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PCG: The NTSB Issues a San Bruno Update; Net Positive for
PG&E but Regulators Will Have the Final Say

BERNSTEINRESEARCH

12/14/2010 ™ EPS P/E
Closing Target Rel.
Ticker Rating CUR Price Price Perf. 2009A 2010E 2011E 2009A  2010E  2011E Yield
PCG o uUsD 47.67 54.00 -6.2% 3.21 3.41 3.67 14.9 14.0 13.0 3.8%
SPX 1241.59 61.70 84.62 95.65 20.1 14.7 13.0 1.9%

O — Outperform, M — Market-Perform, U — Underperform, N — Not Rated

Highlights

T On December 14", the National Transportation Safety Board (NTSB) released an update on its ongoing
investigation into the September 9" explosion of the PG&E gas transmission pipeline in San Bruno that
resulted in eight fatalities and extensive property damage.

T Positively for PG&E, the NTSB found no evidence of external corrosion on the ruptured pipe, no
evidence of damage caused by excavation activity, and no evidence of a pre-existing gas leak. No
evidence was uncovered, in other words, that PG&E had been negligent in monitoring or maintaining the
San Bruno pipeline segment.

T Negatively for PG&E, some of the longitudinal seams in the ruptured pipe were fusion-welded only from
the outside of the pipe, not the inside. In order to understand this variance, the NTSB investigators are
researching pipe welding standards in effect at the time the pipeline was installed in 1956.

T There are two possible downsides from this disclosure: i) if PG&E is found to have used incorrectly
welded pipe at San Bruno, the CPUC could impose financial penalties on PG&E, and ii) the CPUC might
require additional inspection of welding practices throughout the PG&E gas transmission pipeline
network.

T We note that the NTSB investigation is ongoing, as are other investigations, including the safety phase of
PG&E's gas transmission rate case before the California Public Utility Commission (CPUC) and astudy
of the explosion by a CPUC-appointed panel of independent experts. These investigations may yet turn
up evidence of deficient design, construction, operation or maintenance that could result in penalties or
unrecoverable costs for PG&E.

T It should be kept in mind that PG&E has already budgeted for some additional costs that will be borne by
shareholders. In its Q3 2010 earnings call PG&E provided an estimate of $100 million to $150 million in
direct costs expected to be incurred that will not be recoverable under the company's liability insurance.

Investment Conclusion

The preliminary findings of the NTSB in its San Bruno investigation appear to be positive for PG&E. The
NTSB found no evidence of external corrosion on the ruptured pipe, no evidence of damage caused by
excavation activity, and no evidence of a pre-existing gas leak. No evidence was uncovered, in other
words, that PG&E had been negligent in monitoring or maintaining the San Bruno pipeline segment. The
NTSB update thus supports our prior view that PG&E is at limited risk of incurring material penalties or
unrecoverable costs arising from the San Bruno incident. We continue to expect, moreover, that almost all

See Disclosure Appendix of this report for important disclosures and analyst certifications.
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the third-party liability costs related to San Bruno will be recovered under PG&E's existing $992 million
liability insurance policy after its $10 million deductible is met.

The NTSB investigation is ongoing, however, as are other investigations, including asafety phase of
PG&E's gas transmission rate case before the California Public Utility Commission (CPUC) and the study
of the explosion by a CPUC-appointed panel of independent experts. These investigations may yet turn up
evidence of deficient design, construction, operation or maintenance that couldresult in penalties or
unrecoverable costs for PG&E.

The next milestone for PG&E with respect to resolution of issues surrounding its gas pipeline system
should be in February 2011 when the CPUC is expected to issue a decision on the proposed settlement of
PG&E's 2011 GT&S rate case ("Gas Accord V"), followed by a decision on the safety phase of the rate case
in March.

We reiterate our outperform rating on PCG and our price target of $54.
Details

On December 14® the National Transportation Safety Board (NTSB) released an update on its ongoing
investigation into the September 9™ explosion of the PG&E gas transmission pipeline in San Bruno that
resulted in eight fatalities and extensive property damage. This update follows the preliminary report
released by the NTSB on October 13™.

NTSB Investigation Update

Positively for PG&E, the NTSB found no evidence of external corrosion on the ruptured pipe, no evidence
of damage caused by excavation activity, and no evidence of a pre-existing gas leak. No evidence was
uncovered, in other words, that PG&E had been negligent in monitoring or maintaining the San Bruno
pipeline segment. The NTSB update thus supports our prior view that PG&E is at limited risk of incurring
material penalties or unrecoverable costs arising from the San Bruno incident. We continue to expect,
moreover, that almost all the third-party liability costs related to San Bruno will be recovered under PG&E's
existing $992 million liability insurance policy after its $10 million deductible is met.

Negatively for PG&E, the NTSB report notes that while the ruptured pipeline segment was constructed of
seam-welded pipe, PG&E's records indicate that the ruptured pipeline segment was constructed of seamless
steel pipe. Additionally, some of the longitudinal seams in the pipe were fusion-welded only from the
outside of the pipe, not the inside. In order to understand this variance, the NTSB investigators are
researching pipe welding standards in effect at the time the pipeline was installedin 1956. There are two
possible downsides from this disclosure: 1) if PG&E is found to have used incorrectly welded pipe at San
Bruno, the CPUC could impose financial penalties on PG&E, and ii) the CPUC might require additional
inspection of welding practices throughout the PG&E gas transmission pipeline network.

Potential for Regulatory Penalties and Fines

We note that the NTSB investigation is ongoing, as are other investigations, including the safety phase of
PG&E's gas transmission rate case before the California Public Utility Commission (CPUC) and astudy of
the explosion by a CPUC-appointed panel of independent experts. These investigations may yet turn up
evidence of deficient design, construction, operation or maintenance that couldresult in penalties or
unrecoverable costs for PG&E.

It should be kept in mind that PG&E has already budgeted for some additional costs that will be borne by
shareholders. In its Q3 2010 earnings call PG&E provided an estimate of $100 million to $150 million in
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direct costs expected to be incurred that will nof be recoverable under the company's liability insurance,
related to items such as:

T potential CPUC directives related to inspections of PG&E's natural gas transmission network;

~ the cost of outside legal counsel and technical experts to support the ongoing regulatory investigations;
and

T seed financing of $10 million for an independent non-profit pipeline safety research center under
PG&E's proposed Pipeline 2020 Program.

The two key avenues for determining any financial penalties or denial of cost recovery for additional
pipeline safety and inspection requirements that might be imposed by the CPUC will be the resolution of
the "Safety Phase" of PG&E's 2011 Gas Transmission & Storage (GT&S) rate case (expected in March
2011), and the results of the investigation by the independent panel constituted by the CPUC to conduct an
independent study of the San Bruno explosion (timing unknown). We discussed the newly added "Safety
Phase" of the GT&S rate case in our earlier note published on November 5, 2010 ("PCG: Raising Our
Price Target to $54 on Strong 3 Results & Management's Estimate of Total Costs for San Bruna").

Were the independent panel to uncover material deficiencies in the design, construction, operation or
maintenance of PG&E's gas pipeline system, the CPUC has had a relatively vigorous track record of
imposing fines and restitution payments on its regulated utilities. As can be seen in Exhibit 1, the CPUC
has since 1999 imposed fines and restitution payments totalling nearly $350 million on California's electric
utilities.
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Exhibit 1
CPUC Levied Fines and Restitution Payments — 1999 to 2010 YTD

.7, ttlemet greemen resolving the ommlsions nyves |ga|on into
PG&E's compliance with treeline clearance standards Under the

settlement PG&E shareholders will fund up to % 22 7 million in

vegetation-related activities and programs over the next five years and

make an immediate, one-time $ 6 million contribution to the California

general fund The settlement also establishes various forward looking

PG&E/CSD vegetation management inspection and compliance

protocols.

e Commission examine ison's electric line construction,

: operation, and maintenance practices during 1998 through 2000. This
decision fined Edison for 30 violations relating to the requirements for
the construction, operation, and maintenance of overhead and
underground utility systems, and for 56 violations related to Edison's
failure to identify unsafe conditions
The Commission approved a settlement between PG&E, CPSD, and
the City and County of San Franciseo. This proceeding was opened
after investigative reports on the 2008 fire at PG&E's Mission
Substation were issued. The seftlement requires PG&E shareholders
o make payments fotaling $6 5 million -- $6 0 million for five programs
and projects to improve electric system reliability and the remainder to
the State's General Fund.

representations before the Commission that allegedly resulted in
inadequate resource planning and system capability culminating in
periods of curtailment of natural gas service to certain SDG&E non-

systematically violated its tariff Rule 9A by failing to issue bills at
regular intervals based on actual metering data. The decision also find
that PG&E violated its tariff Rule 17 1 by issuing backbills related to. 1)
petiods of no bills ("delayed bills") and 2) periods of estimated bills,
where the cause for the estimation was within PG&E's control beyond
the time limits permitted under the tanff. The Commission ordered
PG&E 1o refund at shareholder expense approximately $35 million for
these unauthorized charges

$115.7 $145.7 This decision concludes that Southern California Edison Company
(SCE) employees and management manipulated and submitted false
data in claiming Performance Based Ratemaking (PBR) rewards. SCE
is ordered to: 1) Refund ratepayers $28 million in PBR customer
satisfaction rewards and forgo an additional $20 million in requested
rewards; 2) Refund ratepayers all $20 million in PBR health and safety
rewards and forgo an additional $15 miltion in requested rewards; 3)
Refund ratepayers the portion of its 2003 to 2005 revenue requirement
related to the utility's Results Sharing program that was affected by
fraudulent data, which the decision finds to be $32,714,000; and, 4)
Pay a fine of $30 million to the state General Fund.

$30.0

is deeision, the Commission adopted the settiement agreemen
between Southern California Edison Company (S8€E) and €PSD. whic

resolved all outstanding issues in Phase 2 of the Performance-Based

009 SDG&E $0.5 $0.4 $0.9 The Commission adopted the settiement agreement between CPSD
and SDG&E in which SDG&E acknowledged its failure to fully comply
with Rule 8.3 and tendered an apology for imprecision in its
communications with decision-makers in connection with certain ex
parte meetings held during Phase 2. SDG&E commited to pay a total o
$920,000 in shareholder funds.

etiement resolving the Commission's Orders Instituting investigation
08-11-006 and 08-11-007 regarding the Witch, Rice and Gueijito fires.
Under the terms of the CPSD and SDG&E Agreement, SDG&E will pa
$14 350 000 to the General Fund of the State of California. SDG&E wil
also reimburse CPSD up to an additional $400 000 in order to
implement a computer work module to assist CPSD.

$14.

$54.0 $291.5

Source: CPUC, Bernstein analysis
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Disclosure Appendix
Valuation Methodology

Our target price for PG&E reflects the results of a combination of valuation methodologies including: (1) a
discounted cash flow model over the forecast period of 2012-15, and a terminal value in 2016, discounted
back to present value using estimated weighted average cost of capital at 6.3%; (2) a discounted dividend
model over the forecast period of 2012-15, and a terminal value in 2016, discounted back to present value
using estimated cost of equity at 8.3%; and (3) a relative valuation technique that applies a set of key
valuation metrics, derived from comparable groups of regulated power utilities, to PG&E’s 2011 and 2012
earnings, dividend, EBITDA and book value.

Risks

PG&E's valuation remains highly uncertain until the cost of its liability for the accident, the cost to survey
its transmission grid, and the scale of any potential penalties imposed by the CPUC are known. Otherrisks
to our target price for PG&E are primarily related to the upcoming 2011 GRC, which will set PG&E's rates
and rate base for the period of 2011 through 2013, and thus determine PG&E’s earnings for the period. Our
EPS forecasts for 2010 and beyond, and thus our target price for PG&E, also could be put at risk by
significant revisions to projected capital expenditures over our forecast period, corresponding to regulatory
decisions. Longer-term risks include a reduction by the CPUC of PG&E's allowed ROE and equity ratio.

The eventual resolution of the liabilities arising from the San Bruno explosion, and the extent to which
these liabilities are covered under PG&E's liability insurance policy, could have a material impact on our
forecasts and target price.
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References to "Bernstein” relate to Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, and Sanford C. Bernstein, a unit of
AllianceBernstein Hong Kong Limited, collectively.

Bernstein analysts are compensated based on aggregate contributions to the research franchise as measured by account penetration,
productivity and proactivity of investment ideas. No analysts are compensated based on performance in, or contributions to, g enerating
investment banking revenues.

Bernstein rates stocks based on forecasts of relative performance for the next 6 -12 months versus the S&P 500 for stocks listed on the
U.S. and Canadian exchanges, versus the MSCI Pan Europe Index for stocks listed on the European exchanges (e xcept for Russian
companies), versus the MSCI| Emerging Markets Index for Russian companies and stocks listed on emerging markets exchanges outs ide
of the Asia Pacific region, and versus the MSCI Asia Pacific ex-Japan Index for stocks listed on the Asian (e x-Japan) exchanges - unless
otherwise specified. We have three categories of ratings:

Qutperform: Stock will outpace the market index by more than 15 pp in the year ahead.

Market-Perform: Stock will perform in line with the market index to within +/-15 pp in the year ahead.
Underperform: Stock will trail the performance of the market index by more than 15 pp in the year ahead.
Not Rated: The stock Rating, Target Price and estimates (if any) have been suspended temporarily.

As of 12/01/2010, Bernstein's ratings were distributed as follows: Qutperform - 45.1% (1.6% banking clients) ; Market-Perform - 46.3%
(1.0% banking clients); Underperform - 8.6% (0.0% banking clients); Not Rated - 0.0% (0.0% banking clients). The numbers in parentheses
represent the percentage of companies in each category to whom Bernstein provided investment banking services within the last twelve
(12) months.

Mr. Wynne maintains a long position in Duke Energy Corp. (DUK).

The following companies are or during the past twelve (12) months were clients of Bernstein, which provided non-investment banking-
securities related services and received compensation for such services PCG / PG&E Corp.

An affiliate of Bernstein received compensation for non -investment banking-securities related services from the following companies PCG /
PG&E Corp.

In the next three (3) months, Bernstein or an affiliate expects to receive or intends to seek compensation for investment ban king services
from PCG / PG&E Corp.

12-Month Rating History as of 12/14/2010

Ticker Rating Changes
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OTHER DISCLOSURES

A price movement of a security which may be temporary will not necessarily trigger a recommendation change. Bernstein will advise as and
when coverage of securities commences and ceases. Bernstein has no policy or standard as to the frequency of any updates or ¢ hanges to its
coverage policies. Although the definition and application of these methods are based on generally accepted industry practice s and models,
please note that there is a range of reasonable variations within these models. The application of models typicall y depends on forecasts of a
range of economic variables, which may include, but not limited to, interest rates, exchange rates, earnings, cash flows and risk factors that are
subject to uncertainty and also may change over time. Any valuation is dependent upon the subjective opinion of the analysts carrying out this
valuation.
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This document may not be passed on to any person in the United Kingdom (i) who is a retail client (ii) unless that person or entity qualifies as an
authorised person or exempt person within the meaning of section 19 of the UK Financial Services and Markets Act 2000 (the "Act"), or qualifies
as a person to whom the financial promotion restriction imposed by the Act does not apply by virtue of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005, or is a person classified as an "professional client” for the purposes of the Conduct of Business Rules of
the Financial Services Authority.

To our readers in the United States: Sanford C. Bernstein & Co., LLC is distributing this publication in the United States and accepts
responsibility for its contents. Any U.S. person receiving this publication and wishing to effect securities transactions in any security discussed
herein should do so only through Sanford C. Bernstein & Co., LLC.

To our readers in the United Kingdom: This publication has been issued or approved for issue in the United Kingdom by Sanford C. Bernstein
Limited, authorised and regulated by the Financial Services Authority and located at Devonshire House, 1 Mayfair Place, London W1J 8SB, +44
(0)20-7170-5000.

To our readers in member states of the EEA: This publication is being distributed in the EEA by Sanford C. Bernstein Limited, which is
authorised and regulated in the United Kingdom by the Financial Services Authority and holds a passport under the Investment Services
Directive.

To our readers in Hong Kong: This publication is being issued in Hong Kong by Sanford C. Bernstein, a unit of AllianceBernstein Hong Kong
Limited. AllianceBernstein Hong Kong Limited is regulated by the Hong Kong Securities and Futures Commission.

To our readers in Australia: Sanford C. Bernstein & Co., LLC and Sanford C. Bernstein Limited are exempt from the requirement to hold an
Australian financial services licence under the Corporations Act 2001 in respect of the provision of the following financial services to wholesale
clients:

= providing financial product advice;
= dealing in a financial product;
= making a market for a financial product; and

= providing a custodial or depository service.

Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited and AllianceBernstein Hong Kong Limited are regulated by, respectively, the
Securities and Exchange Commission under U.S. laws, by the Financial Services Authority under U.K. laws, and by the Hong Kong Securities
and Futures Commission under Hong Kong laws, all of which differ from Australian laws.

One or more of the officers, directors, or employees of Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, Sanford C. Bernstein, a
unit of AllianceBernstein Hong Kong Limited, and/or their affiliates may at any time hold, increase or decrease positions in securities of any
company mentioned herein.

Bernstein or its affiliates may provide investment management or other services to the pension or profit sharing plans, or employees of any
company mentioned herein, and may give advice to others as to investments in such companies. These entities may effect transactions that are
similar to or different from those recommended herein.

Bernstein Research Publications are disseminated to our customers through posting on the firm's password protected website,
www.bernsteinresearch.com. Additionally, Bernstein Research Publications are available through email, postal mail and commercial research
portals. If you wish to alter your current distribution method, please contact your salesperson for details.

Bernstein and/or its affiliates do and seek to do business with companies covered in its research publications. As a result, investors should be
aware that Bernstein and/or its affiliates may have a conflict of interest that could affect the objectivity of this publication. Investors should
consider this publication as only a single factor in making their investment decisions.

This publication has been published and distributed in accordance with Bernstein's policy for management of conflicts of interest in investment
research, a copy of which is available from Sanford C. Bernstein & Co., LLC, Director of Compliance, 1345 Avenue of the Americas, New York,
N.Y. 10105, Sanford C. Bernstein Limited, Director of Compliance, Devonshire House, One Mayfair Place, LondonW1J 8SB, United Kingdom, or
Sanford C. Bernstein, a unit of AllianceBernstein Hong Kong Limited, Director of Compliance, Suite 3401, 34th Floor, One IFC, One Harbour
View Street, Central, Hong Kong.

CERTIFICATIONS

o H(we), Redacted Senior Analyst(s)/Analyst(s), certify that all of the views expressed in this publication accurately reflect my/(our)
personal views about any and all of the subject securities or issuers and that no part of my/(our) compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views in this publication.
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