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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) ODRE
SECURITIES EXCHANGE ACT OF 193
For the quarterly period ended September 30, 2012
OR
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy OHE
SECURITIES EXCHANGE ACT OF 193
For the transition period from to
Commission Exact Name of State or Other IRS Employer
File Registrant Jurisdiction of Identification
Number as Specified Incorporation Number
in its Charter
1-12609 PG&E Corporatior California 94-3234914
1-2348 Pacific Gas and Electric California 94-0742640
Company
Pacific Gas and Electric Company PG&E Corporation
77 Beale Street 77 Beale Street
P.O. Box 770000 P.O. Box 770000
San Francisco, California 94177 San Francisco, California 94177
Address of principal executive offices, includirig zode
Pacific Gas and Electric Company PG&E Corporation
(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 Sexti3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiach shorter period that the registrant was reduodile such reports), and (2) have been
subject to such filing requirements for the pasté@s. [X] Yes [ ] N¢

Indicate by check mark whether the registrant ldsmstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation {8 232.405 of this chapter) during the precedi@gnonths (o
for such shorter period that the registrant wasired to submit and post such file

PG&E Corporation [X] Yes[ ] No

Pacific Gas and Electric Compar [X] Yes[ ] No

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @aocelerated filer, or a smaller reporting
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 fil{ ] Accelerated file
[ 1 Non-accelerated file [ ] Smaller reporting compar
Pacific Gas and Electric Compar [ ] Large accelerated fil{ ] Accelerated file

[X] Non-accelerated file [ ] Smaller reporting compar

Indicate by check mark whether the registrantskell 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 ofitiest practicable dat
Common stock outstanding as of October 25, 2

PG&E Corporation 429,984,32¢

Pacific Gas and Electric Compar 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 Nine Months Ended
September 30 September 30
(in millions, except per share amounts) 2012 2011 2012 2011
Operating Revenues
Electric $ 3,32: % 3,18¢ $ 9,02¢ $ 8,694
Natural gas 653 672 2,18¢ 2,44
Total operating revenues 3,97¢ 3,86( 11,21( 11,14:
Operating Expenses
Cost of electricity 1,28: 1,22¢ 3,10¢ 3,01¢
Cost of natural ga 11¢ 17C 592 93¢
Operating and maintenan 1,34¢ 1,492 4,13¢ 3,95¢
Depreciation, amortization, and decommissioning 617 56€ 1,807 1,64¢
Total operating expense 3,36z 3,452 9,64 9,551
Operating Income 614 40¢ 1,56¢ 1,58¢
Interest incom 2 2 6 7
Interest expens (17¢) (17¢) (52¢) (527)
Other income, net 26 18 84 56
Income Before Income Taxe: 464 252 1,13( 1,12C
Income tax provision 10C 49 291 34¢
Net Income 364 203 83¢ 771
Preferred stock dividend requirement of subsidiary 3 3 10 10
Income Available for Common Shareholders $ 361 $ 20C $ 82¢ $ 761
Weighted Average Common Shares Outstanding
Basic 42€ 408 422 39¢
Weighted Average Common Shares Outstanding
Diluted 42¢ 404 428 40C
Net Earnings Per Common Share, Basi $ 0.84 $ 05C $ 1.9¢ $ 1.91
Net Earnings Per Common Share, Diluted $ 0.84 $ 05C $ 1.9¢ $ 1.9C
Dividends Declared Per Common Shar $ 0.4 $ 0.4 $ 137 $ 1.37

See accompanying Notes to the Condensed ConsaliBtatancial Statements.




PG&E CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
Three Months Ended Nine Months Ended
September 30 September 30
(in millions) 2012 2011 2012 2011
Net Income $ 364 $ 202 $ 83¢ $ 771

Other Comprehensive Income
Pension and other postretirement benefit p
Unrecognized prior service credit (net of incomed$5 and $7 in
the three months ended September 30, 2012 and &&hkctively,
and $15 and $18 in the nine months ended Septe3th@012 and
2011, respectively 7 9 19 28
Unrecognized net gain (net of income tax of $12 $@dh the three
months ended September 30, 2012 and 2011, resplgctnd $38
and $17 in the nine months ended September 30, 2042011,
respectively’ 18 8 58 23
Unrecognized net transition obligation (net of imeotax of $2 and
$3 in the three months ended September 30, 2012GiH
respectively, and $6 and $7 in the nine months eéS#ptember 30,
2012 and 2011, respective 4 4 12 12
Transfer to regulatory account (net of income th%13! and $8 in th
three months ended September 30, 2012 and 20pEkctesly, and
$44 and $26 in the nine months ended Septemb&03@, and 2011

respectively) (22) (13) (63) (37)
Total other comprehensive income 8 8 26 26
Comprehensive Income 372 211 86% 797
Preferred stock dividend requirement of subsidiary 3 3 10 10
Comprehensive Income Attributable to Common Sharehlolers $ 36 $ 20 $ 855 $ 787

See accompanying Notes to the Condensed ConsaliBtatancial Statements.




PG&E CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions)
ASSETS
Current Assets
Cash and cash equivalel

Restricted cash ($88 and $51 related to energyweeyg bonds at September 30, 2012 and Decemt

31, 2011, respectivel
Accounts receivabl

Customers (net of allowance for doubtful accowfit885 and $81 at September 30, 2012 and

December 31, 2011, respective
Accrued unbilled revent
Regulatory balancing accout
Other

Regulatory assets ($0 and $336 related to eneopyeey bonds at September 30, 2012 and Decen

31, 2011, respectivel
Inventories
Gas stored underground and fuel
Materials and supplie
Income taxes receivab
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 trus
Income taxes receivab
Other
Total other noncurrent assets
TOTAL ASSETS

See accompanying Notes to the Condensed Consadliffatancial Statements.

(Unaudited)
Balance at
September December
30, 31,
2012 2011
$ 29 $ 518
41€ 38C
1,18¢ 992
77¢ 762
90¢ 1,082
665 83¢
567 1,09(
15¢ 15¢
29¢€ 261
19 18¢
302 21¢€
5,59: 6,48(
37,63t 35,85
12,28( 11,93:
2,09t 1,77(
1 15
52,01: 49,567
(16,367) (15,917
35,65( 33,65¢
6,521 6,50¢
2,15¢ 2,041
338 38€
61C 682
9,62¢ 9,61¢
$ 50,86¢ $ 49,75(




PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
Balance at
September December
30, 31,
(in millions) 2012 2011
LIABILITIES AND EQUITY
Current Liabilities
Shor-term borrowings $ 397 $ 1,641
Long-term debt, classified as curre - 50
Energy recovery bonds, classified as cur 11C 42%
Accounts payabl
Trade creditor 1,054 1,177
Disputed claims and customer reful 164 673
Regulatory balancing accout 45¢ 374
Other 427 42C
Interest payabl 821 84:
Income taxes payab 15 11C
Deferred income taxe - 19¢
Other 1,99: 1,83¢
Total current liabilities 5,43¢ 7,74¢
Noncurrent Liabilities
Long-term debt 12,91¢ 11,76¢
Regulatory liabilities 5,107 4,73:
Pension and other postretirement ben: 3,57( 3,39¢
Asset retirement obligatior 1,661 1,60¢
Deferred income taxe 6,72¢ 6,00¢
Other 2,07( 2,13¢
Total noncurrent liabilities 32,041 29,64¢
Commitments and Contingencies (Note 1(
Equity
Shareholders Equity
Preferred stoc - -
Common stock, no par value, authorized 800,000sb@@es, 429,357,175 shares
outstanding at September 30, 2012 and 412,257 [@@2% outstanding at
December 31, 201 8,36: 7,60
Reinvested earning 4,957 4,712
Accumulated other comprehensive loss (18€) (213)
Total shareholder¢ equity 13,13 12,10
Noncontrolling Interest — Preferred Stock of Subsidiary 252 252
Total equity 13,38¢ 12,35:
TOTAL LIABILITIES AND EQUITY $ 50,86¢ $ 49,75(

See accompanying Notes to the Condensed Consadliffatancial 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 caskigenl by operating activitie:
Depreciation, amortization, and decommissiot
Allowance for equity funds used during constiat
Deferred income taxes and tax credits,

Other

Effect of changes in operating assets and liadodli

Accounts receivabl
Inventories
Accounts payabl

Income taxes receivable/paya
Other current assets and liabiliti
Regulatory assets, liabilities, and balancing antsunel
Other noncurrent assets and liabilities
Net cash provided by operating activities
Cash Flows from Investing Activities

Capital expenditure

(Increase) decrease in restricted ¢
Proceeds from sales and maturities of nuclear degssipning trust investmen
Purchases of nuclear decommissioning trust invess

Other

Net cash used in investing activitie
Cash Flows from Financing Activities
Borrowings under revolving credit facilitit
Repayments under revolving credit facilit
Net (repayments) issuances of commercial papefrdiscount of $3 in 2012 and $2 in 2C
Proceeds from issuance of long-term debt, netsafadint and issuance costs of $10 in 2012 and $¢

2011

Long-term debt matured or repurcha:

Energy recovery bonds matur

Common stock issued, net of issuance costs of 8812 and $2 in 201
Common stock dividends pa

Other

Net cash used in financing activitie:

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

Cash and cash equivalents at September ! $
Supplemental disclosures of cash flow informatiol

Cash received (paid) fo

Interest, net of amounts capitaliz $

Income taxes, nt

Supplemental disclosures of noncash investing anth&éncing activities
Common stock dividends declared but not yet | $
Capital expenditures financed through accounts e
Noncash common stock issuan

Terminated capital leas

(Unaudited)
Nine Months Ended
September 30
2012 2011

$ 83¢ $ 771
1,807 1,64¢
(79) (64)
624 552
23C 22%
(32€) (18€)
(34) (60)
(55) 93
69 (72)
16 70
66 70
29t 42€
3,45 3,23:
(3,36]) (2,96¢)
(38 17C
903 1,574
(964) (1,609
101 (102)
(3,359 (2,930)
- 35¢€
- (289
(1,247 19¢€
1,14( 544
(50 (700
(319 (299
70z 391
(55€) (525)
14 2
(310) (31€)
(217) (14)
513 291
29€ $ 277
(486) $ (536
114 8
19t % 184
22¢ 22t
18 18
13€ -

See accompanying Notes to the Condensed ConsaliBtatancial Statements.




PACIFIC GAS AND ELECTRIC COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in millions)
Operating Revenues
Electric
Natural gas
Total operating revenues
Operating Expenses
Cost of electricity
Cost of natural ga
Operating and maintenan
Depreciation, amortization, and decommissioning
Total operating expense:
Operating Income
Interest incom
Interest expens
Other income, net
Income Before Income Taxe:
Income tax provision
Net Income
Preferred stock dividend requirement
Income Available for Common Stock

(Unaudited)
Three Months Ended Nine Months Ended
September 30 September 30
2012 2011 2012 2011

$ 3,321 % 3,187 $ 9,02 $ 8,691
658 672 2,18¢ 2,44
3,97¢ 3,85¢ 11,20¢ 11,13¢
1,28: 1,22¢ 3,10¢ 3,01¢
11¢€ 17C 592 93¢
1,34: 1,497 4,13¢ 3,951
617 56€ 1,807 1,64¢
3,361 3,451 9,63¢ 9,55:
612 402 1,56¢ 1,58¢
2 2 5 6
172 a7y (517 (517
19 19 64 52
462 252 1,12¢ 1,132
122 56 32¢€ 37€
34C 19¢€ 79¢ 75¢€
3 3 10 10
$ 337 % 19 8 78¢ % 74€

See accompanying Notes to the Condensed Consadliffatancial Statements.




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
Three Months Ended Nine Months Ended
September 30 September 30
(in millions) 2012 2011 2012 2011
Net Income $ 34C $ 19¢ $ 79 $ 75€

Other Comprehensive Income

Pension and other postretirement benefit p
Unrecognized prior service credit (net of incae of $5 and $7 ir

the three months ended September 30, 2012
and 2011, respectively, and $15 and $18 in the months ended

September 30, 2012 and 2011, respectiv 7 9 19 28
Unrecognized net gain (net of income tax of $4@ $6 in the three

months ended September 30, 2012 and 2011,
respectively, and $38 and $17 in the nine moaitted Septembe

30, 2012, and 2011, respective 18 8 58 23
Unrecognized net transition obligation (net afdme tax of $2 anc

$3 in the three months ended September 30,
2012 and 2011, respectively, and $6 and $7 imifhe months

ended September 30, 2012 and 2011, respecti 4 4 12 12
Transfer to regulatory account (net of incomedb%14 and $8 in

the three months ended September 30, 2012 and
2011, respectively, and $44 and $26 in the ninaths ended

September 30, 2012 and 2011, respectively) (22) (13) (63) (37)
Total other comprehensive income 8 8 26 26
Comprehensive Income $ 348 $ 204 $ 824 $ 782

See accompanying Notes to the Condensed Consadlifatancial Statements.




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions)
ASSETS
Current Assets
Cash and cash equivalel

Restricted cash ($88 and $51 related to energyweggdoonds at September 30, 2012 and Decemb

2011, respectively
Accounts receivabl

Customers (net of allowance for doubtful accowfit885 and $81 at September 30, 2012 and

December 31, 2011, respective
Accrued unbilled revent
Regulatory balancing accout
Other

Regulatory assets ($0 and $336 related to eneopyeey bonds at September 30, 2012 and Decen

31, 2011, respectivel
Inventories
Gas stored underground and fuel
Materials and supplie
Income taxes receivab
Other
Total current assets
Property, Plant, and Equipment
Electric
Gas
Construction work in progress
Total property, plant, and equipment
Accumulated depreciation
Net property, plant, and equipment
Other Noncurrent Assets
Regulatory asse
Nuclear decommissioning trus
Income taxes receivab
Other
Total other noncurrent assets
TOTAL ASSETS

See accompanying Notes to the Condensed Consadliffatancial Statements.

(Unaudited)
Balance at
September December
30, 31,
2012 2011
$ 86 $ 304
41€ 38C
1,18¢ 992
77¢ 762
90¢ 1,082
667 84C
567 1,09(
15¢ 15¢
29¢€ 261
- 242
29t 21%
5,35¢ 6,32¢
37,63t 35,85
12,28( 11,93:
2,09t 1,77(
52,01( 49,55
(16,360 (15,899
35,65( 33,65¢
6,521 6,50¢
2,15¢ 2,041
331 384
324 331
9,331 9,26:
$ 50,34¢ $ 49,24




PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
Balance At
September December
30, 31,
(in millions, except share amounts 2012 2011
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current Liabilities
Shor-term borrowings $ 397 $ 1,647
Long-term debt, classified as curre - 50
Energy recovery bonds, classified as cur 11C 42%
Accounts payabl
Trade creditor: 1,054 1,177
Disputed claims and customer reful 164 673
Regulatory balancing accout 45¢ 374
Other 444 417
Interest payabl 811 83¢
Income taxes payab 29 11¢
Deferred income taxe - 19¢
Other 1,77 1,62¢
Total current liabilities 5,24¢ 7,544
Noncurrent Liabilities
Long-term debt 12,56¢ 11,417
Regulatory liabilities 5,107 4,73:
Pension and other postretirement ben: 3,49¢ 3,32¢
Asset retirement obligatior 1,661 1,60¢
Deferred income taxe 6,88¢ 6,16(
Other 2,00¢ 2,07(
Total noncurrent liabilities 31,72¢ 29,31«
Commitments and Contingencies (Note 10)
Shareholders Equity
Preferred stoc 25¢ 25¢
Common stock, $5 par value, authorized 800,000sb@des, 264,374,809 shares outstanding at
September 30, 2012 and December 31, : 1,322 1,322
Additional paic-in capital 4,511 3,79¢
Reinvested earning 7,461 7,21(
Accumulated other comprehensive loss (175) (202)
Total shareholder¢ equity 13,37 12,38¢
TOTAL LIABILITIES AND SHAREHOLDERS ' EQUITY $ 50,34¢ $ 49,24

See accompanying Notes to the Condensed ConsaliBtatancial 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 caskigenl by operating activitie:
Depreciation, amortization, and decommissiot
Allowance for equity funds used during constiat
Deferred income taxes and tax credits,
Other
Effect of changes in operating assets and liadodli
Accounts receivabl
Inventories
Accounts payabl
Income taxes receivable/paya
Other current assets and liabiliti
Regulatory assets, liabilities, and balancing antsunel
Other noncurrent assets and liabilities
Net cash provided by operating activities
Cash Flows from Investing Activities
Capital expenditure
(Increase) decrease in restricted ¢
Proceeds from sales and maturities of nuclear degssipning trust investmen
Purchases of nuclear decommissioning trust invess
Other
Net cash used in investing activitie
Cash Flows from Financing Activities
Borrowings under revolving credit facilitit
Repayments under revolving credit facilit

Net (repayments) issuances of commercial papefrdiscount of $3 in 2012 and $2 in 2C
Proceeds from issuance of long-term debt, netsafadint and issuance costs of $10 in 2012 and $¢

2011
Long-term debt matured or repurcha:
Energy recovery bonds matur
Preferred stock dividends pe
Common stock dividends pa
Equity contributior
Other
Net cash used in financing activities
Net change in cash and cash equivalen
Cash and cash equivalents at January 1
Cash and cash equivalents at September .

Supplemental disclosures of cash flow information
Cash received (paid) fa
Interest, net of amounts capitaliz
Income taxes, ni
Supplemental disclosures of noncash investing anah&ncing activities
Capital expenditures financed through accounts e
Terminated capital leas

See accompanying Notes to the Condensed ConsaliBtatancial Statements.
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(Unaudited)
Nine Months Ended
September 30
2012 2011

79¢ % 75€
1,807 1,64¢
(79) (64)
632 564
18¢ 19¢
(327) (125)
(34) (60)
(31) 97
158 (15€)
15 (1539
66 70
31E 491
3,50¢ 3,261
(3,36]) (2,96¢)
(38 17C
903 1,574
(964) (1,609
14 13
(3,446 (2,815
- 20¢
- (208)
(1,247 19¢€
1,14( 544
(50 (700
(319 (299
(10) (10)
(537) (537)
71t 35C
25 12
(277) (444)
(21€) 2
304 51
86 $ 53
(47¢) $ (525)
174 6
226 $ 22t
13€ -




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

PG&E Corporation is a holding company that conditstbusiness through Pacific Gas and Electric Camgp(“Utility”), a public
utility operating in northern and central CalifaniThe Utility generates revenues mainly throughdale and delivery of electricity and
natural gas to customers. The Utility is reguldigdhe California Public Utilities Commission (“CIE”") and the Federal Energy Regulatory
Commission (“FERC”). In addition, the Nuclear R&gary Commission (“NRC") oversees the licensingnstruction, operation, and
decommissioning of the Utility’s nuclear generatfanilities. The Utility’s accounts for electrind gas operations are maintained in
accordance with the Uniform System of Accounts gniesd by the FERC.

This quarterly report on Form 10-Q is a combingubreof PG&E Corporation and the Utility that indies separate Condensed
Consolidated Financial Statements for each compaihg Notes to the Condensed Consolidated FinaStiaéments apply to both PG&E
Corporation and the Utility. PG&E Corporation’siZtensed Consolidated Financial Statements inchila¢counts of PG&E Corporation,
the Utility, and other wholly owned and controllgabsidiaries. The Utility’s Condensed Consoliddtathncial Statements include the
accounts of the Utility and its wholly owned andttolled subsidiaries. All intercompany transastidnave been eliminated from the
Condensed Consolidated Financial Statements.

The accompanying Condensed Consolidated FinanzEdr8ents have been prepared in accordance wittuaiicg principles
generally accepted in the United States of AmgfiGRAAP”) for interim financial statements and inaedance with the instructions to Form
10-Q and Rule 10-01 of Regulation S-X promulgatedhe Securities and Exchange Commission (“SECH) therefore do not contain all of
the information and footnotes required by GAAP #mel SEC for annual financial statements. PG&E Gon’s and the Utility’s
Condensed Consolidated Financial Statements refleatjustments (consisting only of normal requgradjustments) that management
believes are necessary for the fair presentatidhesf financial condition, results of operatioaad cash flows for the periods presented. The
information at December 31, 2011 in both PG&E Coagion’s and the Utility’s Condensed ConsolidatedaBce Sheets included in this
quarterly report was derived from the audited Ctdated Balance Sheets incorporated by referertcetlieir combined 2011 Annual Report
on Form 10-K filed with the SEC on February 16, 20PG&E Corporation’s and the Utility’s combine@l Annual Report on Form 10-K,
together with the information incorporated by refeze into such report, is referred to in this qrayrtreport as the “2011 Annual
Report.” This quarterly report should be readanjanction with the 2011 Annual Report.

The preparation of financial statements in confeymiith GAAP requires management to make estimatesassumptions based ¢
wide range of factors, including future regulatdacisions and economic conditions that are diffitupredict. Some of the more critical
estimates and assumptions relate to the Utiligggutatory assets and liabilities, legal and regujatontingencies, environmental remediation
liabilities, asset retirement obligations (“ARO&nd pension and other postretirement benefit patigations. Management believes that its
estimates and assumptions reflected in the Condebspsolidated Financial Statements are appropaiadeeasonable. Actual results could
differ materially from those estimates.

NOTE 2: SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies used by PG&Epoeoation and the Utility are discussed in Notd the Notes to the
Consolidated Financial Statements in the 2011 AhReaort.

Pension and Other Postretirement Benefits

PG&E Corporation and the Utility provide a non-admitory defined benefit pension plan for eligileleployees and retirees
(referred to collectively as “pension benefits”dasontributory postretirement medical plans fogiblie employees and retirees and their
eligible dependents and non-contributory postretéet life insurance plans for eligible employeed eetirees (referred to collectively as
“other benefits”). PG&E Corporation and the Utilltave elected that certain of the trusts undeglyirese plans be treated under the Internal
Revenue Code of 1986, as amended (“Code”), asfigabiiusts. If certain conditions are met, PG&&rgbration and the Utility can deduct
payments made to the qualified trusts, subjecettat Code limitations. PG&E Corporation and th#éity use a December 31 measurement
date for all plans.
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The net periodic benefit costs reflected in PG&Egooation’s Condensed Consolidated Financial Statgsifor the three and nine

months ended September 30, 2012 and 2011 werdl@ssp

Pension Benefits

Other Benefits

Three Months Ended

Three Months Ended

September 30 September 30

(in millions) 2012 2011 2012 2011
Service cost for benefits earn $ 10C $ 76 $ 14 $ 9
Interest cos 16E 167 21 23
Expected return on plan ass (250 (16¢) (29 (22
Amortization of transition obligatio - - 6 7
Amortization of prior service co: 5 8 7 8
Amortization of unrecognized loss 29 13 1 1

Net periodic benefit cost 14¢ 96 30 26
Less: transfer to regulatory accotint (75) (32 - -
Total $ 74 $ 64 30 $ 26

M The Utility recorded these amounts to a regulagmgount since they are probable of recovery frostarners in future rates.

Pension Benefits

Other Benefits

Nine Months Ended

Nine Months Ended

September 30 September 30

(in millions) 2012 2011 2012 2011
Service cost for benefits earn $ 297 $ 24C % 37 $ 31
Interest cos 494 49t 63 69
Expected return on plan ass (449 (502) (58) (62
Amortization of transition obligatio - - 18 19
Amortization of prior service co: 15 26 19 20
Amortization of unrecognized loss 92 37 4 3

Net periodic benefit cost 44¢ 29¢€ 83 80
Less: transfer to regulatory accotit (228) (104) - -
Total $ 224 $ 192 83 $ 80

M The Utility recorded these amounts to a regulatmgount since they are probable of recovery frostaruers in future rates.

There was no material difference between PG&E Qamn and the Utility for the information disclasabove.

During 2012, the Pacific Gas and Electric CompantirBment Plan was amended to offer a new casindalenefit
formula. Eligible employees hired after Decemhkr2012 will be covered by the new formula. Ellgiemployees hired before January 1,
2013 will have a one-time opportunity to elect éodmvered by the new formula going forward, begigron January 1, 2014. As long as
pension benefit costs continue to be recoverabteith customer rates, PG&E Corporation and thatWthticipate that this amendment will

have no impact on net income.

Variable Interest Entities

PG&E Corporation and the Utility are required tmsolidate the financial results of any entitied thay control. In most cases,
control can be determined based on majority owmgishvoting interests. However, there are ceréaitities known as variable interest
entities (“VIE"s) for which control is difficult taiscern based on ownership or voting interestseal VIE is an entity that does not have
sufficient equity at risk to finance its activitiesthout additional subordinated financial supgdosim other parties, or whose equity investors
lack any characteristics of a controlling finandrgerest. An enterprise has a controlling finahaiterest in a VIE if it has the obligation to
absorb expected losses or the right to receiveategayains that could potentially be significanttte VIE and if it has any decision-making
rights associated with the activities that are nsagtificant to the VIE's economic performance limiing the power to design the VIE. An
enterprise that has a controlling financial interesa VIE is known as the VIE’s primary benefigiaand is required to consolidate the VIE.

In determining whether consolidation of a partic@atity is required, PG&E Corporation and the ititifirst evaluate whether the
entity is a VIE. If the entity is a VIE, PG&E Caration and the Utility use a qualitative approszidetermine if either is the primary

beneficiary of the VIE.
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Some of the counterparties to the Utility’s powarghase agreements are considered VIEs. Eaclesd MIEs was designed to own
a power plant that would generate electricity fmledo the Utility subject to the terms of a poywarchase agreement. In determining whether
the Utility is the primary beneficiary of any ofdbe VIEs, it assesses whether it absorbs any &fIffle expected losses or receives any
portion of the VIE’s expected residual returns urttie terms of the power purchase agreement. agsisssment includes an evaluation of
how the risks and rewards associated with the ppleatt’'s activities are absorbed by variable indehmlders, as well as an analysis of the
variability in the VIE’s gross margin and the impa€the power purchase agreement on the grossimaltnder each of these power
purchase agreements, the Utility is obligated teipase electricity or capacity, or both, from th&V The Utility does not provide any other
support to these VIEs, and the Utility’s finanaaiposure is limited to the amount it pays for deflad electricity and capacity. (See Note 10
below.) The Utility does not have any decision-ingkiights associated with the design of these Vies does the Utility have the power to
direct the activities that are most significanttte economic performance of these VIEs such asittispights, operating and maintenance
activities, or re-marketing activities of the povpdant after the termination of the VIES’ respeetpower purchase agreement with the
Utility. Since the Utility was not the primary befitiary of any of these VIEs at September 30, 20tldid not consolidate any of them.

The Utility continued to consolidate the finanaiasults of PG&E Energy Recovery Funding LLC (“PERFhother VIE, at
September 30, 2012, since the Utility is the priyrtzeneficiary of PERF. PERF was formed in 200 asholly owned subsidiary of the
Utility to issue energy recovery bonds (“ERB”s)donnection with the settlement agreement entetteceimong PG&E Corporation, the
Utility, and the CPUC in 2003 to resolve the Uilit proceeding under Chapter 11 of the U.S. Banksugode (“Chapter 11 Settlement
Agreement”). The Utility has a controlling finaatinterest in PERF since the Utility is expose®ERF’s losses and returns through the
Utility’s 100% equity investment in PERF and thelityt was involved in the design of PERF, which wasactivity that was significant to
PERF’s economic performance. The assets of PERE $&56 million at September 30, 2012 and primarilgsisted of assets related to
ERBs. The liabilities of PERF were $111 millionSgptember 30, 2012 and consisted of ERBs, whelnatuded in current liabilities in the
Condensed Consolidated Balance Sheets. PERFeéstexpto be dissolved in 2013, after the ERBs reat(ee Note 4 below.)

At September 30, 2012, PG&E Corporation affilidtesl entered into four tax equity agreements to fesilential and commercial
retail solar energy installations with two privagtéleld companies that are considered VIEs. Uruesd agreements, PG&E Corporation has
agreed to provide lease payments and investmenflmations of up to $396 million to these companieexchange for the right to receive
benefits from local rebates, federal grants, askaae of the customer payments made to these caesparhe majority of these amounts are
recorded in other noncurrent assets — other in PG&#poration’s Condensed Consolidated Balance She&tSeptember 30, 2012, PG&E
Corporation had made total payments of $361 millioder these agreements and received $225 mitlibemefits and customer payments
determining whether PG&E Corporation is the primbaepeficiary of any of these VIEs, it assesses wbfche variable interest holders has
control over these companies’ significant econoaaitvities, such as the design of the companiasjeeselection, construction, customer
selection, and re-marketing activities after threnieation of customer leases. PG&E Corporatiomigeined that these companies control
these activities, while its financial exposure frirese agreements is generally limited to its I@asenents and investment contributions to
these companies. Since PG&E Corporation was regptimary beneficiary of any of these VIEs at Seyer 30, 2012, it did not consolidate
any of them.

Adoption of New Accounting Standards
Amendmentsto Fair Value Measurement Requirements

On January 1, 2012, PG&E Corporation and the Mtddopted an accounting standards update (“ASY) idquires additional fair
value measurement disclosures. For fair value ureagents that use significant unobservable inmutantitative disclosures of the inputs
qualitative disclosures of the valuation processesequired. For items not measured at fair viuke balance sheet but whose fair value is
disclosed, disclosures of the fair value hierardelvel, the fair value measurement techniques wmtithe inputs used in the fair value
measurements are required. In addition, the AStthipg an entity to measure the fair value of afptict of financial instruments based on
portfolio’s net position, if the portfolio has metrtain criteria. Furthermore, the ASU refines whe entity should, and should not, apply
certain premiums and discounts to a fair value nreasent. The adoption of the ASU is reflected otéN8 below and did not have a material
impact on PG&E Corporation’s or the Utility's Comieed Consolidated Financial Statements.

Presentation of Comprehensive | ncome

On January 1, 2012, PG&E Corporation and the Ytiddopted ASUs that require an entity to preseheei1) a single statement of
comprehensive income or loss or (2) a separatenstait of comprehensive income or loss that immelgidbllows a statement of income or
loss. A single statement of comprehensive incomess is comprised of a statement of income @& Wish other comprehensive income and
losses, total other comprehensive income or logbtatal comprehensive income or loss appendedeparate statement of comprehensive
income or loss is comprised of net income or lo#ser comprehensive income and losses, total atiraprehensive income or loss, and total
comprehensive income or loss. Furthermore, the $\@Ohibit an entity from presenting other compreive income and losses in a
statement of equity only. The adoption of the AS&multed in the addition of the Condensed Conatdid Statements of Comprehensive
Income to PG&E Corporation’s and the Utility’s Camded Consolidated Financial Statements.
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NOTE 3: REGULATORY ASSETS, LIABILITIES, AND BALANCI NG ACCOUNTS

As a regulated entity, the Utility’s rates are desid to recover the costs of providing servicee Uhility capitalizes and records, as
regulatory assets, costs that would otherwise begeld to expense if it is probable that the inaioests will be recovered in future
rates. Regulatory assets are amortized over thesfperiods that the costs are recovered. Isomgbected to be incurred in the future are
currently being recovered through rates, the Wtilitcords those expected future costs as regulbédniities. In addition, amounts that are
probable of being credited or refunded to custoriretise future are recorded as regulatory lialeiiti

The Utility tracks differences between customéliriiis and the Utility’s authorized revenue requiesits for revenue that is
independent, or “decoupled,” from the volume ot#ieity and natural gas sales. The Utility alsacks differences between incurred costs
and customer billings or authorized revenue requérgts meant to recover those costs. These diffesesre recorded to regulatory balancing
accounts that represent amounts expected to bectaal from or refunded to customers. Regulatolgrizéng accounts that are not expected
to be collected from or refunded to customers dvemext 12 months are included in other noncumieséts — regulatory assets or noncurrent
liabilities — regulatory liabilities, respectivelyy the Condensed Consolidated Balance Sheets.

To the extent that portions of the Ultility’s opéoats cease to be subject to cost-of-service raalagon, or recovery or refund is no
longer probable as a result of changes in reguistio other reasons, the related regulatory adidisities, and balancing accounts are
written-off.

Regulatory Assets
Current Regulatory Assets

At September 30, 2012 and December 31, 2011, tHieyWad current regulatory assets of $567 millemd $1,090 million,
respectively, primarily consisting of the pricekrimanagement regulatory asset, the Utility’s regdigeneration regulatory assets, and the
electromechanical meters regulatory asset. At bbee 31, 2011, current regulatory assets alsodeduegulatory assets related to ERBs.

Long-Term Regulatory Assets

Long-term regulatory assets are composed of thewoig:

Balance at
September

30, December
(in millions) 2012 31, 2011
Pension benefit $ 3,01¢ $ 2,89¢
Deferred income taxe 1,58¢ 1,44¢
Utility retained generatio 567 613
Environmental compliance cos 57€ 52C
Price risk manageme 222 33¢
Electromechanical mete 207 247
Unamortized loss, net of gain, on reacquired i 147 162
Other 204 281
Total long-term regulatory assets $ 6,521 $ 6,50¢

The regulatory asset for pension benefits repregbetcumulative differences between amounts rézedrior ratemaking purposes
and amounts recognized in accordance with GAAPadsalincludes amounts that otherwise would be dexbto accumulated other
comprehensive loss in the Condensed ConsolidateEth8aSheets. (See Note 12 of the Notes to thedlidated Financial Statements in the
2011 Annual Report.)
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The regulatory asset for deferred income taxessgmts deferred income tax benefits previouslyquhggough to customers. The
CPUC requires the Utility to pass through certailtenefits to customers by reducing rates, theigrinring the effect of deferred
taxes. Based on current regulatory ratemakingracame tax laws, the Utility expects to recover itbgulatory asset over the average plant
depreciation lives of one to 45 years.

In connection with the Chapter 11 Settlement Agretythe CPUC authorized the Utility to recover2iillion of costs related to
the Utility’s retained generation assets. Thevitllial components of these regulatory assets ang laenortized over the respective lives of
the underlying generation facilities, consisterttvihe period over which the related revenuesegegnized. The weighted average
remaining life of the assets is 13 years.

The regulatory asset for environmental compliarasiscrepresents the cumulative differences betageunts recognized for
ratemaking purposes and amounts recognized in@acoe with GAAP. The Utility expects to recoveegh costs over the next 32 years, as
the environmental compliance work is performedee(Slote 10 below.)

The regulatory asset for price risk managemenessprts the unrealized losses related to pricenékagement derivative
instruments expected to be recovered as they aliead over the next 10 years as part of the yslienergy procurement costs. (See Note 7
below.)

The regulatory asset for electromechanical meapeesents the expected future recovery of the ok balue of electromechanical
meters that were replaced with SmartMeter™ devidds Utility expects to recover the regulatoryedss/er the next four years.

The regulatory asset for unamortized loss, netof,n reacquired debt represents the expectacefuecovery of costs related to
debt reacquired or redeemed prior to maturity \wghociated discount and debt issuance costs. Theteare expected to be recovered over
the next 14 years, which is the remaining amotitraperiod of the reacquired debt.

At September 30, 2012 and December 31, 2011, “bghranarily consisted of regulatory assets relatedRO expenses for the
decommissioning of the Utility’s fossil fuel-firegeneration facilities that are probable of futieeavery through rates and costs incurred
related to the Utility’s plan of reorganization wndChapter 11 that became effective in April 2004ich are being amortized and collected in
rates through April 2034.

In general, the Utility does not earn a return egutatory assets if the related costs do not adotaeest. Accordingly, the Utility
earns a return only on its regulatory assets fiainmed generation, regulatory assets for electrb@gical meters, and regulatory assets for
unamortized loss, net of gain, on reacquired debt.

Regulatory Liabilities
Current Regulatory Liabilities

At September 30, 2012 and December 31, 2011, tiieyWiad current regulatory liabilities of $379 on and $161 million,
respectively, consisting of amounts that it expéztefund to customers over the next 12 monttimguily including electricity supplier
settlement agreements. (See Note 9 below.) AteSdyer 30, 2012, current regulatory liabilitiesoalscluded a U.S. Department of Energy
(“DOE") settlement agreement. Current regulatdabpilities are included within current liabilitiesother in the Condensed Consolidated
Balance Sheets.

Long-Term Regulatory Liabilities

Long-term regulatory liabilities are composed & thllowing:

Balance at
September

30, December
(in millions) 2012 31, 2011
Cost of removal obligatior $ 359 $ 3,46(
Recoveries in excess of AR( 64¢ 611
Public purpose progran 613 49¢
Other 25C 168
Total long-term regulatory liabilities $ 5107 $ 4,73
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The regulatory liability for cost of removal obliians represents the cumulative differences betvassat removal costs recorded
and amounts collected in rates for expected assatval costs.

The regulatory liability for recoveries in exce$AROs represents the cumulative differences betARO expenses and amounts
collected in rates primarily for the decommissiagnof the Utility’s nuclear power facilities. Decomssioning costs recovered through rates
are primarily placed in nuclear decommissioningtsu The regulatory liability also representsdkeéerral of realized and unrealized gains
and losses on the nuclear decommissioning trussinvents. (See Note 8 below.)

The regulatory liability for public purpose programepresents amounts received from customers dgsiyfor public purpose
program costs expected to be incurred beyond tkielr?zemonths, primarily related to energy efficigmrograms designed to encourage the
manufacture, design, distribution, and customerafigmergy efficient appliances and other energgeuproducts, the California Solar
Initiative program to promote the use of solar ggén residential homes and commercial, industealj agricultural properties, and the Self-
Generation Incentive program to promote distribigederation technologies installed on the custasrsde of the utility meter.

At September 30, 2012 and December 31, 2011, “otivanarily consisted of the regulatory liabilitglated to the gain associated
with the Utility’s acquisition of the permits anther assets of the Gateway Generating Stationra®ithe settlement that the Utility entered
into with Mirant Corporation, the price risk managnt regulatory liability representing the unreadizyains associated with price risk
management derivative instruments expected tofiaded to customers as they are realized beyondekiel2 months as part of the Utilisy’
energy procurement costs (see Note 7 below), andetjulatory liability related to the tax benefisaciated with SmartMeterd/

Regulatory Balancing Accounts

The Utility’s current regulatory balancing accourgpresent the amounts expected to be collected drarefunded to customers
through authorized rate adjustments over the n2xhdnths. Regulatory balancing accounts that tilégHoes not expect to collect or
refund over the next 12 months are included inrotloacurrent assets — regulatory assets or nomtuiabilities — regulatory liabilities,
respectively, in the Condensed Consolidated Bal&heets.
Current Regulatory Balancing Accounts, Net

Receivable (Payable

Balance at
September

30, December
(in millions) 2012 31, 2011
Distribution revenue adjustment mechan $ 2 3% 223
Utility generation 68 241
Hazardous substan 56 57
Public purpose progran 53 97
Gas fixed cos 10E 16
Energy recovery bonc (57 (10%)
Energy procuremel (19 (48)
Other 151 227
Total regulatory balancing accounts, ne $ 44¢  $ 70€

The distribution revenue adjustment mechanism loadgraccount is used to record and recover theoaiztid electric distribution
revenue requirements and certain other electridhiigion-related authorized costs. The utilityngeation balancing account is used to record
and recover the authorized revenue requirementeiassd with Utility-owned electric generation, lmding capital and related non-fuel
operating and maintenance expenses. The recof/émgse revenue requirements is decoupled fromdhene of sales; therefore, the Utility
recognizes revenue evenly over the year, even ththelevel of cash collected from customers flatds depending on the volume of
electricity sales. During the colder months of twmthere is generally an under-collection in éhlealancing accounts due to a lower volume
of electricity sales and lower rates. During thermver months of summer, there is generally an owlection due to a higher volume of
electricity sales and higher rates.

The hazardous substance balancing accounts areausszbrd and recover hazardous substance renwgdétsts that are eligible f
recovery through a CPUC-approved ratemaking meshan{See Note 10 below.)
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The public purpose programs balancing accountprarerily used to record and recover the authoris»@nue requirements
associated with administering public purpose progras well as incentive awards earned by the Yfdit achieving regulatory targets in the
customer energy efficiency programs. The publigppse programs primarily consist of energy efficieprograms, low-income energy
efficiency programs, demand response programsaresedevelopment, and demonstration programsyemalvable energy programs.

The gas fixed-cost balancing account is used tordeand recover authorized gas distribution reveegairements and certain other
authorized gas distribution-related costs. Simiathe utility generation and the distribution @aue adjustment mechanism balancing
accounts discussed above, the recovery of thesauewequirements is decoupled from the volumeless therefore, the Utility recognizes
revenue evenly over the year, even though the Evedsh collected from customers fluctuates dejpgnoin the volume of gas sales. During
the colder months of winter, there is generallyaer-collection in this balancing account primarily doehigher natural gas sales. During
warmer months of summer, there is generally an iodiection primarily due to lower natural gasesal

The ERBs balancing account is used to record doddeo customers the net refunds, claim offsetd, @her credits received by the
Utility from electricity suppliers related to Chaptl1 disputed claims and to record and recovéroaized ERB servicing costs. (See Note 9
below.)

The Utility is generally authorized to recover 100%ts prudently incurred energy procurement codtise Utility tracks energy
procurement costs in balancing accounts and filesia forecasts of energy procurement costs tleipiects to incur over the following
year. The Utilit's energy rates are set to recover such expectd.co

At September 30, 2012 and December 31, 2011, “btwersisted of various balancing accounts, sudh@$SmartMetefM advancet
metering project balancing account, which traclesrtovery of the related authorized revenue requénts and costs, and balancing accc
that track the recovery of authorized meter readivgjs.

NOTE 4: DEBT
Revolving Credit Facilities — PG&E Corporation andthe Utility

At September 30, 2012, PG&E Corporation had no bastowings or letters of credit outstanding unigdef300 million revolving
credit facility.

At September 30, 2012, the Utility had no cashdwings and $330 million of letters of credit outslang under its $3.0 billion
revolving credit facility.

Utility
Senior Notes
On April 16, 2012, the Utility issued $400 milligmincipal amount of 4.45% Senior Notes due April 2842.

On August 16, 2012, the Utility issued $400 milliprincipal amount of 2.45% Senior Notes due Audiist2022 and $350 million
principal amount of 3.75% Senior Notes due Aug&st2D42.

Pollution Control Bonds

On April 2, 2012, the Utility repurchased the eath50 million principal amount of pollution contiebnds Series 2010 E that were
subject to mandatory tender on that same date.UTility will hold the bonds until they are rematke to investors or retired.

At September 30, 2012, the interest rates on thid $illion principal amount of pollution control bds Series 1996 C, E, F, and
1997 B and the related loan agreements ranged0r6%6 to 0.21%. At September 30, 2012, the inteetes on the $309 million principal
amount of pollution control bonds Series 2009 Afid ¢he related loan agreements ranged from 0.173&2@%%.

Commercial Paper Program

At September 30, 2012, the Utility had $145 millaincommercial paper outstanding.
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Other Short-Term Borrowings

At September 30, 2012 the interest rate on thiyki$250 million principal amount of Floating RaSenior Notes, due November
20, 2012, was 0.88%.

Energy Recovery Bonds
At September 30, 2012, the total amount of ERBqppial outstanding was $110 million. The ERBs matom December 25, 2012.
While PERF is a wholly owned consolidated subsid@rthe Utility, it is legally separate from thdility. The assets, including the
right to be paid a specified amount collected tgtothe Utility’s electric rates (known as “recovempperty”), of PERF are not available to
creditors of the Utility or PG&E Corporation, arftetrecovery property is not legally an asset oflttikty or PG&E Corporation.
NOTE 5: EQUITY

PG&E Corporation’s and the Utility’s changes in ggdior the nine months ended September 30, 2012 was follows:

PG&E Corporation Utility
Total Total
Total Shareholder¢

(in millions) Equity Equity
Balance at December 31, 20 $ 12,35 $ 12,38¢
Comprehensive incorr 86& 824
Common stock issue 72C -
Sharebased compensation expel 41 1
Common stock dividends declar (589) (537)
Preferred stock dividend requirem: - (10
Preferred stock dividend requirement of subsid (20 -
Equity contributions - 71E
Balance at September 30, 2012 $ 13,38¢ $ 13,37:

During the nine months ended September 30, 201&HPGorporation issued 5,446,542 shares of its comstock under its 401(k)
plan, its Dividend Reinvestment and Stock Purclftas, and its share-based compensation planstirc@sh proceeds of $214 million.

During the nine months ended September 30, 201&FPCGorporation issued 5,446,760 shares of its comstock under the Equity
Distribution Agreement executed in November 20Tricsh proceeds of $234 million, net of fees amdrogssions of $2 million. At
September 30, 2012, PG&E Corporation had the phdiissue an additional $64 million of its commaiack under the Equity Distribution
Agreement.

On March 20, 2012, PG&E Corporation sold 5,900,8i88res of its common stock in an underwritten pubiiering for cash
proceeds of $254 million, net of fees and commissio

During the nine months ended September 30, 201&FPCGorporation contributed equity of $715 milliom the Utility to maintain
the Utility’s CPUC-authorized capital structure,ialinconsists of 52% common equity and 48% debtmaterred stock.

20




NOTE 6: EARNINGS PER SHARE

PG&E Corporation’s basic earnings per common sfi&®@S”) is calculated by dividing the income avalafor common
shareholders by the weighted average number of amshares outstanding. PG&E Corporation appliesritasury stock method of
reflecting the dilutive effect of outstanding shéesed compensation in the calculation of dilute&EThe following is a reconciliation of
PG&E Corporation’s income available for common shatders and weighted average common shares aditsgafior calculating diluted
EPS:

Three Months Ended Nine Months Ended
September 30 September 30
(in millions, except per share amounts 2012 2011 2012 2011
Income available for common shareholder: $ 361 $ 20C $ 82¢ $ 761
Weighted average common shares outstanding, ba: 42¢ 40z 422 39¢
Add incremental shares from assumed convers
Employee share-based compensation 1 1 1 1
Weighted average common shares outstanding, dilute 42¢ 404 427 40C
Total earnings per common share, dilutec $ 0.84 $ 05C $ 19¢ $ 1.9C

For each of the periods presented above, opticthsecurities that were antidilutive were immaterial
NOTE 7: DERIVATIVES
Use of Derivative Instruments

The Utility uses both derivative and non-derivatigatracts in managing its customers’ exposuretomodity-related price risk,
including:

«» forward contracts that commit the Utility to purslkeea commodity in the future;

« Swap agreements that require payments to or fraimtegparties based upon the difference betweerptices for a predetermin
contractual quantity; ar

« option contracts that provide the Utility with thght to buy a commodity at a predetermined priad aption contracts that reqt
payments from counterparties if market prices ed@predetermined pric

These instruments are not held for speculativeqaap and are subject to certain regulatory reqeinésn The CPUC allows the
Utility to charge customer rates designed to rective Utility’s reasonable costs of providing seps, including the costs related to price risk
management activities.

Price risk management activities that meet thenitefin of derivatives are recorded at fair valuetiom Condensed Consolidated
Balance Sheets. As long as the current ratemakeahanism discussed above remains in place andtilitg’s price risk management
activities are carried out in accordance with CRUl€ctives, the Utility expects to recover fully, riates, all costs related to
derivatives. Therefore, all unrealized gains as$és associated with the change in fair valubesfe derivative instruments are deferred and
recorded within the Utility’s regulatory assets diatbilities on the Condensed Consolidated Bala®loeets. (See Note 3 above.) Net realized
gains or losses are recorded in the cost of ebégtor the cost of natural gas with corresponditggeases or decreases to regulatory balai
accounts for recovery from or refund to customers.

The Utility elects the normal purchase and saleption for eligible derivatives. Derivatives thiatuire physical delivery in
guantities that are expected to be used by théyJver a reasonable period in the normal coufdmisiness, and do not contain pricing
provisions unrelated to the commodity deliverededigible for the normal purchase and sale exceptibhe fair value of derivatives that are
eligible for the normal purchase and sales excepaie not reflected in the Condensed Consolidatddrige Sheets.

Electricity Procurement
The Utility enters into third-party power purchaggeements for electricity to meet customer neddhe Utility’s third-party power

purchase agreements are generally accounted feasess, but certain third-party power purchaseemgeaits are considered derivatives. The
Utility elects the normal purchase and sale exoegr eligible derivatives.
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A portion of the Ultility’s third-party power purcha agreements contain market-based pricing teimgtder to reduce volatility in
customer rates, the Utility enters into financiahp contracts to effectively fix the price of futyourchases and reduce cash flow variability
associated with fluctuating electricity prices. €6k financial swaps are considered derivatives.

Electric Transmission Congestion Revenue Rights

The California electric transmission grid, contedllby the California Independent System OperaoA(SO”), is subject to
transmission constraints when there is insufficteamismission capacity to supply the market. TASD imposes congestion charges on
market participants to manage transmission corgyesfrhe revenue generated from congestion chisgdlocated to holders of congestion
revenue rights (“CRRs"). CRRs allow market papigcits to hedge the financial risk of CAISO-imposedgestion charges in the day-ahead
market. The CAISO releases CRRs through an aramgaimonthly process, each of which includes arcation phase (in which load-serving
entities, such as the Utility, are allocated CRRscacost based on the customer demand or “loay/ serve) and an auction phase (in which
CRRs are priced at market and available to all etgokrticipants). The Utility participates in thiocation and auction phases of the annual
and monthly CRR processes. CRRs are consideraedtiees.

Natural Gas Procurement (Electric Fuels Portfolio)

The Utility’s electric procurement portfolio is exged to natural gas price risk primarily througlygbal natural gas commodity
purchases to fuel natural gas generating faciliaes electricity procurement contracts indexedatural gas prices. To reduce the volatility
in customer rates, the Utility purchases finanitiatruments, such as swaps and options, and enterfixed-price forward contracts for
natural gas, to reduce future cash flow variabfligm fluctuating natural gas prices. These insunts are considered derivatives.

Natural Gas Procurement (Core Gas Supply Portfolio)

The Utility enters into physical natural gas comiitypdontracts to fulfill the needs of its residexttand smaller commercial
customers known as “core” customers. (The Utdibes not procure natural gas for industrial angdaommercial, or “non-core,”
customers.) Changes in temperature cause naasalgmand to vary daily, monthly, and seasonaignsequently, varying volumes of
natural gas may be purchased or sold in the muatith, monthly, and to a lesser extent, daily spatket to balance such seasonal supply
demand. The Utility purchases financial instrursestich as swaps and options, as part of its cimtemhedging program in order to manage
customer exposure to high natural gas prices dymérad winter months. These financial instrumengscansidered derivatives.

Volume of Derivative Activity
At September 30, 2012, the volume of PG&E Corporesi and the Utility’s outstanding derivatives veessfollows:

Contract Volume @)

Greater Greater
Than Than
1 Year but 3 Years but Greater
Underlying Less Than Less Than Less Than Than
Product Instruments 1 Year 3 Years 5 Years 5 Years®

Natural Ga<® Forwards and
(MMBtus @) Swaps 364,202,48 129,569,78 3,150,001 -

Options 230,838,40 247,180,35 4,200,00! -
Electricity Forwards and
(Megawat-hours) Swaps 2,978,82. 3,927,62. 2,009,50! 2,689,80:

Options - 214,66! 239,23! 143,85’

Congestion Revenue Riglt 53,856,68 75,797,34 74,225,24 34,225,86

@ Amounts shown reflect the total gross derivativeires by commodity type that are expected to siettiach period.
(@ Derivatives in this category expire between 201 20022.

(3 Amounts shown are for the combined positions ofelleetric fuels and core gas portfolios.

(@ Million British Thermal Units.

Presentation of Derivative Instruments in the Finamial Statements
In PG&E Corporation’s and the Utility’'s CondensednSolidated Balance Sheets, derivatives are ped@nt a net basis by

counterparty where the right of offset exists uralaraster netting agreement. The net balancasd@dutstanding cash collateral associated
with derivative positions.
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At September 30, 2012, PG&E Corporation’s and thiltyJs outstanding derivative balances were dtofas:

Commodity Risk

Gross Total
Derivative Cash Derivative
(in millions) Balance Netting Collateral Balance
Current asset other $ 52 $ (37 $ 7% 90
Other noncurrent asse- other 94 (36) - 58
Current liabilities— other (280) 37 11¢ (129
Noncurrent liabilitie— other (259) 36 17 (20€)
Total commodity risk $ (399 $ - $ 211 $ (182)
At December 31, 2011, PG&E Corporation’s and thiétis outstanding derivative balances were asofek:
Commodity Risk
Gross Total
Derivative Cash Derivative
(in millions) Balance Netting Collateral Balance
Current asset- other $ 54 % (39) $ 102 $ 11€
Other noncurrent asse- other 11z (59 - 54
Current liabilities— other (489) 39 274 (17¢)
Noncurrent liabilitie— other (39¢) 59 101 (23¢)
Total commodity risk $ (720) $ - 8 47€  $ (242)
Gains and losses recorded on PG&E Corporation’stemdltility’s derivatives were as follows:
Commodity Risk
Three Months Ended Nine Months Ended
September 30 September 30
(in millions) 2012 2011 2012 2011
Unrealized gain/(loss) - regulatory assets andlitigs (1) $ 162 $ (61) $ 327 $ 97
Realized gain/(loss) - cost of electrici®y (10¢) (149 (383) (40€)
Realized gain/(loss) - cost of natural ¢as (5) (4) (32 (66)
Total commodity risk $ 49 $ (214 $ (88) $ (375)

(M Unrealized gains and losses on commodity risk-edlaerivative instruments are recorded to regujaassets or liabilities, rather than being reconteithe Condensed
Consolidated Statements of Income. These amowalsde the impact of cash collateral postings.

(@ These amounts are fully passed through to custoimeases. Accordingly, net income was not impddig realized amounts on these instruments.

Cash inflows and outflows associated with derivegiare included in operating cash flows on PG&BEpGration’s and the Utility’'s
Condensed Consolidated Statements of Cash Flows.

The majority of the Utility’s derivatives contaioltateral posting provisions tied to the Utilityésedit rating from each of the major
credit rating agencies. At September 30, 2012Utiigy’s credit rating was investment grade.th Utility’s credit rating were to fall below
investment grade, the Utility would be requiregtst additional cash immediately to collateraliayfsome of its net liability derivative
positions.
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At September 30, 2012, the additional cash cobtbiat the Utility would be required to post iktbredit risk-related contingency
features were triggered was as follows:

(in millions)

Derivatives in a liability position with credit K-related contingencies that are not fully collatiesd $ (325)
Related derivatives in an asset posi 74
Collateral posting in the normal course of busirretasted to these derivatives 132
Net position of derivative contracts/additional cdateral posting requirements®) $ (119

(M This calculation excludes the impact of closedungtaid positions, as their settlement is not imgtty any of the Utility’s credit risk-related comgencies.
NOTE 8: FAIR VALUE MEASUREMENTS
PG&E Corporation and the Utility measure their caghivalents, trust assets, and price risk managemsgruments at fair

value. Fair value is an exit price, representimgamount that would be received to sell an agsedid to transfer a liability in an orderly
transaction between market participants. As sfaghyalue is a market-based measurement that dhmutietermined based on assumptions
that market participants would use in pricing ageasr a liability. A three-tier fair value hiechiy is established as a basis for considering
such assumptions and for inputs used in the valatiethodologies in measuring fair value:

» Level 1- Observable inputs that reflect quoted prices (wmstdfl) for identical assets or liabilities in aetimarkets.

« Level 2- Other inputs that are directly or indirectly obs#le in the marketplace.

« Level 3 —Unobservable inputs which are supported by littlea@market activities.

The fair value hierarchy requires an entity to ma@xe the use of observable inputs and minimizeueeof unobservable inputs
when measuring fair value.

Assets and liabilities measured at fair value oacarrring basis for PG&E Corporation and the Utiite summarized below (assets
held in rabbi trusts are held by PG&E Corporatiad aot the Utility):

Fair Value Measurements
At September 30, 201:

(in millions) Level 1 Level 2 Level 3 Netting (1) Total
Assets:
Money market investments $ 226 $ - $ - $ - $ 22€
Nuclear decommissioning trus
Money market investmen 25 - - - 25
U.S. equity securitie 94: 8 - - 951
Non-U.S. equity securitie 35k - - - 35E
U.S. government and agency securi 72t 14& - - 87C
Municipal securitie! - 36 - - 36
Other fixed-income securities - 154 - - 154
Total nuclear decommissioning tru€ds 2,04¢ 343 - - 2,391
Price risk management instruments
(Note 7)
Electricity 2 71 60 12 14&
Natural gas - 9 4 (10) 3
Total price risk management instruments 2 80 64 2 14¢€
Rabbi trust:
Fixec-income securitie - 27 - - 27
Life insurance contracts - 71 - - 71
Total rabbi trusts - 98 - - 98
Long-term disability trus
U.S. equity securitie 5 13 - - 18
Non-U.S. equity securitie - 12 - - 12
Fixed-income securities - 13C - - 13C
Total long-term disability trust 5 15E - - 16C
Total assets $ 2,281 $ 67€ $ 64 $ 2 $ 3,02:¢
Liabilities:
Price risk management instruments
(Note 7)
Electricity $ 191 $ 17¢  $ 14¢  $ (195 $ 322

Natural gas 12 10 - (14) 8




Total liabilities $ 203 $ 18 $ 148 $ (209) $ 33C

M Includes the effect of the contractual ability &éftie contracts under master netting agreementsnangin cash collateral.
(@ Excludes $236 million at September 30, 2012 prilpaeiated to deferred taxes on appreciation oéstment value.
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Fair Value Measurements
At December 31, 201:

(in millions) Level 1 Level 2 Level 3 Netting @) Total
Assets:
Money market investments $ 206 $ - $ - $ - $ 20€
Nuclear decommissioning trus
Money market investmen 24 - - - 24
U.S. equity securitie 841 8 - - 84¢
Non-U.S. equity securitie 32¢ - - - 32¢
U.S. government and agency securi 72C 15€ - - 87€
Municipal securitie! - 58 - - 58
Other fixed-income securities - 99 - - 99
Total nuclear decommissioning tru&ts 1,90¢ 321 - - 2,22¢
Price risk management instruments
(Note 7)
Electricity - 92 69 8 16¢
Natural gas - 6 - (3) 3
Total price risk management instruments - 98 69 5 172
Rabbi trust:
Fixec-income securitie - 25 - - 25
Life insurance contracts - 67 - - 67
Total rabbi trusts - 92 - - 92
Long-term disability trus
U.S. equity securitie 13 15 - - 28
Non-U.S. equity securitie - 9 - - 9
Fixed-income securities - 14E - - 14E
Total long-term disability trust 13 16¢ - - 182
Total assets $ 2,127 $ 68C $ 69 $ 5 % 2,881
Liabilities:
Price risk management instruments
(Note 7)
Electricity $ 411 $ 28¢ % 14z $ (441 $ 40z
Natural gas 31 13 - (32) 12
Total liabilities $ 44z  $ 30z $ 143 $ 473 $ 414

M Includes the effect of the contractual ability &éftie contracts under master netting agreementsnangin cash collateral.
(@ Excludes $188 million at December 31, 2011 pringaelated to deferred taxes on appreciation ofstment value.

Valuation Techniques
The following describes the valuation techniquesdu® measure the fair value of the assets anilitisdbshown in the table above:
Money Market | nvestments

PG&E Corporation and the Utility invest in moneyniet funds that seek to maintain a stable net asdee. These funds invest in
high quality, short-term, diversified money markettruments, such as U.S. Treasury bills, U.S. agercurities, certificates of deposit, and
commercial paper with a maximum weighted averageirita of 60 days or less. PG&E Corporation’s dine Utility’s investments in these
money market funds are valued using unadjuste@®fir identical assets in an active market andhare classified as Level 1. Money
market funds are recorded as cash and cash equivatePG&E Corporation’s and the Utility’s CondedsConsolidated Balance Sheets.

Trust Assets

The assets held by the nuclear decommissionintstrine rabbi trusts related to the non-qualifieteded compensation plans, and
the long-term disability trust are composed priityast equity securities, debt securities, and lifsurance policies. In general, investments
held in the trusts are exposed to various risksh s interest rate, credit, and market volatiigks.
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Equity securities primarily include investmentommon stock, which are valued based on unadjystees for identical securities
in active markets and are classified as Level quiti securities also include commingled funds cosgul of equity securities traded publicly
on exchanges across multiple industry sectorsartls. and other regions of the world, which aessified as Level 2. Price quotes for the
assets held by these funds are readily observadlawailable.

Debt securities are primarily composed of U.S. gorent and agency securities, municipal securiéied,other fixed-income
securities, including corporate debt securitiesS.ldovernment and agency securities primarily isbio$§ U.S. Treasury securities that are
classified as Level 1 because the fair value isrdeihed by observable market prices in active ntark& market approach is generally used
to estimate the fair value of debt securities dskas Level 2. Under a market approach, faiues are determined based on evaluated
pricing data, such as broker quotes, for similausées adjusted for observable differences. @igant inputs used in the valuation model
generally include benchmark yield curves and isspezads. The external credit ratings, coupon aate maturity of each security are
considered in the valuation model, as applicable.

Price Risk Management | nstruments

Price risk management instruments include physindlfinancial derivative contracts, such as poweclase agreements, forwards,
swaps, options, and CRRs that are traded eithana@xchange or over-the-counter. (See Note 7 apbove

Power purchase agreements, forwards, and swapslaet using a discounted cash flow model. Exchargded forwards and
swaps that are valued using observable market fdrmices for the underlying commodity are classifas Level 1. Over-the-counter
forwards and swaps that are identical to excharapet forwards and swaps or are valued using farwaces from broker quotes that are
corroborated with market data are classified aelL2v Long-dated power purchase agreements thatadwed using significant unobservable
data are classified as Level 3. These Level 3raot# are valued using either estimated basis tadgudgs from liquid trading points or
techniques, including extrapolation from observablees, when a contract term extends beyond agéor which market data is available.

Exchange-traded options are valued using observabiket data and market-corroborated data andassified as Level 2. Over-
the-counter options are classified as Level 3 aad/alued using a standard option pricing modelctwincludes forward prices for the
underlying commaodity, time value at a risk-freestatnd volatility. For periods where market dataadt available, the Utility extrapolates
observable data using internal models.

The Utility holds CRRs to hedge the financial ridkCAISO-imposed congestion charges in the day-énearket. CRRs are valued
based on prices observed in the CAISO auction, lwaie discounted at the risk-free rate. Limitedkeadata is available in the CAISO
auction and between auction dates; therefore, thigylises models to forecast CRR prices for thpsgods not covered in the
auctions. CRRs are classified as Level 3.

Transfers between Levels

PG&E Corporation and the Utility recognize any sfams between levels in the fair value hierarchgfake end of the reporting
period. There were no transfers between levelthimthree and nine months ended September 30, 2012

Level 3 Measurements and Sensitivity Analysis

The Utility’s Market and Credit Risk Management dgment is responsible for determining the faitueabf the Utility’s price risk
management derivatives. Market and Credit Risk &g@ment reports to the Chief Risk Officer of thdityt Market and Credit Risk
Management utilizes models to derive pricing ingatshe valuation of the Utility’s Level 3 instriants. These models use pricing inputs
from brokers and historical data. The Market aneld@ Risk Management department and the Conttsl@ganization collaborate to
determine the appropriate fair value methodologies classification for each derivative. Inputsduaad fair value of Level 3 instruments are
reviewed period-over-period and compared with miackaditions to determine reasonableness. Valuatiodels and techniques are
reviewed periodically.

CRRs and power purchase agreements are valuedhistngcal prices or significant unobservable itspderived from internally
developed models. Historical prices include CRBtiau prices. Unobservable inputs include forwelettricity prices. Significant increas
or decreases in any of those inputs would reswdtsignificantly higher or lower fair value, respeely. All reasonable costs related to Level
3 instruments are expected to be recoverable througtomer rates; therefore, there is no impaoetancome resulting from changes in the
fair value of these instruments. (See Note 7 above
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Fair Value at

(in millions) September 30, 201
Valuation
Fair Value Measurement Assets Liabilities Technique Unobservable Input Range®
(40.74) -
Congestion revenue righ $ 60 $ (8) Market approacl CRR auction price $$5.10
Discounted cash 7.87-%
Power purchase agreeme $ - $ (240) flow Forward price: $61.84

@) Represents price per megawatt-hour.
Level 3 Reconciliation

The following table presents the reconciliation fevel 3 price risk management instruments forttinee and nine months ended
September 30, 2012 and 2011:

Price Risk Management

Instruments
(in millions) 2012 2011
Liability balance as of July $ (80) $ (280)
Realized and unrealized gains (loss
Included in regulatory assets and liabilities dabaing account§) (4) (1)
Liability balance as of September 30 $ (84) $ (281)

(1) Price risk management activity is recoverable tgtooustomer rates. Therefore, net income was noadted by realized amounts.
Unrealized gains and losses are deferred in regyl&abilities and assets.

Price Risk Management

Instruments
(in millions) 2012 2011
Liability balance as of January $ (74) $ (399
Realized and unrealized gains (loss
Included in regulatory assets and liabilities dabaing account§) (10) 11€
Liability balance as of September 30 $ (84 $ (2871)

(1) Price risk management activity is recoverabteugh customer rates. Therefore, net income wasnp@acted by realized amounts. Unrealized gainbslasses are deferred in
regulatory liabilities and assets.

Financial Instruments

PG&E Corporation and the Utility use the followintgethods and assumptions in estimating fair valudifiancial instruments:

« The fair values of cash, restricted cash, net attsoteceivable, shoterm borrowings, accounts payable, customer depaaiid th
Utility’ s variable rate pollution control bond loan agreets@pproximate their carrying values at Septer88e2012 and Decemt
31, 2011, as they are st-term in nature or have interest rates that resst. ¢

« The fair values of the Utility’s fixed-rate senioptes and fixed-rate pollution control bond loameggnents, PG&E Corporatian’
fixed-rate senior notes, and the ERBs issued by PERBam®&d on quoted market prices at September 30, &@d December 3
2011.

The carrying amount and fair value of PG&E Corpioras and the Utility’s debt instruments were aidws (the table below
excludes financial instruments with carrying valtiest approximate their fair values):

September 30, 201 December 31, 201
Carrying Level 2 Fair Carrying Level 2 Fair
(in millions) Amount Value Amount Value
Debt (Note 4)
PG&E Corporatior $ 34¢ % 37¢ % 34¢ % 38C
Utility 11,64« 14,15: 10,54¢ 12,54
Energy recovery bonds (Note 4) 11C 111 42% 43:

27




Nuclear Decommissioning Trust | nvestments

The Utility classifies its investments held in tigclear decommissioning trusts as “available-fde-5aAs the day-to-day investing
activities of the trusts are managed by externastment managers, the Utility does not have tlildgyato sell its investments at its
discretion. Therefore, all unrealized losses aresiered other-than-temporary impairments. Redlgains and losses on the nuclear
decommissioning trust investments are refundabteasverable, respectively, through customer ratdéwerefore, trust earnings are deferred
and included in the regulatory liability for recoies in excess of ARO. (See Note 3 above.) Thene impact on the Utility’s net income or
accumulated other comprehensive income.

The following table provides a summary of availatuesale investments held in the Utility’s nuclelcommissioning trusts:

Total Total
Amortized Unrealized Unrealized Total Fair

(in millions) Cost Gains Losses Value @)
As of September 30, 201
Money market investmen $ 25 % - % - % 25
Equity securitie:

u.sS. 32¢ 624 (1) 951

Nor-U.S. 19¢ 15€ (1) 35¢
Debt securitie:

U.S. government and agency

securities 76E 10€ (€D} 87C

Municipal securitie: 32 4 - 36

Other fixed-income securities 14¢ 5 - 154
Total $ 1,497 $ 897 $ 3 $ 2,391
As of December 31, 201
Money market investmen $ 24 % - % - % 24
Equity securitie:

u.sS. 334 51¢ (3) 84¢

Nor-U.S. 194 131 2 32z
Debt securitie:

U.S. government and agency securi 774 10z - 87€

Municipal securitie: 56 2 - 58

Other fixed-income securities 96 3 - 99
Total $ 147¢ $ 75€ $ (5) $ 2,22¢

@ Excludes $236 million and $188 million at Septem®@r2012 and December 31, 2011, respectively,griiyrelated to deferred taxes on appreciatiomeéstment value.

The fair value of debt securities by contractuaturity is as follows:

As of

September
(in millions) 30, 2012
Less than 1 yes $ 6
1-5 years 46€
5-10 years 21¢
More than 10 years 367
Total maturities of debt securities $ 1,06(
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The following table provides a summary of activily the debt and equity securities:

Three Months Ended Nine Months Ended
September 30, September 30,

2012 2011 2012 2011
(in millions)
Proceeds from sales and maturities of nuclear degssipning trust
investment: $ 237 $ 567 $ 90 $ 1,574
Gross realized gains on sales of securities hetvaigabl«-for-sale 3 11 17 40
Gross realized losses on sales of securities Isedd@labl-for-sale (6) 7 (13 (14

NOTE 9: RESOLUTION OF REMAINING CHAPTER 11 DISPUTED CLAIMS

Various electricity suppliers filed claims in theility’s Chapter 11 proceeding seeking paymenteioergy supplied to the Utility’s
customers through the wholesale electricity markptrated by the CAISO and the California Powertaxge (“PX") between May 2000
and June 2001. These claims, which the Utilitpdiss, are being addressed in various FERC andaligroceedings in which the State of
California, the Utility, and other electricity purasers are seeking refunds from electricity supgpliacluding governmental entities, for
overcharges incurred in the CAISO and the PX wladdeslectricity markets between May 2000 and JWd 2

In addition to various prior hearings relating the ttility’s claims, the FERC recently held heagrtg consider the Utility and othe
electricity purchasers’ refund claims for the Mayotugh September 2000 period. The hearings coedlod July 19, 2012, but the FERC has
not yet issued a decision. An initial decisioexpected in February 2013.

While the FERC and judicial proceedings are pendimg Utility has pursued, and continues to pursattlements with electricity
suppliers. The Utility entered into a number dfleeent agreements with many of the electricitgiers to resolve some of these disputed
claims and to resolve the Utility’s refund claingaast these electricity suppliers. These settféragreements provide that the amounts
payable by the parties are, in some instancesesutnj adjustment based on the outcome of the wariefund offset and interest issues being
considered by the FERC. Additional settlementulsions with other electricity suppliers are ongoirny net refunds, claim offsets, or
other credits that the Utility receives from el@ity suppliers through resolution of the remainitigputed claims, either through settlemer
through the conclusion of the various FERC andgiadiproceedings, are refunded to customers throatgs in future periods.

On April 10, 2012, the Utility received from the RiXetter stating the mutual intent of both part@sffset the Utility’s remaining
disputed claims with its accounts receivable from €AISO and the PX. Accordingly, the Utility h®sented the net amount of remaining
disputed claims and accounts receivable on the €&watl Consolidated Balance Sheets at Septemb20 B, reflecting its intent and right
offset these amounts. At December 31, 2011, $4i8ibmwas included within accounts receivable herton the Condensed Consolidated
Balance Sheets.

The following table presents the changes in theareimg net disputed claims liability, which inclumterest:

(in millions)

Balance at December 31, 20 $ 84¢
Interest accrue 20
Less: electricity supplier settlements (24)
Balance at September 30, 201 $ 844

At September 30, 2012, the remaining net dispuka@ds liability consisted of $164 million of remaiig net disputed claims
(classified on the Condensed Consolidated BalaheetS within accounts payable — disputed claimscastbmer refunds) and $680 million
of accrued interest (classified on the Condensets@aated Balance Sheets within interest payable).

At September 30, 2012 and December 31, 2011, titieyWield $301 million and $320 million, respeatiy, in escrow, including
earned interest, for payment of the remaining rsduded claims liability. These amounts are inelligvithin restricted cash on the Condet
Consolidated Balance Sheets.

Interest accrues on the remaining net disputednslait the FERC-ordered rate, which is higher tharrate earned by the Utility on
the escrow balance. Although the Utility has beelfecting the difference between the accrued @steand the earned interest from
customers, these collections are not held in escibétihe amount of accrued interest is greaten tih@ amount of interest ultimately
determined to be owed on the remaining net dispcitEths, the Utility would refund to customers axcess interest collected. The amount
of any interest that the Utility may be requirecbtry will depend on the final determined amounthefremaining net disputed claims and
when such interest is paid.
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NOTE 10: COMMITMENTS AND CONTINGENCIES

PG&E Corporation and the Utility have substantiahficial commitments in connection with agreememtered into to support the
Utility’s operating activities. PG&E Corporatiom@the Utility also have significant contingencaéssing from their operations, including
contingencies related to guarantees, regulatorygaaings, nuclear operations, legal matters, emwiemtal remediation, and tax matters.

Commitments
Third-Party Power Purchase Agreements

As part of the ordinary course of business, théitygnters into various agreements to purchasegp@nd electric capacity. The
price of purchased power may be fixed or variablariable pricing is generally based on the curreatket price of either gas or electricity
the date of purchase. The Utility’s obligationslana significant portion of these agreements angirmgent on the third party’s development
of new generation facilities to provide the powebe purchased by the Utility under these agreesnerte table below excludes expected
future payments related to agreements ranging frono 25 years in length that are cancellablegfdbnstruction of a new generation facility
has not met certain contractual milestones withbeaesto construction. Based on the Utility’s exgece with these types of facilities, the
Utility has determined that there is more thanraa chance that contracts could be cancelled tatitonstruction of the generating
facilities has commenced.

At September 30, 2012, the undiscounted future argdepayment obligations were as follows:

(in millions)

2012 $ 60¢
2013 3,07t
2014 3,40¢
2015 3,41¢
2016 3,281
Thereafter 39,34:
Total $ 53,13¢

Costs incurred by the Utility under power purchageeements amounted to $1.7 billion and $1.8 bilfar the nine months ended
September 30, 2012 and 2011, respectively.

Some of the power purchase agreements that thigylétiitered into with independent power produckeat are qualifying facilities
are treated as capital leases. During the ninglmanded September 30, 2012, the Utility termohatveral agreements with total minimum
lease payments of approximately $136 million. Titare minimum lease payments associated witheéh@ming capital leases were
approximately $125 million.

Natural Gas Supply, Transportation, and Storage Commitments

The Utility purchases natural gas directly fromdaroers and marketers in both Canada and the Userte its core customers anc
fuel its owned-generation facilities. The Utildso contracts for natural gas transportation ftieenpoints at which the Utility takes delivery
(typically in Canada, the U.S. Rocky Mountain sypgiea, and the southwestern U.S.) to the pointdhath the Utility’s natural gas
transportation system begins. In addition, thditythas contracted for natural gas storage sesviic@orthern California in order to better
meet core customers’ winter peak loads.
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At September 30, 2012, the Utility’s undiscountatiife expected payment obligations were as follows:

(in millions)

2012 $ 254
2013 53t
2014 19¢
2015 18¢
2016 153
Thereafter 974
Total $ 2,30z

Costs incurred for natural gas purchases, natasatrgnsportation services, and natural gas stemageinted to $924 million and
$1.3 billion for the nine months ended Septembe2822 and 2011, respectively.

Nuclear Fuel Agreements

The Utility has entered into several purchase ageses for nuclear fuel. These agreements havesteanging from one to 14 years
and are intended to ensure long-term nuclear fygbly. The contracts for uranium and for conversind enrichment services provide for
100% coverage of reactor requirements through 20@hBe contracts for fuel fabrication services gde/for 100% coverage of reactor
requirements through 2017. The Utility relies omumnber of international producers of nuclear faedrder to diversify its sources and
provide security of supply. Pricing terms are asersified, ranging from market-based pricesdséprices that are escalated using
published indices.

At September 30, 2012, the undiscounted future argdepayment obligations were as follows:

(in millions)

2012 $ 7
2013 84
2014 127
2015 192
2016 147
Thereafter 1,022
Total $ 1,57¢

Payments for nuclear fuel amounted to $79 millind 855 million for the nine months ended Septen30e2012 and 2011,
respectively.

Other Commitments

In March and September 2012, the Utility entered kD-year facility lease agreements for 250,000 545,000 square feet of office
space, respectively, in San Ramon, CaliforniaSéptember 30, 2012, the future minimum commitmentHese operating leases was
approximately $101 million.

Contingencies
Legal and Regulatory Contingencies

PG&E Corporation and the Utility are subject toigas laws and regulations and, in the normal coafdmisiness, PG&E
Corporation and the Utility are named as parties mumber of claims and lawsuits. In addition, thidity can incur penalties for failure to
comply with federal, state, or local laws and regjohs.

PG&E Corporation and the Utility record a provision a loss when it is both probable that a losslteen incurred and the amount
of the loss can be reasonably estimated. PG&E @atijpn and the Utility evaluate the range of rediy estimated losses and record a
provision based on the lower end of the range,ssré@ amount within the range is a better estithaie any other amount. These accruals,
and the estimates of any additional reasonablyilpledssses (or reasonably possible losses in exgiethe amounts accrued), are reviewed
quarterly and are adjusted to reflect the impattegotiations, discovery, settlements and paymeulisags, advice of legal counsel, and
other information and events pertaining to a pallicmatter. In assessing such contingencies, PG&#poration’s and the Utility’s policy is
to exclude anticipated legal costs.
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The accrued liability associated with claims atiddition, regulatory proceedings, penalties, am@iolegal matters (other than the
third-party claims, litigation, and investigatioredated to natural gas matters that are discusslesvptotaled $32 million at September 30,
2012 and $52 million at December 31, 2011 andrasieidled in PG&E Corporation’s and the Utility’s cemt liabilities — other in the
Condensed Consolidated Balance Sheets. Excemassed below, PG&E Corporation and the Utilitynad believe that losses associated
with legal and regulatory contingencies would haveaterial impact on their financial condition,uks of operations, or cash flows.

Natural Gas Matters

On September 9, 2010, an underground 30-inch naasaransmission pipeline (“Line 132”) owned anmkrated by the Utility,
ruptured in a residential area located in the Git$an Bruno, California (the “San Bruno accidentThe ensuing explosion and fire resulted
in the deaths of eight people, numerous persopai@s, and extensive property damage. FollowirggSan Bruno accident, various
regulatory proceedings, investigations, and lavgsuiére commenced.

Pending CPUC I nvestigations and Enforcement Matters

The CPUC is conducting three investigations peirgito the Utility’s natural gas operations, white described below. In 2012,
the CPUC'’s Consumer Protection and Safety Divigi@iSD”) issued investigative reports in each @& investigations alleging that the
Utility committed numerous violations of applicaliéevs and regulations and recommending the CPU®@s$mpenalties on the Utility. (See
“Penalties Conclusion” below.) The CPUC began ingarin each of the investigations. On SeptemBe@12, the CPUC administrative
law judges overseeing the investigations issuina juling granting the CPSD’s request to fileirrgée coordinated brief regarding potential
remedies and penalties in these investigative pdings, rather than separate briefs in each praoge®n October 11, 2012, the procedural
schedule was suspended until November 1, 2012ablethe Utility, the CPSD, and other parties tottwe to engage in negotiations to
reach a stipulated outcome of these proceedingy. sattlement agreement that may be reached weutdibmitted to the CPUC for its
consideration. The CPUC would hold public hearibgfore issuing a final decision.

CPUC Investigation Regarding the Utility’s Faciés Records for its Natural Gas Pipelines

On February 24, 2011, the CPUC commenced an imatitn pertaining to safety recordkeeping for L1132, as well as for the
Utility’s entire gas transmission system. Amonbestmatters, the investigation will determine wieettihe San Bruno accident would have
been preventable by the exercise of safe proce@dunagor accurate and technical recordkeepingnmptiance with the law. In March 2012,
the CPSD submitted testimony alleging that theitytdommitted numerous violations of applicable $amnd regulations based on the find|
of the CPSD’s records management consultant amh@ineering consultant. Among other findings,dbesultants’ reports concluded that:
the Utility’s recordkeeping practices have been deficient amd Himinished pipeline safety; the San Bruno astidnay have been preven
had the Utility managed its records properly oheryears; and that the Utility has been operatind,continues to operate, without a
functional integrity management program. On Jud,e2R12, the Utility submitted testimony to the GPthat disputed many of the CPSD’s
findings and allegations, but acknowledged thatrowpments are needed to its asset management systeracordkeeping practices and
outlined the steps being taken in these areas.

CPUC Investigation Regarding the Utility’s Classclation Designations for Pipelines

On November 10, 2011, the CPUC commenced an imadign pertaining to the Utility’s operation of itgtural gas transmission
pipeline system in or near locations of higher pafion density. Under federal and state regulatidine class location designation of a
pipeline is based on the types of buildings, paputedensity, or level of human activity near tlegment of pipeline, and is used to determine
the maximum allowable operating pressure (“MAOR3)ta which a pipeline can be operated. In its May2012 investigative report, the
CPSD cited the Utilitys admissions in previous reports to the CPUC thed failed to classify pipeline segments proparig document pa
patrols of transmission lines and concluded thesétfailures resulted in numerous violations deséad federal standards. On July 23, 2012,
the Utility submitted testimony in response to @RSD’s report that acknowledged deficiencies inUlikity’s past class location and patrol
processes and described the efforts to improvesthoscesses. The CPUC concluded evidentiary lgsaninSeptember 2012.

CPUC Investigation Regarding the San Bruno Accident

On January 12, 2012, the CPUC commenced an inaéistigto determine whether the Utility violated Apgble laws and
requirements in connection with the San Bruno astidas alleged by the CPSD. In its January 122 2@vestigation report, the CPSD had
alleged that the San Bruno accident was causelebytility’s failure to follow accepted industryamtice when installing the section of pipe
that failed, the Utility’s failure to comply wittetleral pipeline integrity management requiremehtsUtility’s inadequate record keeping
practices, deficiencies in the Utility’s data celien and reporting system, inadequate procedoraarndle emergencies and abnormal
conditions, the Utility’s deficient emergency respe actions after the incident, and a systemiariibf the Utility’s corporate culture that
emphasized profits over safety. The CPUC statatltie scope of the investigation will includedist operations, practices and other events
or courses of conduct that could have led to otrdmted to the San Bruno accident, as well as|iléy’s compliance with CPUC orders
and resolutions issued since the date of the SandBaccident.

On June 26, 2012, the Utility submitted testimomytte CPUC that disputed many of the CPSD’s findliagd allegations. The
Utility acknowledged its liability for the San Braraccident and, based on testimony from an expéress, stated that the likely root caus
the pipeline rupture was (1) a missing interiordveh the pipe; (2) a ductile tear on the pipe likedused by a hydrostatic test performed in
1956 at too low a pressure to cause the defectdld to fail; and (3) a fatigue crack on the pipatthrew over time. However, the Utility
stated that many of the findings identified in @RSDS reports are not deficiencies, or are much legsreghan alleged, and do not consti
violations of applicable laws and regulatio
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Other Natural Gas Compliance Matters

California gas corporations are required to providéce to the CPUC of any self-identified or sedfrected violations of certain
state and federal regulations related to the saffetyatural gas facilities and utilities’ naturasgoperating practices. The CPSD has been
delegated authority from the CPUC to enforce coamglée with these regulations. As of September @02 2the Utility has submitted 29 self-
reports with the CPUC, plus additional follow-upoets. In a self-report filed on October 19, 20th2, Utility reported that it does not have
documentation substantiating that approximatelyilés of pipe had undergone integrity assessnigsto December 17, 2007, as
required by federal regulations. In April 2012 8PUC affirmed a $17 million penalty that had bieposed by the CPSD based on the
Utility’s self-report that it failed to conduct pedic leak surveys because it had not includeddsdistribution maps in its leak survey
schedule. (The Utility has completed all of thesseid leak surveys.) The CPSD has not yet tak@mnagith respect to the Utility’s other
self+eports. The CPSD may issue additional citatiowsienpose penalties on the Utility associated wittse or future reports that the Util
may file. (See “Penalties Conclusion” below.)

In July 2012, the Utility reported to the CPUC thdtad discovered that its access to some pipelias been limited by vegetation
overgrowth or building structures that encroachrupome of the Utility’s gas pipeline property easais and that the Utility plans to
undertake a multi-year effort to clear these endnogents. PG&E Corporation and the Utility are utaia how this matter will affect the
investigative proceedings related to natural gasatpns, or whether additional proceedings orstigations will be commenced by the
CPUC.

Penalties Conclusio

The CPUC can impose significant penalties for \iotes of applicable laws, rules, and orders in emtion with the pending
investigations and enforcement matters describedeabThe CPUC and the CPSD have wide discretiaietermine the number of violations
and the length of time the violations existed. Thkulation of penalties is generally based ontdtedity of the circumstances, including st
factors as the severity of the violations; the tgpaarm caused by the violations and the numbg@edsons affected; conduct taken to preyv
detect, disclose or rectify the violations; and fihancial resources of the regulated entity.

PG&E Corporation and the Utility continue to bekeitis probable that the Utility will incur totakenalties of at least $200 million in
connection with these investigations and enforceémetiters. PG&E Corporation and the Utility hawt recorded any additional charges
during the nine months ended September 30, 2012@ndnable to estimate the reasonably possibleiainod penalties in excess of the
amount accrued, and such amounts could be matdifedse estimates, and the assumptions on whighatieebased, are subject to change
based on many factors, including developmentsrttzat occur during the settlement negotiations, ¢ne$ of any proposed settlement
agreement that may be reached, whether and whePRbBE approves the proposed settlement agreenmehtubings and decisions by the
CPUC and the administrative law judges presidingr dlvese proceedings. Future changes in theseadst or assumptions could have a
material impact on PG&E Corporation’s and the tti§i financial condition, results of operationsdazash flows.

CPUC Rulemaking Proceeding

The CPUC is conducting a rulemaking proceedingitipanew safety and reliability regulations forurat gas transmission and
distribution pipelines in California and the reli@temaking mechanisms. The CPUC is considerioggsed implementation plans that
were filed in August 2011 by the Utility and oth@alifornia natural gas pipeline operators. Thditytforecasted its total plan-related capital
expenditures over a four-year period (2011 thro2@t4) would be approximately $1.4 billion and rested that the CPUC authorize the
Utility to recover these expenditures through rat®s October 12, 2012, the administrative law pidgerseeing the proceeding issued a
proposed decision that recommended disallowingreatevery for $401 million of the $1.4 billion reggted. At September 30, 2012, PG&E
Corporation’s and the Utility’'s Condensed ConsdkdaBalance Sheets include capitalized expendinfrapproximately $187 million that
the Ultility incurred under its proposed plan. Hétproposed decision is adopted by the CPUC, digall capital investments would be
charged to net income in the period in which th&JCRrders such a disallowance.
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Criminal I nvestigation

The U.S. Department of Justice, the California ity General's Office, and the San Mateo CountyrigisAttorney’s Office are
conducting an investigation of the San Bruno actié®d have indicated that the Utility is a targethe investigation. The Utility is
cooperating with the investigation. PG&E Corparatand the Utility are uncertain whether any criahicharges will be brought against
either company or any of their current or formempéayees. PG&E Corporation and the Utility are ueab estimate the amount (or range of
amounts) of reasonably possible losses associathdmy civil or criminal penalties that could beposed on the Utility.

Third-Party Claims

In addition to the investigations and proceedingsussed above, at September 30, 2012, approxiyi&6llawsuits involving third-
party claims for personal injury and property damadgcluding two class action lawsuits, had bekulfagainst PG&E Corporation and the
Utility in connection with the San Bruno accidentlzehalf of approximately 420 plaintiffs. The laws seek compensation for personal
injury and property damage, and other relief, idoig punitive damages. These cases have beenicat@d and assigned to one judge in the
San Mateo County Superior Court. As of OctoberZd,2, approximately 70 plaintiffs have settledrtieaims. The trial date for the first
group of the remaining plaintiffs is currently sdioéed for January 2, 2013. PG&E Corporation amdLkility have filed a motion to dismiss
the remaining plaintiffs’ claims for punitive damesgbased upon a lack of evidence to support sagm&l The court has set a hearing date for
October 29, 2012 to consider the motion.

At September 30, 2012, the Utility has recordedmawative charge of $455 million for estimated dhparty claims related to the
San Bruno accident, including an $80 million chamgade during the second quarter of 2012, primé#wilseflect settlements and information
exchanged by the parties during the settlementiaubvery process. The Utility estimates it issa@ably possible that it may incur as much
as an additional $145 million for third-party clanfor a total possible loss of $600 million. PG&Brporation and the Utility are unable to
estimate the amount (or range of amounts) of reddgpossible losses associated with punitive dasiafjany, related to these matters. The
Utility has publicly stated that it is liable fdne¢ San Bruno accident and will take financial resiaility to compensate all of the victims for
the injuries they suffered as a result of the aauid

The following table presents the changes in theidypclaims liability since the San Bruno acciden2010, which is included in
other current liabilities in PG&E Corporation’s atie Utility’s Condensed Consolidated Balance Sheet

(in millions)

Balance at January 1, 20 $ =
Loss accruet 22C
Less: Payments (6)
Balance at December 31, 20 214
Additional loss accrue 155
Less: Payments (92
Balance at December 31, 20 277
Additional loss accrue 80
Less: Payments (173
Balance at September 30, 201 $ 184

Additionally, the Utility has liability insurancedm various insurers who provide coverage at diffeépolicy limits that are triggered
in sequential order or “layers.” Generally, as pldicy limit for a layer is exhausted, the nextdaof insurance becomes available. The
aggregate amount of this insurance coverage ioappately $992 million in excess of a $10 millioadlictible. At September 30, 2012, the
Utility has recognized cumulative insurance rec@seof $234 million, including $99 million and $18%llion during the three and nine
months ended September 30, 2012. Although th@yUbiélieves that a significant portion of costsurred for third-party claims relating to
the San Bruno accident will ultimately be recovettedugh its insurance, it is unable to predictah@unt and timing of future insurance
recoveries.
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Class Action Complaint

On August 23, 2012, a complaint was filed in tha Eeancisco Superior Court against PG&E Corporadiod the Utility (and other
unnamed defendants) by individuals who seek ceatifin of a class consisting of all California desits who were customers of the Utility
between 1997 and 2010, with certain exceptionse plaintiffs allege that the Utility collected mdtrean $100 million in customer rates from
1997 through 2010 for the purpose of various safetgsures and operations projects but insteadtheddnds for general corporate purpc
such as executive compensation and bonuses. fEdlisédr claims, the plaintiffs cited the CPSD'sidary 2012 investigative report that
alleged, from 1996 to 2010, the Utility spent lesscapital expenditures and operations and mainteEnaxpense for its natural gas
transmission operations than it recovered in rdtg$95 million and $39 million, respectively. TB&®SD recommended that the Utility
should use such amounts to fund future gas trasgmigxpenditures and operations. (See the 20hu#Report.) Plaintiffs allege that
PG&E Corporation and the Utility engaged in unfaiisiness practices in violation of Section 1720€hefCalifornia Business and
Professions Code (“Section 17200") and claim thit Yiolation also constitutes a violation of Catifia Public Utilities Code Section 2106
(“Section 2106") which provides a private right of action for viatats of the California constitution or state lawspublic utilities. Plaintiffs
seek restitution and disgorgement under SectioOQahd compensatory and punitive damages undeioS&106.

PG&E Corporation and the Utility contest the pléfat allegations. On October 9, 2012, PG&E Comttton and the Utility
requested the court to dismiss the complaint ogthands that the CPUC has exclusive jurisdictiadjudicate the issues raised by the
plaintiffs’ allegations. In the alternative, PG&Ebrporation and the Utility have requested thatddwert order the plaintiffs to delay
proceeding on the complaint until the CPUC invesdtans described above are concluded. The coarséiza hearing for December 17,
2012. Due to the early stage of this proceedi@gP Corporation and the Utility are unable to estieithe amount (or range of amounts) of
reasonably possible losses that may be incurredrinection with this matter.

Spent Nuclear Fuel Storage Proceeding

Under the Nuclear Waste Policy Act of 1982, the D& electric utilities with commercial nuclear pavplants were authorized to
enter into contracts under which the DOE woulddwpired to dispose of the utilities’ spent nucliee! and high-level radioactive waste by
January 1998, in exchange for fees paid by thigiesil The DOE has been unable to meet its cami@hobligation with the Ultility to dispose
of nuclear waste from the Utility’s two nuclear geating units at Diablo Canyon and its retired asaclfacility at Humboldt Bay (“Humboldt
Bay Unit 3”). As a result, the Utility constructed an interim dask storage facility to store spent fuel at Doabanyon through at least 20:
and a separate facility at Humboldt Bay. The tjtiind other nuclear power plant owners sued th& BxOrecover the costs that they incul
to construct interim storage facilities for speuatlear fuel.

On September 5, 2012, the U.S. Department of &6in0J”) and the Utility executed a settlementesgnent that awarded the
Utility $266 million for spent fuel storage costeurred through December 31, 2010. At SeptembgP@I2, this amount was recorded as a
receivable in PG&E Corporation’s and the Utilit€ondensed Consolidated Financial Statements. Jteement also allows the Utility to
submit annual claims to re cover costs incurre20ihl, 2012 and 2013, which the Utility estimatebedb25 million per year . Amounts
recovered from the DOE will be refunded to custaitbrough rates in future periods. The agreemees dot address costs incurred for s
fuel storage after 2013 and such costs could bsuhgect of future litigation. Considerable unaérty continues to exist regarding when and
whether the DOE will meet its contractual obligatio the Utility and other nuclear power plant oven® dispose of spent fuel.

Nuclear Insurance

The Utility has several types of nuclear insurafoecghe two nuclear generating units at Diablo Gangnd Humboldt Bay Unit
3. The Utility has insurance coverage for propedmages and business interruption losses as a@na@fNuclear Electric Insurance
Limited (“NEIL"). NEIL is a mutual insurer ownedyhutilities with nuclear facilities. NEIL providgwroperty damage and business
interruption coverage of up to $3.2 billion perigent ($2.7 billion for property damage and $490ior for business interruption) for Diablo
Canyon. In addition, NEIL provides $131 million pfoperty damage insurance for Humboldt Bay UnitBder this insurance, if any
nuclear generating facility insured by NEIL suffersatastrophic loss, the Utility may be requiregay an additional premium of up to $44
million per one-year policy term. NRC regulatiorguire that the Utility’s property damage insumpolicies provide that all proceeds from
such insurance be applied, first, to place thetptaa safe and stable condition after an accidedt second, to decontaminate the plant be
any proceeds can be used for decommissioning ot ppair.

NEIL policies also provide coverage for damagesediby acts of terrorism at nuclear power plaftsrtain acts of terrorism may
be “certified” by the Secretary of the Treasurfyddmages are caused by certified acts of terrofdEiL can obtain compensation from the
federal government and will provide up to its fadilicy limit of $3.2 billion for each insured los$n contrast, NEIL would treat all non-
certified terrorist acts occurring within a 12-moteriod against one or more commercial nucleargp@lants insured by NEIL as one event
and the owners of the affected plants would sHee8.2 billion policy limit amount.
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Under the Price-Anderson Act, public liability ¢tes that arise from nuclear incidents that occidiablo Canyon, and that occur
during the transportation of material to and fromlido Canyon are limited to $12.6 billion. As régd by the Price-Anderson Act, the
Utility purchased the maximum available public lla insurance of $375 million for Diablo Canyorhe balance of the$12.6 billion of
liability protection is provided under a loss-singriprogram among utilities owning nuclear reactaree Utility may be assessed up to $235
million per nuclear incident under this programthapayments in each year limited to a maximum & 8#llion per incident. Both the
maximum assessment and the maximum yearly assesameadjusted for inflation at least every fivage The next scheduled adjustme
due on or before October 29, 2013.

The Price-Anderson Act does not apply to publibility claims that arise from nuclear incidentsttbacur during shipping of
nuclear material from the nuclear fuel enrichea toiel fabricator or that occur at the fuel fabtiess facility. Such claims are covered by
nuclear liability policies purchased by the enriched the fuel fabricator, as well as by separappléer’'s and transporter’s (“S&T'psuranct
policies. The Utility has a S&T policy that proeisicoverage for claims arising from some of thesilénts up to a maximum of $375 mill
per incident.

In addition, the Utility has $53 million of liabi}i insurance for Humboldt Bay Unit 3 and has a $60on indemnification from th
NRC for public liability arising from nuclear inaahts, covering liabilities in excess of the $53liril of liability insurance

If the Utility incurs losses in connection with aafits nuclear generation facilities that are eithot covered by insurance or exceed
the amount of insurance available, such lossesidmaie a material effect on PG&E Corporation’s #redUtility’s financial condition, resul
of operations, and cash flows.

Guarantees

PG&E Corporation retains a guarantee related tmiceobligations of its former subsidiary, Natiolalergy & Gas Transmission,
Inc. ("NEGT"), that were issued to the purchaseaoNEGT subsidiary company in 2000. PG&E Corpores primary remaining exposure
relates to any potential environmental obligatitiret were known to NEGT at the time of the salertnitdisclosed to the purchaser, and is
limited to $150 million. PG&E Corporation has meteived any claims nor does it consider it probahat any claims will be made under
guarantee. PG&E Corporation believes that if itavequired to satisfy its obligations under thisigntee, any required payments would not
have a material impact on its financial conditimsults of operations, or cash flows.

Environmental Remediation Contingencies

The Utility has been, and may be required to paefvironmental remediation at sites where it hesenb or may be, a potentially
responsible party under federal and state envirotmh&aws. These sites include former manufactgeesiplant (“MGP”) sites, power plant
sites, gas gathering sites, sites where naturat@apressor stations are located, and sites us#tehytility for the storage, recycling, or
disposal of potentially hazardous substances. Uederal and California laws, the Utility may lesponsible for remediation of hazardous
substances even if it did not deposit those substaan the site.

Given the complexities of the legal and regulatemyironment and the inherent uncertainties involvetthe early stages of a
remediation project, the process for estimatinge@iation liabilities is subjective and requiresrsfigant judgment. The Utility records an
environmental remediation liability when site assesnts indicate that remediation is probable aadJtility can reasonably estimate the loss
or a range of probable amounts. The Utility resaad environmental remediation liability basedlosm lbwer end of the range of estimated
probable costs, unless an amount within the ramgebetter estimate than any other amount. Amaentsded are not discounted to their
present value.

The following table presents the changes in thérenmental remediation liability from December 2011

(in millions)
Balance at December 31, 20 $ 78E
Additional remediation costs accru
Transfer to regulatory account for recov 11¢
Amounts not recoverable in customer re 127
Less: Payments (118
Balance at September 30, 2012 $ 91z
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The environmental remediation liability is composéddhe following:

Balance at
September December,
30, 31

(in millions) 2012 2011
Utility-owned natural gas compressor site near KipkCalifornia®) $ 227 $ 14¢
Utility-owned natural gas compressor site near Thpérizona® 23€ 21¢
Utility-owned generation facilities (other than fssil fuel-fired), other facilities, and third-a disposal
sites 162 13z
Former MGP sites owned by the Utility or third pes! 17¢ 154
Fossil fue-fired generation facilities formerly owned by thélity 87 81
Decommissioning fossil fuel-fired generation fa@k and sites 23 50
Total environmental remediation liability $ 912 $ 78E

(@) See “Natural Gas Compressor Sites” below.

The CPUC has authorized the Utility to recover nafsts environmental remediation costs throughotgs ratemaking mechanisms,
subject to exclusions for certain sites, such adHimkley natural gas compressor site, and subjdanitations for certain liabilities such as
amounts associated with fossil fuel-fired generafarxilities formerly owned by the Utility. At Segmber 30, 2012, the Utility expected to
recover $550 million through these ratemaking maidms. The Utility also recovers environmental egition costs from insurance carri
and from other third parties whenever possible.oAnts collected in excess of the Utility’s ultimatgligations may be subject to refund to
customers through rates.

Natural Gas Compressor Sites

The Utility is legally responsible for remediatiggpundwater contamination caused by hexavalentaiwrm used in the past at the
Utility’s natural gas compressor sites near Hinkl@glifornia and Topock, Arizona. The Utility ifsa required to take measures to abate the
effects of the contamination on the environment.

Hinkley Site

The Utility’s remediation and abatement effortshet Hinkley site are subject to the regulatory atith of the California Regional
Water Quality Control Board, Lahontan Region (“Rewgil Board”). The Regional Board has issued séwedars directing the Utility to
implement interim remedial measures to reduce tassmof the underground plume of hexavalent chrommanitor and control movement
the plume, and provide replacement water to aftergsidents.

In June 2012, the Regional Board issued an ametidadup and abatement order to allow the Utilitimiplement a voluntary who
house water replacement program for approximat@@/rgdsident households located within or near tieraium plume boundary. Eligible
residents were given until October 15, 2012 todkegvhether to accept a replacement water supptgee the Utility purchase their
properties, or alternatively not participate in gregram. The majority of eligible residents optedccept the Utility’s offer to purchase their
property. The Utility is required to complete irapientation of the whole house water replacememesysby August 31, 2013. The Utility
will maintain and operate the whole house replacersgstems for five years or until the State ofifatia has adopted a drinking water
standard specifically for hexavalent chromium atolthiime the program will be evaluated.

In August 2012, the Regional Board issued a draffrenmental impact report (“EIR”) that evaluatezVeral alternatives for
remediating groundwater contamination using a caatimn of different remedial methods, includingngspumped groundwater from
extraction wells to irrigate agricultural land ainesitu treatment of the contaminated water. Thiéitiexpects that the Regional Board will
consider certification of the final EIR in 2013.

At September 30, 2012, $227 million was accruel@&E Corporation’s and the Utility's Condensed Guitated Balance Sheets
for estimated undiscounted future remediation cast®ciated with the Hinkley natural gas compresigey compared to $149 million accrt
at December 31, 2011. The increase primarily cesléhe Utility’s best estimate of costs associatéh providing water replacement systems
to eligible residents or purchasing property frdigikle residents, as described above. Remediatists for the Hinkley natural gas
compressor site are not recovered from customers.

Future costs will depend on many factors, includhmgRegional Board’s certification of the finalRlthe levels of hexavalent
chromium the Utility is required to use as the dtd for remediation, the Utility’s required tim@afe for remediation, and adoption of a
final drinking water standard currently under deypshent by the State of California, as mentionedzabds more information becomes
known regarding these factors, estimates and agstampegarding the amount of liability incurredyrze subject to further changes. Future
changes in estimates may have a material impaPG%E Corporation’s and the Utility’s financial cdtidn, results of operations, and cash
flows.
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Topock Site

The Utility’s remediation and abatement effortshet Topock site are subject to the regulatory aitshof the California Department
of Toxic Substances Control (“DTSC") and the U.&pBrtment of the Interior (“DOI”). As directed bye DTSC, the Utility has
implemented interim remediation measures, includirsystem of extraction wells and a treatment pdastgned to prevent movement of a
hexavalent chromium plume toward the Colorado Rivigte DTSC has certified the final EIR and apprbtree Utility’s final remediation
plan for the groundwater plume, under which thditytwill implement an in-situ groundwater treatntesystem to convert hexavalent
chromium into a non-toxic and non-soluble form bfamium. The Utility has completed the preliminagsign stage for implementing the
final groundwater remedy and plans to submit itsrimediate design plan to the DTSC and DOI in Jgn2@13 and a final plan for approval
in late 2013. In developing its intermediate pldwe, Utility is currently evaluating input receivédm regulatory agencies and other
stakeholders, exploring potential sources of figater to be used as part of the remedy, and perfigrother engineering activities necessary
to complete the remedial design.

At September 30, 2012, $236 million was accrueld@&E Corporation’s and the Utility’'s Condensed Gaitated Balance Sheets
for estimated undiscounted future remediation cast®ciated with the Topock site, compared to $gilln accrued at December 31,
2011. As the Utility completes its remedial desiggn and more information becomes known regarttiegextent of work to be performed to
implement the final groundwater remedy, estimatesassumptions regarding the amount of liabiliguimed may be subject to change. The
Utility expects to recover 90% of its remediatiasts for the Topock site from customers. Futulnges in estimates could have a material
impact on PG&E Corporation’s and the Utility’s fatufinancial condition.

Reasonably Possible Environmental Contingencies

Although the Utility has provided for known enviraental obligations that are probable and reasoredilgnable, the Utility’s
undiscounted future costs could increase to as ras&1.7 billion (including amounts related to Hiekley and Topock natural gas
compressor sites discussed above) if the exterdritmination or necessary remediation is grehter anticipated or if the other potentially
responsible parties are not financially able totgbuate to these costs, and could increase fuittibe Utility chooses to remediate beyond
regulatory requirements. The Utility may incur adtaosts in the future that are materially différivan this estimate and such costs could
have a material impact on PG&E Corporation’s aredUhility’s results of operations during the periadvhich they are recorded.

Tax Matters

In 2008, PG&E Corporation began participating ie @ompliance Assurance Process (“CAP”), a real-timernal Revenue Service
(“IRS”) audit intended to expedite resolution of taatters. The CAP audit culminates with a lefitem the IRS indicating its acceptance of
the return. The IRS partially accepted the 20@08rne withholding two matters for further reviewn December 2010, the IRS accepted the
2009 tax return without change. In September 201€l|RS partially accepted the 2010 return, wittimgy two matters for further review. In
September 2012, the IRS patrtially accepted the 2€tLitn, withholding several matters for futureiesy.

The most significant of the matters withheld fortlfier review relates to a tax accounting methochgbdiled by PG&E Corporation
to accelerate the amount of deductible repairghérfourth quarter 2011, the IRS agreed to allé&E Corporation to file claims for 2008-
2010 for the repairs method change. The IRS hasampleted its review of these claims.

The IRS is continuing to work with the utility inslty to provide consistent repairs deduction guigsfior natural gas transmission,

natural gas distribution, and electric generatiositiesses. PG&E Corporation and Utility expectlR® to release this guidance during the
remainder of 2012 or 2013.

PG&E Corporation and the Utility are unable to deti@e a range of reasonably possible impacts iaguitom future changes to the
unrecognized tax benefits at this time.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS O F FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

PG&E Corporation, incorporated in California in 9% a holding company that conducts its busitiessigh Pacific Gas and
Electric Company (“Utility”), a public utility opeting in northern and central California. The itjtigenerates revenues mainly through the
sale and delivery of electricity and natural gasustomers. The Utility served approximately fia#lion electricity distribution customers
and approximately four million natural gas disttibn customers at September 30, 2012.

The Utility is regulated primarily by the CalifomPublic Utilities Commission (“CPUC”) and the FealeEnergy Regulatory
Commission (“FERC"). In addition, the Nuclear R&gary Commission (“NRC”) oversees the licensingnstruction, operation, and
decommissioning of the Utilitg' nuclear generation facilities. The CPUC hasgliction over the rates and terms and conditiorseofice fo
the Utility’s electricity and natural gas distrilrt operations, electric generation, and naturaltgensportation and storage. The FERC has
jurisdiction over the rates and terms and conditiohservice governing the Util’s electric transmission operations and over tihesrand
terms and conditions of service governing the tytitin its interstate natural gas transportatiortremts. The Utility also is subject to the
jurisdiction of other federal, state, and local gmimental agencie

Most of the Utility’s base revenues (“revenue reguients”)that the Utility is authorized to collect througites are set by the CPL
in the General Rate Case (“GRC"), which occurs gaheevery three years. The Utility’s revenueuigments for other portions of its
operations, such as electric transmission, nagasltransportation and storage services, elegtacitl natural gas purchases, are authorized ir
other regulatory proceedings overseen by the CPUeoFERC. The Utility’s revenue requirementsgeaerally set at a level to allow the
Utility to recover its forecasted operating expende recover depreciation, tax, and interest espemassociated with forecasted capital
expenditures, and to provide the Utility with arpoptunity to earn its authorized rate of returnegpity (‘ROE”). The Ultility also collects
revenue requirements to recover certain costdtieaCPUC has authorized the Utility to pass throimgtustomers, such as electricity
procurement costs. From time to time, the Utiitso files separate applications with the CPUC estjng authority to recover costs for other
projects. PG&E Corporation’s and the Utilgyfinancial condition, results of operations, aaditflows are affected by the extent to whick
Utility is able to timely recover its actual cositsough rates and earn its authorized ROE.

This is a combined quarterly report of PG&E Corpioraand the Utility and should be read in conjimtiith each company’s
separate Condensed Consolidated Financial Stateraedtthe Notes to the Condensed Consolidated ¢iaiéBtatements included in this
quarterly report. In addition, this quarterly refpghould be read in conjunction with PG&E Corpuamals and the Utility’'s combined Annual
Report on Form 10-K for the year ended DecembePB11 which contains or incorporates by refereramh&ompanys audited Consolidat
Financial Statements, the Notes to the Consolidaitegincial Statements, and other information (“2@8hhual Report”).

Key Factors Affecting Results of Operations and Fiancial Condition

During 2012, PG&E Corporation’s and the Utilityiadncial condition, results of operations, and déshis have continued to be
materially affected by costs the Utility has inadrto improve the safety and reliability of itsurall gas operations, as well as by costs relatec
to the ongoing regulatory proceedings, investigeti@and civil lawsuits that commenced following thpture of one of the Utility’s natural
gas transmission pipelines in San Bruno, Califoomg&eptember 9, 2010 (the “San Bruno acciderTitje outcome of these matters and a
number of other factors have had, and will contitiubave, a material impact on PG&E Corporatiomd the Utility’s future results of
operations, financial condition, and cash flows.

« The Outcome of Matters Related to the Utility’s iMak Gas System The Ultility forecasts that total unrecoverabipefinerelatec
expenses could be as much as $550 million in 2BtAding $371 million incurred during the nine ntlbs ended September
2012 to validate pipeline operating pressures, sonstrength tests, and perform other work withi& $cope of the Utility propose
pipeline safety enhancement plan, as well as legdlregulatory costs. (See “Operating and Maimeggbelow.) On October 1
2012, a proposed decision was issued that, if adoby the CPUC, would disallow rate recovery faignificant portion of plan-
related expenses and capital expenditures requiestid Utility’s proposed plan. (See “CPUC Ga$eBaRulemaking Proceeding”
below.) PG&E Corporation and the Utility also donk to believe that the CPUC will impose penaltiaghe Utility of at least $2(
million in connection with the CPUE&’investigations and enforcement matters and teuttimate amount of penalties coulc
materially higher. (See Note 10 to the Condenseds@lidated Financial Statements and “Natural Gadtévs” below.) PG&t
Corporation and the Utility also believe it is reaably possible that they may incur additional gearof up to $145 million for third-
party claims related to the San Bruno accident. odgoing investigation of the San Bruno accidentfégeral, state, and lo«
authorities also may result in the imposition ofilodr criminal penalties on the Utility. PG&E Qmoration’s and the Utilitys future
financial condition, results of operations, andhcllews may also be affected by additional civilaiminal penalties, or puniti
damages, if any, that the Utility may be requiregay.
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« Authorized Rate of Return, Capital Structure, amdaRcing. PG&E Corporation contributes equity to the Wilas needed by t
Utility to maintain its CPUCauthorized capital structure for its electric ardunal gas distribution and electric generatioe tzdse
consisting of 52% common equity and 48% debt arefepred stock. The Utility has incurred signifitazosts that are n
recoverable through rates, which has increasedltitiey’ s equity financing needs. For the nine months ér®eptember 30, 20:
the Utility received equity contributions from PG&Eorporation of approximately $715 million, whichere funded primaril
through common stock issuances. The UtHityfuture equity financing needs will be affected the ultimate amount
unrecoverable costs and penalties incurred in adimmewith natural gas matters discussed aboveditihal equity issued by PGé
Corporation in the future could have a materialtiie effect on PG&E Corporatios’earnings per common share. In addition
Utility’s net income and PG&E Corporatianincome available for common shareholders in 20iBfuture years may be affectec
changes in the Utilityy authorized capital structure and ROE, currerdtyas 11.35%, including any reductions that maynaele t
ROE for authorized capital expenditures incurredaurthe Utility’s pipeline safety enhancement pl§8ee 2013 Cost of Capit
Proceeding” and “CPUC Gas Safety Rulemaking Prdngédelow.) The Utility's financing needs also will be affected by ¢
factors, including the expiration of the acceledater “bonus”)depreciation provisions of the federal Tax Reliet & 2013, and tt
timing and amount of the Utilitg' capital expenditures, operating expenses, addteal requirements associated with price
management activities. PG&E Corporation’s andUtiéty’ s ability to access the capital markets and thmdeand rates of futu
financings could be affected by changes in theipeetive credit ratings, the outcome of natural @asters, general economic i
market conditions, and other factors. (“Liquidity and Financial Resourc” below.)

« The Timing and Outcome of Ratemaking and Other IBegy Proceedings The Utility’s financial results are affected by the tin
and outcome of rate case decisions and other mogee As described in the 2011 Annual Report,@RJC issued decisions
2011 that determined the majority of the Utilgyase revenue requirements through 2013 or |atee. Utility intends to file its 201
GRC application with the CPUC before the end of 20l the 2014 GRC, the CPUC will determine theoant of revenu
requirements the Utility can collect through rafiesits electric generation operations and eleand natural gas distribution fre
2014 through 2016. (See “2014 General Rate Casleib) On September 28, 2012, the Utility filedl Transmission Owner (“TQ”
rate case application with the FERC requestingharease of $254 million in electric transmissiotesaover the estimated reven
that the Utility would receive in 2013 based onsar rates. (See “TO Rate Case” below.) Furthemoted above, the Utility’
future financial results will be affected by thenitng and outcome of the CPUC's final decision rdgay the Utility's propose
pipeline safety enhancement plan and the outcontbeopending investigations related to natural masters. (SeeNatural Ga
Matters — CPUC Gas Safety Rulemaking Proceedieiw.) In addition, the CPUC is expected to isswkecision by December .
2012 on the Utilitys application to change its capital structure aags of return on each component beginning on Jarily
2013. The outcome of these regulatory proceediagshe affected by many factors, including genecahomic conditions, the le
of customer rates, regulatory policies, and palltonsiderations

« The Ability of the Utility to Control Operating Gss In addition to the expenses related to the Ytsitproposed pipeline safi
enhancement plan and the other natural gas mattssribed above, the Utility incurred expenseshi@ hine months end
September 30, 2012 that are $176 million highen #@ounts authorized in the 2011 rate cases toowepthe safety and reliabil
of its electric and natural gas operations. Thiityforecasts that these incremental expenses¢twhre not recoverable throu
rates, will total approximately $250 million in 2B1The Utility expects that it will continue toduar these incremental and non-
recoverable costs in 2013 as the Utility continteesvork to improve the safety and reliability of ibperations. (SeeRésults ¢
Operations™elow.) The Utility plans to request that the CPB\@horize increased revenue requirements in thd BBRC and tt
2015 Gas Transmission and Storage (“GT&R&ile case to allow the Ultility to recover the highevel of expenses it anticipate
will incur. In addition, any future increase iretbltility’s environmentakelated liabilities that are not recoverable thiougtes, suc
as costs associated with its natural gas compreststion located in Hinkley, California, also willegatively affect PG&
Corporation’s and the Utility’s future financial mdition, results of operations, and cash flows.e(SEnvironmental Matters”
below.) Other differences between the amountromty of the Utility’s actual costs and forecasted or authorized amaouanysals:
affect the Utility’s ability to earn its authoriz&IOE and negatively affect the amount of PG&E Caapion’s future income availak
for common shareholdet
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Summary of Changes in Earnings per Common Share anchcome Available for Common Shareholders for the Tiree and Nine
Months Ended September 30, 2012

The following table is a summary reconciliatidrtlte key changes in PG&E Corporation’s income latdé for common
shareholders and earnings per common share féinrtbe and nine months ended September 30, 2012:

Three Months Ended Nine Months Ended
September 30 September 30
Earnings Per Earnings Per
Common Common
Share Share
(in millions, except per share amounts Earnings (Diluted) Earnings (Diluted)
Income Available for Common Shareholder— September 30, 201.  $ 20C $ 05C $ 761 $ 1.9C
Increase in rate base earnit 20 0.0t 62 0.14
Litigation and regulatory matte 10 0.0z 34 0.0¢
Storm and outage expens - - 34 0.0¢
Environmente-related cost 60 0.1t 18 0.0¢
Gas transmission revent - - 14 0.0z
Natural gas matte! 13¢ 0.34 8 0.0t
Planned incremental wol (42 (0.10 (1049) (0.29
Increase in shares outstandiig - (0.06) - (0.19
Other (25) (0.06) 2 -
Income Available for Common Shareholder— September 30, 201:  $ 361 $ 0.84 $ 82¢ $ 1.9¢

() Represents the impact of a higher number of stmaressanding at September 30, 2012, compared touimber of shares outstanding at September 30, 2PGRE
Corporation issues shares to fund its equity couations to the Utility that are used by the Utilitymaintain its capital structure and fund operagj including expenses related
to natural gas matters. This has no dollar impaatarnings.

CAUTIONARY LANGUAGE REGARDING FORWARD-LOOKING STATE MENTS

This report contains forward-looking statements gra necessarily subject to various risks and iaicéies. These statements
reflect management’s judgment and opinions whiehbased on current estimates, expectations, afecpoms about future events and
assumptions regarding these events and managerkeatidedge of facts as of the date of this rep@tiese forward-looking statements
relate to, among other matters, estimated capifsrmditures; estimated environmental remediatiax, dnd other liabilities; estimates and
assumptions used in PG&E Corporation’s and thetiJslcritical accounting policies; estimated lossssociated with various investigations,
enforcement matters, and regulatory proceedingsipérg to the San Bruno accident and the Utilitys&gural gas operations; estimated losses
and insurance recoveries associated with thelttigiation arising from the San Bruno accidentjrested additional costs the Utility will
incur related to its natural gas and electric ofji@na; estimated future cash flows; and the amotifitture equity or debt financings. These
statements are also identified by words such asutas,” “expect,” “intend,” “forecast,” “plan,” “piject,” “believe,” “estimate,” “target,”
“predict,” “anticipate,” “aim,” “may,” “might,” “should,” “would,” “could,” “goal,” “potential,” and 8nilar expressions. PG&E Corporation
and the Utility are not able to predict all thettas that may affect future results. Some of #drs that could cause future results to differ
materially from those expressed or implied by thevhrd-looking statements, or from historical résuhclude, but are not limited to:

« the timing and terms of the resolution of pendingestigations and enforcement matters relatedadUility’ s natural gas syste
operating practices and the San Bruno accideniydimgy the ultimate amount of penalties the Utiltyll be required to pay, al
whether the resolution is reached through settiémegotiations, or a fully litigated proceedinge thltimate amount of thirgarty
claims associated with the San Bruno accident haditming and amount of related insurance recosgtige ultimate amount
punitive damages, if any, the Utility may incuratd to thirdparty claims; and the ultimate amount of civil oiminal penalties,
any, the Utility may incur related to the criminavestigation;

» the outcomes of regulatory proceedings, such asCtPdC’s natural gas rulemaking proceeding, and the outcofrratemakin
proceedings, such as the 2014 GRC and the 201®foapital proceeding

« the ultimate amount of costs the Ultility incurstihe future that are not recovered through ratedudling costs incurred under i

pipeline safety enhancement plan, and additionstiscdacurred to perform incremental work to imprdlve safety and reliability of |
electric and natural gas operatio
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the outcome of future investigations or proceeditigs may be commenced by the CPUC or other regylatuthorities relating
the Utility’s compliance with laws, rules, regulations, or csdgpplicable to the operation, inspection, andhteaiance of its elect
and gas facilities (in addition to investigationpooceedings related to the San Bruno accidennanhdal gas matters

whether PG&E Corporation and the Utility are alderépair the reputational harm that they have seffeand may suffer in t
future, due to the San Bruno accident and the e@latvil litigation, the occurrence of adverse depenents in the CPU
investigations or the criminal investigation, inding any finding of criminal liability

the level of equity contributions that PG&E Corpara must make to the Utility to enable the Utility maintain its authorizt
capital structure as the Utility incurs charges aodts, including costs associated with naturalrgaers and penalties impose:
connection with the pending investigations, thatraot recoverable through rates or insura

the impact of environmental remediation laws, ragjahs, and orders; the ultimate amount of costeried to discharge the Utility’
known and unknown remediation obligations; the eixte which the Utility is able to recover compleanand remediation costs fr
third parties or through rates or insurance; arel ultimate amount of costs the Utility incurs innoection with environmenti
remediation liabilities that are not recoverabletigh rates or insurance, such as the remediatists @ssociated with the Utility’
natural gas compressor station site located neddéli, California;

the results of seismic studies the Utility is coctihig that could affect the Utilitg’ ability to continue operating its Diablo Can
nuclear power plant (“Diablo Canyon9r renew the operating licenses for Diablo Canyamd the impact of new legislatit
regulations, recommendations or policies applicabléthe operations, security, safety, or decommigsg of nuclear facilities, t
storage of spent nuclear fuel, seismic design,icgalater intake, or other issut

the impact of weatharlated conditions or events (such as storms, tlmes floods, drought, solar or electromagnetimts/ean:
wildland and other fires), natural disasters (saskearthquakes, tsunamis, and pandemics), andexéiets (such as explosions, fi
accidents, mechanical breakdowns, equipment faiJureman errors, and labor disruptions), as weld@s of terrorism, war,
vandalism, including cyber-attacks, that can cawsplanned outages, reduce generating output, dishep Utility’s service t
customers, or damage or disrupt the facilitiesrajpens, or information technology and systems alimg the Utility, its customel
or third parties on which the Utility relies; andbgect the Utility to thirdparty liability for property damage or personaluiryj, ol
result in the imposition of civil, criminal, or ratatory penalties on the Utility

the impact of environmental laws and regulatiomseai at the reduction of carbon dioxide and otheeghouse gases (“GHE, ant
whether the Utility is able to recover associatedhpliance costs, including the cost of emissionvedinces and offsets, that
Utility may incur under ce-anc-trade regulations

changes in customer demand for electricity (“loaafijl natural gas resulting from unanticipated pdmnagrowth or decline in t
Utility’s service area, general and regional ecoitoamd financial market conditions, the extent afmicipalization of the Ultilitys
electric distribution facilities, changing level“direct access’tustomers who procure electricity from alternagévergy provider
changing levels of customers who purchase eletfimm governmental bodies that act as “commuciitgice aggregatorsgnd the
development of alternative energy technologieauiticlg sel-generation and distributed generation technolo

the adequacy and price of electricity, natural gasl nuclear fuel supplies; the extent to whichlUtiity can manage and responc

the volatility of energy commaodity prices; the a@ilof the Utility and its counterparties to postreturn collateral in connection w
price risk management activities; and whether thityis able to recover timely its energy commiydtosts through rate
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« whether the Utilitys information technology, operating systems andvoeks, including the newly installed advanced miat
system infrastructure, customer billing, financehd other systems, continue to function accuratehether the Utility can modi
its operating systems and networks as needed wytirmnplement “dynamic pricingtetail electric rates and comply with ot
requirements established by the CPUC; whether ttigylis able to protect its operating systems amatworks from damac
disruption, or failure caused by cyber-attacks, potar viruses, or other hazards; whether the Ytdlitsecurity measures
sufficient to protect confidential customer, vendand financial data contained in such systems ratdiorks from unauthorizi
access and disclosure; and whether the Utility @artinue to rely on thirgharty vendors and contractors that maintain angheu
some of the Utilit’s operating system

« the extent to which costs incurred in connectiothwiiird-party claims or litigation are not recoverable tigb insurance, rates,
from other third parties

« the ability of PG&E Corporation and the Utility &mcess capital markets and other sources of debéguity financing in a time
manner on acceptable tern

- the impact of federal or state laws or regulatiasrstheir interpretation, on energy policy and tegulation of utilities and the
holding companies, including how the CPUC interprand enforces the financial and other conditionposed on PG&
Corporation when it became the Utilisyholding company, and whether the outcome of mdiogs and investigations relating to
Utility’s natural gas operations affects the Uilg ability to make distributions to PG&E Corporatiimthe form of dividends
share repurchases; a

« the outcome of federal or state tax audits andntipact of any changes in federal or state tax |pobcies, or regulations.
For more information about the significant riskattbould affect the outcome of these forward-loglstatements and PG&E
Corporation’s and the Utility’s future financial mdition, results of operations, and cash flows,teeadiscussion in the section entitled “Risk

Factors” in the 2011 Annual Report and Item 1A kRiactors, below. PG&E Corporation and the Utitity not undertake an obligation to
update forward-looking statements, whether in raspdo new information, future events, or otherwise
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RESULTS OF OPERATIONS

The table below details certain items from the agganying Condensed Consolidated Statements of ladonthe three and nine

months ended September 30, 2012 and 2011:

(in millions)

Utility

Electric operating revenu

Natural gas operating revent
Total operating revenues

Cost of electricity

Cost of natural ga

Operating and maintenan

Depreciation, amortization, and decommissioning

Total operating expenses
Operating Incom
Interest incomt
Interest expens
Other income, net
Income before income tax
Income tax provision
Net Income
Preferred stock dividend requirement
Income Available for Common Stock

PG&E Corporation, Eliminations, and Other (1)
Operating revenue

Operating expenses (income)

Operating Income (Los!

Interest incomt

Interest expens

Other income (expense), net

Income (loss) before income tax

Income tax benefit

Net Income

Consolidated Total
Operating revenue
Operating expenses
Operating Incom:

Interest incom:

Interest expens

Other income, net

Income Before Income Tax
Income tax provision

Net Income

Preferred stock dividend requirement of subsidiary

Income Available for Common Shareholders

Three Months Ended

Nine Months Ended

September 30, September 30,
2012 2011 2012 2011

$ 3321 % 3,18i 9,022 8,691
653 672 2,18¢ 2,447
3,974 3,85¢ 11,20¢ 11,13¢
1,28: 1,224 3,10¢ 3,01¢
11€ 17¢C 59z 93¢
1,34: 1,497 4,13¢ 3,951
617 56€ 1,807 1,64¢
3,361 3,457 9,63¢ 9,55:
615 40z 1,56¢ 1,58t
2 2 5 6
(172 (177 (511) (511)
19 19 64 52
462 252 1,12¢ 1,132
122 56 32¢ 37¢€
34C 19¢€ 79¢ 75€
3 3 10 10
$ 337 % 19¢ 78¢ 74€
$ 2 % 1 4 3
1 (5) 4 4
1 6 - (1)
- - 1 1
(6) (%) 17 (16)
7 (1) 20 4
2 - 4 (12
(229 () €2) 27
$ 24 $ 7 41 15
$ 3,97¢ $ 3,86( 11,21( 11,14:
3,362 3,45z 9,64: 9,557
614 40¢ 1,56¢ 1,58¢
2 2 6 7
(17¢) (17¢€) (52¢) (527)
26 18 84 56
464 252 1,13C 1,12C
10C 49 291 34¢
364 20¢ 83¢ 771
3 3 10 10
$ 361 $ 20C 82¢ 761

(1) PG&E Corporation eliminates all intercompany trariees in consolidation.
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The following presents the Utility’s operating réisdor the three and nine months ended Septenthe2®.2 and 2011.
Electric Operating Revenues

The Utility’s electric operating revenues consisamounts charged to customers for electricity gatien, transmission and
distribution services, as well as amounts chargexistomers to recover electricity procurementsast the costs of public purpose, energy

efficiency, and demand response programs.

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

Three Months Ended Nine Months Ended
September 30 September 30
(in millions) 2012 2011 2012 2011
Revenues excluding pethrough cost: $ 1,61¢ $ 157 $ 4,76 $ 4,59¢
Revenues for recovery of passed-through costs 1,70t 1,614 4,25¢ 4,09¢
Total electric operating revenues $ 3,321 $ 3,187 $ 9,02: $ 8,691

The Utility’s total electric operating revenues;lurding revenues intended to recover costs thapaseed through to customers,
increased by $134 million, or 4%, in the three rherended September 30, 2012 and by $331 millioA%@rin the nine months ended
September 30, 2012, as compared to the same p@nigdd1. Revenues intended to recover costsatiegpassed through to customers an
not impact net income increased by $91 million $863 million in the three and nine months ended&eper 30, 2012, respectively, as
compared to the same periods in 2011, primarilytdusn increase in cost of electricity. (See “Gu<Electricity” below.)

Electric operating revenues, excluding revenuesnihtd to recover costs that are passed througkstoroers, increased by $43
million and $168 million in the three and nine mwended September 30, 2012, respectively, as cethpathe same periods in 2011. The
increase for both periods is primarily due to aréase in base revenues as authorized in the 2RCld8&cision.

The Utility’s future electric operating revenuesckiding revenues intended to recover costs tlepassed through to customers ,
are expected to increase during the remainder B? 20d in 2013 as authorized by the CPUC in thd ZRRC. Additionally, the Utility’s
future electric operating revenues are also expdoténcrease as authorized by the FERC in theai®aase. These future electric operating
revenues will be impacted by the cost of electriaitd other revenues intended to recover costsathgtassed through to customers.

Cost of Electricity

The Utility’s cost of electricity includes the cegif power purchased from third parties, transmigssiuel used in its own generation
facilities, fuel supplied to other facilities undeswer purchase agreements, and realized gainlwsses on price risk management
activities. (See Note 7 of the Notes to the CosddrConsolidated Financial Statements.) The Yslitost of electricity is passed through to
customers. The Utility’s cost of electricity exdks non-fuel costs associated with operating tilegyst own generation facilities and electric
transmission system, which are included in opegeatimd maintenance expense in the Condensed Caatsadli8tatements of Income.

The following table provides a summary of the Wik cost of electricity and the total volume aneage cost of purchased power:

Three Months Ended Nine Months Ended
September 30 September 30

(in millions) 2012 2011 2012 2011
Cost of purchased pow $ 1,21¢ 1,141 % 2,89 $ 2,81¢
Fuel used in own generation facilities 69 83 20¢€ 19¢
Total cost of electricity $ 1,28: $ 1,22¢ $ 3,10¢ $ 3,01¢
Average cost of purchased power per kiWh $ 0.08¢ 0.09: $ 0.07¢ 0.08¢
Total purchased power (in millions of kWh) 13,72( 12,44¢ 36,53¢ 31,58

@ Kilowatt-hour
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The Utility’s total cost of electricity increaseg B59 million, or 5%, in the three months endedt8eyber 30, 2012 and by $86
million, or 3%, in the nine months ended Septendie12012, as compared to the same periods in 20iarily due to an increase in the
volume of purchased power, which was partially &tffsy the decrease in the average cost of purchmseer. The volume of power the
Utility purchases is driven by load, the availalibf the Utility’s own generation facilities, artlkde cost effectiveness of each source of
electricity.

Various factors will affect the Utility’s future sbof electricity, including the market prices &ectricity and natural gas, the
availability of Utility-owned generation, and chasgin load. Additionally, the cost of electricityexpected to be impacted by the higher cost
of procuring renewable energy as the Utility insesathe amount of its renewable energy deliveoiesmply with current and future
California law and regulatory requirements. Théityts future cost of electricity also will be aftted by legislation and rules applicable to
GHG emissions. (See “Environmental Matters” bejow.

Natural Gas Operating Revenues

The Utility’s natural gas operating revenues cdri@mounts charged for transportation, distrimuitiand storage services, as well
as amounts charged to customers to recover thetoatural gas procurement and public purposerprogexpenses.

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

Three Months Ended Nine Months Ended
September 30 September 30
(in millions) 2012 2011 2012 2011
Revenues excluding pethrough cost: $ 43 3 42z $ 1,32( $ 1,27¢
Revenues for recovery of passed-through costs 22C 25C 864 1,172
Total natural gas operating revenue $ 652 67z $ 2,18/ $ 2,445

The Utility’s natural gas operating revenues, idahg revenues intended to recover costs that asegahrough to customers,
decreased by $19 million, or 3%, and by $263 millior 11%, in the three and nine months ended Bdqee30, 2012, respectively, as
compared to the same periods in 2011. Revenuesdet! to recover costs that are passed througkstorners and do not impact net income
decreased by $30 million and $308 million in thee¢thand nine months ended September 30, 2012 cteshe, as compared to the same
periods in 2011, primarily due to a decrease ircthst of natural gas.

Natural gas operating revenues, excluding reveimtesded to recover costs that are passed thraughstomers, increased by $11
million and by $45 million in the three and ninemtfas ended September 30, 2012, respectively, aparem to the same periods in
2011. The increase for both periods is primarilg tb an increase in base revenues as authorized 2011 GT&S rate case and GRC
decisions and increases in natural gas storageuiese

The Utility’s operating revenues for natural gasmamission and storage services in 2013 and 201L#efléct revenue increases that
have been authorized by the CPUC in the 2011 GT&&case decision. The Utility’s revenues for redtgas distribution services in 2013
(excluding revenues intended to recover passedufiraosts) will also reflect revenue increasesairbld by the CPUC in the 2011 GRC
decision. Additionally, the Utility’s future opdiag revenues will reflect those revenues autharizg the CPUC under the Utility’s proposed
pipeline safety enhancement plan. (See “Natueal Katters” below.) The Utility’s future gas opimg revenues also will be impacted by
changes in the cost of natural gas, natural gasigiinput volume, and other factors.

Cost of Natural Gas

The Utility’s cost of natural gas includes the sost procurement, storage, transportation of nhgas and realized gains and losses
on price risk management activities. (See Notéthhi@Notes to the Condensed Consolidated Finaftéiements.) The Utility’s cost of
natural gas is passed through to customers. T$teotoatural gas excludes the cost of transporiain the Utilitys pipeline system, which
included in operating and maintenance expensecitttindensed Consolidated Statements of Income.
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The following table provides a summary of the Wik cost of natural gas:

Three Months Ended Nine Months Ended
September 30 September 30

(in millions) 2012 2011 2012 2011
Cost of natural gas so $ 75 $ 126 $ 454  $ 80z
Transportation cost of natural gas sold 43 42 13¢ 134
Total cost of natural gas $ 11€ $ 17C $ 598 $ 93€
Average cost per Mcf of natural gas sold $ 24z $ 3.8¢ $ 25z $ 4.2C
Total natural gas sold (in millions of Md) 31 33 18C 191

(1) One thousand cubic feet.

The Utility’s total cost of natural gas decreasgdsb2 million, or 31%, and by $343 million, or 37%,the three and nine months
ended September 30, 2012, respectively, as compathd same periods in 2011. These decreasespwararily due to a lower average
market price of natural gas during 2012.

The Utility’s future cost of natural gas will befedted by the market price of natural gas and cesugcustomer demand. In
addition, the Utility’s future cost of natural gamy be affected by federal or state legislatiorutes to regulate the GHG emissions from the
Utility’s natural gas transportation and distritmutifacilities and from natural gas consumed byltility’s customers.

Operating and Maintenance

Operating and maintenance expenses consist mditthg dJtility’s costs to operate and maintain itscgricity and natural gas
facilities, customer billing and service expenghks,cost of public purpose programs, and adminigga@and general expenses. The Utility’s
ability to earn its authorized rate of return deggeim part on the success of its ability to mantsgexpenses and to achieve operational and
cost efficiencies.

The Utility’s operating and maintenance expensesedsed by $154 million, or 10%, from $1,497 miilia the three months ended
September 30, 2011 to $1,343 million in the thremtins ended September 30, 2012. The total decireaperating and maintenance expt
was primarily due to a $233 million decrease inguetts associated with natural gas matters (séetiabbw) and a $76 million decrease in
environmental remediation costs associated witlHih&ley natural gas compressor site, which wertigdly offset by approximately $40
million of increased labor and benefit-related spahd costs to improve the safety and reliahidftthe Utility’s electric and natural gas
operations that were $72 million higher than ame@assumed under the 2011 rate cases.

The Utility’s operating and maintenance expensere@sed by $183 million, or 5%, from $3,951 milliarthe nine months ended
September 30, 2011 to $4,134 million in the ninenthe ended September 30, 2012. The total incieaggerating and maintenance expense
was primarily due to costs incurred to improve shéety and reliability of electric and natural ggerations that were $176 million higher
than amounts assumed under the 2011 rate casepprakimately $80 million of increased labor anddfé-related costs, which were
partially offset by a $58 million decrease in stenretated costs, a $24 million decrease in envirantaleemediation costs associated with the
Hinkley natural gas compressor site, and a $12aniliecrease in net costs associated with natasahwatters (see table below).

The following table provides a summary of the Wik costs associated with natural gas matteracjgally included in operating
and maintenance expenses:

Three Months Ended Nine Months Ended
September 30, September 30,

(in millions) 2012 2011 2012 2011
Pipeline-related cost $ 13¢ $ 177 $ 371 % 30z
Third-party liability - 96 80 15t
Insurance recoverie (99 - (13%) (60)
Contributions - - 70 -
Total natural gas matters $ 40 $ 27 $ 38€ $ 39¢
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The Utility incurred net costs of $40 million an886 million during the three and nine months enBepdtember 30, 2012,
respectively, in connection with natural gas matteFhese amounts included pipeline-related costalidate safe operating pressures,
conduct strength testing, and perform other adtiviassociated with safety improvements to thatWsinatural gas pipeline system, as well
as legal and regulatory costs. Costs incurrethi®nine months ended September 30, 2012 alsadiedlan increase in the accrual for third-
party claims related to the San Bruno accidentaaadntribution to the City of San Bruno. Theset€ogere partially offset by insurance
recoveries related to third-party claims. Thereen® additional charges incurred during theseoplsrielated to penalties. (See “Natural Gas
Matters” below.)

Future operating and maintenance expense will woatio be affected by costs associated with napasimatters that are not
recoverable through rates, including pipeline-etagxpenses incurred under the pipeline safetyneein@ent plan that are not authorized for
recovery by the CPUC, any additional charges fodtparty claims arising from the San Bruno accidéat are not recoverable through
insurance, additional charges for civil or crimipahalties, or punitive damages, if any, that maynipposed on the Utility, and ongoing legal
and regulatory expenses related to these mattBee “Natural Gas Matters” below.) The Utility@nticipates that it will incur additional
costs in future periods as it undertakes a mubiiFgfort to clear some of its gas transmissiorliie easements of encroachments caused by
vegetation overgrowth and building structures timatld impede the Utility’s access to pipelines.e Huditional costs incurred to clear
encroachments may not be recoverable through rates.

Following the Utility’s detection of mercury, a llmdous substance, in some gas transmission pisggmaents that have undergone
hydrostatic pressure testing, the Utility has befguassess the need for further remedial acti@utiiess the possible presence of mercury in
other pipeline segments. The Ultility is currergt§sessing the scope of the matter and the extertioh the Utility’s future operating and
maintenance costs may be affected is uncertain.

The Utility also forecasts that it will incur expsss in 2012 that are approximately $250 milliorhkigthan amounts assumed under
the 2011 rate case decisions (including $176 milircurred during the nine months ended Septembe2®L2, as described above) as the
Utility works to improve the safety and reliabilipf its electric and natural gas operations. ThiétyJexpects to continue to incur these
incremental expenses in 2013.

Depreciation, Amortization, and Decommissioning

The Utility’s depreciation and amortization expensesists of depreciation and amortization of ptard regulatory assets, and
decommissioning expenses associated with fosdififeel generation facilities and nuclear poweriliies. The Utility’s depreciation,
amortization, and decommissioning expenses incodag&51 million, or 9%, and by $159 million, or 4§ in the three and nine months
ended September 30, 2012, respectively, as compatbd same periods in 2011. The increase ithite® and nine months ended Septer
30, 2012 is primarily due to capital additions.

The Utility’s depreciation expense for future periods is exgokitt be impacted as a result of capital additaarsthe implementatic
of new depreciation rates as authorized by the CPUQture GRC and GT&S rate cases, and by the FERCate cases.

Interest Income, I nterest Expense and Other Income, Net

There were no material changes to interest incamterest expense and other income, net for the tanel nine months ended
September 30, 2012, as compared to the same parnigf41.

Income Tax Provision

The Ultility’s income tax provision increased by $&élion, or 118%, in the three months ended Sepem30, 2012, as compared to
the same period in 2011. The effective tax radeshfe three months ended September 30, 2012 dridv@ére 26% and 22%,
respectively. The effective tax rates increasetthénthree months ended September 30, 2012, asatethfp the same period in 2011, mainly
due to lower tax-deductible costs, including decassinning and software development costs .

The Utility’s income tax provision decreased by $dilion, or 13%, in the nine months ended Septan®0e 2012, as compared to
the same period in 2011. The effective tax radeshfe nine months ended September 30, 2012 and28de 29% and 33%,
respectively. The effective tax rates decreas¢ddémine months ended September 30, 2012, as cethfmathe same period in 2011, mainly
due to receiving a benefit associated with a tétkeseent for prior year tax returns, a higher taxldction resulting from an accounting met
change for repairs as compared to the same pdandfxll, and non-tax-deductible penalties recoidetD11, with no comparable amount in
2012.
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LIQUIDITY AND FINANCIAL RESOURCES
Overview

The Utility’s ability to fund operations, make dibutions to PG&E Corporation and preferred stodbos, and pay off maturing
debt depends on the levels of its operating castsfland access to the capital and credit markits. levels of the Utility’s operating cash
and short-term debt fluctuate as a result of seddoad, volatility in energy commodity costs, etdral requirements related to price risk
management activities, the timing and amount of@xments or refunds, and the timing and effecegtilatory decisions and financings,
among other factors. The Utility generally utikzequity contributions from PG&E Corporation anddeterm senior unsecured debt
issuances to maintain its CPUC-authorized capitattire and to fund its capital expenditures. Uhisty relies on shorterm debt, includin
commercial paper and draws under its revolvingitfedility, to fund temporary financing needs. eT6PUC authorizes the aggregate am
of long-term debt and short-term debt that theitytihay issue and authorizes the Utility to recot®rrelated debt financing costs. The
Utility has short-term borrowing authority of $0lion, including $500 million that is restricted certain contingencies.

PG&E Corporation’s ability to fund operations, madaheduled principal and interest payments, funlityJéquity contributions as
needed for the Utility to maintain its CPUC-autlzed capital structure, fund tax equity investmeaits] pay dividends primarily depends on
the level of cash distributions received from théity and PG&E Corporation’s access to the capatadl credit markets.

Revolving Credit Facilities

The following table summarizes PG&E Corporatiomisl dhe Utility’s outstanding borrowings under theivolving credit facilities
and the Utility’s commercial paper program at Seyer 30, 2012:

Letters of
Termination Credit Commercial Facility
(in millions) Date Facility Limit Outstanding Borrowings Paper Availability
PG&E Corporatior May 2016 $ 30CD $ - $ - $ - $ 30C
Utility May 2016 3,000 33C - 145@) 2,52f0)
Total revolving credit facilities $ 3300 $ 33C $ - 3 145 $ 2,82t

(1) Includes a $100 million sublimit for letters of ditand a $100 million commitment for loans that arade available on a same-day basis and are t@eaydull within 7
days.
@Includes a $1.0 billion sublimit for letters of dieand a $300 million commitment for loans that arade available on a same-day basis and are te@paydull within 7 days.

(3 The Utility treats the amount of its outstandingneoercial paper as a reduction to the amount aveilatder its revolving credit facility.

For the nine months ended September 30, 2012, weneno borrowings under PG&E Corporation’s arellhility’s revolving
credit facilities. For the nine months ended Seyier 30, 2012, the average outstanding commera@balance was $879 million and the
maximum outstanding balance during the period wla4 Billion.

The revolving credit facilities include usual angstomary covenants for revolving credit facilitefshis type, including covenants
limiting liens to those permitted under PG&E Coigaarn’s and the Utility’s senior note indenturesrgers, sales of all or substantially all of
PG&E Corporation’s and the Utility’s assets, anldestfundamental changes. In addition, the revglaredit facilities require that PG&E
Corporation and the Utility maintain a ratio ofdbtonsolidated debt to total consolidated capitdilon of at most 65% as of the end of each
fiscal quarter. The $300 million revolving crefiitility agreement also requires that PG&E Corgorabwn, directly or indirectly, at least
80% of the common stock and at least 70% of thmgatapital stock of the Utility. At September 2012, PG&E Corporation and the
Utility were in compliance with all covenants undleeir respective revolving credit facilities.

2012 Financings

Utility
On April 2, 2012, the Utility repurchased the eath50 million principal amount of pollution contiebnds Series 2010 E that were
subject to mandatory tender on that same date.UTility will hold the bonds until they are rematke to investors or retired.

On April 16, 2012, the Utility issued $400 milligmincipal amount of 4.45% Senior Notes due April 2842. The proceeds from
the issuance were used to repay a portion of oudstg commercial paper and for general corporatpgaes.
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On August 16, 2012, the Utility issued $400 milliprincipal amount of 2.45% Senior Notes due Audiist2022 and $350 million
principal amount of 3.75% Senior Notes due Augist2D42. The proceeds were used to repay a pastiontstanding commercial paper .
for general corporate purposes.

During the nine months ended September 30, 20&2/tility received equity contributions of $715 lich from PG&E Corporation
to maintain the 52% equity component of the Utitg PUC-authorized capital structure.

PG&E Corporation

During the nine months ended September 30, 201&HFCGorporation sold 5,446,760 shares of its comstock under the Equity
Distribution Agreement executed in November 20Tricsh proceeds of $234 million, net of fees amdrogssions of $2 million. At
September 30, 2012, PG&E Corporation had the phdiissue an additional $64 million of its commaiack under the Equity Distribution
Agreement. On March 20, 2012, PG&E Corporation $3800,000 shares of its common stock in an undieew public offering for cash
proceeds of $254 million, net of fees and commissioln addition, during the nine months ended &aper 30, 2012, PG&E Corporation
issued 5,446,542 shares of its common stock utslddiL(k) plan, its Dividend Reinvestment and StBakchase Plan, and its share-based
compensation plans for total cash proceeds of $2llibn. PG&E Corporation used the cash proceedgé&neral corporate purposes and to
contribute equity to the Utility.

Future Financing and Liquidity Needs

The amount and timing of the Utility’s future finging and liquidity needs will depend on varioustéas, including:

. the amount of cash generated through normal busingsrations;
. the timing and amount of capital expenditures;
. the timing and amount of payments, including pueitlamages, if any, made to third parties in cotimeevith the San Bruno

accident, and the timing and amount of relatedrarste recoveries (see “Natural Gas Matters —ThardyFClaims” below);

. the timing and amount of penalties imposed on ttiyin connection with the investigations andferement matters pending
against the Utility related to the San Bruno aceidend the Utility’s natural gas pipeline systeme(SNatural Gas Matters — Pending
CPUC Investigations and Enforcement Matters” bejow)

. the timing and amount of costs associated withtil@y’ s natural gas pipeline system, and the amounighnadt recoverable throu
rates (see “Operating and Maintenance” above araduitdl Gas Matters” below);

. the timing of the resolution of the Chapter 11 disjl claims and the amount of interest on thesmslthat the Utility will be
required to pay (see Note 9 of the Notes to thed€nsed Consolidated Financial Statements);

. the amount of future tax payments; and
. the conditions in the capital and credit markets| ather factors.

As the Utility incurs charges that are not recobérahrough customer rates, the Utilgyequity financing needs will increase. PG
Corporation contributes equity to the Utility aseded to maintain the Utility’s CPUC-authorized ¢abstructure. PG&E Corporation’s
equity contributions to the Utility are funded paniy through common stock issuances. PG&E Corjamaalso may use draws under its
revolving credit facility to occasionally fund edyacontributions on an interim basis. Additionahemon stock issued by PG&E Corporation
in the future to fund further equity contributiotasthe Utility could have a material dilutive effen PG&E Corporation’s earnings per
common share.

A change in the Utility’s authorized capital stuet also may impact PG&E Corporation’s and theitytd future debt and equity
financing needs. On April 20, 2012, the Utilitiefil an application to begin the cost of capitakpeaing in which the CPUC will determine
the Utility’s authorized capital structure and satd return beginning on January 1, 2013. (Sed320ost of Capital Proceeding” in
“Regulatory Matters” below.)
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Dividends

On September 18, 2012, the Board of Directors c&P@orporation declared a dividend of $0.455 pershtotaling $195 million,
of which $190 million was paid on October 15, 2@dZhareholders of record on October 1, 2012. réhmining $5 million was reinvested
under the Dividend Reinvestment and Stock PurcRése

On September 18, 2012, the Board of Directors eftility declared dividends on its outstandingeof preferred stock, payable
on November 15, 2012, to shareholders of recor@aober 31, 2012.

Utility
Operating Activities

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

The Utility’s cash flows from operating activitiésr the nine months ended September 30, 2012 abd ®@re as follows:
Nine Months Ended

September 30,
(in millions) 2012 2011
Net income $ 79€ % 75€
Adjustments to reconcile net income to net caskigen by operating activitie:
Depreciation, amortization, and decommissioi 1,807 1,64¢
Allowance for equity funds used during constiat (79 (64)
Deferred income taxes and tax credits, 632 564
Other 18¢ 19¢
Effect of changes in operating assets and liadodli
Accounts receivabl (327) (125
Inventories (39 (60)
Accounts payabl (31) 97
Income taxes receivable/paya 15z (15€)
Other current assets and liabiliti 15 (159
Regulatory assets, liabilities, and balancing antsunel 66 70
Other noncurrent assets and liabilities 31E 491
Net cash provided by operating activities $ 3,60t $ 3,261

In the nine months ended September 30, 2012, shtpravided by operating activities increased b§4$@illion compared to the
same period in 2011 primarily due to fluctuatiomgctivities within the normal course of businesshsas the timing and amount of customer
billings and collections.

Future cash flow from operating activities will Affected by the timing and amount of payments uidiclg punitive damages, if any,
that may be awarded, to third parties in conneatith the San Bruno accident, any related insuraaceveries, any civil or criminal
penalties that may be imposed on the Utility, highgerating and maintenance costs associated katbltility’s natural gas and electric
operations, and future tax payments, among otlorfa (See “Operating and Maintenance” above"Biadural Gas Matters” below.)

I nvesting Activities

The Utility’s investing activities primarily condisf construction of new and replacement facilitiesessary to deliver safe and
reliable electricity and natural gas servicessaiistomers. The amount and timing of the Utiityapital expenditures is affected by many
factors, including the timing of regulatory apprts/and the occurrence of storms and other eventsrg@outages or damages to the Utility’s
infrastructure. Cash used in investing activiiéso includes the proceeds from sales of nucleasrdmissioning trust investments which are
largely offset by the amount of cash used to pwseh@w nuclear decommissioning trust investmenhig funds in the decommissioning
trusts, along with accumulated earnings, are useldigively for decommissioning and dismantling tidity’s nuclear facilities.
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The Utility’s cash flows from investing activitiésr the nine months ended September 30, 2012 abhtl ®@re as follows:
Nine Months Ended

September 30,

(in millions) 2012 2011
Capital expenditure $ (3,360 $ (2,969
(Increase) decrease in restricted ¢ (38) 17C
Proceeds from sales and maturities of nuclear degssipning trust investmen 903 1,57¢
Purchases of nuclear decommissioning trust invess (964) (1,609
Other 14 13

Net cash used in investing activitie $ (3,446 $ (2,81%)

Net cash used in investing activities increase®@81 million in the nine months ended Septembe28@2 compared to the same
period in 2011. This increase was partially duarioncrease of $393 million in capital expendituirethe nine months ended September 30,
2012. In addition, in the nine months ended Sepr0, 2011, there was a decrease of $170 milioestricted cash that primarily reflec
$191 million in releases from escrow for settledvwithdrawn Chapter 11 disputed claims, with no camaple activity in 2012.

Future cash flows used in investing activitieslargely dependent on the timing and amount of ehpitpenditures. (See “Capital
Expenditures” below for further discussion of exeelcspending and significant capital projects.)

Financing Activities

The Utility’s cash flows from financing activitiéer the nine months ended September 30, 2012 abdl ®ére as follows:
Nine Months Ended

September 30

(in millions) 2012 2011
Borrowings under revolving credit faciliti¢ $ - $ 20¢
Repayments under revolving credit facilit - (20¢)
Net (repayments) issuances of commercial papefriiscount of $3 in 2012 and $2 in 2C (1,247 19¢
Proceeds from issuance of long-term debt, netsagfadint and issuance costs of $10 in 2012 and $¢
2011 1,14C 544
Long-term debt mature (50 (700
Energy recovery bonds matur (313 (299)
Preferred stock dividends pz (20 (20
Common stock dividends pa (537) (537)
Equity contributior 71E 35C
Other 25 12

Net cash used in financing activitie! $ 277 $ (444)

In the nine months ended September 30, 2012, shtused in financing activities decreased by $18lforncompared to the same
period in 2011. Cash provided by or used in figactivities is driven by the level of cash pied by or used in operating and investing
activities. The Ultility generally utilizes equitpntributions from PG&E Corporation and long-teremi®r unsecured debt issuances to
maintain its CPUC-authorized capital structure smfiind its capital expenditures, and relies orrtstewsm debt to fund temporary financing
needs.
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CONTRACTUAL COMMITMENTS

PG&E Corporation and the Utility enter into contread commitments in connection with future obligat that relate to financing
arrangements (such as long-term debt, preferrett,sémd certain forms of regulatory financing), ghases of electricity and natural gas for
customers, purchases of transportation capacitghpses of renewable energy, and purchases odifideiransportation to support the
Utility’s generation activities. (Refer to the ZDAnnual Report, the “Liquidity and Financial Resms”section above, and Notes 4 and 1
the Notes to the Condensed Consolidated FinantagdiBents.)

CAPITAL EXPENDITURES

The Utility makes capital investments in its elactreneration and electric and natural gas trarsarisand distribution infrastructure
to maintain and improve system reliability, safetyd customer service; to extend the life of otaep existing infrastructure; and to add new
infrastructure to meet growth. Most of the Utilgyrevenue requirements to recover forecasted tapjp@nditures are authorized in the Gl
TO, and GT&S rate cases. The Utility collects &iddal revenue requirements to recover capital edjieres related to projects that have
been specifically authorized by the CPUC in seapadceedings, such as for new power plants, thert8feter™ advanced metering
infrastructure, or other initiatives.

Oakley Generation Facility

In March 2012, the California Court of Appeal geahiThe Utility Reform Network’s (“TURN”) appeal ¢ttie CPUC’s decision in
December 2010 that had approved the Utility’s pasehof a 586-megawatt natural gas-fired facilitpakley, California (“Oakley
Generation Facility”). The Court determined tha CPUC had not allowed TURN, or other partiesfigeht opportunity to protest the
Oakley Generation Facility, conduct discovery, mrgent evidence concerning the Utility’s purchase sale agreement. The facility is fully
permitted and construction began in June 2011 M@rch 30, 2012, in response to the Court’s rulthg, Utility filed a new application with
the CPUC requesting approval of the Oakley Germrdiacility and an amended and restated purchabsade agreement between the Uti
and Contra Costa Generating Station LLC. The tytdkpects that the CPUC will issue a proposedsitation the application in late 2012.

Natural Gas Pipeline Safety Enhancement Plan
See “Natural Gas Matters — CPUC Gas Safety RulemgaRroceeding” below.
NATURAL GAS MATTERS

PG&E Corporation’s and the Utility’s financial cdtidn, results of operations, and cash flows, heaatinued to be negatively
affected by costs incurred to improve the safety rtiability of the Utility’s natural gas operatis and to respond to the regulatory
proceedings, investigations, and civil lawsuitated to the San Bruno accident and the Utility'sire gas operations. The current status of
these matters and new developments are descrilbad.be

Pending CPUC Investigations and Enforcement Matters

The CPUC is conducting three investigations ofliiity’s natural gas operations that relate to 1§ Utility's safety recordkeeping
for its natural gas transmission system (the “Res@II”), (2) the Utility’s operation of its naturgas transmission pipeline system in or near
locations of higher population density (the “Clasgation OIl”), and (3) the Utility’s pipeline ingllation, integrity management,
recordkeeping and other operational practicesofimer events or courses of conduct, that could ked/éo or contributed to the San Bruno
accident (the “San Bruno OII”). During 2012, thB€D issued investigative reports in each of thegestigations alleging that the Utility
committed numerous violations of applicable lawd eggulations and recommending the CPUC imposelfpeman the Utility. See
“Penalties Conclusion” below. The CPUC began hgaron each of the investigations. (See Note BeNotes to the Condensed
Consolidated Financial Statements.) The CPUCalslh consider testimony submitted by the CPSD pteSeber 2012 that consisted of a
financial analysis report prepared by a consukaigaged by the CPSD to examine PG&E Corporatiométial health and to provide an
estimate of its ability to raise equity capitalffziént to fund a CPUC-imposed penalty on the ttiliThe consultant concluded that PG&E
Corporation could raise approximately $2.25 billinraddition to equity PG&E Corporation had alreddiecasted it would issue in 2012 to
fund CPUC-imposed penalties on the Utility.
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On October 11, 2012, the procedural schedule fileatiary hearings and briefings in the three itigasions as well as the submit
of the Utility’s response on the financial resogrtgsue was suspended until November 1, 2012 toesttze Utility, the CPSD, and other
parties to continue to engage in negotiations achiea stipulated outcome of these proceedings. satlement agreement that may be
reached would be required to be submitted to thefr its consideration. The CPUC would hold fegs before issuing a final
decision. PG&E Corporation and the Utility are eriain whether the parties will reach a settlenagmeéement and, if a settlement agreement
is reached, whether the CPUC would approve it. “Beaalties Conclusion” below.

Other Natural Gas Compliance Matters

California gas corporations are required to providéce to the CPUC of any self-identified or sadirected violations of certain
state and federal regulations related to the saffetyatural gas facilities and utilities’ naturasgoperating practices. The CPSD has been
delegated authority from the CPUC to enforce coamglée with these regulations. As of September @02 2the Utility has submitted 29 self-
reports with the CPUC, plus additional follow-upoets. In a self-report filed on October 19, 20th2, Utility reported that it does not have
documentation substantiating that approximatelymilbs of pipe had undergone integrity assessnmitdsto December 17, 2007, as
required by federal regulations. In April 2012e {CPUC affirmed a $17 million penalty that hadrbeeposed by the CPSD based on the
Utility’s self-report that it failed to conduct pedic leak surveys because it had not includeddsdistribution maps in its leak survey
schedule. (The Utility has completed all of thesseid leak surveys.) The CPSD has not yet tak@mnaaith respect to the Utility’s other
selfreports. The CPSD may issue additional citatiorsimpose penalties on the Utility associated whittse or future reports that the Util
may file. (See “Penalties Conclusion” below.)

In July 2012, the Utility reported to the CPUC thdtad discovered that its access to some pipelias been limited by vegetation
overgrowth or building structures that encroachrugpoeme of the Utility’s gas pipeline property eaeats and that the Utility plans to
undertake a multi-year effort to clear these entdnogents. (Also see “Operating and Maintenarateive.) PG&E Corporation and the Uti
are uncertain how this matter will affect the inNgative proceedings related to natural gas oparatior whether additional proceedings or
investigations will be commenced by the CPUC.

Penalties Conclusio

The CPUC can impose significant penalties for \iotes of applicable laws, rules, and orders in emtion with the pending
investigations and enforcement matters describedeabThe CPUC and the CPSD have wide discretiatetermine the number of violations
and the length of time the violations existed. Thkulation of penalties is generally based ontdtedity of the circumstances, including st
factors as the severity of the violations; the tgpaarm caused by the violations and the numbg@edsons affected; conduct taken to prev
detect, disclose or rectify the violations; and fihancial resources of the regulated entity.

PG&E Corporation and the Utility continue to beketis probable that the Utility will incur totakenalties of at least $200 million in
connection with these investigations and othereefbent matters. PG&E Corporation and the UtHiawe not recorded any additional
charges during the nine months ended Septemb@03@,and are unable to estimate the reasonablybpmasnount of penalties in excess of
the amount accrued, and such amounts could beialat€hese estimates, and the assumptions on whéshare based, are subject to change
based on many factors, including developmentsrttzat occur during the settlement negotiations, ¢ne$ of any proposed settlement
agreement that may be reached, whether and wheDRbBE approves the proposed settlement agreenmehtubings and decisions by the
CPUC and the administrative law judges presidingr dlvese proceedings. Future changes in theseadst or assumptions could have a
material impact on PG&E Corporation’s and the tti§i financial condition, results of operationsdazash flows.

CPUC Gas Safety Rulemaking Proceeding

The CPUC is conducting a rulemaking proceedingitipinew safety and reliability regulations forurat gas transmission and
distribution pipelines in California and the retitatemaking mechanisms. The CPUC is considerioggsed implementation plans that w
filed by the Utility and other California naturahg pipeline operators. As directed by the CPUE Litility also submitted proposed
ratemaking mechanisms to allocate plan costs betvagepayers and shareholders. Several partidsding the CPUC's Division of
Ratepayer Advocates (“DRA”) and TURN, opposed wasiaspects of the Utility’s proposals.
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Pipeline Safety Enhancement P

On October 12, 2012, the CPUC administrative ladg@u(“ALJ") overseeing the proceeding issued a proposed decesjarding th
Utility’s proposed pipeline safety enhancement pltasst forecasts, and ratemaking mechanisms. Tiligy'd proposed plan consists of two
major programs, a pipeline modernization programl{iding valve automation) and a pipeline recondegration program. The Utility has
proposed to carry out the plan in two phases;iteeghase began on January 1, 2011 and the setase will begin on January 1, 2015. In
its application, the Utility forecasted that itsatbplan-related costs over the first phase woeldbproximately $2.2 billion, including $1.4
billion in capital expenditures and $750 milliongrpenses. The Utility requested that the CPUCaugpthe scope and timing of projects
proposed in the plan and authorize the Utilitydoaver its forecasted capital expenditures. ThigyJproposed that most plan-related
expenses incurred from 2012 through 2014 be reedvirough rates but did not seek recovery of esgefor 2011 (forecasted to be $221
million).

In general, the ALJ recommended approval of thétiJs plan, but proposed to limit recovery of exyges to $167 million (plus two
months of expenses in 2012 assuming an effectiteealdNovember 1, 2012) and to limit recovery opital expenditures to $1.0
billion. Assuming a final decision is not issuettibafter December 31, 2012, the Utility would teable to recover 2011 and 2012
expenses. Under the proposed decision, the Uwiityld be unable to recover any costs in excesiseofdopted capital and expense amounts
and the adopted amounts would be reduced by thetasy plan project not completed and not repdaeéh a higher priority project. In
addition, the ALJ recommended that the Utility’'s R@r plan-related capital investments through 26&4educed to the cost of debt
(currently 6.05%) for the first five years the istments are in service, which the Utility currergstimates would reduce net income over the
relevant period by approximately $130 million. S2@13 Cost of Capital Proceeding” below.

The following table compares the Utility’s requestxpense and capital amounts with the ALJ’s recentdad amounts and shows
the total estimated reduction in equity earningsrdlie relevant period based on the ALJ's ROE resendation:

(in millions) 2011 2012 2013 2014 Total
Expense
Requeste! $ 221  $ 231 $ 158 $ 144 $ 751
ALJ’'s recommendation - -(2) 74 93 167
Difference $ 221 % 231 % 81 $ 51 $ 584
Capital
Requeste! $ 69 $ 384 $ 48C $ 50C $ 1,43¢
ALJ’s recommendation 47 26k 352 367 1,032
Difference $ 22 9 11¢  $ 127 $ 132 $ 401
ROE ® $ 13C

(M) The Utility's August 2011 application did not reguieecovery of forecast 2011 plan-related expeat8221 million.
(@ The ALJ assumed a November 1, 2012 effective thatethe table above assumes a delayed effectieeréatilting in no recovery of 2012 expenses.

(3 Estimated total after-tax reduction in equity eagsi based on ALJ's recommended rate of ROE andm@emded lower capital amounts over the relevarogeas compared
to the 11% rate requested in the Utility’s pendiogt of capital proceeding.

The ALJ stated that if the proposed decision ispaehb by the CPUC, the ratemaking recovery authdrizehe rulemaking decision
would be subject to refund, noting the possibilitat further ratemaking adjustments may be madedmending CPUC investigations in
which the CPUC will address potential penaltiebédmposed on the Utility. (See “Pending CPUC #tigmtions and Enforcement Matters”
above.) Comments on the proposed decision aremidvember 13, 2012; reply comments are due oreidrer 26, 2012.

The Utility forecasts that total unrecoverable fiperelated expenses for 2012 could be as mud@b58 million, including $371
million incurred in the nine months ended Septenkr2012 to validate safe pipeline operating pressand conduct strength testing, as
well as legal and other expenses related to nagasamatters. At September 30, 2012, PG&E Corjporaind the Utility had capitalized
approximately $187 million of plan-related expendis in their Condensed Consolidated Balance Sh#etse proposed decision is adopted
by the CPUC, disallowed capital investments willdbarged to net income in the period in which tiJC orders such a
disallowance. Future disallowed expense and daggitis would be charged to net income in the perourred.

The ultimate amount of pipeline-related costs thatUTtility will be allowed to recover from custonsewill be affected by various
factors, including the terms of the CPUC's finatidéon on the Utility’s plan, the outcome of the @®s pending investigations discussed
above, including the terms of a potential settletniéany, that may be reached in the pending CRu@stigations. PG&E Corporatiaand
the Ultility’s financial results also will be impaat by additional costs the Utility will incur to digss any other pipeline matters identified by
the Utility or to comply with new regulatory or listative requirements.
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Gas Safety Plan

On June 29, 2012, the Utility filed its proposea gafety plan with the CPUC to comply with recerthacted California law
(“Senate Bill 705") that requires each Californasgorporation to implement industry best practfoe®oth natural gas transmission and
distribution. In the plan, the Utility outlineddtsafety programs the Utility has in place, thdsd &re being implemented, and future projects
and initiatives to increase the safety and relighilf the Utility’s gas system, including the emsive work proposed in the Utility’s pipeline
safety enhancement plan. The plan includes a pezptimeline for implementing the proposed projectd initiatives that corresponds to
future rate case proceedings, such as the 2014d@Ehe 2015 GT&S rate case. (See “2014 Genetal Base” below.) The CPUC is
required to accept, modify, or reject the gas ggi&tn by the end of 2012.

The CPUC also ordered that CPSD-managed managameffinancial audits of each gas corporation baelaoted to address safety-
related corporate culture and historical spendifilge financial audits will examine the gas corpiorsd’ authorized and budgeted safety-
related capital investments and operation and maartce expenditures for their last two authorizBLCG&ycles. (The CPUC stated that the
Utility’s natural gas transmission-related expewmdis will be excluded from the financial audit grits transmissiomnelated expenditures we
already the subject of an audit.) The ALJ hasyetissued an order to establish the scope anddiwofithe management and financial audits
and the Utility is uncertain when the audits wil tompleted and what action the CPUC may takesiparse to the results of the audits.

Criminal Investigation

The U.S. Department of Justice, the California ity General's Office, and the San Mateo CountyrigisAttorney’s Office are
conducting an investigation of the San Bruno actié®d have indicated that the Utility is a targthe investigation. The Utility is
cooperating with the investigation. PG&E Corparatand the Utility are uncertain whether any criahicharges will be brought against
either company or any of their current or formempéoygees. PG&E Corporation and the Utility are uadb estimate the amount (or range of
amounts) of reasonably possible losses associathamy civil or criminal penalties that could beposed on the Utility.

Third-Party Claims

In addition to the investigations and proceedingsussed above, at September 30, 2012, approxii&6llawsuits involving third-
party claims for personal injury and property damadgcluding two class action lawsuits, had bekufagainst PG&E Corporation and the
Utility in connection with the San Bruno accidentlzehalf of approximately 420 plaintiffs. The laws seek compensation for personal
injury and property damage, and other relief, idoig punitive damages. These cases have beenicatad and assigned to one judge in the
San Mateo County Superior Court. As of OctoberZd,2, approximately 70 plaintiffs have settledrtieaims. The trial date for the first
group of the remaining plaintiffs is currently sdioéed for January 2, 2013. PG&E Corporation amdLkility have filed a motion to dismiss
the remaining plaintiffs’ claims for punitive danmesgbased upon a lack of evidence to support sagm&l The court has set a hearing date for
October 29, 2012 to consider the motion.

At September 30, 2012, the Utility has recordedmawative charge of $455 million for estimated dhparty claims related to the
San Bruno accident, including an $80 million chamgede during the second quarter of 2012, priméwilseflect settlements and information
exchanged by the parties during the settlement@éubvery process. The Utility estimates it isse@bly possible that it may incur as much
as an additional $145 million for third-party clanfor a total possible loss of $600 million. PG&Brporation and the Utility are unable to
estimate the amount (or range of amounts) of reddgrpossible losses associated with punitive dasiafjany, related to these matters. The
Utility has publicly stated that it is liable fdne¢ San Bruno accident and will take financial resaility to compensate all of the victims for
the injuries they suffered as a result of the aauid (See Note 10 to the Condensed Consolidatexh€iial Statements.)

The Utility has liability insurance from varioussuwers who provide coverage at different policyiténthat are triggered in sequential
order or “layers.” Generally, as the policy liffor a layer is exhausted, the next layer of inscedmecomes available. The aggregate amount
of this insurance coverage is approximately $99#aniin excess of a $10 million deductible. Atgdember 30, 2012, the Utility has
recognized cumulative insurance recoveries of $8Bébn, including $99 million and $135 million ding the three and nine months ended
September 30, 2012. Although the Utility belietest a significant portion of costs incurred foirdhparty claims related to the San Bruno
accident will ultimately be recovered through fisurance, it is unable to predict the amount anthg of future insurance recoveries. (See
Note 10 to the Condensed Consolidated Financia®ents.’
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Class Action Complaint

On August 23, 2012, a complaint was filed in tha Eeancisco Superior Court against PG&E Corporadiod the Utility (and other
unnamed defendants) by individuals who seek ceatifin of a class consisting of all California desits who were customers of the Utility
between 1997 and 2010, with certain exceptionse plaintiffs allege that the Utility collected mdtrean $100 million in customer rates from
1997 through 2010 for the purpose of various safetgsures and operations projects but insteadtheddnds for general corporate purpc
such as executive compensation and bonuses. fEdlisédr claims, the plaintiffs cited the CPSD'sidary 2012 investigative report that
alleged, from 1996 to 2010, the Utility spent lesscapital expenditures and operations and mainteEnaxpense for its natural gas
transmission operations than it recovered in rdtg$95 million and $39 million, respectively. TB&®SD recommended that the Utility
should use such amounts to fund future gas trasgmigxpenditures and operations. (See 2011 Arepdrt.) Plaintiffs allege that PG&E
Corporation and the Utility engaged in unfair besis practices in violation of Section 17200 of@adifornia Business and Professions Code
(“Section 17200") and claim that this violation @lsonstitutes a violation of California Public littds Code Section 2106 (“Section 2106"),
which provides a private right of action for viatats of the California constitution or state lawsgublic utilities. Plaintiffs seek restitution
and disgorgement under Section 17200 and compepsatd punitive damages under Section 2106.

PG&E Corporation and the Utility contest the pléfat allegations. On October 9, 2012, PG&E Comttton and the Utility
requested the court to dismiss the complaint ogthands that the CPUC has exclusive jurisdictiadjudicate the issues raised by the
plaintiffs’ allegations. In the alternative, PG&Ebrporation and the Utility have requested thatddwert order the plaintiffs to delay
proceeding on the complaint until the CPUC invesdtans described above are concluded. The coarséiza hearing for December 17,
2012. Due to the early stage of this proceedi@gP Corporation and the Utility are unable to estieithe amount (or range of amounts) of
reasonably possible losses that may be incurredrinection with this matter.

Other Pending Lawsuits and Claims

A purported shareholder derivative lawsuit wagdfilellowing the San Bruno accident to seek recowaryehalf of PG&E
Corporation and the Utility for alleged breachediddiciary duty by officers and directors, amonbertclaims. On May 26, 2011, the judge
ordered that proceedings in the derivative lawiseitielayed until further order of the court.

In February 2011, the Board authorized PG&E Corpamnao reject a shareholder demand that the B(Brahstitute an independent
investigation of the San Bruno accident and relatejed safety issues; (2) seek recovery of allscassociated with such issues through
proceedings against those determined to be respensicluding Board members, officers, other ergpks, and third parties; and (3) adopt
corporate governance initiatives and safety prografhe Board also reserved the right to commemtbdr investigation or litigation
regarding the San Bruno accident if the Board desmh investigation or litigation appropriate.

REGULATORY MATTERS

The Utility is subject to substantial regulationthg CPUC, the FERC, the NRC and other federaktate regulatory agencies. The
resolutions of these and other proceedings magtaf&&E Corporation’s and the Utility’s resultsagferations and financial
condition. Significant regulatory developmentstthave occurred since the 2011 Annual Report wed fiith the Securities and Exchange
Commission (“SEC”) are discussed below.

2014 General Rate Case

In the Utility’s 2014 GRC, the CPUC will determittee annual amount of authorized revenue requiresrtbat the Utility is
authorized to collect from customers beginning dand, 2014 through 2016 to recover its anticipatests for electric and natural gas
distribution and electric generation operations nprovide the Utility an opportunity to earn &sthorized rate of return. During the GRC
period, the Utility plans to make additional capitevestments in electric and natural gas distidrutind electric generation infrastructure,
improve safety, reliability and customer service.

Under the process established by the CPUC for gerse cases, the Utility is required to subnitaft of its GRC application to tl
DRA for review. On July 2, 2012, the Utility suttiied its draft application to the DRA, which inckdalithe Utility’s calculations supporting
the amount of its proposed increase in revenuenagents for the GRC period. On September 14, 20E2DRA notified the Ultility that it
had completed its review and that the Utility watharized to file its formal application with thePOC after the expiration of a 60-day
waiting period. The Utility anticipates that itliile its formal application with the CPUC, indaing revised calculations supporting the final
amount of its requested revenue requirement inerdesore the end of 2012.
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Independent consultants hired by the CPUC’s CP®2#pected to review certain operational plans tyidg the Utility’'s 2014
cost forecast to ensure that safety and securitgeras have been addressed and that the planglgrimgerporate risk assessments and
mitigation measures. The consultants are expdotedaluate the Utility’s plans, provide informatiabout the quality and cost-effectiveness
of the Utility’s safety and security proposals, anpare the proposals to industry best practindstandards. The Utility will be able to
respond to the consultants' reviews later in tloegeding, and the Utility’s response may includevised revenue requirement forecast to
address specific recommendations made by the danssll

Other parties, including the DRA and TURN, will lea&n opportunity to fle comments on the Utilitggplication. Following the
submission of comments and public hearings, thigeed CPUC ALJ would issue a proposed decisiordmsideration by the CPUC. The
Utility intends to request that the CPUC issuenalfdecision by December 31, 2013.

Electric Transmission Owner Rate Case

On September 28, 2012, the Utility filed an applamawith the FERC requesting an increase in retadl wholesale electric
transmission rates charged to customers to re¢beddtility’s costs to provide electric transmigsigervices. The Utility’s present rates have
been in effect since March 1, 2011. The Utility haquested the FERC to authorize an estimated &@i3al revenue requirement of $1.2
billion, an increase of $254 million over the estted revenues that the Utility would receive in2@ased on present rates. This includes a
requested return on equity of 11.5%.

The most significant factors driving the requestentease are the Utility’s continuing needs to aepland modernize aging
infrastructure; to interconnect new electric getiera including renewable resources; and to accodatethe magnitude and location of
forecasted electric load growth in California. TW#ity forecasts that it will make investments®#83 million in 2012 and an additional $!
million in 2013 in various capital projects, inclaod projects to add transmission capacity, exparidraation technology, improve overall
system reliability, and maintain and replace equ@ptrat substations. The proposed rate base ini@GaBcast to be $4.5 billion comparet
$3.6 billion in 2011. The operations and mainteacosts associated with this request are forézds approximately $191 million,
compared to $152 million in 2011.

The Utility requested that the new rates becomecéffe on December 1, 2012. In accordance withrastice, the Utility expects
that the FERC will issue an order accepting theiestpd increase and allowing the proposed rategeisain become effective on May 1, 2(
subject to refund following the FERC'’s issuance dihal decision on the application.

2013 Cost of Capital Proceeding

On April 20, 2012, the Utility filed an applicatiamith the CPUC to request that the CPUC authohizelttility’s capital structure at
the rates of return on each capital structure coraph for the Utility’s electric generation, eléctand natural gas distribution, and natural gas
transmission and storage rate base beginning aradat, 2013. (The FERC has jurisdiction overrtites of return for the Ultility’s electric
transmission rate base.) The following table camp#he currently authorized capital structure iatels of return that will remain in effect
through 2012 with those requested in the Utiligfgplication:

Currently Authorized Requested
Capital Weighted Capital Weighted
Cost Structure Cost Cost® Structure Cost
Long-term debi 6.05% 46% 2.7¢% 5.6%% 47% 2.61%
Preferred stoc 5.6&% 2% 0.11% 5.6(% 1% 0.0€%
Return on common equity 11.3%% 52% 5.9(% 11.0% 52% 5.72%
Overall Rate of Retur 8.7% 8.45%

@ In October 2012, the Utility filed an updated apation with the CPUC to update its requested aafdteng-term debt from 5.69% to 5.52%

The Utility also has requested that the CPUC apptbe continuation of the annual cost of capitflistthent mechanism that has
been in effect since 2008. The mechanism woultdipgered in a particular year if the 12-month @&wrthrough-September average of the
applicable Moody's Investors Service utility bondéx increases or decreases by more than 100dmasts from the benchmark. If the
adjustment mechanism is triggered, the Utility’shanized ROE beginning on the next Januafywbuld be adjusted by one-half of the
increase or decrease. In addition, the Utilityitharized long-term debt and preferred stock castsid be updated to reflect actual August
month-end embedded costs and forecasted intetestfoa variable long-term debt and new Idegn debt and preferred stock scheduled
issued in the coming year. In any year where thenbnth average yield triggers an automatic ROEsitjent, that average yield would
become the new benchmark.
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The CPUC split the proceeding into two phases thighfirst phase addressing test year 2013 cosipifad issues and the second
phase addressing the cost of capital adjustmenhamézm. The CPUC recently concluded evidentiagrihgs on the first phase of the
proceeding and is expected to issue a final detisédore the end of 2012. The Utility has propadsed any changes to its revenue
requirements resulting from the CPUC'’s cost of dmlecision be effective January 1, 2013. (Thétestimates that its 2013 revenue
requirement associated with the requested costmifad would be approximately $100 million lessrthbe currently authorized revenue
requirement.)

Evidentiary hearings for the second phase are stb@dor January 2013 with a final decision expédtethe second quarter of
2013. The Utility has proposed to file its next fiost of capital application with the CPUC in A015 for test year 2016.

Diablo Canyon Nuclear Power Plant

In March 2012, the NRC issued several orders tmweers of all U.S. operating nuclear reactorsrtplement the highest-priority
recommendations issued by the NRC'’s task forcadorporate the lessons learned from the March 2aithquake and tsunami that caused
significant damage to nuclear facilities in Japahe NRC also requested nuclear power plant owogrsovide additional information about
seismic and flooding hazards and emergency prepassdwhich the NRC may consider in future reguygpooceedings or actions. As
applied to the Utility, the NRC’s March 12, 2012lers require the Utility to develop mitigation ségies to respond to potential extreme
natural events resulting in the loss of power atlli Canyon and to enhance the instrumentation insih@ plant’s spent fuel pool to better
monitor water temperature. The Utility, as wellodiser nuclear power plant owners, are requirezutonit an integrated plan, including a
description of how compliance with the orders Wil achieved, to the NRC by February 2013. Afteiesging the plans, the NRC plans to
issue facility-specific orders, as necessary, imqgpkcense conditions that address the requiresnefithe orders. Each nuclear power plant
owner will be required to be in full compliance withe NRC orders within two refueling outages oib®cember 31, 2016, whichever comes
first.

The NRC operating licenses for the two generatititswat Diablo Canyon include various license ctiods related to seismic desi
and safety that were based on seismic informatiohséudies that were used to develop the seisndilifigation basis for plant structures,
systems, and components at Diablo Canyon. In Jar@drl, the Utility provided updated informationtbee NRC about seismological
information about a newly discovered earthquakét falled the Shoreline fault. In the report, thidity concluded that the seismic risks
associated with the Shoreline fault were withinéhisting design basis of the current operatingrges. On October 12, 2012, the NRC
notified the Utility that the NRC agreed with thdility’s seismic analysis. The NRC also noted ttieat Utility was conducting offshore and
onshore two-and three-dimensional seismic studidsstated that if, during the collection of theajatew faults are discovered or information
is uncovered that would suggest the Shoreline faultore capable than currently believed, the stgffects that the Utility will provide the
NRC with an interim evaluation that describes atitaken or planned to address the higher seisaziartl relative to the design basis
appropriate, as part of the evaluations requestéuei NRC staff's March 12, 2012 request for infation. The NRC also stated that changes
to the licensing basis may be appropriate to caphe information developed in response to the Mag&; 2012 request for information. The
Utility expects that the seismic studies will netdtompleted until 2013 or 2014.

The NRC'’s operating license for Diablo Canyon Unéxpires in November 2024 and the operating liedosUnit 2 expires in
August 2025. The Utility has filed an applicatiatthe NRC seeking renewal of the licenses, a geottet is expected to take several
years. (At the Utilit's request, the NRC has agreed to delay proce#isingtility’s pending license renewal applicatiamiuthe Utility
completes the seismic studies discussed above AuQust 7, 2012, the NRC ruled that it will notussfinal decisions in licensing or re-
licensing proceedings, including the Utility’s ajggltion, until it has reconsidered the environmkintpacts of the temporary and permanent
storage of spent nuclear fuel to comply with theidweal Environmental Policy Act (‘“NEPA”). The NRiSsued its order in response to a
federal appellate court’s ruling issued in JuneZ2iht found that the NRC had failed to comply viite NEPA before issuing its “waste
confidence decision” in which the NRC determineat tspent nuclear fuel can be safely managed uptkaanent off-site repository is
established. In its August 2012 ruling, the NR&texd that it would consider all available optioosresolving the waste confidence issue,
which could include generic or sigpecific NRC actions, or some combination of bofihhe NRC has instructed its staff to develop asdés
new waste confidence decision and temporary stardgdy September 2014, develop an environmemtgict statement to support the
rulemaking, and refrain from site-specific revieflwasteeonfidence issues except in rare circumstances. I8 1.A. Risk Factors, belov

In September 2012, the CPUC granted the Utilitgiguest for authority to recover an additional $4lfion in rates to conduct the
seismic studies discussed above. Actual costsecdeismic studies may differ from estimates dejpgnoin the procurement process,
environmental permitting processes, and requiredt@mmental monitoring and mitigation. The Utiligkpects that it will incur additional
costs to comply with the NRC’s March 12, 2012 oreimplement new requirements the NRC may addpt #freviews the information
submitted in response to the NRC’s March 12, 2@t@iest for information. Although the Utility intemitb request CPUC approval to recover
estimated compliance costs as part of the 2014 RAIng request, the Utility’s forecast may be fffisient or the CPUC may not fully
approve recovery of such costs in rates.
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Other Matters
Electric Distribution Facilities

The Utility has been conducting a system-wide ne\vié its maintenance plans for underground andtweed electric distribution
facilities after the Utility reported to the CPUR July 2012 that the Utility had determined, based review of its maintenance plans and
distribution maps, that some of its facilities imeoof its divisions were not patrolled and inspécatthe periodic intervals required by the
CPUC's rules. As of October 25, 2012, preliminaayadindicated that approximately 0.4% of the Ufiittotal electric distribution facilities
are not included in maintenance plans and wer@anblled or inspected at the intervals require@BYJC rules. The Utility plans to submit
the results of its system-wide assessment to ttf®DCRIong with the Utility’s plan for completingghinspections and performing any
remedial work that may be identified.

The Utility has also reported to CPSD that it pleaito re-inspect electric distribution undergroand overhead facilities that had
been identified as inspected by a contractor #fettility performed a sampling of the contracsarispections of electric underground
facilities and determined that the inspection pcastused by some of the contractor's employeesalidneet the Utility’s quality standards
for installation of verification tags.

PG&E Corporation and the Utility are uncertain hitve above matters will affect the other regulatamyceedings and current
investigations involving the Utility, or whetherditional proceedings or investigations will be coemoed that could result in regulatory
orders or the imposition of fines or penalties loa Wtility.

Electric Rate Design

In June 2012, the CPUC opened a rulemaking prosgediexamine electric rate design for residemtistomers among Californis’
electric utilities and consider regulatory and $afive changes that may be needed to the cunstructure. PG&E Corporation and the
Utility are uncertain how the outcome of this rubsing proceeding will affect the Utility’s futurdegetric rate structure.

ENVIRONMENTAL MATTERS

The Utility’s operations are subject to extensieddral, state, and local laws and permits reldatrthe protection of the environment
and the safety and health of the Utility’s persdramel the public. (See “Risk Factors” in the 2@¥thual Report.) These laws and
requirements relate to a broad range of the Usliggtivities, including the remediation of hazawdavastes; the reporting and reduction of
carbon dioxide and other GHG emissions; the digghaf pollutants into the air, water, and soil; #mel transportation, handling, storage, and
disposal of spent nuclear fuel. Significant depetents that have occurred since the 2011 AnnuabiReg@s filed with the SEC are discus
below.

Natural Gas Compressor Sites

The Utility is legally responsible for remediatiggpundwater contamination caused by hexavalentaiwrm used in the past at the
Utility’s natural gas compressor sites near Hinkl@glifornia and Topock, Arizona. The Utility isa required to take measures to abate the
effects of the contamination on the environment.

Hinkley Site

The Utility’s remediation and abatement effortshet Hinkley site are subject to the regulatory atith of the California Regional
Water Quality Control Board, Lahontan Region (“Rewil Board”). The Regional Board has issued séwed&rs directing the Utility to
implement interim remedial measures to reduce tassmof the underground plume of hexavalent chrommaonitor and control movement
the plume, and provide replacement water to aftergsidents.

In June 2012, the Regional Board issued an ameridadup and abatement order to allow the Utilitiniplement a voluntary who
house water replacement program for approximat@fyrdsident households located within or near kteraium plume boundary. Eligible
residents were given until October 15, 2012 todkegvhether to accept a replacement water supptgwee the Utility purchase their
properties, or alternatively not participate in gregram. The majority of eligible residents optedccept the Utility’s offer to purchase their
property. The Utility is required to complete irapientation of the whole house water replacemem¢sgsby August 31, 2013. The Utility
will maintain and operate the whole house replacgragstems for five years or until the State ofifGatia has adopted a drinking water
standard specifically for hexavalent chromium atolhiime the program will be evaluated.
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In August 2012, the Regional Board issued a draftrenmental impact report (“EIR”) that evaluatexl/sral alternatives for
remediating groundwater contamination using a coatinn of different remedial methods, includingngspumped groundwater from
extraction wells to irrigate agricultural land ainesitu treatment of the contaminated water. Thiéitiexpects that the Regional Board will
consider certification of the final EIR in 2013.

At September 30, 2012, $227 million was accrueld@&E Corporation’s and the Utility’'s Condensed Galitated Balance Sheets
for estimated undiscounted future remediation cast®ciated with the Hinkley natural gas compresigey compared to $149 million accrt
at December 31, 2011. The increase primarily cesléhe Utility’s best estimate of costs associat#h providing water replacement systems
to eligible residents or purchasing property frdigikle residents, as described above. Remediatisits for the Hinkley natural gas
compressor site are not recovered from customers.

Future costs will depend on many factors, includhmgRegional Board’s certification of the finalRglthe levels of hexavalent
chromium the Utility is required to use as the d&nd for remediation, the Utility’s required timeime for remediation, and adoption of a
final drinking water standard currently under deyshent by the State of California, as mentionedrabds more information becomes
known regarding these factors, estimates and agstampegarding the amount of liability incurredyrze subject to further changes. Future
changes in estimates may have a material impaPG%E Corporation’s and the Utility’s financial cdtidn, results of operations, and cash
flows.

Topock Site

The Utility’s remediation and abatement effortshet Topock site are subject to the regulatory aitshof the California Department
of Toxic Substances Control (“DTSC") and the U.&pBrtment of the Interior (“DOI”). As directed bye DTSC, the Utility has
implemented interim remediation measures, includisystem of extraction wells and a treatment pdastgned to prevent movement of a
hexavalent chromium plume toward the Colorado Rivigte DTSC has certified the final EIR and apprbtree Utility’s final remediation
plan for the groundwater plume, under which thditytwill implement an in-situ groundwater treatntesystem to convert hexavalent
chromium into a non-toxic and non-soluble form bfamium. The Utility has completed the preliminagsign stage for implementing the
final groundwater remedy and plans to submit iterimediate design plan to the DTSC and the DO&mudry 2013 and a final plan for
approval in late 2013. In developing its internaéliplan, the Utility is currently evaluating inpeteived from regulatory agencies and other
stakeholders, exploring potential sources of figater to be used as part of the remedy, and perfigrother engineering activities necessary
to complete the remedial design.

At September 30, 2012, $236 million was accruel@&E Corporation’s and the Utility's Condensed Guitated Balance Sheets
for estimated undiscounted future remediation cast®ciated with the Topock site, compared to $gilln accrued at December 31,
2011. As the Utility completes its remedial desiggn and more information becomes known regarttiegextent of work to be performed to
implement the final groundwater remedy, estimatesassumptions regarding the amount of liabiliguimed may be subject to change. The
Utility expects to recover 90% of its remediatiasts for the Topock site from customers. Futuanges in estimates could have a material
impact on PG&E Corporation’s and the Utility’s fadufinancial condition.

Greenhouse Gas Regulation

California Assembly Bill 32 requires the gradualuetion of statewide GHG emissions to the 1990llby&2020. The California A
Resources Board (“CARB”) has approved various riuts, including regulations to establish a steitle, comprehensive “cap-and-trade”
program that sets a gradually declining limit (oap”) on the amount of GHGs that may be emittethibymajor sources of GHG
emissions. The cap-and-trade compliance periddoegin on January 1, 2013. The CARB has allocatéged number of emission
allowances (i.e., the rights to emit GHGSs) to reged electric distribution utilities, such as thiity. The Utility is required to consign
allocated emission allowances into periodic augtadhe first of which is scheduled to be held orvéober 14, 2012. All proceeds received
from auction participants, as well as the Utilitgempliance costs under the cap-and-trade progaeargxpected to be passed through to
customers through rates.

Under the CARB's regulations, emitters (also knasrcovered entities) also can purchase “offsetitsfddom certified parties that
develop environmental projects in sectors not r&@gdl under the cap, such as reforestation and meettature projects. Emitters would be
able to use the offset credits to satisfy up toB%meir compliance obligations. In March 2012awsuit was filed in the San Francisco
Superior Court challenging the CARB’s regulatiomstgining to offset credits. Evidentiary hearigs scheduled for November 2012, but it
is currently uncertain when this challenge willresolved and how its resolution will affect implemegion of the CARB’s cap-and-trade
program.
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Renewable Energy Resources

California’s new Renewables Portfolio Standard (8RPprogram increases the amount of renewable grtbeag loadserving entitie
(“LSE"s), such as the Utility, must deliver to their cusers from at least 20% of their total retail sadesrequired by the prior law, to 33%
their total retail sales. The new RPS programctvliiecame effective in December 2011, establishesk tinitial compliance periods: 2(
through 2013, 2014 through 2016, and 2017 throl@ft02 The RPS compliance requirement that must étefon each of these complial
periods will gradually increase through 2020 antll lvé 33% on an annual basis thereafter.

In June 2012, the CPUC adopted rules for transitgpbetween the prior 20% RPS program and the r88 RPS program, applyil
excess procurement quantities across complianéedseusing procurement from short-term contrazt®i¢et compliance requirements, and
reporting RPS compliance annually to the CPUCTfutare decisions, the CPUC is expected to addhespitocess for seeking a reduction or
waiver of compliance obligations. The CPUC is agpected to determine whether to change the pemaivisions applicable to the former
RPS program, which had generally established amaxi penalty of $25 million per year on each redaller that had an unexcused failur:
meet its compliance obligation.

The Utility has made substantial financial commititseunder third-party renewable energy contractag¢et RPS procurement
guantity requirements. (See Note 10 of the Naighe Condensed Consolidated Financial Statememtge)Utility currently forecasts that it
will comply with its procurement requirements. Tdwests incurred by the Utility under third-partynti@cts to meet RPS requirements are
expected to be recovered with other procuremensdbsugh rates. The costs of Utility-owned reable generation projects will be
recoverable through traditional cost-of-servicemaking mechanisms provided that costs do not eixteemaximum amounts authorized by
the CPUC for the respective project.

Water Quality

The U.S. Environmental Protection Agency (“EPA”pfished draft regulations in April 2011 to implenéme requirements of the
federal Clean Water Act which requires that coolivager intake structures at electric power plasush as the nuclear generation facilities at
Diablo Canyon, re flect the best technology ava@lab minimize adverse environmental impacts. unel2012, the EPA proposed changes to
these draft regulations which, if adopted, woulomvile more flexibility in complying with some oféhrequirements. The EPA is required to
issue final regulations by July 2013.

OFF-BALANCE SHEET ARRANGEMENTS

PG&E Corporation and the Utility do not have anfrlmdlance sheet arrangements that have had, ceasenably likely to have, a
current or future material effect on their finari@andition, changes in financial condition, reveawr expenses, results of operations,
liquidity, capital expenditures, or capital resascother than those discussed in Note 2 (PG&E datipn’s tax equity financing agreemer
and Note 10 (the Utility’s commaodity purchase agneats) of the Notes to the Condensed ConsolidatehEial Statements.

CONTINGENCIES

In addition to the contingencies described undeattixal Gas Matters” above, PG&E Corporation anddtiity have significant
contingencies arising from their operations, inatgdcontingencies related to Chapter 11 disputaoind, guarantees, regulatory proceedings,
nuclear operations, legal matters, environmentalptiance and remediation, and tax matters. (Se¢ed\®and 10 of the Notes to the
Condensed Consolidated Financial Statements.)

RISK MANAGEMENT ACTIVITIES

The Utility and PG&E Corporation, mainly througk @wnership of the Utility, are exposed to marksk,rwhich is the risk that
changes in market conditions will adversely affeettincome or cash flows. PG&E Corporation andUlikty face market risk associated
with their operations; their financing arrangemettie marketplace for electricity, natural gascele transmission, natural gas transportat
and storage; other goods and services; and othectssof their businesses. PG&E Corporation aadUtiility categorize market risks as
“price risk” and “interest rate risk.” The Utilitis also exposed to “credit risk,” the risk thatinterparties fail to perform their contractual
obligations.

The Utility actively manages market risk througskrmanagement programs designed to support busibgsdives, discourage
unauthorized risk-taking, reduce commodity costiltity, and manage cash flows. The Utility usesivhtives only for non-trading purposes
(i.e., risk mitigation) and not for speculative pases. The Utility’s risk management activitieslinle the use of energy and financial
instruments such as forward contracts, futurespswaptions, and other instruments and agreenmmotst, of which are accounted for as
derivatives. Some contracts are accounted fozassek.
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On July 21, 2010, President Obama signed into &deral financial reform legislation, the Dodd-Fraikll Street Reform and
Consumer Protection Act. PG&E Corporation andultibty are implementing programs to comply witiméil regulations that have been
issued and continue to monitor draft regulationsiuding evaluation of potential impacts on thdityts procurement activities and risk
management programs.

Commodity Price Risk

The Utility is exposed to commaodity price risk ageault of its electricity and natural gas procueamactivities, including the
procurement of natural gas and nuclear fuel necg$saelectricity generation and natural gas precwent for core customers. As long as
Utility can conclude that it is probable that iEmsonably incurred wholesale electricity procureincests and natural gas costs are
recoverable, fluctuations in electricity and nakgas prices will not affect earnings but may impezash flows. The Utility’s natural gas
transportation and storage costs for core custoareralso fully recoverable through a ratemakinghmaaism.

The Utility’s natural gas transportation and st@ragsts for non-core customers may not be fullpverable. The Utility is subject
to price and volumetric risk for the portion ofriaétate natural gas transportation and storagecitaplaat has not been sold under long-term
contracts providing for the recovery of all fixedlsts through the collection of fixed reservatioarges. The Utility sells most of its capacity
based on the volume of gas that the Utility’s costcs actually ship, which exposes the Utility tduoetric risk.

The Utility uses value-at-risk to measure its shalders’ exposure to price and volumetric riskaultisg from variability in the price
of, and demand for, natural gas transportationsaoichge services that could impact revenues dabanges in market prices and customer
demand. Value-at-risk measures this exposureavelting 12-month forward period and assumes tiaicontract positions are held through
expiration. This calculation is based on a 95%fidence level, which means that there is a 5% pridihathat the impact to revenues on a
pre-tax basis, over the rolling 12-month forwardige, will be at least as large as the reportederat-risk. Value-at-risk uses market data to
quantify the Utility’s price exposure. When markleta is not available, the Utility uses historidata or market proxies to extrapolate the
required market data. Value-at-risk as a measiyertfolio risk has several limitations, includingut not limited to, inadequate indication of
the exposure to extreme price movements and thefusstorical data or market proxies that may ax¢quately capture portfolio risk.

The Utility’s value-at-risk calculated under thethmmdology described above was approximately $18aniat September 30,
2012. The Utility’s approximate high, low, and eage values-at-risk during the 12 months endedeBaptr 30, 2012 were $13 million, $10
million, and $11 million, respectively. (See Natef the Notes to the Condensed Consolidated Fiab8tatements for further discussion of
price risk management activities.)

Interest Rate Risk

Interest rate risk sensitivity analysis is usethasure interest rate risk by computing estimateaiges in cash flows as a result of
assumed changes in market interest rates. At @bpte30, 2012, if interest rates changed by 1%llaurrent PG&E Corporation and Utili
variable rate and short-term debt and investmémeschange would affect net income for the nextntidths by $6 million, based on net
variable rate debt and other interest rate-semsitistruments outstanding.

Energy Procurement Credit Risk

The Utility conducts business with counterpartiegniy in the energy industry, including other Catifia investor-owned electric
utilities, municipal utilities, energy trading comes, financial institutions, and oil and natas production companies located in the Ut
States and Canada. If a counterparty fails toopern its contractual obligation to deliver elégty or gas, then the Utility may find it
necessary to procure electricity or gas at cunmearket prices, which may be higher than the cohpaces.

The Utility manages credit risk associated witrcitsinterparties by assigning credit limits base@waiuations of their financial
conditions, net worth, credit ratings, and othexddrcriteria as deemed appropriate. Credit liraitd credit quality are monitored
periodically. The Utility ties many energy contimto master commodity enabling agreements thatreguire security (referred to aSredit
Collateral” in the table below). Credit collateraly be in the form of cash or letters of credihe Utility may accept other forms of
performance assurance in the form of corporateagtees of acceptable credit quality or other elig#iecurities (as deemed appropriate b
Utility). Credit collateral or performance assuraimay be required from counterparties when cumrehteceivables and replacement cost
exposure exceed contractually specified limits.
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The following table summarizes the Utility’s negdit risk exposure to its counterparties, as wethe Utility’s credit risk exposure
to counterparties accounting for greater than 1@%credit exposure, as of September 30, 2012 andrbiger 31, 2011:

September

30, December
(in millions) 2012 31, 2011
Gross credit exposure before credit collatéyal $ 127 % 151
Credit collateral (10) (13)
Net credit exposur(? $ 117 $ 13¢
Number of wholesale customers or counterpartie$6 2 2
Net credit exposure to wholesale customers or espatties >109 $ 78 $ 10€

(@) Gross credit exposure equals mark-to-market vatughysically and financially settled contracts,esoteceivable, and net receivables (payables) wigtieg is
contractually allowed. Gross and net credit expmsumounts reported above do not include adjussyfentime value or liquidity

(@ Net credit exposure is the Gross Credit ExposurausCredit Collateral (cash deposits and lettesedit). For purposes of this table, parentakgoizes are not included
part of the calculatior

CRITICAL ACCOUNTING POLICIES

The preparation of the Condensed Consolidated Eiab8tatements in accordance with U.S. generaltgpted accounting
principles involved the use of estimates and assompthat affect the recorded amounts of assetdiabilities as of the date of the
Condensed Consolidated Financial Statements angplogted amounts of revenues and expenses diermgporting period. PG&E
Corporation and the Utility consider their accongtpolicies for regulatory assets and liabilitiess contingencies associated with
environmental remediation liabilities and legal aadulatory matters, asset retirement obligatians, pension and other postretirement
benefit plans to be critical accounting policieg din part, to these accounting policies’ complexielevance and materiality to the financial
position and results of operations of PG&E Corgoraand the Utility, and requirement to use matgudgments and estimates. Actual
results may differ substantially from these estesatThese accounting policies and their key chariatics are discussed in detail in the 2011
Annual Report.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

PG&E Corporation’s and the Utility’s primary markétk results from changes in energy commoditygsicPG&E Corporation and
the Utility engage in price risk management aageitfor non-trading purposes only. Both PG&E Cogpion and the Utility may engage in
these price risk management activities using fotveamtracts, futures, options, and swaps to heagaipact of market fluctuations on
energy commodity prices and interest rates. (Beséction above entitled “Risk Management Actegitiin Item 2: Management'’s
Discussion and Analysis of Financial Condition &websults of Operations.)

ITEM 4. CONTROLS AND PROCEDURES

Based on an evaluation of PG&E Corporation’s ardUlility’s disclosure controls and procedures fSeptember 30, 2012, PG&E
Corporation’s and the Utility’s respective prindigaecutive officers and principal financial offisehave concluded that such controls and
procedures were effective to ensure that infornmatémuired to be disclosed by PG&E Corporation thedUtility in reports that the
companies file or submit under the Securities ErgleaAct of 1934 (“1934 Act”) is recorded, processmanmarized, and reported within the
time periods specified in the SEC rules and forinsaddition, PG&E Corporation’s and the Utility'sspective principal executive officers
and principal financial officers have concludedtthizch controls and procedures were effective sugng that information required to be
disclosed by PG&E Corporation and the Utility ir tleports that PG&E Corporation and the Utilite fiir submit under the 1934 Act is
accumulated and communicated to PG&E Corporatiantsthe Utility’s management, including PG&E Comgtgon’s and the Utility’s
respective principal executive officers and priatifinancial officers, or persons performing similanctions, as appropriate to allow timely
decisions regarding required disclosure.

There were no changes in internal control ovemfia reporting that occurred during the quartedezhSeptember 30, 2012 that
have materially affected, or are reasonably likelynaterially affect, PG&E Corporation’s or the lif§i's internal control over financial
reporting.

65




PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

In addition to the following legal proceedings, PE&orporation and the Utility are involved in varslegal proceedings in the
ordinary course of their business. For more infation regarding PG&E Corporation’s and the Utility'ontingencies, see Note 10 of the
Notes to the Condensed Consolidated Financial i8tatts.

Diablo Canyon Power Plant

The EPA published draft regulations in April 20blimplement the requirements of the federal CleateVAct, which requires that
cooling water intake structures at electric powanfs, such as the nuclear generation facilitiddiablo Canyon reflect the best technology
available to minimize adverse environmental impat¢tsJune 2012, the EPA proposed changes to thaseregulations which, if adopted,
would provide more flexibility in complying with see of the requirements. The EPA must issue fieglilations by July 2013.

The EPA’s final regulations could affect future négtions between the Central Coast Regional W@teality Control Board and the
Utility regarding the status of the 2003 settlermagrieement.

For more information regarding the status of the28ettlement agreement between the Central Ceggofal Water Quality
Control Board and the Utility, see “Part I, ltemL&gal Proceedings” in the 2011 Annual Report.

Hinkley Natural Gas Compressor Site

For more information regarding the resolution a$ tlmatter, see “Part I, Item 3. Legal Proceedingghe 2011 Annual Report and
“Part Il, Item 1. Legal Proceedings” in PG&E Coration’s and the Utility's combined Quarterly Report Form 10-Q for the quarters ended
March 31, 2012 and June 30, 2012.

For more information about the Utility’s remediatiactivities at the Hinkley natural gas compressa, see the section entitled
“Environmental Matters” above in Iltem 2: Managen®Btiscussion and Analysis of Financial ConditiordaResults of Operations and Note
10 of the Notes to the Condensed Consolidated Eiab&tatements.

Litigation Related to the San Bruno Accident and Natural Gas Spending

Various lawsuits have been filed against PG&E Cmpon and the Utility in connection with the SaruBo accident. The lawsuits
seek compensation for personal injury and propdaiyage, and other relief, including punitive dansage purported shareholder derivative
lawsuit was filed following the San Bruno accidemseek recovery on behalf of PG&E Corporation #medUtility for alleged breaches of
fiduciary duty by officers and directors, amongagtblaims. All of these cases have been coordiratel assigned to one judge in the San
Mateo County Superior Court. On May 26, 2011, tidge ordered that proceedings in the derivativelaiwe delayed until further order of
the court. For additional information, see thetisecentitled “Natural Gas Matters — Third-Partyahs” above in ltem 2: Management's
Discussion and Analysis of Financial Condition &websults of Operations and in Note 10 of the Natehé Condensed Consolidated
Financial Statements.

In addition, on August 23, 2012, a complaint wéedfin the San Francisco Superior Court against B&&rporation and the Utility
(and other unnamed defendants) by individuals veedk sertification of a class consisting of all @alia residents who were customers of
the Utility between 1997 and 2010, with certaineptoons. The plaintiffs allege that the Utilitylieated more than $100 million in customer
rates from 1997 through 2010 for the purpose abuarsafety measures and operations projects bigtad used the funds for general
corporate purposes such as executive compensatibbhanuses. PG&E Corporation and the Utility cehtke allegations. For additional
information, see the section entitled “Natural G&eters — Class Action Complaint” above in ItemVBanagement’s Discussion and Analysis
of Financial Condition and Results of Operationd amNote 10 of the Notes to the Condensed Cora@itiFinancial Statements.

Pending CPUC I nvestigations and Enforcement Matters

The CPUC is conducting three investigations peirgito the Utility’s natural gas operations, indhugl an investigation of the San
Bruno accident. In 2012, the CPSD issued investigaeports in each of these investigations atigghat the Utility committed numerous
violations of applicable laws and regulations aacbmmending that the CPUC impose penalties on titieyU The CPUC began hearings in
each of the investigations. The CPUC is also dmBig testimony submitted by the CPSD in Septerabée that consisted of a financial
analysis report prepared by a consultant engagedeb@PSD to examine PG&E Corporation’s financedlth and to provide an estimate of
its ability to raise equity capital sufficient torfd a CPUC-imposed penalty on the Utility.
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On October 11, 2012, procedural schedule for evidgnhearings and briefings in the three invediiges, as well as the submittal of
the Utility’s response to the CPSEfinancial resources testimony were suspendetiNiotiember 1, 2012 to enable the CPSD, the Utitity
other parties to continue to engage in negotiationsach a stipulated outcome of these proceediAgy settlement agreement that may be
reached would be submitted to the CPUC for its ictamation. The CPUC would hold public hearingsdefissuing a final decision. PG&E
Corporation and the Utility are uncertain whether parties will reach a settlement agreement &iadsettlement agreement is reached,
whether the CPUC would approve it.

California gas corporations are required to providéce to the CPUC of any self-identified or sadirected violations of certain
state and federal regulations related to the safietyatural gas facilities and utilities’ naturaggoperating practices. The CPUC delegated
authority to the CPSD to enforce compliance witksthregulations. As of September 30, 2012, tHay lias submitted 29 self-reports with
the CPUC plus additional follow-up reports. Inedfseport filed on October 19, 2012, the Utility refeat that it does not have documenta
substantiating that approximately 4.5 miles of gipé undergone integrity assessments prior to Dieeef, 2007, as required by federal
regulations. In April 2012, the CPUC affirmed a7 $tillion penalty that had been imposed by the CB&8ed on the Utility’s self-report in
which the Utility failed to conduct periodic lealkrseys because it had not included 16 gas distabuhaps in its leak survey schedule. (The
Utility has completed all of the missed leak susigyThe CPSD has not yet taken action with resjoeitte Utility’s other self-reports. The
CPSD may issue additional citations and imposeliesan the Utility associated with these or fetueports that the Utility may file.

For additional information, see the section erditidatural Gas Matters — Pending CPUC Investigatiand Enforcement Matters”
above in Item 2: Management’s Discussion and AmglgEFinancial Condition and Results of Operatiand in Note 10 of the Notes to the
Condensed Consolidated Financial Statements.

Criminal Investigation

The U.S. Department of Justice, the California Atey General's Office, and the San Mateo CountyriisAttorney’s Office are
conducting an investigation of the San Bruno actié®ad have indicated that the Utility is a targethe investigation. The Utility is
cooperating with the investigation. PG&E Corparatand the Utility are uncertain whether any criahicharges will be brought against
either company or any of their current or formempéayees.

See the section entitled “Natural Gas Matters m@ral Investigation” above in Item 2: Managememmiscussion and Analysis of
Financial Condition and Results of Operations andate 10 of the Notes to the Condensed Consolidaiteancial Statements.

ITEM 1A. RISK FACTORS

For information about the significant risks thatlwbaffect PG&E Corporation’s and the Utility’s tue financial condition, results of
operations, and cash flows, see the section d2@i& Annual Report entitled “Risk Factors,” as dapgented below, and the section of this
quarterly report entitled “Cautionary Language Rdgesy Forward-Looking Statements.”

CPUC Pending I nvestigations and Rulemaking Proceeding Related to Natural Gas Matters, Litigation Arising from the San Bruno
Accident

As discussed above in the section entitled “NatGiad Matters — Pending CPUC Investigations and€afoent Ma ters,” in Item
2: Management'’s Discussion and Analysis of Findreandition and Results of Operations, the CPUEbisducting three investigations
pertaining to the Utility’s natural gas operatiomgluding an investigation of the San Bruno acntdé~or more information, see Note 10 of
the Notes to the Condensed Consolidated Finan@tdi@ents.) In 2012, the CPSD issued reportsdh efithese investigations alleging that
the Utility committed numerous violations of applide laws and regulations and recommending thaC#lgC impose penalties on the Util
and began hearings in each of the investigations.dPUC is also considering testimony submittethkyCPSD in September 2012 that
consisted of a financial analysis report prepaned bonsultant engaged by the CPSD to examine PG@&fporation’s financial health and to
provide an estimate of its ability to raise equifypital sufficient to fund a CPU{aposed penalty on the Utility. The consultant daded tha
PG&E Corporation could raise approximately $2.25dni in addition to equity PG&E Corporation hadesdy forecasted it would issue in
2012 to fund CPUC imposed penalties on the Utility.

On October 11, 2012, the procedural schedulesvidentiary hearings and briefings in the three stigations, as well as the
submittal of the Utility’s response on the finadcisources issue, were suspended until Novemi#01R, to enable the CPSD, the Utility,
and other parties to continue to engage in negmtigato reach a stipulated outcome of these inyatins. Any settlement agreement that
may be reached would be subject to CPUC approMae CPUC would hold public hearings to consider e@mts and objections to the
proposed stipulated outcome before issuing a firaision. Even if the CPUC approves a stipulatédarae, implementation could be
delayed pending the resolution of appeals or aatitins for rehearing that may be filed after alfatecision is issued.
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PG&E Corporation and the Utility continue to bekeitis probable that the CPUC will impose totahglies of at least $200 million
on the Utility with these investigations and oteaforcement matters relating to self-reports thityhas filed regarding its compliance with
regulations related to the safety of natural gasifi@s and natural gas operating practices. Tdr®yunable to estimate the reasonably pos
amount of penalties in excess of this amount act amounts could be material.

These estimates, and the assumptions on whictatiedyased, are subject to change based on manysfaotluding developments
that may occur during the settlement negotiatitmsterms of a proposed settlement agreement tmatm reached, whether and when the
CPUC approves the proposed settlement agreemehtulimgs and decisions by the CPUC and the adinatige law judges presiding over
these proceedings. Future changes in these esirmaassumptions could have a material impact@&BEPCorporation’s and the Utility’s
financial condition, results of operations, andhceisws. Further, the CPSD may issue additionalticins and impose penalties on the Utility
in connection with other self-reports the Utilitashfiled, or may file in the future, regardingdtampliance with natural gas regulations. In
addition, on October 12, 2012, a proposed decisiamnissued that, if adopted by the CPUC, would deayJtility’s request to recover a
material amount of the costs the Utility has inedtrand forecasts that it will incur through 20tdperform work under the pipeline safety
enhancement plan. Assuming a final decision iggsated until after December 31, 2012, the Utiliguld be unable to recover 2011 and 2
expenses. The proposed decision also recommertdti¢hauthorized rate of ROE on authorized capitgenditures made under the plan be
reduced for five years. (See “Natural Gas MatteRJC Gas Safety Rulemaking Proceeding” and “Resill@perations—Operating and
Maintenance Expenses” in Item 2: Management’s Bisicun and Analysis of Financial Condition and Ressof Operations.”) The ultimate
amount of unrecoverable pipeline-related costdilgy incurs will depend on many factors, includi the terms of the CPUEfinal decisiot
and the extent to which actual costs incurred utitkeplan exceed authorized amounts.

Future developments in the pending litigation anchinal investigation arising from the San Brunaident also could have a
material effect on PG&E Corporation’s and the Wi financial condition, results of operationsdarash flows. (See the sections entitled
“Criminal Investigation,” “Third-Party Claims,” antClass Action Complaint” under the heading “Natu®as Matters” in Item 2:
Management'’s Discussion and Analysis of Financ@dition and Results of Operations.)

Diablo Canyon

In March 2012, the NRC issued several orders tmweers of all U.S. operating nuclear reactorsrtplement the highest-priority
recommendations issued by the NRC'’s task forcadorporate the lessons learned from the March 2aithquake and tsunami that caused
significant damage to nuclear facilities in Japeme NRC has also requested nuclear power planttag@rovide additional information
about seismic and flooding hazards and emergerepapedness, which the NRC may consider in futugelatory proceedings or actions.
applied to the Utility, the orders require the lt}fito re-evaluate the seismic hazards at DiabloyGa and develop mitigation strategies to
respond to potential extreme natural events regyiti the loss of power at Diablo Canyon and tcagick the instrumentation used in the
plant’s spent fuel pool to better monitor water pemature. The Utility, as well as other nucleawvpoplant owners, are required to submit an
integrated plan, including a description of how gdiance with the orders will be achieved, to the@By February 2013. After reviewing -
plans, the NRC plans to issue facility-specificarg] as necessary, imposing license conditionsatidress the requirements of the

orders. Each nuclear power plant owner will baunegl to be in full compliance with the NRC ordeiishin two refueling outages or by
December 31, 2016, whichever comes f

The Utility has requested that the NRC renew theraing licenses for the two units at Diablo Canybime NRC'’s operating license
for Diablo Canyon Unit 1 expires in November 2024 éhe operating license for Unit 2 expires in Asig2025. At the Utility’s request, the
NRC has agreed to delay processing the U's pending license renewal application until thditytcompletes extensive seismic studies of
onshore and offshore areas surrounding Diablo Qarijfoe Utility also will submit new data collect&'dm the seismic studies to the NRC
pursuant to the NRC’s March 12, 2012 request. Thiléyexpects that the seismic studies will notdmnpleted until 2013 or 2014.

On August 7, 2012, the NRC ruled that it will nssuie final decisions in licensing or re-licensimggeedings, including the Utility’s
application, until it has reconsidered the envirental impacts of the temporary and permanent stoodgpent nuclear fuel to comply with
the National Environmental Policy Act (“NEPA”). €NRC issued its order in response to a federadligte court’s ruling issued in June
2012 that found that the NRC had failed to compityvihe NEPA before issuing its “waste confideneeidion” in which the NRC
determined that spent nuclear fuel can be safelyagred until a permanent off-site repository istdighed. In its August 2012 ruling, the
NRC stated that it would consider all availableioms for resolving the waste confidence issue, tvlimuld include generic or s-specific
NRC actions, or some combination of both. The NRE€ instructed its staff to develop and issue awaste confidence decision a
temporary storage rule by September 2014, devel@naironmental impact statement to support themnaking, and refrain from site-
specific review of waste-confidence issues exagpaie circumstances.
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The Utility expects that it will incur additionabsts to comply with the NRC’s March 12, 2012 ord&he Utility also may incur
costs to comply with new requirements the NRC ndgpaafter it reviews the information submitted@sponse to the NRC’s March 12,
2012 request for information. Further, the newteasnfidence decision and temporary storage ralg maquire the Utility to incur additior
costs in order to obtain NRC approval of the Uti§itre-licensing application. The CPUC may not awitte the Utility to recover all of its
compliance costs.

PG&E Corporation and the Utility are unable to peedvhether the Utility will be able to comply witiew requirements or new
seismic license conditions that may adopted byNR€. If the Utility is unable to comply with theew requirements or license conditions,
NRC may order the Utility to cease operating DiaBbmyon or deny the Utili’s re-licensing application. Alternatively, the lityi may
determine that compliance is not economically fdashind may choose to cease operating Diablo Canyon

Hinkley Natural Gas Compressor Station

The Utility is legally responsible for remediatiggpundwater contamination caused by hexavalenteiur used in the past at the
Hinkley natural gas compressor site. As discusdEde in the section entitled “Environmental Magféin Item 2: Management’s Discussion
and Analysis of Financial Condition and Result©gpkrations, several orders have been issued tiredfe Utility to take measures to
remediate the underground chromium plume and abateffects of the contamination on the environmieictuding an order requiring the
Utility to offer affected residents a choice tdheit have the Utility install a permanent whole houster replacement system or purchase
property. Eligible residents were given until Gmo 15, 2012 to make a choice and the majority lcheosen to have the Utility purchase tt
property. For residents who have chosen a wapéaagement system, the Utility is required to mam&nd operate the systems for five years
or until the State of California has adopted aking water standard specifically for hexavalentathium at which time the program will be
evaluated.

In August 2012, the Regional Board issued a draftrenmental impact report (“EIR”) that evaluatexl/sral alternatives for
remediating groundwater contamination using a coatinn of different remedial methods, includingngspumped groundwater from
extraction wells to irrigate agricultural land ainesitu treatment of the contaminated water. Thiéitiexpects that the Regional Board will
consider certification of the final EIR in 2013.

The Utility’s remediation and abatement costs aased with the Hinkley natural gas compressor a&itenot recoverable through
rates or insurance. As a result, costs incurredeimediation at the Hinkley natural gas compresgier as well as changes in the
environmental remediation liability for the Hinklewtural gas compressor site, have materially eftePG&E Corporation’s and the Utility’s
financial condition and results of operations.

Future costs will depend on many factors, includhmgRegional Board’s certification of the finalREIthe levels of hexavalent
chromium the Utility is required to use as the dtnd for remediation, the Utility’s required timeime for remediation, and adoption of a
final drinking water standard currently under deyshent by the State of California, as mentionedrabds more information becomes
known regarding these factors, estimates and assamapegarding the amount of liability incurredyrze subject to further changes. Future
changes in estimates may have a material impaPG#E Corporation’s and the Utility’s financial catidn, results of operations, and cash
flows.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
During the quarter ended September 30, 2012, PG&fpdation made equity contributions totaling $18illion to the Ultility in
order to maintain the 52% common equity componéits CPUC-authorized capital structure. Neith&&E Corporation nor the Utility
made any sales of unregistered equity securitigaglithe quarter ended September 30, 2012.
Issuer Purchases of Equity Securities
During the quarter ended September 30, 2012, PG&#pdation did not redeem or repurchase any slwiresmmon stock

outstanding. During the quarter ended Septembe?@IP, the Utility did not redeem or repurchasg stmares of its various series of
preferred stock outstanding.
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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 faetnine months ended September 30, 2012 was ZH&Utility’s earnings to
combined fixed charges and preferred stock divideatlo for the nine months ended September 3@ 2@k 2.68. The statement of the
foregoing ratios, together with the statement$iefdomputation of the foregoing ratios filed as iBith 12.1 and 12.2 hereto, are included
herein for the purpose of incorporating such infation and Exhibits into the Utility’s Registrati@tatement Nos. 33-62488 and 333-172394
relating to various series of the Utility’s firstgferred stock and its senior notes, respectively.

PG&E Corporatiors earnings to fixed charges ratio for the nine iemnded September 30, 2012 was 2.64. The stateftme foregoin

ratio, together with the statement of the compataetf the foregoing ratio filed as Exhibit 12.3 &fer, is included herein for the purposi
incorporating such information and Exhibit into PE&orporation’s Registration Statement No. 333-BA2®lating to its senior notes.
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4.1

12.1

12.2

12.3

311

31.2

*32.1

*32.2

101.INS

101.SCH

101.CAL

101.LAB

101.PRE

101.DEF

ITEM 6. EXHIBITS
Eighteenth Supplemental Indenture dated as of Autis2012 relating to the issuance of $400,0004fiffegate
principal amount of Pacific Gas and Electric Comps2.45% Senior Notes due August 15, 2022 and $EB000
aggregate principal amount of Pacific Gas and E=G@ompany’s 3.75% Senior Notes due August 152204
(incorporated by reference to Pacific Gas and Hte€ompany’s Form 8-K dated August 16, 2012 (Nt 1-2348),
Exhibit 4.1)
Computation of Ratios of Earnings to Fixed Charfge$acific Gas and Electric Compa

Computation of Ratios of Earnings to Combined Figdhrges and Preferred Stock Dividends for Pa@fis and
Electric Compan

Computation of Ratios of Earnings to Fixed Charfges?G&E Corporatiot

Certifications of the Chief Executive Officer artChief Financial Officer of PG&E Corporation régal by Section
302 of the Sarban-Oxley Act of 200z

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

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

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

XBRL Instance Documer

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docuntr
XBRL Taxonomy Extension Labels Linkbase Docurnr
XBRL Taxonomy Extension Presentation Linkbase Doent

XBRL Taxonomy Extension Definition Linkbase Docurh

Pursuant to Item 601(b)(32) of SEC Ratjan S-K, these exhibits are furnished rathentfiled with this report.
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SIGNATURES
Pursuant to the requirements of the Securities &xgh Act of 1934, the registrants have duly catisisdQuarterly Report on Form
10-Q to be signed on their behalf by the undergighereunto 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
DINYAR B. MISTRY
Dinyar B. Mistry

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

Dated: October 29, 2012
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EXHIBIT INDEX
Eighteenth Supplemental Indenture dated as of Autis2012 relating to the issuance of $400,0004fiffegate
principal amount of Pacific Gas and Electric Compar.45% Senior Notes due August 15, 2022 and $8&000
aggregate principal amount of Pacific Gas and EteG@ompany's 3.75% Senior Notes due August 152204
(incorporated by reference to Pacific Gas and Hte€ompany’'s Form 8-K dated August 16, 2012 (N 1-2348),
Exhibit 4.1)
Computation of Ratios of Earnings to Fixed Charfge$acific Gas and Electric Compa

Computation of Ratios of Earnings to Combined Figdrges and Preferred Stock Dividends for Pa@fis and
Electric Compan

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

Certifications of the Chief Executive Officer aretChief Financial Officer of PG&E Corporation rémgua by Section
302 of the Sarban-Oxley Act of 200z

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

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

Certifications of the Chief Executive Officer afetChief Financial Officer of Pacific Gas and Etec€Company
required by Section 906 of the Sarbe-Oxley Act of 200z

XBRL Instance Documer

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docutr
XBRL Taxonomy Extension Labels Linkbase Docurnr
XBRL Taxonomy Extension Presentation Linkbase Doent

XBRL Taxonomy Extension Definition Linkbase Docurh

Pursuant to Item 601(b)(32) of SEC Regulati-K, these exhibits are furnished rather than filéthhis report.



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

Three Nine
Months Months
Ended Ended
September September
30, 30, Year ended December 31
2012 2012 2011 2010 2009 2008 2007
Earnings:
Net income $ 34C $ 79¢ % 84t $ 1,121 $ 1,25 $ 1,19¢ $ 1,02¢
Income tax provisiol 122 32¢ 48C 574 482 48¢ 571
Fixed charges 233 651 88C 79¢ 817 86( 88¢
Total earnings $ 69t $ 1,777 $ 2,208 $ 2,49/ $ 2,54¢  $ 2547 $ 2,48¢
Fixed charges:
Interest on short-tern
borrowings and
long-term debt, ne $ 221 $ 60¢ $ 824 $ 731 $ 754 $ 794 % 834
Interest on capital
leases 1 7 16 18 19 22 23
AFUDC debt 11 35 40 50 44 44 32
Total fixed charges $ 238 $ 651 $ 88C $ 79¢ $ 817 $ 86C $ 88¢
Ratios of earnings tc
fixed charges 2.9¢ 2.7¢ 2.51 3.1z 3.1z 2.9¢ 2.7¢
Note:

For the purpose of computing Pacific Gas and Ete@ompany’s ratios of earnings to fixed chargesrhings” represent net income
adjusted for the income or loss from equity investef less than 100% owned affiliates, equity idistnibuted income or losses of less th
50% owned affiliates, income taxes and fixed chaugecluding capitalized interest). “Fixed chargeglude interest on long-term debt a d
shortterm borrowings (including a representative portibmental expense), amortization of bond premidisgount and expense, interes
capital leases, AFUDC debt, and earnings requoembver the preferred stock dividend requiremefiteed charges exclude interest on te «
liabilities.
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EXHIBIT 12.2
PACIFIC GAS AND ELECTRIC COMPANY
COMPUTATION OF RATIOS OF EARNINGS TO COMBINED
FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Three Nine
Months Months
Ended Ended
September September
30, 30, Year ended December 31,
2012 2012 2011 2010 2009 2008 2007

Earnings:

Net income $ 34C $ 79¢ % 84t $ 1,121 % 1,25 $ 1,19¢ $ 1,02¢
Income tax provisiol 122 32¢ 48C 574 482 48¢ 571
Fixed charges 233 651 88C 79¢ 817 86( 88¢
Total earnings $ 69t $ 1,777 $ 2,208 % 249, $ 254¢ $ 2547 $ 2,48¢

Fixed charges:
Interest on short-tern

borrowings
and long-term debt,

net $ 221 % 60 $ 824 $ 731 % 754 $ 794 $ 834
Interest on capital
leases 1 7 16 18 19 22 23
AFUDC debt 11 35 40 50 44 44 32

Total fixed charges $ 23 $ 651 $ 88C $ 79¢ $ 817 $ 86C $ 88¢

Preferred stock
dividends:
Tax deductible
dividends $ 3 % 7 $ 9 $ 9 $ 9 $ 9 $ 9
Pre-tax earnings
required to cover
non-tax deductible
preferred stock
dividend requirement - 4 8 7 7 7 8
Total preferred stock
dividends $ 3 % 11 $ 17 $ 16 $ 16 $ 16 $ 17
Total combined fixed
charges
and preferred stock
dividends $ 23¢ $ 66z $ 897 $ 81t $ 83: $ 87¢ $ 90€

Ratios of earnings ta
combined fixed
charges and
preferred stock
dividends 2.94 2.6¢ 2.4¢€ 3.0¢€ 3.0¢€ 2.91 2.74

Note:

For the purpose of computing Pacific Gas and EeG@ompanys ratios of earnings to combined fixed chargesprterred stock dividenc
“earnings” represent net income adjusted for tleerime or loss from equity investees of less thar®d0Wned affiliates, equity in
undistributed income or losses of less than 50%ealaffiliates, income taxes and fixed charges (ekoly capitalized interest). “Fixed
charges” include interest on long-term debt andtsieom borrowings (including a representative jmoriof rental expense), amortization «
bond premium, discount and expense, interest oitat#gases, AFUDC debt, and earnings requirectecthe preferred stock dividend
requirements. “Preferred stock dividends” represantdeductible dividends and pre-tax earningsahatequired to pay the dividends on
outstanding preferred securities. Fixed chargehidrdnterest on tax liabilitie:



EXHIBIT 12.3
PG&E CORPORATION
COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

Three Nine
Months Months
Ended Ended
September September
30, 30, Year Ended December 31

2012 2012 2011 2010 2009 2008 2007

Earnings:

Income from

continuing operation $ 364 $ 83¢ $ 85¢ $ 1,11 $ 1,23¢  $ 1,19¢ $ 1,02(
Income tax provisiol 10C 291 44( 547 46( 42~ 53¢
Fixed charge 244 681 91¢ 85C 877 907 937
Pre-tax earnings

required to cover

the preferred stock

dividend of

consolidated

subsidiaries (3) (11) (a7) (16) (16) (16) (a7)
Total earnings $ 705 $ 1,80 $ 2,200 $ 2,49 $ 2,65 $ 2514 $ 2,47¢

Fixed charges:
Interest on short-tern

borrowings
and long-term debt,

net $ 22¢ % 62¢ $ 84€ $ 76€ $ 79¢ $ 82t $ 86t
Interest on capital
leases 1 7 16 18 19 22 23
AFUDC debt 11 35 40 50 44 44 32
Pre-tax earnings

required to cover tt

preferred stock

dividend of

consolidated

subsidiaries 3 11 17 16 16 16 17
Total fixed charges  $ 244  $ 681 $ 91¢ $ 85C $ 877 $ 907 $ 937

Ratios of earnings to
fixed charges 2.8¢ 2.64 2.3¢€ 2.9¢ 2.91 2.71 2.65

Note:

For the purpose of computing PG&E Corporation'®sadf earnings to fixed charges, “earnings” repnésncome from continuing
operations adjusted for income taxes, fixed chafgeduding capitalized interest), and pre-tax eays required to cover the preferred stc =k
dividend of consolidated subsidiaries. “Fixed clagnclude interest on long-term debt and shartitborrowings (including a
representative portion of rental expense), amditizaf bond premium, discount and expense, interesapital leases, AFUDC debt, an
earnings required to cover preferred stock divigenfdconsolidated subsidiaries. Fixed charges ebecinterest on tax liabilitie:



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

I, Anthony F. Earley, Jr., certify that:

1.

2.

| have reviewed this Quarterly Report on Forr-Q for the quarter ended September 30, 2012 of PG&fporation;

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

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

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

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

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

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

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

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

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

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

Date: October 29, 2012 ANTHONY F. EARLEY, JR.

Anthony F. Earley, Ji
Chairman, Chief Executive Officer and Presid




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 September 30, 2012 of PG&fporation;

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

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

4. The registrant's other certifying officer and | assponsible for establishing and maintaining disate controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in Exchange Act Rt
13z15(f) and 15-15(f)) for the registrant and hav

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

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

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

d. Disclosed in this report any change in the regitsainternal control over financial reporting thatcurred during the registrast’

most recent fiscal quarter (the registrarfurth quarter in the case of an annual repbd) has materially affected, or is reason

likely to materially affect, the registré's internal control over financial reporting; &

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

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

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

Date: October 29, 2012 KENT M. HARVEY

Kent M. Harvey
Senior Vice President and Chief Financial Offi




Exhibit 31.Z

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

I, Christopher P. Johns, certify that:

1.

2.

| have reviewed this Quarterly Report on Forr-Q for the quarter ended September 30, 2012 of id&#s and Electric Compan

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

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

The registrant's other certifying officer and | assponsible for establishing and maintaining disate controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in Exchange Act Rt
13z15(f) and 15-15(f)) for the registrant and hav

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

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

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

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

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

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

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

Date: October 29, 2012 CHRISTOPHER P. JOHN

Christopher P. Johr
Presiden




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

I, Dinyar B. Mistry, certify that:

1.

2.

| have reviewed this Quarterly Report on Forr-Q for the quarter ended September 30, 2012 of id&#s and Electric Compan

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

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

The registrant's other certifying officer and | assponsible for establishing and maintaining disagte controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repagtifas defined in Exchange Act Rt
13z15(f) and 15-15(f)) for the registrant and hav

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

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

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

d. Disclosed in this report any change in the regitsainternal control over financial reporting thatcurred during the registrast’

most recent fiscal quarter (the registrarfurth quarter in the case of an annual repbd) has materially affected, or is reason

likely to materially affect, the registré's internal control over financial reporting; &

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

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

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

Date: October 29, 2012 DINYAR B. MISTRY

Dinyar B. Mistry
Vice President, Chief Financial Officer and Cortp



Exhibit 32.1

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

In connection with the accompanying Quarterly RéparForm 10-Q of PG&E Corporation for the quagaded September 30,
2012 (“Form 10-Q")J, Anthony F. Earley, Jr., Chairman, Chief Execat®fficer and President of PG&E Corporation, hereéntify pursuar
to 18 U.S.C. Section 1350, as adopted pursuardéd¢tidd 906 of the Sarban€sxley Act of 2002, to the best of my knowledge &edlef, that

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

results of operations of PG&E Corporatit

ANTHONY F. EARLEY, JR.
ANTHONY F. EARLEY, JR.
Chairman, Chief Executive Officer and Presid

October 29, 2012




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 quagreded September 30,
2012 (“Form 10-Q"), I, Kent M. Harvey, Senior Vigzesident and Chief Financial Officer of PG&E Cagimn, hereby certify pursuant to
18 U.S.C. Section 1350, as adopted pursuant tacBea®6 of the Sarbanes-Oxley Act of 2002, to thstlof my knowledge and belief, that:

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

results of operations of PG&E Corporatit

KENT M. HARVEY

KENT M. HARVEY
Senior Vice President ar
Chief Financial Office

October 29, 2012



Exhibit 32.Z

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

In connection with the accompanying Quarterly ReéparForm 10-Q of Pacific Gas and Electric Compfmthe quarter ended
September 30, 2012 (“Form 10-Q"), I, Christophedéhns, President of Pacific Gas and Electric Cowppaereby certify pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Se@fiérof the Sarbanes-Oxley Act of 2002, to the bésaty knowledge and belief, that:

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

of operations of Pacific Gas and Electric Comp:

CHRISTOPHER P. JOHN
CHRISTOPHER P. JOHN
Presiden

October 29, 2012




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

In connection with the accompanying Annual ReparForm 10-Q of Pacific Gas and Electric Companyttier quarter ended
September 30, 2012 (“Form 10-Q"), I, Dinyar B. NystVice President, Chief Financial Officer and @olier of Pacific Gas and Electric
Company, hereby certify pursuant to 18 U.S.C. $acti350, as adopted pursuant to Section 906 dbdineanes-Oxley Act of 2002, to the
best of my knowledge and belief, that:

) the Form 10-Q fully complies with the requiremeot$Section 13(a) or 15(d) of the Securities ExcleaAgt of
1934, anc
2) the information contained in the Form @fairly presents, in all material respects, tmaficial condition and resu

of operations of Pacific Gas and Electric Comp:

DINYAR B. MISTRY

DINYAR B. MISTRY
Vice President, Chief Financial Officer and Corep

October 29, 2012



