ids. PG&E Corporation and the
Utility will include the expanded disclosures delsed above in PG&E Corporation’s and the Utilit€snsolidated Financial Statements for
such annual periods.

Accounting for Transfers of Financial Assel- an amendment of FASB Statement No. 140

In June 2009, the FASB issued SFAS No. 166, “Actiagrfor Transfers of Financial Assets - an amemainoé FASB Statement No.
140" (“SFAS No. 166”). SFAS No. 166 eliminates ttencept of a qualifying special-purpose entity alaglifies the requirements for
derecognizing a financial asset and for applyifg aacounting to a transfer of a financial as$etaddition, SFAS No. 166 requires an entit
disclose more information about transfers of finahassets, the entity’s continuing involvementurify, with transferred financial assets, and
the entity’s continuing risks, if any, from trangfed financial assets. SFAS No. 166 is effectoreHG&E Corporation and the Utility
beginning on January 1, 2010. PG&E CorporationtaedJtility are currently evaluating the impactfFAS No. 166.

Amendments to FASB Interpretation No. 46(1

In June 2009, the FASB issued SFAS No. 167, “Amesridsito FASB Interpretation No. 46(R)” (“SFAS N&71). SFAS No. 167
amends FASB Interpretation No. 46 (revised Decer2b8B), “Consolidation of Variable Interest Entti€“FIN 46R"), regarding when and
how to determine, or re-determine, whether an\eigtia variable interest entity (“VIE”). In additi, SFAS No. 167 replaces FIN 46R’s
quantitative approach for determining who has arotlimg financial interest in a VIE with a qualttee approach. Furthermore, SFAS No. 167
requires ongoing assessments of whether an estibheiprimary beneficiary of a VIE. SFAS No. 16%ffective prospectively for PG&E
Corporation and the Utility beginning on Januar2010. PG&E Corporation and the Utility are cuthgevaluating the impact of SFAS No.
167.

The FASB Accounting Standards Codificatiof® and the Hierarchy of Generally Accepted Accountifginciples - a replacement of FASB
Statement No. 16

In June 2009, the FASB issued SFAS No. 168, “FABB Accounting Sandards Codification ™ and the Hierarchy of Generally
Accepted Accounting Principles - a replacementA$B Statement No. 162" (“SFAS No. 168”). SFAS N683 nullifies SFAS No. 162, “The
Hierarchy of Generally Accepted Accounting Prinegl’ and defines authoritative GAAP for nongoverntakentities to be only comprised of
the FASB Accounting Sandards Codification ™ (“Codification”) and, for SEC registrants, guidarissued by the SEC. The Caodification is a
reorganization and compilation of all then-existmghoritative GAAP for nongovernmental entitiescept for guidance issued by the
SEC. PG&E Corporation and the Utility anticipatattadopting SFAS No. 168 will only change the mefieing convention of GAAP in PG&
Corporatior's and the Utilit’s Notes to the Condensed Consolidated Financigi8emts. SFAS No. 168 is effective prospectivelyHG&E



Corporation and the Utility beginning on July 1020
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

PG&E Corporation’s and the Utility’s primary markiék results from changes in energy prices. PG3dporation 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 contraftisires, options, and swaps to hedge the impactasket fluctuations on energy commaoc
prices and interest rates (see “Risk Managementifies” above under Item 2: Management'’s Discussiod Analysis of Financial Condition
and Results of Operations).

ITEM 4. CONTROLS AND PROCEDURES

Based on an evaluation of PG&E Corporatiarid the Utility’s disclosure controls and procedures as of Jun2®®, PG&t
Corporation’s and the Utilitg respective principal executive officers and ppatfinancial officers have concluded that sucitools an
procedures are effective to ensure that informatsmuired to be disclosed by PG&E Corporation dreWtility in reports that the compan
file or submit under the Securities Exchange Act@84 (“1934 Act”)is recorded, processed, summarized, and reporthéhwtie time perioc
specified in the SEC rules and forms. In additB@G&E Corporation’s and the Utilitg’ respective principal executive officers and ggal
financial officers have concluded that such costrahd procedures were effective in ensuring thiarmmation required to be disclosed
PG&E Corporation and the Utility in the reportstti®lG&E Corporation and the Utility file or submihder the 1934 Act is accumulated
communicated to PG&E Corporation’s and the Utiityhanagement, including PG&E Corporation’s and Uhiéity’ s respective princip
executive officers and principal financial officer persons performing similar functions, as appede to allow timely decisions regard
required disclosure.

There were no changes in internal control ovemifioma reporting that occurred during the quartetezhJune 30, 2009 that have
materially affected, or are reasonably likely totenglly affect, PG&E Corporation’s or the Utility'internal control over financial reporting.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
Complaints Filed by the California Attorney Generahd the City and County of San Francisco

The complaint filed by the California Attorney Gealkagainst PG&E Corporation and several of itspné and former directors was
dismissed on March 10, 2009 and the similar compléded by the City and County of San Franciscewi&gmissed on April 23, 2009. For
more information regarding the resolution of thessters, see “Part I. Item 3. Legal Proceedingsh&2008 Annual Report and “Part Il, Item
1. Legal Proceedings” in PG&E Corporation’s and thitity’s combined Quarterly Report on Form tfor the quarter ended March 31, 2C

ITEM 1A. RISK FACTORS

A discussion of the significant risks associatethunivestments in the securities of PG&E Corporatiod the Utility is set forth und
the heading “Management’s Discussion and AnalysKmancial Condition and Results of OperationsskRractors” in the 2008 Annual
Report. The discussion of the potential impaatlimhate change appearing in the 2008 Annual Raputer the heading “Management’s
Discussion and Analysis of Financial Condition &ebults of Operations - Risk Factors” under thiofaihg caption” The Utility’s future
operations may be impacted by climate change thayrhave a material impact on the Utility’s finandi@ondition and results of operations
" is updated as follows to reflect new scientificd®rice regarding climate change:

A report issued on June 16, 2009 by the U.S. GlGange Research Program (an interagency effokiyiélle National Oceanic and
Atmospheric Administration) states that climateraes caused by rising emissions of carbon dioxidecdher heat-trapping gases have
already been observed in the United States, inotutlicreased frequency and severity of hot weatkdyced runoff from snow pack, and
increased sea levels. The impact of events oritons caused by climate change could range widedyn highly localized to worldwide, and
the extent to which the Utility’s operations maydftected is uncertain. For example, if reduceal\grack decreases the Utility’s hydroelectric
generation capacity, there will be a need for aoloitl generation capacity from other sources. Wedetain conditions, the events or
conditions caused by climate change could reswdtfinl or partial disruption of the ability of tHdtility, or one or more entities on which it
relies, to generate, transmit, transport or diatgkelectricity or natural gas. The Utility hashestudying the potential effects of climate che
on the Utility’s operations and is developing caggncy plans to adapt to those events and conglitiaat the Utility believes are most likely to
occur. Events or conditions caused by climate ghaould have a greater impact on the Utility’sragiens than has been forecast and could
result in lower revenues or increased expensdmthr If the CPUC fails to adjust the Utilis/fates to reflect the impact of events or condg
caused by climate change, PG&E Corporation’s aadJtility’s financial condition, results of operatis, and cash flows could be materially
adversely affected.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
During the quarter ended June 30, 2009, PG&E Catjmor made equity contributions totaling $125 roiilito the Ultility in order to
maintain the 52% common equity target authorizethbyCPUC and to ensure that the Utility has adeqeapital to fund its capital
expenditures.
During the quarter ended June 30, 2009, PG&E Catjmor did not redeem or repurchase any sharesnofmam stock

outstanding. During the second quarter of 2009 Utility did not redeem or repurchase any shaféts @arious series of preferred stock
outstanding.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
PG&E Corporation:

On May 13, 2009, PG&E Corporation held its annuaketing of shareholders. At the meeting, the sluddelns voted as indicated
below on the following matters:

1. Election of the following directors to serve uritie next annual meeting of shareholders or ungilr thuccessors are elected and qua
(included as Item 1 in the proxy stateme

For Againsi Abstain
David R. Andrew: 260,180,24 4,381,43 1,169,52.
C. Lee Cox 259,858,61 4,731,97. 1,140,62:
Peter A. Darbe 259,218,16 5,489,39. 1,023,65:
Maryellen C. Herringe 259,558,81 5,008,50. 1,163,88
Roger H. Kimme 261,024,54 3,486,60: 1,220,05!
Richard A. Meservi 252,048,37 12,532,65 1,150,17.
Forrest E. Miller 261,197,67 3,397,22. 1,136,31
Barbara L. Ramb 258,823,41 5,858,98 1,048,81
Barry Lawson Williams 251,196,09 13,431,65 1,103,45

Each director nominee was elected a director of E@&rporation. Each director nominee receivedratitive votes from a majority
of the shares represented and voting (excludingeatisns) with respect to the nominee’s electiohiclv shares voting affirmatively also
constituted a majority of the required quorum.

2. Ratification of the appointment of Deloitte & TowehLP as independent registered public accounting fior 2009 (included as Item 2
the proxy statement

For: 261,716,31
Against: 3,349,44.
Abstain: 665,44

This proposal was approved by a majority of theehaepresented and voting (excluding abstentiwith)respect to this proposal,
which shares voting affirmatively also constitutethajority of the required quorum.

3. Consideration of a shareholder proposal regardiagetholder say on executive pay (included as Itémti3e proxy statement

For: 85,730,95
Against: 129,649,13
Abstain: 12,438,73
Broker Nor-Vote1: 37,912,38

This shareholder proposal was not approved, asuheer of shares voting affirmatively on the pragaonstituted less than a
majority of the shares represented and voting (ehiofy abstentions and broker non-votes) with resfoethe proposal.

1A non-vote occurs when brokers or nominees havedvoh some of the matters to be acted on at amge&tit do not vote on certain other
matters because, under the rules of the New Yarkk3Exchange, they are not allowed to vote on tlodiser matters without instructions from
the beneficial owner of the shares. Broker noresaire counted when determining whether the negeggarum of shareholders is present or
represented at each annual meeting.
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4. Consideration of a shareholder proposal regardiageholder reincorporation in North Dakota (incld@es Item 4 in the proxy statemet

For: 5,331,95!
Against: 219,966,09
Abstain: 2,520,77.
Broker Nor- Vote2: 37,912,38

This shareholder proposal was not approved, asuheer of shares voting affirmatively on the pragaonstituted less than a
majority of the shares represented and voting (ehfy abstentions and broker non-votes) with resigethe proposal.

Pacific Gas and Electric Company:

On May 13, 2009, the Utility held its annual megtof shareholders. Shares of capital stock ofttiéy consist of shares of comm
stock and shares of first preferred stock. PG&EpGration owns all of the outstanding shares of mam stock, approximately 96% of the
combined voting power of the outstanding capitatktof the Utility. PG&E Corporation voted all it$ shares of common stock for the
nominees named in the 2009 joint proxy statemedtfanthe ratification of the appointment of Detei& Touche LLP as independent
registered public accounting firm for 2009. Théabaes of the votes shown below were cast by heldishares of first preferred stock. At
annual meeting, the shareholders voted as indidstedv on the following matters:

1. Election of the following directors to serve urttie next annual meeting of shareholders or ungilrtuccessors are elected and qua
(included as Item 1 in the proxy stateme

For Agains Abstair
David R. Andrew: 271,967,45 158,07t 46,77(
C. Lee Cox 271,971,62 153,90° 46,76°
Peter A. Darbe 271,983,26 143,12 45,91¢
Maryellen C. Herringe 271,974,29 160,75: 37,26:
Roger H. Kimme 271,986,05 146,33° 39,91(
Richard A. Meservi 271,979,18 143,46: 49,65¢
Forrest E. Miller 271,984,00 140,63: 47,66¢
Barbara L. Ramb 271,977,89 141,70: 52,71(
Barry Lawson Williams 271,944,49 178,71! 49,09(

Each director nominee was elected a director offie@as and Electric Company. Each director namrineceived affirmative votes
from a majority of the shares represented and gqemcluding abstentions) with respect to the na&ais election, which shares voting
affirmatively also constituted a majority of thejugred quorum.

2. Ratification of the appointment of Deloitte & TowehLP as independent registered public accounting fior 2009 (included as Item 2
the proxy statement

For: 272,027,59
Against: 64,07:
Abstain: 80,63¢

This proposal was approved by a majority of theehaepresented and voting (excluding abstentiaitl)respect to this proposal,
which shares voting affirmatively also constitutethajority of the required quorum.

2 A non-vote occurs when brokers or nominees havedvoh some of the matters to be acted on at amgeétit do not vote on certain other
matters because, under the rules of the New Yarkk3Exchange, they are not allowed to vote on tlodiser matters without instructions from
the beneficial owner of the shares. Broker noresatre counted when determining whether the negeggarum of shareholders is present or
represented at each annual meeting.
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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 fetsix months ended June 30, 2009 was 3.15. Tilig/'dtearnings to combined fixed
charges and preferred stock dividends ratio foistkenonths ended June 30, 2009 was 3.09. Thenstgt of the foregoing ratios, together
with the statements of the computation of the foneg ratios filed as Exhibits 12.1 and 12.2 herate,included herein for the purpose of
incorporating such information and Exhibits inte tttility’s Registration Statement Nos. 33-62488 833149361 relating to various series
the Utility’s first preferred stock and its seniaotes, respectively.

PG&E Corporation’s earnings to fixed charges ré&tiothe six months ended June 30, 2009 was 2.9 statement of the foregoing

ratio, together with the statement of the compaitatf the foregoing ratio filed as Exhibit 12.3 &ter, is included herein for the purpose of
incorporating such information and Exhibit into PE&orporation’s Registration Statement No. 333-BOlating to its senior notes.
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ITEM 6. EXHIBITS

Seventh Supplemental Indenture, dated asnef I, 2009 relating to the issuance of $500,0@0z@@regate principal amount
of Pacific Gas and Electric Company’s Floating Re¢mior Notes due June 10, 2010 (incorporated fleyarece to Pacific Gas
and Electric Compar's Current Report on Forn-K dated June 11, 2009 (File N¢-2348), Exhibit 4.1

Amendment and Limited Consent Agreement, datedfaspal 27, 2009, by which Lehman Brothers Bank,B-8as bee
removed as a lender under the Amended and Redthisdcured Revolving Credit Agreement entered intoreg PG&E
Corporation, BNP Paribas, as administrative ageuwt @ lender, Deutsche Bank Securities Inc., asisgtidn agent, ABI
AMRO Bank, N.V., Bank of America, N.A., and Barctaank Plc, as documentation agents and lendedsotier lender
dated February 26, 2007. (The Amended and Restatsecured Revolving Credit Agreement has previobglen filed s
Exhibit 10.1 to PG&E Corporation and Pacific Gasl dflectric Company's Quarterly Report on FormQ@er the quarte
ended March 31, 2007 (File Nc-12609 and File No.-2348).)

Amendment and Limited Consent Agreement, dated apil 27, 2009, by which Lehman Brothers Bank B-gas beel
removed as a lender under the Amended and Redfattured Revolving Credit Agreement entered inmoreg Pacific Gas
and Electric Company, Citicorp North America, Ires,administrative agent and a lender, JPMorgaariies Inc., as
syndication agent, Barclays Bank Plc and BNP Pariaa documentation agents and lenders, Deutsaiie®B=urities Inc., as
documentation agent, and other lenders, dated Baba6, 2007. (The Amended and Restated Unse®eedlving Credit
Agreement has previously been filed as Exhibit 16.RG&E Corporation’s and Pacific Gas and Eled@mpany's Quarterly
Report on Form 1-Q for the quarter ended March 31, 2007 (File M-12609 and File No.-2348).)

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

Computation of Ratios of Earnings to Combined Figgrarges and Preferred Stock Dividends for PaGifis and Electri
Company

Computation of Ratios of Earnings to Fixed Charfge$ G&E Corporatior

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

Certifications of the Chief Executive Officer arrebtChief Financial Officer of Pacific Gas and Etec€ompany required b
Section 302 of the Sarbal-Oxley Act of 2002

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

Certifications of the Chief Executive Ofeicand the Chief Financial Officer of Pacific Gasl &lectric Company required by
Section 906 of the Sarbal-Oxley Act of 2002

**Pursuant to Item 601(b) (32) of SEC Regulatic-K, these Exhibits are furnished rather than filathwhis report.
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SIGNATURES
Pursuant to the requirements ofSbeurities Exchange Act of 1934, the registrant@ftuly caused this Quarterly Report on Form
10-Q to be signed on their behalf by the undersighereunto duly authorized.
PG&E CORPORATION
KENT M. HARVEY
Kent M. Harvey
Senior Vice President and Chief Financial Officer
(duly authorized officer and principal financiafioér)
PACIFIC GAS AND ELECTRIC COMPANY
BARBARA L. BARCON
Barbara L. Barcol

Vice President, Finance and Chief Financial Officer
(duly authorized officer and principal financiafioér)

Dated: August 5, 2009
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EXHIBIT INDEX

Seventh Supplemental Indenture, dated as of Jun200® relating to the issuance of $500,000,000exgde principal amoul
of Pacific Gas and Electric Company’s Floating Ra¢mior Notes due June 10, 2010 (incorporated fieyenece to Pacific Gas
and Electric Compar's Current Report on Forn-K dated June 11, 2009 (File N¢-2348), Exhibit 4.1

Amendment and Limited Consent Agreement, datedfaspal 27, 2009, by which Lehman Brothers Bank,B-8as bee
removed as a lender under the Amended and Resthisdcured Revolving Credit Agreement entered immreg PG&E
Corporation, BNP Paribas, as administrative aget @ lender, Deutsche Bank Securities Inc., asisgtidn agent, ABI
AMRO Bank, N.V., Bank of America, N.A., and Barctaank Plc, as documentation agents and lendedsotier lender
dated February 26, 2007. (The Amended and Restatsgcured Revolving Credit Agreement has previobsglen filed a
Exhibit 10.1 to PG&E Corporation and Pacific Gagl dlectric Company’s Quarterly Report on FormQQoer the quarte
ended March 31, 2007 (File Nc-12609 and File No.-2348).)

Amendment and Limited Consent Agreement, dated Ap6l 27, 2009, by which Lehman Brothers Bank,B-8as bee!
removed as a lender under the Amended and Redfattured Revolving Credit Agreement entered intoreg Pacific Gas
and Electric Company, Citicorp North America, Irees,administrative agent and a lender, JPMorgaariies Inc., as
syndication agent, Barclays Bank Plc and BNP Pariaa documentation agents and lenders, Deutsafle®=curities Inc., as
documentation agent, and other lenders, dated BsbR6, 2007. (The Amended and Restated Unse®eedlving Credit
Agreement has previously been filed as Exhibit 10.RG&E Corporation’s and Pacific Gas and Eledmpany’s Quarterly
Report on Form 1-Q for the quarter ended March 31, 2007 (File M-12609 and File No.-2348).)

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

Computation of Ratios of Earnings to CombikReed Charges and Preferred Stock Dividends foifleasas and Electric
Company

Computation of Ratios of Earnings to Fixed Charfge$?G&E Corporatior

Certifications of the Chief Executive Offiaard the Chief Financial Officer of PG&E Corporatiequired by Section 302 of
the Sarban«Oxley Act of 2002

Certifications of the Chief Executive Offiaard the Chief Financial Officer of Pacific Gas d&tldctric Company required by
Section 302 of the Sarbal-Oxley Act of 2002

Certifications of the Chief Executive Ofeicand the Chief Financial Officer of PG&E Corpaatrequired by Section 906 of
the Sarban«Oxley Act of 2002

Certifications of the Chief Executive Ofeicand the Chief Financial Officer of Pacific Gasl&lectric Company required by
Section 906 of the Sarbal-Oxley Act of 2002

**Pursuant to Item 601(b) (32) of SEC Regulatic-K, these Exhibits are furnished rather than filathwhis report.
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Exhibit 10.1
AMENDMENT AND LIMITED CONSENT AGREEMENT

This AMENDMENT AND LIMITED CONSENT AGREEMENT (this Agreement’), dated as of Apr
27, 2009, is entered into by and among PG&E CORPUORA, a California corporation (the * Borrow®; the sever:
banks and other financial institutions or entifi@sn time to time parties to the below-describeédrAgreement (the “
Lenders”), each of the Issuing Lenders (as defined inldblw-described Credit Agreement), and BNP PARIBAS
administrative agent (the “ Administrative Agéhtwith respect to the following:

A. The Borrower, the Lenders, the Issuirepdlers and the Administrative Agent have previc
entered into that certain Amended and Restated itCAggteement, dated as of February 26, 2007 (th€rédii
Agreement”). Capitalized terms are used in this Agreement asefin the Credit Agreement, unless other
defined herein.

B. Lehman Brothers Bank, FSB (“Lehmarids requested that the Borrower, the Lenders
Issuing Lenders and the Administrative Agent cohsewl agree to the termination of Lehman BanRbommitment (
being understood that the termination of LehmankBai@ommitment shall not result in an increase inatmunt ¢
any Lender’'s Commitment).

C. The Borrower, the Lenders, the Issuiegders and the Administrative Agent are willinggtan
such request and to amend the Credit Agreemerriain respects on the terms and subject to theittoms set forth i
this Agreement.

For good and valuable consideration, the receigdtsarificiency of which are hereby acknowledged
parties hereto hereby agree as follows:

1. Effectiveness. The effectiveness of the provisions of SectipB&ction 3, Section 5 and Sec
6 of this Agreement is subject to the satisfactibthe condition precedent described in Sectiof this Agreement.

2. Consent and Agreement On the terms and subject to the conditions & greement, ar
notwithstanding anything to the contrary in the d@irédgreement (including Section 2.14 thereof), Barrower, eac
Lender, each Issuing Lender and the Administrafigent hereby consent and agree to the terminatfonebmar
Bank’s Commitment.

3. Amendments to Credit Agreement. On the terms and subject to the conditions ad
Agreement, effective as of the Effective Date, Bectl.1 of the Credit Agreement is hereby amendeckestate tr
definition of “L/C Commitment” to read in its engity as follows:

“L/C Commitment”: $87,235,282.08.

4. Condition Precedent to the Effectiveness of this Agement. This Agreement shall beco
effective upon the Administrative Agestreceipt of counterparts of this Agreement exetudttg the Borrower, tt
Lenders, the Issuing Lenders and the Administrafigent (the first date on which the foregoing cdiodi has bee
satisfied being




referred to herein as the “Effective DateThe Administrative Agent shall promptly notify inring the
Borrower, the Lenders and the Issuing Lenders dipersatisfaction of the condition precedent toEffective Date.

5. Effect of this Agreement. Upon the occurrence of the Effective Date:

(@) Lehman Bank’'s Commitment shall teraén(thereby terminating Lehman Baskisk
participations in all Letters of Credit issued anpoior to the Effective Date (each, an “Issuedt&edf Credit”)),anc
each Lender’s Percentage after giving effect totéhnmination of Lehman Ban&’Commitment shall be as set fortt
Schedule 1 to this Agreement (with respect to damider, such Percentage after giving effect totémmination o
Lehman Bank’s Commitment being referred to hersisuch Lender’s “Post-Consent Percentage”);

(b) the amount of each L/C Participantsk participation interest in each Issued Letti
Credit shall be automatically adjusted to equahduU€ Participant’'s Post-Consent Percentage thpegwf

(c) Lehman Bank shall have no furthehtsgor obligations under the Credit Agreemr
other than those rights and obligations which,Hmirtterms, survive the termination of any of the@nitments and/i
the repayment in full of the Obligations.

For the avoidance of doubt, nothing contained ia #tigreement shall have the effect of increasirggamount of ar
Lender's Commitment.

6. Payment of Fees to Lehman Bank This Agreement shall in no way be deemed to waalte!
or otherwise modify the pro rata sharing provisiefisSection 2.14 of the Credit Agreement with resge the fee
payable to Lehman Bank under Section 2.6(a), Se&i6(b) or Section 3.3 of the Credit Agreementhiat regard, ar
fees under Section 2.6(a), Section 2.6(b) or Se@i8 of the Credit Agreement owing to Lehman Buauiitk respect t
its Commitment through the Effective Date shallplagd on the next date on which such fees and atim@unts are pa
to the other Lenders pursuant to the Credit AgregmEhereafter, the Borrower shall not be requitegay for th
account of Lehman Bank, and Lehman Bank shall eogrititled to receive, any fees under Section 2.&action 2.6
(b) or Section 3.3 of the Credit Agreement.

7. Representations and Warranties. In order to induce the Issuing Lenders, the leescnd th
Administrative Agent to enter into this Agreemethie Borrower represents and warrants to each Leedeh Issuir
Lender and the Administrative Agent that, as ofdaé& hereof, (a) no Event of Default has occuard is continuin
or, after giving effect to the consent set forttsection 2, would result from the effectivenesthes Agreement; and (
the representations and warranties of the Borr@ertained in Section 4 of the Credit Agreementtare and correct
all material respects as of the Effective Date thign same effect as though such representationsamenties had be
made on and as of the Effective Date (except foh gsapresentations and warranties made as of #ispetate, whic
shall be true and correct in all material respastsf such specified date).




8. Miscellaneous.

(@) Reference to and Effect on thed@régreement and the other Loan Documents

® Except as specifically modified Hyis Agreement, the Credit Agreement
the other Loan Documents shall remain in full foarel effect and are hereby ratified and confirmgthle Borrower i
all respects.

(i) The execution and delivery of thAgireement shall not, except as expre
provided herein, constitute a waiver of any pransof, or operate as a waiver of any right, poweremedy of th
Lenders, the Issuing Lenders or the Administrathgent under, the Credit Agreement or any of theeothoar
Documents.

(i) Upon the occurrence of the EffgetDate, this Agreement shall be const
as one with the Credit Agreement, and the CrediteAment shall, where the context requires, be asadconstrue
throughout so as to incorporate this Agreement.

(iv) If there is any conflict betwedretterms and provisions of this Agreement
the terms and provisions of the Credit Agreementigy other Loan Document, the terms and provisiohshis
Agreement shall govern.

(b) Headings Section and subsection headings in this Agreenag@ included fc
convenience of reference only and shall not cartstid part of this Agreement for any other purpmsée given ar
substantive effect.

(c) Counterparts This Agreement may be executed by one or motbeparties to th
Agreement in any number of separate counterpanis,adl of said counterparts taken together shaldbemed t
constitute one and the same instrument. Delivénaro executed signature page of this Agreement dmgirile
transmission shall be effective as delivery of anualy executed counterpart hereof. A set of thpies of thi
Agreement signed by all parties shall be lodgeth wie Borrower and the Administrative Agent.

(d) GOVERNING LAW . THIS AGREEMENT AND THE RIGHTS AND
OBLIGATIONS OF THE PARTIES UNDER THIS AGREEMENT SHA LL BE GOVERNED BY, AND
CONSTRUED AND INTERPRETED IN ACCORDANCE WITH, THE L AWS OF THE STATE OF NEW
YORK.

9. Loan Documents. This Agreement is a Loan Document as definethenCredit Agreement, a
the provisions of the Credit Agreement generallgli@pble to Loan Documents are applicable heretbiaoorporate
herein by this reference.




IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be duly executed as of the dest
above written.

PG&E CORPORATION

By: NICHOLAS BIJUR
Name: NICHOLAS BIJUR
Title: Assistant Treasure

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




BNP PARIBAS, as Administrative Agent, Issuing Lendead as

Lender

By: FRANCES J. DELANEY
Name: FRANCES J. DELANEY
Title: Managing Directo

By: MANOJ KHATRI

Name: MANOJ KHATRI

Title: Director

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




JPMORGAN CHASE BANK, N.A,,

as a Lende

By: JUAN JAVELLANA
Name: JUAN JAVELLANA
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




DEUTSCHE BANK AG, New York Branch,

as a Lende

By: MARCUS TARKINGTON
Name: MARCUS TARKINGTON
Title: Director

By: RAINER MEIER

Name: RAINER MEIER

Title: Director

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




CITICORP NORTH AMERICA, INC.,

as a Lender

By: NIETZSCHE RODRICKSE
Name: NIETZSCHE RODRICKSE
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




BARCLAYS BANK Plc,

as a Lende

By: DAVID BARTON
Name: DAVID BARTON
Title: Director

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




BANK OF AMERICA, N.A,,

as a Lende

By: PATRICK MARTIN
Name: PATRICK MARTIN
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




UBS LOAN FINANCE LLC,

as a Lende

By: MARIE HADDAD
Name: MARIE HADDAD
Title: Associate Directo
By: MARY E. EVANS
Name: MARY E. EVANS
Title: Associate Directo

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




THE BANK OF NEW YORK MELLON,

as a Lende

By: MARK W. ROGERS
Name: MARK W. ROGERS
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




WILLIAM STREET COMMITMENT CORPORATION

(Recourse only to the assets of William Street Cament
Corporation),
as a Lende

By: MARK WALTON

Name: MARK WALTON
Title: Assistant Vice Preside

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




UNION BANK OF CALIFORNIA, N.A.,

as a Lende
By: DENNIS G. BLANK
Name: DENNIS G. BLANK
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




ABN AMRO BANK N.V.,

as a Lende
By: R. SCOTT DONALDSON
Name: R. SCOTT DONALDSON
Title: Director
By: TODD VAUBEL
Name: TODD VAUBEL
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




MORGAN STANLEY BANK,

as a Lende
By: MELISSA JAMES
Name: MELISSA JAMES
Title: Authorized Signatonr

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




MIZUHO CORPORATE BANK, LTD.,

as a Lende
By: RAYMOND VENTURA
Name: RAYMOND VENTURA
Title: Deputy General Manag

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




LEHMAN BROTHERS BANK, FSB,

as a Lende
By: THEODORE JANULIS
Name: THEODORE JANULIS
Title: Chairman

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




U.S. BANK NATIONAL ASSOCIATION,

as a Lende
By: RAYMOND J. PALMER
Name: RAYMOND J. PALMER
Title: Senior Vice Presidel

-Signature Page-
Amendment and Limited Consent Agreement
PG&E Corporatior




Schedule 1 to Amendment and Limited Consent Agreemeé

PostConsent Percentages

JPMorgan Chase Bank, N. 11.36245778¢
Citicorp North America, Inc 11.36245778¢
BNP Pariba: 9.139902688¢
Deutsche Bank AG, NY Branc 9.139902688¢
Barclays Bank PL( 9.139902688¢
Bank of America, N.A 9.139902688¢
The Bank of New York, Mellol 6.817474665¢
UBS Loan Finance LL( 6.817474665¢
ABN AMRO Bank N.V. 5.113105999¢
Morgan Stanley Ban 5.113105999¢
Union Bank of California, N.A 5.113105999¢
Williams Street Commitment Corporati  5.113105999¢
Mizuho Corporate Bank, Lt 4.734357404¢
US Bank National Associatic 1.893742964¢

TOTAL 100.000000000¢







Exhibit 10.2
AMENDMENT AND LIMITED CONSENT AGREEMENT

This AMENDMENT AND LIMITED CONSENT AGREEMENT (this' Agreement”), dated as of April 2'
2009, is entered into by and among PACIFIC GAS AEDECTRIC COMPANY, a California corporation (the *
Borrower”), the several banks and other financial institng or entities from time to time parties to théotedescribe
Credit Agreement (the “ Lendet} each of the Issuing Lenders (as defined inbbalw-described Credit Agreemet
and CITICORP NORTH AMERICA, INC., as administratiagent (the “ Administrative Ageri}, with respect to tt
following:

A. The Borrower, the Lenders, the Issuiegders and the Administrative Agent have previoestere:
into that certain Amended and Restated Credit Agesd, dated as of February 26, 2007 (th€redit Agreemet
"). Capitalized terms are used in this Agreemesndefined in the Credit Agreement, unless otherdefened herein.

B. On March 2, 2009, the Borrower, throube Administrative Agent, made a request for damg of
Revolving Loans to the Lenders in an amount eque$309,324,256.18 (the “ Specified Borrowing Amotntthe
proceeds of which would be made available to therdeer on March 3, 2009 (the Specified Borrowing Da
"). Lehman Brothers Bank, FSB (“Lehmarigiled to make available to the Administrative Agésr the account of tt
Borrower Lehman Bank’s pro rata share of the SpgtBorrowing Amount on the Specified Borrowing Pat

C. Lehman Bank has requested that theoB@r, the Lenders, the Issuing Lenders and theiAdimative
Agent consent and agree to the termination of LehBenk's Commitment (it being understood that the ternmmabi
Lehman Bank’s Commitment shall not result in anmease in the amount of any Lender's Commitment).

D. The Borrower, the Lenders, the Issuirgders and the Administrative Agent are willimggrant suc
request and to amend the Credit Agreement in cergagipects on the terms and subject to the condiset forth in th
Agreement.

For good and valuable consideration, the receigdtsarificiency of which are hereby acknowledged
parties hereto hereby agree as follows:

1. Effectiveness. The effectiveness of the provisions of SectionS2ction 3, Section 5 a
Section 6 of this Agreement is subject to the &ati®on of the condition precedent described inti®ac4 of this
Agreement.

2. Consent and Agreement On the terms and subject to the conditions if Agreement, ar
notwithstanding anything to the contrary in the dirédgreement (including Section 2.14 thereof), Barrower, eac
Lender, each Issuing Lender and the Administrafigent hereby consent and agree to the terminatfonebmar
Bank’s Commitment.

3. Amendments to Credit Agreement. On the terms and subject to the conditions
Agreement, effective as of the Effective Date:




(@) Section 1.1 of the Credit Agreement is hereltjyended to restate the definition df/C
Commitment” to read in its entirety as follows:

“L/IC Commitment™: $921,363,243.60.

(b) Section 2.2 of the Credit Agreement is herabyended to delete the first sentence thereofs
entirety and substitute the following therefor:

“The Borrower may borrow under the Commitments dutime Commitment Period
any Business Day, provided that the Borrower gfig# the Administrative Agent irrevocable noticehfah notice mu:
be received by the Administrative Agent: (a) ptiorl2:00 Noon, New York City time, three BusinessyB prior to th
requested Borrowing Date, in the case of Euroddltzans, or (b) prior to 11:00 A.M., New York Cityrte, on th
requested Borrowing Date, in the case of ABR Loamecifying (i) the amount and Type of Revolvingabs to b
borrowed, (ii) the requested Borrowing Date ang {iii the case of Eurodollar Loans, the respectireounts of eac
such Type of Loan and the respective lengths oiritial Interest Period therefor.”

4. Condition Precedent to the Effectiveness of this Agement. This Agreement shall beco
effective upon the Administrative Ageatreceipt of counterparts of this Agreement exetudtg the Borrower, tt
Lenders, the Issuing Lenders and the Administrafigent (the first date on which the foregoing caioti has bee
satisfied being referred to herein as the * EffectDate”). The Administrative Agent shall promptly notify inriing
the Borrower, the Lenders and the Issuing Lendeos the satisfaction of the condition precedenhé&kEffective Date

5. Effect of this Agreement. Upon the occurrence of the Effective Date:

(@) Lehman Bank’s Commitment shall termen@hereby terminating Lehman Baskiisk
participations in all Letters of Credit issued anpoior to the Effective Date (each, an “ Issuedtéreof Credit”)), anc
each Lender’s Percentage after giving effect tot¢hnmination of Lehman Ban&’Commitment shall be as set fortt
Schedule 1 to this Agreement (with respect to damider, such Percentage after giving effect totémmination o
Lehman Bank’s Commitment being referred to hersisuch Lender’'s “ Postonsent Percentadg

(b) the amount of each L/C Participant'sk participation interest in each Issued Letti
Credit shall be automatically adjusted to equahduU€ Participant’'s Post-Consent Percentage thereof

(c) the NorRProcurement Facility Limit shall be automaticalgduced to $1,018,348,848
and the Procurement L/C Facility Limit shall beauatically reduced to $921,363,243.60; and

(d) Lehman Bank shall have no further rsgbt obligations under the Credit Agreem
other than those rights and obligations which,Hmirtterms, survive the termination of any of then@nitments and/
the repayment in full of the Obligations.




For the avoidance of doubt, nothing contained is Agreement shall have the effect of increasira
amount of any Lender's Commitment.

6. Payment of Fees to Lehman Bank This Agreement shall in no way be deemed to wailte|
or otherwise modify the pro rata sharing provisiofisSection 2.14 of the Credit Agreement with resfge the fee
payable to Lehman Bank under Section 2.6(a), Se&i6(b) or Section 3.3 of the Credit Agreementhiat regard, ar
fees under Section 2.6(a), Section 2.6(b) or Se@i8 of the Credit Agreement owing to Lehman Buauiitk respect t
its Commitment through the Effective Date shalplaé on the next date on which such fees and aim@unts are pa
to the other Lenders pursuant to the Credit AgregmEhereafter, the Borrower shall not be requitegay for th
account of Lehman Bank, and Lehman Bank shall eatrtitled to receive, any fees under Section P.&action 2.6
(b) or Section 3.3 of the Credit Agreement.

7. Representations and Warranties In order to induce the Issuing Lenders, the leescnd th
Administrative Agent to enter into this Agreemethie Borrower represents and warrants to each Leedeh Issuir
Lender and the Administrative Agent that, as ofdaé& hereof, (a) no Event of Default has occuamd is continuin
or, after giving effect to the consent set forttsection 2, would result from the effectivenesthe Agreement; and (
the representations and warranties of the Borr@ertained in Section 4 of the Credit Agreementtare and correct
all material respects as of the Effective Date \lin same effect as though such representationwamenties had be
made on and as of the Effective Date (except foh gsapresentations and warranties made as of #ispetate, whic
shall be true and correct in all material respastsf such specified date).

8. Miscellaneous.

(@) Reference to and Effect on the CrAditeement and the other Loan Documents

® Except as specifically modified bysiAgreement, the Credit Agreement anc
other Loan Documents shall remain in full force afigct and are hereby ratified and confirmed ke Blorrower in a
respects.

(i) The execution and delivery of thiggl@ement shall not, except as expre
provided herein, constitute a waiver of any pransof, or operate as a waiver of any right, poweremedy of th
Lenders, the Issuing Lenders or the Administrathgent under, the Credit Agreement or any of theeothoar
Documents.

(i) Upon the occurrence of the Effeetiate, this Agreement shall be construe
one with the Credit Agreement, and the Credit Agreet shall, where the context requires, be read camdtrue
throughout so as to incorporate this Agreement.

(iv) If there is any conflict between ttegms and provisions of this Agreement
the terms and provisions of the Credit Agreementigy other Loan Document, the terms and provisiohshis
Agreement shall govern.




(b) Headings. Section and subsection Ingadiin this Agreement are included
convenience of reference only and shall not cartstia part of this Agreement for any other purpasee given ar
substantive effect.

(c) Counterparts. This Agreement may becated by one or more of the parties to
Agreement in any number of separate counterpanis,adl of said counterparts taken together shaldbemed t
constitute one and the same instrument. Delivdraro executed signature page of this Agreement dmgirile
transmission shall be effective as delivery of anuadly executed counterpart hereof. A set of tbhpies of thi
Agreement signed by all parties shall be lodgeth wie Borrower and the Administrative Agent.

(d) GOVERNING LAW . THIS AGREEMENT AND THE RIGHTS AND
OBLIGATIONS OF THE PARTIES UNDER THIS AGREEMENT SHA LL BE GOVERNED BY, AND
CONSTRUED AND INTERPRETED IN ACCORDANCE WITH, THE L AWS OF THE STATE OF NEW
YORK.

9. Loan Documents. This Agreement is a Loan Document as definethenCredit Agreemer
and the provisions of the Credit Agreement generajpplicable to Loan Documents are applicable beiic
incorporated herein by this reference.




IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be duly executed as of the dest

above written.

PACIFIC GAS AND ELECTRIC COMPANY

By: NICHOLAS BIJUR
Name: NICHOLAS BIJUR
Title: Assistant Treasure

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




CITICORP NORTH AMERICA, INC.,
as Administrative Agent and as a Len

By: MAUREEN MARONEY
Name: MAUREEN MARONEY
Title: Authorized Signatonr

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




JPMORGAN CHASE BANK, N.A,,

as a Lende

By: JUAN JAVELLANA
Name: JUAN JAVELLANA
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




DEUTSCHE BANK AG, New York Branch,

as a Lende

By: MARCUS TARKINGTON
Name: MARCUS TARKINGTON
Title: Director

By: RAINER MEIER

Name: RAINER MEIER

Title: Director

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




BNP PARIBAS, as a Lendt

By: FRANCES J. DELANEY
Name: FRANCES J. DELANEY
Title: Managing Directo

By: MANOJ KHATRI

Name: MANOJ KHATRI

Title: Director

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




BARCLAYS BANK PLC,

as a Lende

By: ALICIA BORYS
Name: ALICIA BORYS

Title: Assistant Vice Preside

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




BANK OF AMERICA, N.A,,

as a Lende

By: PATRICK MARTIN
Name: PATRICK MARTIN
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




UBS LOAN FINANCE LLC,

as a Lende

By: MARIE HADDAD
Name: MARIE HADDAD
Title: Associate Directo
By: MARY E. EVANS
Name: MARY E. EVANS
Title: Associate Directo

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




THE BANK OF NEW YORK MELLON,

as a Lende

By: MARK W. ROGERS
Name: MARK W. ROGERS
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




WILLIAM STREET COMMITMENT CORPORATION

(Recourse only to the assets of William Street Cament
Corporation),

as a Lende
By: MARK WALTON
Name: MARK WALTON
Title: Assistant Vice Preside

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




UNION BANK OF CALIFORNIA, N.A.,

as a Lende
By: DENNIS G. BLANK
Name: DENNIS G. BLANK
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




ABN AMRO BANK N.V.,

as a Lende
By: R. SCOTT DONALDSON
Name: R. SCOTT DONALDSON
Title: Director
By: TODD VAUBEL
Name: TODD VAUBEL
Title: Vice Presiden

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




MORGAN STANLEY BANK, N.A.

as a Lende
By: MELISSA JAMES
Name: MELISSA JAMES
Title: Authorized Signatonr

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




MIZUHO CORPORATE BANK, LTD.,

as a Lende
By: RAYMOND VENTURA
Name: RAYMOND VENTURA
Title: Deputy General Manag

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




SUMITOMO MITSUI BANKING CORPORATION,

as a Lende
By: MASAKAZU HASEGAWA
Name: MASAKAZU HASEGAWA
Title: General Manage

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




LEHMAN BROTHERS BANK, FSB,

as a Lende
By: THEODORE JANULIS
Name: THEODORE JANULIS
Title: Chairman

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




U.S. BANK NATIONAL ASSOCIATION,

as a Lende
By: RAYMOND J. PALMER
Name: RAYMOND J. PALMER
Title: Senior Vice Presidel

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




COMMERZBANK AG, New York Branch and Grand Cayrr
Branches, as a Lend

By: ANDREW CAMPBELL
Name: ANDREW CAMPBELL
Title: Senior Vice Presidel
By: ELI DAVIS

Name: ELI DAVIS

Title: Assistant Vice Preside

-Signature Page-
Amendment and Limited Consent Agreement
Pacific Gas and Electric Compa




Schedule 1 to Amendment and Limited Consent Agreemeé

JPMorgan Chase Bank, N.

Citicorp North America, Inc
Deutsche Bank AG, NY Branc

BNP Pariba:

Barclays Bank PL(

Bank of America, N.A

UBS Loan Finance LL(

The Bank of New York, Mellol
Williams Street Commitment Corporatic
Union Bank of California, N.A

ABN AMRO Bank N.V.

Morgan Stanley Ban

Mizuho Corporate Bank, Ltc
Sumitomo Mitsui Banking Corporatic
US Bank National Associatic
Commerzbank, AG, NY Branc

PostConsent Percentages

10.9678802179
9.679029150%
8.822506526%
8.822506526%
8.822506526%
8.822506526%
6.580728130%
6.580728130%
4.935546097Y
4.9355460979
4.9355460979
4.9355460979
4.5699500919
3.472642683%
1.827980036%
1.288851068Y

TOTAL

100.000000000¢







Three
Months
Ended
June 30,

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

Six Months
Ended
June 30,

Year Ended December 31

Exhibit 12.1

2009

2009

2008

2007

2006 2005

2004

Earnings:
Income from
continuing

operation:s $
Income taxes
provision 132
Net fixed charge 208

391

$ 63C

262
41F

$ 1,19¢

48¢
86C

$ 1,02«

571
88¢

$ 98t $ 934

60z
801

574
58¢

3,982

2,561
69%

Total Earnings $ 72€

1,30¢

$ 2,54

$ 2,48¢

$ 2,38¢ $ 2,09

7,23¢

Fixed Charges:
Interest and

amortization of

premiums, discoun

and capitalized

expenses related

to short-term

borrowings

and long-term debt

net $ 18¢
Interest on capital
leases 5
AFUDC debt 10

$ 38¢

10
22

$ 794

22
44

$ 834

23
32

$ 77C % 57¢

11 1
2C 15

682

12

Total Fixed Charges $ 202

$ 41¢

$ 86C

$ 88¢

$ 801 $ 58¢

69t

Ratios of Earnings to

Fixed Charges 3.5¢

3.1%

2.9¢

2.7¢

2.9¢ 3.5¢€

10.41

Note:

For the purpose of computing Pacific Gas and Be€ompany’s ratios of earnings to fixed chargesrhings” represent income from
continuing operations adjusted for income taxesfawedl charges (excluding capitalized interestyixed charges” include interest on lotegsr
debt and short-term borrowings (including a repnéstive portion of rental expense), amortizatiofofd premium, discount and expense,
interest on capital leases, and AFUDC debt. Foteatges exclude interest on tax liabilities in adeace with FASB Interpretation No. 48
(Accounting for Uncertainty in Income Taxes).



Exhibit 12.2

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

Three Month Six Months
Ended Ended
June 30, June 30, Year Ended December 31
2009 2009 2008 2007 2006 2005 2004

Earnings:

Income from

continuing

operations $ 391 $ 63C $ 1,19¢ $ 1,02¢ $ 98t $ 934 $ 3,98
Income taxe:

provision 132 263 48¢ 571 60z 574 2,561
Net fixed charge 203 41F 86( 88¢ 801 58¢ 69t

Total Earnings $ 72¢ $ 1,30¢ $ 2547 $ 2,48/ % 2,38t $ 2,097 $ 7,23¢

Fixed Charges:
Interest and
amortization
of premiums,
discounts
and capitalized
expenses
related to shorterm
borrowings and
long-term
debt, ne $ 18¢ $ 38: $ 794 $ 834 $ 77C $ 57¢  $ 682
Interest on capite
leases 5 10 22 23 11 1 1
AFUDC debt 10 22 44 32 20 15 12

Total Fixed Charges $ 20 3 41 $ 86C $ 88¢ $ 801 $ 58¢ $ 69<

Preferred Stock
Dividends:
Tax deductible
dividends 2 4 9 9 12 9 9
Pre-tax earnings
required to cover
non-tax deductible
preferred stock
dividend
requirements 3 4 7 8 3 12 20
Total Preferred
Stock
Dividends 5 8 16 17 15 21 29

Total Combined
Fixed Charges and
Preferred Stock
Dividends $ 206 $ 42 $ 87¢ $ 90€ $ 81€ $ 61C $ 724

Ratios of Earnings to
Combined Fixed
Charges and
Preferred Stock
Dividends 3.4¢ 3.0¢ 2.91 2.7¢4 2.9: 3.44 10.0(

Note:

For the purpose of computing Pacific Gas and Be€@ompany's ratios of earnings to combined fixedrges and preferred stock dividends,
"earnings" represent income adjusted for incomedand fixed charges (excluding capitalized intgré$ixed charges” include interest on
long-term debt and she¢-term borrowings (including a representative portibmental expense), amortization of bond premidis¢ount anc



expense, interest on capital leases, and AFUDC dé&beferred stock dividends" represent tax detlectiividends and pre-tax earnings that
are required to pay the dividends on the outstansamies of preferred stock. Fixed charges exdhtgeest on tax liabilities in accordance w
FASB Interpretation No. 48 (Accounting for Uncentiin Income Taxes).



Exhibit 12.3

PG&E CORPORATION
COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

Three
Months Six Months
Ended Ended
June 30, June 30, Year Ended December 31
2009 2009 2008 2007 2006 2005 2004

Earnings:

Income from

continuing

operations $ 39z % 63€ $ 1,19¢ $ 1,02C $ 1,00t $ 92C $ 3,841
Income taxe:

provision 12t 24C 42~ 53¢ 554 544 2,46¢
Net fixed charge 22C 442 907 937 84t 63¢ 85t
Pre-tax earnings

required to

cover the preferred

stock

dividend of

consolidated

subsidiaries (5) (8) (16) (17) (15) (20) (29
Total Earnings $ 73z $ 1,311 $ 2514 $ 247¢ $ 2,38¢ $ 2,08: $ 7,13:¢

Fixed Charges:
Interest and

amortization of

premiums, discoun

and capitalized

expenses related tc

short-term

borrowings and

long-term debt, ne  $ 20C $ 405 $ 82t % 86 $ 79¢ % 60z $ 81z
Interest on capite
leases 5 10 22 23 11 1 1
AFUDC debt 10 22 44 32 20 15 12
Pre-tax earnings
required to

cover the preferred
stock

dividend of
consolidated

subsidiaries 5 8 16 17 15 2C 29

Total Fixed Charges $ 22C $ 44 $ 907 $ 937 $ 84t $ 63¢ $ 85¢

Ratios of Earnings to
Fixed Charges 3.3¢ 2.9¢ 2.77 2.6F 2.8t 3.2¢ 8.3¢

Note:

For the purpose of computing PG&E Corporation'msadf earnings to fixed charges, “earnings” repnesncome from continuing operations
adjusted for income taxes, fixed charges (excludimgjtalized interest), and pre-tax earnings reglio cover the preferred stock dividend of
consolidated subsidiaries. “Fixed charges” inelutterest on long-term debt and short-term bomg®i(including a representative portion of
rental expense), amortization of bond premium,alis¢ and expense, interest on capital leases, AFJENE, and earnings required to cover
preferred stock dividends of consolidated subsielar Fixed charges exclude interest on tax liddiin accordance with FASB Interpretation
No. 48 (Accounting for Uncertainty in Income Taxe



Exhibit 11

PG&E CORPORATION
COMPUTATION OF EARNINGS PER SHARE

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

(in millions, except per share amounts 2009 2008 2009 2008
Income Available for Common Shareholders $ 38t $ 29: $ 62¢ $ 517
Less: distributed earnings to common sharehol 155 139 309 278
Undistributed earnings $ 23 $ 154 $ 32C $ 23¢
Common shareholders earning:
Basic
Distributed earnings to common shareholc $ 158 % 13¢ % 30¢ $ 27¢
Undistributed earnings allocated to common shadshe 223 146 306 227
Total common shareholders earnings, basi $ 37¢  $ 28t $ 61t $ 50¢
Diluted
Distributed earnings to common shareholc $ 158 $ 13¢ % 30¢ $ 27¢
Undistributed earnings allocated to common shadsrs| 223 146 306 227
Total common shareholders earnings, dilutet $ 37¢  $ 28t % 61t $ 50¢
Weighted average common shares outstanding, ba 36¢ 35€ 36¢€ 35&
9.50% Convertible Subordinated Notes 17 19 17 19
Weighted average common shares outstanding andipating securities

basic 385 375 383 374
Weighted average common shares outstanding, 36¢€ 35€ 36€ 35¢E
Employee share-based compensation 1 1 1 1
Weighted average common shares outstanding, dilute 36¢ 357 367 35€
9.50% Convertible Subordinated Notes 17 19 17 19
Weighted average common shares outstanding arnidipating securities

diluted 386 376 384 375
Net earnings per common share, bas
Distributed earnings, bas® $ 04z $ 03¢ $ 08, % 0.7¢
Undistributed earnings, basic 0.61 0.41 0.84 0.64
Total $ 1.0: $ 0.8C $ 1.6¢ $ 1.42
Net earnings per common share, dilutes
Distributed earnings, dilute $ 04z $ 03¢ $ 08¢ % 0.7¢
Undistributed earnings, dilute 0.60 0.41 0.83 0.64
Total $ 1.0z $ 08C $ 167 $ 1.42

(1 Distributed earnings, basic may differ from actpet share amounts paid as dividends, as the EPButation under GAAP requires t
use of the weighted average, rather than the actuaiber of shares outstandii



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

|, Peter A. Darbee, certify that:

1. | have reviewed this Quarterly Report on Forr-Q for the quarter ended June 30, 2009 of PG&E Gatjmm;

2. Based on my knowledge, this report does not cordain untrue statement of a material fact or omistete
material fact necessary to make the statements,nradight of the circumstances under which sudteshent
were made, not misleading with respect to the peravered by this repol

3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly
present in all material respects the financial dood results of operations and cash flows of itbgistrant as ¢
and for, the periods presented in this reg

4. The registrant's other certifying officer and | aesponsible for establishing and maintaining disgte contro
and procedures (as defined in Exchange Act Rules1b8) and 15d5(e)) and internal control over finant
reporting (as defined in Exchange Act Rules-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and proceduresaased such disclosure controls and procedurés
designed under our supervision, to ensure that rimbtieformation relating to the registrant, inclog its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod i
which this report is being prepare

Designed such internal control over financial réipgr, or caused such internal control over finah@aorting
to be designed under our supervision, to providsoeable assurance regarding the reliability odrfama
reporting and the preparation of financial statetsefor external purposes in accordance with gely
accepted accounting principle

Evaluated the effectiveness of the registrantsalisire controls and procedures and presentedsingport ou
conclusions about the effectiveness of the discosontrols and procedures, as of the end of thmg
covered by this report based on such evaluaticch

Disclosed in this report any change in the regmtsainternal control over financial reporting thatcooec
during the registrant’s most recent fiscal quaftiee registrans fourth quarter in the case of an annual re
that has materially affected, or is reasonablylyike materially affect, the registrastinternal control ov
financial reporting; an

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatiarterhal contrc
over financial reporting, to the registrant's aoiditand the audit committee of registrant's bodrdirectors (o
persons performing the equivalent functiot

a. All significant deficiencies and material weaknessethe design or operation of internal contragiofinancia
reporting which are reasonably likely to adversaffigct the registrant's ability to record, procesgsnmariz
and report financial information; ai

b. Any fraud, whether or not material, that involveamagement or other employees who have a signifroéair
the registrant's internal control over financigloging.

Date: August 5, 2009 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, Kent M. Harvey, certify that:
1. | have reviewed this Quarterly Report on Forr-Q for the quarter ended June 30, 2009 of PG&E Gatjmm;

2. Based on my knowledge, this report does not cordain untrue statement of a material fact or omistete
material fact necessary to make the statements,nmadight of the circumstances under which suckteshent
were made, not misleading with respect to the geravered by this repot

3. Based on my knowledge, the financial statementd, ather financial information included in this repdairly
present in all material respects the financial doorg results of operations and cash flows of thgistrant as ¢
and for, the periods presented in this reg

IN

. The registrant's other certifying officer araré responsible for establishing and maintainiisgldsure controls and
procedures (as defined in Exchange Act Rules 13a)Hnd 15d-15(e)) and internal control over finaheporting
(as defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and procedumesaased such disclosure controls and procedurds
designed under our supervision, to ensure that rraht@formation relating to the registrant, inclog its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during tperiod i
which this report is being prepare

b. Designed such internal control over financial réipgr, or caused such internal control over finahagaorting tc
be designed under our supervision, to provide regse assurance regarding the reliability of finah@porting
and the preparation of financial statements foremwdl purposes in accordance with generally acd
accounting principles

c. Evaluated the effectiveness of the registrant'slasire controls and procedures and presentedsimeort ou
conclusions about the effectiveness of the discéosantrols and procedures, as of the end of thegeovere
by this report based on such evaluation;

d. Disclosed in this report any change in the regmtsainternal control over financial reporting thatcooec
during the registrant’'s most recent fiscal quatiee registrans fourth quarter in the case of an annual re
that has materially affected, or is reasonablylyike materially affect, the registrastinternal control ov
financial reporting; an

5. The registrant's other certifying officer and | badisclosed, based on our most recent evaluationteyhal contrc
over financial reporting, to the registrant's aoiditand the audit committee of registrant's bodrdirectors (o
persons performing the equivalent functiot

a. All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancia
reporting which are reasonably likely to adversaffgct the registrant's ability to record, processnmariz
and report financial information; ai

b. Any fraud, whether or not material, that involveamagement or other employees who have a signifroéair
the registrant's internal control over financigloding.

Date: August 5, 2009 KENT M. HARVEY
Kent M. Harvey
Senior Vice President and Chief Financial Offi







Exhibit 31.2
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Christopher P. Johns, certify that:

1.

5.

| have reviewed this Quarterly Report on FormQG@er the quarter ended June 30, 2009 of Pacifis &a
Electric Company

Based on my knowledge, this report does not corda untrue statement of a material fact or omistete
material fact necessary to make the statements,nmadight of the circumstances under which sucteshent
were made, not misleading with respect to the pesavered by this repol

Based on my knowledge, the financial statementd, ather financial information included in this repdairly
present in all material respects the financial dood results of operations and cash flows of itbgistrant as ¢
and for, the periods presented in this ref

The registrant's other certifying officer and | aesponsible for establishing and maintaining disgte contro
and procedures (as defined in Exchange Act Rules1b8) and 15d5(e)) and internal control over financ
reporting (as defined in Exchange Act Rules-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduresaased such disclosure controls and proceduréds
designed under our supervision, to ensure that riabtieformation relating to the registrant, inclog its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod i
which this report is being prepare

b. Designed such internal control over financial répgr or caused such internal control over finah@gorting
to be designed under our supervision, to providsoeable assurance regarding the reliability odrfama
reporting and the preparation of financial statetsefor external purposes in accordance with gely
accepted accounting principle

c. Evaluated the effectiveness of the registrantgassire controls and procedures and presentedsingport ou
conclusions about the effectiveness of the disceosontrols and procedures, as of the end of theg
covered by this report based on such evaluaticch

d. Disclosed in this report any change in the regmgtsainternal control over financial reporting thatcooec
during the registrant’s most recent fiscal quaftiee registrans fourth quarter in the case of an annual re
that has materially affected, or is reasonablylyike materially affect, the registrastinternal control ov
financial reporting; an

The registrant's other certifying officer and | balisclosed, based on our most recent evaluationtexhal contrc
over financial reporting, to the registrant's aoiditand the audit committee of registrant's bodrdirectors (o
persons performing the equivalent functiot

a. All significant deficiencies and material weaknessethe design or operation of internal contragiofinancia
reporting which are reasonably likely to adversaffigct the registrant's ability to record, procesgsnmariz
and report financial information; ai

b. Any fraud, whether or not material, that involveamagement or other employees who have a signifroéair
the registrant's internal control over financigloging.

Date: August 5, 2009 CHRISTOPHER P. JOHN

Christopher P. Johr
Presiden




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

|, Barbara L. Barcon, certify that:

1. | have reviewed this Quarterly Report on FormQ@er the quarter ended June 30, 2009 of Pacifis &a
Electric Company

Based on my knowledge, this report does not cordai untrue statement of a material fact or omistete

material fact necessary to make the statements,nmadight of the circumstances under which suckteshent
were made, not misleading with respect to the geravered by this repot

3. Based on my knowledge, the financial statementd, aither financial information included in this repdairly
present in all material respects the financial doorg results of operations and cash flows of thgistrant as ¢
and for, the periods presented in this reg

The registrant's other certifying officer and | aesponsible for establishing and maintaining disate contro

and procedures (as defined in Exchange Act Rules1b8) and 15d5(e)) and internal control over financ
reporting (as defined in Exchange Act Rules-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and proceduresaased such disclosure controls and procedurés
designed under our supervision, to ensure that rrabtieformation relating to the registrant, inclog its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod i
which this report is being prepare

Designed such internal control over financial réipgr, or caused such internal control over finah@aorting
to be designed under our supervision, to providsaopable assurance regarding the reliability odrfaia
reporting and the preparation of financial statetiefior external purposes in accordance with gely
accepted accounting principle

Evaluated the effectiveness of the registrantsalisire controls and procedures and presentedsingport ou
conclusions about the effectiveness of the discowontrols and procedures, as of the end of thmdg
covered by this report based on such evaluaticth

Disclosed in this report any change in the regmtsainternal control over financial reporting thatcooec
during the registrant’s most recent fiscal quaftiee registrans fourth quarter in the case of an annual re
that has materially affected, or is reasonablylyike materially affect, the registrastinternal control ow
financial reporting; an

5. The registrant's other certifying officer and | badisclosed, based on our most recent evaluationteyhal contrc
over financial reporting, to the registrant's aoiditand the audit committee of registrant's bodrdirectors (o
persons performing the equivalent functiot

a. All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancia
reporting which are reasonably likely to adversaffgct the registrant's ability to record, processnmariz
and report financial information; ai

b. Any fraud, whether or not material, that involveamagement or other employees who have a signifroéair
the registrant's internal control over financigloding.

Date: August 5, 2009 BARBARA L. BARCON

Barbara L. Barcol
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 ReparForm 10-Q of PG&E Corporation for the quarter
ended June 30, 2009 (“Form 10-Q"), |, Peter A. [RBarlChairman, Chief Executive Officer, and Predid¢i? G&E
Corporation, hereby certify pursuant to 18 U.S.€ctlon 1350, as adopted pursuant to Section 9@tedbarbanes-
Oxley Act of 2002, to the best of my knowledge aedlef, that:

(2) the Form 10-Q fully complies with the requiremeotsection 13(a) or 15(d) of the Securities
Exchange Act of 1934, ar

(2) the information contained in the Form 10-Q fairhegents, in all material respects, the financial
condition and results of operations of PG&E Corfiora

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

August 5, 2009




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

In connection with the accompanying Quarterly ReparForm 10-Q of PG&E Corporation for the quarter
ended June 30, 2009 (“Form 10-Q"), I, Kent M. Harv8enior Vice President and Chief Financial OfficEPG&E
Corporation, hereby certify pursuant to 18 U.S.€ctlon 1350, as adopted pursuant to Section 9@tedbarbanes-
Oxley Act of 2002, to the best of my knowledge aedlef, that:

(2) the Form 10-Q fully complies with the requiremeatsection 13(a) or 15(d) of the Securities
Exchange Act of 1934, ar

(2) the information contained in the Form 10-Q fairhegents, in all material respects, the financial
condition and results of operations of PG&E Corfiora

KENT. M. HARVEY
KENT M. HARVEY
Senior Vice President and Chief Financial Offi

August 5, 2009



Exhibit 32.2

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

In connection with the accompanying Quarterly ReparForm 10-Q of Pacific Gas and Electric Compfmy
the quarter ended June 30, 2009 (“Form 10-QQhristopher P. Johns, President of Pacific GasEectric Company
hereby certify pursuant to 18 U.S.C. Section 1380adopted pursuant to Section 906 of the Sarbiarkes Act of
2002, to the best of my knowledge and belief, that:

() the Form 10-Q fully complies with the requiremeotsection 13(a) or 15(d) of the Securities
Exchange Act of 1934, ar

(2) the information contained in the Form 10-Q fairhggents, in all material respects, the financial
condition and results of operations of Pacific @ad Electric Compan!

CHRISTOPHER P. JOHN
CHRISTOPHER P. JOHN
Presiden

August 5, 2009




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

In connection with the accompanying Quarterly ReparForm 10-Q of Pacific Gas and Electric Comptomny
the quarter ended June 30, 2009 (“Form 10-Q”)akb@Ara L. Barcon, Vice President, Finance and (firgncial
Officer of Pacific Gas and Electric Company, herebitify pursuant to 18 U.S.C. Section 1350, agptetbpursuant to
Section 906 of the Sarbanes-Oxley Act of 2002hé&oltest of my knowledge and belief, that:

(1) the Form 10-Q fully complies with the requiremeaotsection 13(a) or 15(d) of the Securities
Exchange Act of 1934, ar

(2) the information contained in the Form 10-Q fairhegents, in all material respects, the financial
condition and results of operations of Pacific @ad Electric Compan:

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

August 5, 2009



