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PACIFIC GAS AND ELECTRIC COMPANY
2014 General Rate Case Phase |
Application 12-11-009
Data Response

PG&E Data Request No.: TURN 024-01

PG&E File Name: GRC2014-Ph-I_DR_TURN_024-Q01

Request Date: February 1, 2013 Requester DR No.: | TURN-PG&E-24

Date Sent: February 15, 2013 Requesting Party: The Utility Reform Network
PG&E Witness: Richard Patterson Requester; Hayley Goodson

SuBJECT: PG&E-10, CHAPTER 12 (FINANCIAL HEALTH)

QUESTION 1

In Exhibit (PG&E-10), p. 12-1, line 23, PG&E asserts that “continued access to capital
markets provides benefits to customers and aligns shareholder and customer interests.
At p. 12-5, line 4, PG&E asserts, “PG&E must attract and compete for equity capital,
offering the potential for a solid retum.” Please provide brief descriptions of any specific
problems that PG&E has experienced in attracting or competing for capital since
January 2004.

i

ANSWER 1

Two examples of PG&E experiencing problems attracting or competing for capital since
January 2004 are provided in Exhibit (PG&E-10), p. 11-10, lines 24-34 and p. 11-11,

lines 1-5.

These two examples were also provided in PG&E'’s prepared testimony in the 2013
Cost of Capital filing (A.12-04-018), Exhibit 21, p. 1-10, lines 17-23 and p. 1-11, lines 1-
5, as follows:

“‘PG&E was denied credit during the financial crisis in 2008, when it was
rated BBB+ by S&P and A- by Moody's and Fitch (8&P has subsequently
lowered its rating of PG&E to BBB). Despite these relatively stronger
credit ratings, PG&E was temporarily unable to access the debt markets at
the peak of the financial crisis. in October 2008, several banks in PG&E's
bank group, including a money-centered bank and a large, highly
regarded investment bank, declined to participate in PG&E's letter of
credit facility that was needed to support the issuance of pollution-control
bonds. Again in April and May 2008, a majority of banks in PG&E’s bank
group refused to participate in a proposed $500 million bank revolver, a
bank credit facility that was required to support PG&E’s liquidity needs
associated with energy procurement activities.”

GRC2014-Ph-1_DR_TURN_024-Q01 Page 1
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PACIFIC GAS AND ELECTRIC COMPANY
2014 General Rate Case Phase |
Application 12-11-009
Data Response

PG&E Data Request No.: TURN_024-02

PG&E File Name: GRC2014-Ph-1 DR_TURN_024-Q02

Reguest Date: February 1, 2013 Requester DR No.: | TURN-PG&E-24

Date Sent: February 15, 2013 Reguesting Party: The Utility Reform Network
PG&E Witness: David Thomason Requester: Hayley Goodson

SuBJECT: PG&E-10, CHAPTER 12 (FINANCIAL HEALTH)

QUESTION 2

In Exhibit (PG&E-10), p. 12-2, line 9, PG&E states, "PG&E will finance a portion of
[approximately $16 billion in capital expenditures over this GRC cycle] with internally
generated funds, but the balance of these investments must be financed externally,
principally with long-term debt and common equity capital.” At p. 12-5, line 28, PG&E
states, “PG&E must be able to demonstrate to investors that they can expect to earn a
competitive return.” Please provide copies of PG&E’s most current five year projected
income statement, balance sheet, cash flow statement and credit quality metrics.
(TURN is willing to freat this information confidentially at PG&E’s request.) In preparing
those documents, what assumptions did PG&E make regarding Commission
authorization of the revenue requirement requests included in this general rate case?
Explain the assumptions for test year 2014 and attrition years 2015 and 2016. (See
Aglet Q/A 15, submitted February 8, 2010 in A.09-12-020, PG&E’s test year 2011 GRC,
and Aglet Q/A 193, submitted April 15, 2010 in the same proceeding.)

ANSWER 2

Attachments to this response have been marked CONFIDENTIAL and are
submitted pursuant to the parties’ Non-disclosure Agreement.

Altached are two sets of forecasted financial statements that were used to prepare the

2012-2016 Financial Outlook as presented to the Board of Directors in September 2012:

The first set (GRC2014-Ph-I_DR_TURN_024-Q02Atch01CONF) assumed 2014 GRC

revenues consistent with PG&E’s 2014 GRC NOI filing including the attrition years 2015

and 2016. The second set (GRC2014-Ph-l_DR_TURN_024-Q02Atch02CONF)

presents a negative outlook, which assumed, among other things, a 2014 GRC revenue \/
increase that included large unidentified reductions from PG&E's requested expense

and capital expenditure funding levels (as shown in the financial statements). The 2014

expense and capital funding reductions in the negative cutlook were also carried into

2015 and 2016 to match reduced attrition revenue increases.

GRC2014-Ph-I_DR_TURN_024-Q02 Page 1
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PACIFIC GAS AND ELECTRIC COMPANY
2014 General Rate Case Phase |
Application 12-11-009
Data Response

PG&E Data Request No.; TURN_024-04

PG&E File Name: GRC2014-Ph-l DR _TURN_024-Q04

Request Date: February 1, 2013 Reqguester DR No.: | TURN-PG&E-24

Date Sent; February 15, 2013 Reguesting Party: The Utility Reform Network
PG&E Witness: Walter Campbell Reguester: Hayley Goodson

SUBJECT: PG&E-10, CHAPTER 12 (FINANCIAL HEALTH)

QUESTION 4

in Exhibit (PG&E-10), p. 12-3, line 27, PG&E states that PG&E is now rated BBB by
Standard & Poor’s and A- by Moody's Investor Service. Please provide a listing of all
changes to PG&E’s corporate credit ratings by Standard & Poor’s and Moody's from
January 2000 through the present. Include all changes to the Standard & Poor’s and
Moody’s outlook or credit watch status during the same period. (See Aglet Q/A 8,
submitted February 8, 2010 in A.09-12-020, PG&E's test year 2011 GRC. Check the
table entry for Standard & Poor’s 02/16/05, which might have been BBB, not BBB-.)

ANSWER 4

A listing of all changes to PG&E’s corporate credit ratings by Standard & Poor’s and
Moody’s, from January 2000 through the present, appears on the following page.

GRC2014-Ph-I_DR_TURN_024-Q04 Page 1
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Pacific Gas and Electric Company

Historical Credit Ratings

Standard & Poor's Moody’s Investor Service
Date Corporate Qutlook Date Long QOutlook
Credit Term
Rating Issuer
Rating

01/01/2000 A+ Stable 05/11/1985 A3 Stable

12/13/2000 A+ Negative 12/11/2000 A2 Stable
01/04/2001 BBB- Negative 12/11/2000 A2 Negative
01/16/2001 CC Negative 01/05/2001 Baa3 Negative
01/19/2001 cC Stable 01/17/2001 Caa2 Negative
01/22/2001 D Stable 06/23/2003 Caa2 Positive

04/16/2004 BBB- Stable 10/23/2003 B2 Stable
02/16/2005 BBB Stable 12/08/2003 B2 Positive
05/31/2007 BBB+ Stable 12/23/2003 Ba2 Positive

09/10/2010 BBB+ Negative 03/12/2004 Baa3 Stable
12/15/2010 BBB+ Stable 12/13/2004 Baa3 Positive

03/16/2011 BBB+ Negative 03/03/2005 Baa1 Stable
12/08/2011 BBB Stable 04/09/2007 Baa1 Positive

12/27/2007 A3 Stable

Source: S&P and Moody's websites
Page 2

GRC2014-Ph-I_DR_TURN_024-Q04
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PACIFIC GAS AND ELECTRIC COMPANY
2014 General Rate Case Phase |
Application 12-11-009
Data Response

PG&E Data Reguest No.: TURN_024-09

PG&E File Name: GRC2014-Ph-l DR_TURN_024-Q09

Request Date: February 1, 2013 Requester DR No.: | TURN-PG&E-24

Date Sent: February 15, 2013 Reguesting Party: The Ultility Reform Network
PG&E Withess: Teresa Hogiund Requester; Hayley Goodson

SuBJECT: PG&E-10, CHAPTER 12 (FINANCIAL HEALTH)

QUESTION 9

In Exhibit (PG&E-10), p. 12-6, line 28, PG&E states that “cost-of-service regulation
makes it unusual for utilities to materially exceed the equity returns authorized as
reasonable by the commissions.” Please provide a listing of PG&E's authorized and
achieved annual returns on rate base (ROR) and returns on equity (ROE) for the years
2003 through 2012. Indicate general rate case test years. (See Aglet Q/A 9 and
9-Supplemental, submitted February 8, 2010 in A.08-12-020, PG&E's test year 2011

GRC.)

ANSWER 9

Please refer to GRC2014-Ph-I_DR_TURN_024-Q09Atch01 for PG&E's authorized and
recorded annual Rate of Return (ROR) and Return on Equity (ROE) for the years 2003
through 2011.

PG&E objects to this question for 2012 to the extent the question asks for actual 2012
data while PG&E’s 2014 GRC forecast uses a base year of 2011 recorded data in
accordance with the Commission’s Rate Case Plan. Notwithstanding the foregoing, and
without waiving PG&E’s right to object to the admissibility of the requested information
into evidence, PG&E will respond when the 2012 financial data is available.

GRC2014-Ph-I_DR_TURN_024-Q09 Page 1
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PACIFIC GAS AND ELECTRIC COMPANY

GRC2014-Ph-I_DR_TURN_024-Q09Atch01

ALL OPERATING DEPARTMENTS
RATES OF RETURN
YEARS 2003 through 2011

All Electric and Gas
Operations Recorded
Rates of Return

CPUC Authorized
Rates of Return

FERC Electric
Transmission Filed
Rates of Return

Year ROR ROE ROR ROE ROR ROE
2003 7.37% 7.34% 9.24% 11.22% 10.31% 13.50%
2004 8.33% 10.80% 8.53% 11,229 9.81% 13.00%
2005 8.85% 11.57% B.77% 11.22% 0.81% 13.00%
2006 8.97% 11.80% 8.79% 11.35% 9.14% 12.00% \/
2007 8.27% 12.37% 8.79% 11.35% 9.17% 12.00%
2008 9.16% 12.16% 8.79% 11.35% 8.17% 12.00%
2009 B.67% 11.18% 8.79% 11.35% 9.27% 12.30%
2010 8.64% 11.19% 8.79% 11.35% 9.35% 12.30%
2011 7.73% 9.53% 8.79% 11.35% 9.35% 12.30%

I N
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PACIFIC GAS AND ELECTRIC COMPANY
2014 General Rate Case Phase |
Application 12-11-009
Data Response

PG&E Data Request No.: TURN_024-10

PG&E File Name; GRC2014-Ph-I DR_TURN_024-Q10

Request Date:; February 1, 2013 Requester DR No.: | TURN-PG&E-24

Date Sent: February 15, 2013 Requesting Party: The Utility Reform Network
PG&E Witness: Teresa Hoglund Requester: Hayley Goodson

SuBJECT: PG&E-10, CHAPTER 12 (FINANCIAL HEALTH)

QUESTION 10

For each of the most recent seven PG&E general rate cases, please provide data for
the test year, initial requested revenue requirements (base revenue amount, separated
into electric distribution, gas distribution and electric generation), and the corresponding
revenue requirements authorized by the Commission. {See Aglet Q/A 28, submitted
February 8, 2010 in A.09-12-020, PG&E’s test year 2011 GRC.)

ANSWER 10

Please refer to GRC2014-Ph-[_DR_TURN_024-Q10Atch01.

GRC2014-Ph-I_DR_TURN_024-Q10 Page 1
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Pacific Gas and Electrle Company
GRC History RRQ Requested vs Adepted

GRC2014-Ph-1_DR_TURN_024-Q10Atch01

Line
No. 1990 GRCW 1993 GRC® 1995 GRG™ 1999 GRC® 2003 GRC 2007 GRC 2011 GRC
0.89-12-057 D.82-12-037 5.86-12.055 D.00-02-045 D.04-05-055 D.07-03-044 D.11-05-018
1 Reguested RRQ
2 Generation 843,778 1,065,400 1,831,340
3 Electric Distribution 2,375,213 2, 710479 3,069,800 3,631,418
4 Teotal Electric 3,508,817 3,870,453 3,420,430 2,375,213 3,654 257 4,135,200 5,462,753
5  Gas Distribution 1,158,570 982,308 1,088,400 1,315,665
Total Gas 1,165,985 1,379,097 T 163,877 1,158,570 982,309 7,088 400 1,315,666
é) Total GRC 4,674,802 5,199,550 4,584,307 3,533,783 4,836,566 5,223 BOO 6,778,419
8 Adopted RRQ
9 Generation 912,258 1,019,800 1,667,810
i0 Electric Distribution 2,061,282 2,493,034 2,850,100 3,348,465
M Total Electric 3,188,017 3,753,557 3,248,634 2,061,282 3,405,282 3,869,900 5,014,275
12 Gas Distribution 857,878 826,513 1,073,400 1,154,351
13 Total Gas 1,079,834 1,287,311 1,087,580 857,878 925 513 1,073,400 1,154,351
Total GRC 4 267,851 5,040,865 4346214 2.619,160 4,331,805 5,043,300 6,168,626
NOTES: 0)“7’ 70 Qé‘q 940@ 821 :é 9%.4’ 9615

() Prior fo 1998 GRC, the GRC revenue requirernents were not unbundled to generation and distribution.
(b} No electric generation amounts are provided since generation base revenue requirement is established outside the 1989 GRC in compliance with D.97-12-086, as a result of electric industry restructuring.

() For all years, the Revenue Requiremenst {not the billed reveniues) are shown,

18 Requested RRQ Source (References are to Decision order & JOE appendices unless otherwise noted.)

16 Generation

17 Electric Distribution
18 Total Electric

18 Gas Distribution

20 Total Gas

See Line 27-31 below  ApdxB, p2
See Line 27-31 below  ApdxD, p2

21 Adopted RRQ Source (References are to Declsion order & a
29 Generation
23 Eleciric Distribution

24 Total Electric ApoxB, p29 ApdxB, p2

25 Gas Distribution

26 Total Gas ApdxE, p26 ApdxD, p2
1980 GRC Requested RRQ Calculation (to

27 Lina 4 above)

28 ' Source I Electric Dept

29 Adopted RRQ Order AppB pg 29 3,188,017

30 Less: Adopted Increase  Orderpg 2 44,209

30 Revenue at Present Rates  Calculated 3,143,808

31 Add:Requested Increase  Order pg 2 365,008

31 Requested RRQ Calculated 3,808,817

(1} References are o the comparison exhibit for these cases,

Apdx8, pB-1

ApdxC, pC-1

ices uniess otherwise noted.

ApdxB, pB-1

ApAXC, pC-1

Order, Apdx B pB3

Order, Apdx B pC3

1980 GRC Requested RRQ Calculation (to
Line 6 above)

g

L660S00 S®ID dS

Source Gas Dept
Order AppE pg 26 1,079,934
Order pg 2 39,008
Calculated 1,040,928
Qrder pg 2 125,056
Calculated 1,165,888

(1) Exh 100, p2-25

{1) Exh 474, Table 2-1 (1) Exh 100, p2-4

(1) Exh 474, Table 2-5 (1) Exh 100, p2-15

Order, Atch © pD3-2
Order, Alch D pD1-2

Order, Atch D pD2-2

Dec, Apdx C pC-21
Dec. Apdx C pC-21

Dee. Apdx C pC-21

Dec. Apdx C pC-21
Dec, Apdx C pC-21

Dec. Apdx C pC-21

1.0

Dec. Atch 2, Table 3-1, p2-27
Oac. Atch 4, pi

Dec, Atch 2, Table 2-1, p2-14

Dec. Atch 2, Table 3-1, p2-27
Dec. Atch 4, p1, AL 3889-E

Dec. Atch 2, Table 2-1, p2-14

GRC2014-Ph-I_DR_TURN_024-Q10Atch01



PACIFIC GAS AND ELECTRIC COMPANY
2014 General Rate Case Phase |
Application 12-11-009
Data Response

PG&E Data Request No.: TURN_024-11

PG&E File Name: GRC2014-Ph-1_ DR_TURN_ 024-Q11

Request Date: February 1, 2013 Requester DR No.: | TURN-PG&E-24

Date Sent: February 15, 2013 Regquesting Party: The Utility Reform Network
Waliter Campbell Requester: Hayley Goodson
Jay Dore

PG&E Witness: Jason Wells

SuBJECT: PG&E-10, CHAPTER 12 (FINANCIAL HEALTH)

QUESTION 11

If the Commission does not grant PG&E'’s test year and attrition year revenue
requirement requests in this proceeding, what is PG&E’s policy regarding spending and
authorized revenue requirements? Will PG&E reduce its spending fo stay within
authorized revenue requirements, or will PG&E spend requested amounts despite
Commission disallowances, or does PG&E have some other policy regarding spending
levels? Explain the answers. (See Aglet Q/A 22, submitted February 8, 2010 in
A.09-12-020, PG&E’s test year 2011 GRC.)

ANSWER 11

With the goal of providing safe, reliable, affordable, and customer-focused service to its
customers, PG&E attempts to operate its business within the cost levels authorized by
the Commission. Should the Commission not grant PG&E'’s test year and attrition year
revenue requirement requests in this proceeding, PG&E would, as it does in any given
year, evaluate the work priorities and circumstances to determine an appropriate level

of spending.

GRC2014-Ph-I_DR_TURN_024-Q11 Page 1
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PACIFIC GAS AND ELECTRIC COMPANY
2014 General Rate Case Phase |
Application 12-11-009
Data Response

PG&E Data Request No.: TURN_024-16

PG&E File Name: GRC2014-Ph-_ DR_TURN_024-Q186

Request Date: February 1, 2013 Requester DR No.: | TURN-PG&E-24

Date Sent: February 15, 2013 Reguesting Party: The Utility Reform Network
Walter Campbell Requester: Hayley Goodson
Jay Dore

PG&E Withess: Jason Wells

SuBJECT: PG&E-10, CHAPTER 12 (FINANCIAL HEALTH)

QUESTION 16

In A.09-11-020, PG&E’s test year 2011 GRC, Aglet submitted the following discovery
request: “In Exhibit (PG&E-1), p. 1-19, line 10, PG&E states, ‘Overall, we believe the
dollars and ratemaking mechanisms we are requesting in this case optimally meet the
needs of our customers and allow us to provide safe and reliable service ata
reasonable cost.' Using what measures does PG&E seek an optimum? Do those
measures include high achieved ROE, or low growth in average rates? Do the needs of
PG&E customers include the need for low utility rates?” PG&E responded, "PG&E
seeks to balance the objective of providing safe and reliable service with its aspiration to. \/
provide low utility rates, both today and over time. PG&E considers earning a
reasonable rate of return to be necessary to achieve this balance.” (See Aglet Q/A 27,
submitted February 8, 2010 in A.09-12-020.) Does PG&E hold the same views today?
If no, explain the answer.

ANSWER 16

Yes. For a more complete exposition on the relationship between providing utility
service and the need to earn a reasonable return, please see PG&E’s direct testimony
in this proceeding in Exhibit (PG&E-10), Chapter 12. See also PG&E’s response to
GRC2014-Ph-I_DR_TURN_024-Q11.

GRC2014-Ph-I_DR_TURN_024-Q18 Page 1
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4’81 PG&E Corporation and Pacific Gas and Electric Company
2009 ANNUAL REPORT

< exwy ?"V)

A

SB GT&S 0051000



PG&E Corporation's and the Utility's financial condition
depends upon the Utility's ability to recover its costs in a
timely manner from the Utility’s customers through regulated
rates and otherwise execute its business strategy.

The Utility’s financial condition particularly depends on its
ability to recover in rates, in a timely manner, the costs of
electricity and natural gas purchased for its customers, its
operating expenses, and an adequate return of and on the
capital invested in its utility assets, including the costs of
long-term debt and equity issued to finance their
acquisition. Unanticipated changes in operating expenses
or capital expenditures can cause material differences
between forecasted costs used to determine rates and actual
costs incurred, which, in turn, affect the Utility’s ability to
earn its authorized rate of return. The Utility’s revenue
requirements for its basic electric and natural gas
distribution operations and its electric generation
operations have been set by the CPUC through 2010, and
the Utility’s next GRC will not be effective until January 1,
2011. In addition, the CPUC or the FERC may not allow
the Utlity to recover costs that it has already incurred on
the basis that such costs were not reasonably or prudently

incurred or for other reasons.

The CPUC also has authorized the Utility to collect
rates to recover the costs of various public policy programs
that provide customer incentives and subsidies for energy
efficiency programs and for the development and use of
renewable and self-generation technologies. In addition,
the CPUC has authorized ratemaking mechanisms that
permit the utilities to earn incentives (or incur a
reimbursement obligation) depending on the extent to
which the utilities meet the CPUC’s energy savings and
demand reduction goals over three-year program cycles.
There is considerable uncertainty about how the costs and
the savings attributable to these energy efficiency programs
will be measured and verified. As customer rates rise to
reflect these subsidies, customer incentives, or shareholder
incentives, the risk may increase that the CPUC or another
state authority will disallow recovery of some of the
Utility’s costs based on a determination that the costs were
not reasonably incurred or for some other reason, resulting
in stranded investment capital,

In addition, changes in laws and regulations or changes
in the political and regulatory environment may have an
adverse effect on the Utility’s ability to timely recover its
costs and earn its authorized rate of return. During the
2000~2001 energy crisis that followed the implementation
of California’s electric industry restructuring, the Utility
could not recover in rates the high prices it had to pay for
wholesale electricity, which ultimately caused the Utility to
file a petition for reorganization under Chapter 11. In
2003, PG&E Corporation, the Utility, and the CPUC

40

entered into a settlement agreement to resolve the Utility’s
Chapter 11 proceeding, which was incorporated into the
Utility’s plan of reorganization that became effective in
April 2004, Even though the settlement agreement and
current regulatory mechanisms contemplate that the
CPUC will give the Utility the opportunity to recover its
reasonable and prudent future costs of electricity and
natural gas in its rates, the CPUC may not find that all of
the Utility’s costs are reasonable and prudent, or the
CPUC may take actions or fail to take actions that would
be to the Utility's detriment, In addition, the bankruptcy
court having jurisdiction of the Chapter 11 settlement
agreement or other courts may fail to implement or enforce
the terms of the Chapter 11 settlement agreement and the
Utility’s plan of reorganization in a manner that would
produce the economic results that PG&E Corporation and
the Utility intend or anticipate.

The Utility’s failure to recover any material amount of its
costs through its rates in a timely manner would have a material
adverse effect on PG&E Corporation’s and the Utility’s
financial condition, results of operations, and cash flows.

The Utility faces uncertainties associated with the future level
of bundled electric load for which it must procure electricity
and secure generating capacity and, under certain
circumstances, may not be able fo recover all of its costs.
The Utility must procure electricity to meet customer
demand, plus applicable reserve margins not satisfied from
the Utility’s own generation facilities and existing
electricity contracts. When customer demand exceeds the
amount of electricity that can be economically produced
from the Utility’s own generation facilities plus net energy
purchase contracts (including DWR contracts allocated to
the Utility’s customers}), the Utility will be in a “short”
position. When the Utility’s supply of electricity from its
own generation resources plus net energy purchase
contracts exceeds customer demand, the Utility isin a
“long” position.

The amount of electricity the Utility needs to meet the
demands of customers that is not satisfied from the
Utility’s own generation facilities, existing purchase
contracts, or DWR contracts allocated to the Utility’s
customers could increase or decrease due to a variety of
factors, including, without limitation a change in the
number of the Utility’s customers, periodic expirations, or
terminations of the Utility's existing electricity purchase
contracts termination of the DWR’s obligations to provide
electricity under purchase contracts allocated to the
Utility’s customers; execution of new energy and capacity
purchase contracts; fluctuation in the output of
hydroelectric and other renewable power facilities owned
or under contract by the Utility; implementation of new

\L
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PG&E Corporation - Press Release Page 1 of 2

FOR IMMEDIATE RELEASE

May 2, 2013
CONTACT: PG&E External Communications: 1-415-973-5930

PG&E CORPORATION REPORTS FIRST-QUARTER 2013 RESULTS

SAN FRANCISCO, Calif.—PG&E Corporation’s {NYSE: PCG) first-quarter 2013 net income after
dividends on preferred stock (also called "income available for common shareholders") was $239
million, or $0.55 per share, as reported in accordance with generally accepted accounting
principles (GAAP). This compares with $233 million, or $0.56 per share, for the first quarter of
2012,

GAAP results include items that management does not consider part of normal, ongoing
operations {(items impacting comparability), which totaled $62 million pre-tax, or $0.08 per share
for the quarter. The items impacting comparability all relate to natural gas matters, including
costs to validate safe pipeline operating pressures and other safety improvements, as well as legal

and other costs.

The total cost for natural gas pipeline-related actions incurred at shareholders’ expense since the
San Bruno accident in 2010 now exceeds $1.4 billion.

"We continued to make very good operational progress during the quarter, consistent with our
focus on becoming one of the safest and most reliable utilities in the country,” said Tony Earley,
Chairman, CEO, and President of PG&E Corporation. "We delivered ongoing and significant gains
in our gas safety program, completed a safe refueling outage at Diablo Canyon Power Plant, and
provided customers with the best electric reliability in our history.”

During the quarter, PG&E's gas operations team announced completion of three more of the
National Transportation Safety Board's 12 safety recommendations that followed the San Bruno
accident, and continued to make progress on the remaining five. The team also continued to
strength-test and replace the utility's transmission pipelines and install additional automatic or
remote shut-off valves as part of its safety program.

The first-quarter refueling outage at the company's nuclear plant was among the most successful
in Diablo Canyon's history, given the depth and breadth of the work involved, the excellent
employee safety performance, and its conclusion ahead of schedule.

In electric operations, PG&E's reiiability performance for the quarter achieved a company record
for the lowest frequency and duration of outages. Since the quarter ended, the utility also broke
ground on the first of three new electric distribution control centers, which will serve to further
enhance system reliability for customers over the long term.

Earnings from Operations

On a non-GAAP basis, excluding items impacting comparability, PG&E Corporation's earnings from
operations in the first quarter of 2013 were $276 million, or $0.63 per share, During the same
period in 2012, earnings from operations were $372 million, or $0.89 per share.

The quarter-over-quarter difference primarily reflects a number of factors that negatively
impacted this year's first-quarter results. The lower regulated return on equity and debt as
compared to last year was the single biggest factor, accounting for $0.10 of the decrease. Other
factors included the cost of the regularly scheduled nuclear refueling outage, which accounted for
a decrease of $0.06, and additional shares outstanding, which accounted for a decrease of $0.04.

2013 Earnings Guidance

PG&E Corporation is maintaining its previously issued 2013 guidance range for non-GAAP eamings
from operations of $2.55 to $2.75 per share, On a GAAP basis, including tne estimated amounts
Tor the tems impacting comparabllity Tor 2013, the range for projected earnings is also

unchanged at $1.66 to $2.22 per share.

Guidance is based on various assumptions, including a lower authorized return on equity and
additional equity issuances. These and other assumptions are provided in an appendix to the
presentation accompanying the earnings release, available on PG&E Corporation's web site at:
http://www.pgecorp.com/news/press releases/Release Archive2013/130502press release.shtml.

PG&E Corporation discloses historical financial results and provides guidance based on "earnings
from operations” in order to provide a measure that allows investors to compare the underlying
financial performance of the business from one period to another, exclusive of items that
management helieves do not reflect the normal course of operations. Earnings from operations
are not a substitute or alternative for consolidated income available for common shareholders
presented in accordance with GAAP. See the accompanying exhibits for a reconciliation of the

vy
http://www.pgecorp.com/news/press_releases/Release_Archive2013/130502press release.s... 5/2/2013
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differences between results and guidance based on earnings from operations and results and
guidance based on consolidated income available for common shareholders.

Supplemental Financial Information

In addition to the financial information accompanying this release, presentation slides for today's
conference call with the financial community have been furnished to the Securities and Exchange
Commission and are available on the corporation web site above.

Conference Call with the Financial Community to Discuss Financial Results

Today's call at 11:00 a.m., Eastern Time, is open to the public on a listen-only basis via webcast.
Please visit http://www.paecorp.com/investors/investor info/conference/ for more information
and instructions for accessing the webcast. The call will be archived on the website, Alternatively,
a toll-free replay of the conference call may be accessed shortly after the live call until 8:00 p.m.
Eastern Time, May 16, 2013, by dialing (866} 415-9493. International callers may dial (205} 289-
3247. For both domestic and international callers, the pin number 23959# will be required to
access the replay.

Management's statements regarding quidance for PGRE Corporation's future financial results and earnings from
operations per caommon share and the underlying assumptions constitute forward-looking statements that are
necessarily subject to variocus risks and uncertainties, These statements reflect management's judgment and opinions
which are based on curreant expectations and verious forecasts, estimates, and projections, the realization or
resolution of which may be outside of management's control, PGRE Corporation and the utllity are not able to predict
all the factors that may affect future resulls. Some of the factors that could cause actual results to differ materially
incluge:

# the cutcome of pending investigations related to the utility’s natural gas systemn operating practices and the San
Bruno accident, including the ultimate amount of penalties {including criminal penalties, if any) and third-party
fiability the utility incurs;

& the outcomes of ratermaking proceedings, such as the 2014 General Rate Case, the electric transmission owner rate
case, and the 2015 Gas Transmission and Storage rate case;

# the ultimate amount of costs the utility incurs in the future that are not recovered through rates;

& the outcome of future investigations or enforcement proceedings relating to the utility's compliance with laws, rules,
requlations, or orders applicable fo the operation, inspection, and maintenance of its electric and gas facilities;

& whether PG&E Corporation and the utility are able to repair the reputational harm that they have suffered, and may
suffer in the foture, due to the negative publicity surrounding the San Bruno accident, the related clvil litigation, and
the pending investigations, Including any charge or finding of criminal Hability;

4 the levet of equity contributions that PG&E Corporation must make to the utility to enable the utility to maintain its
authorized capital structure as the utility incurs charges and costs, including costs associated with natural gas matters
and penalties imposed in connection with the pending investigations, that are not recoverable through rates or
insurance;

# khe impact of environmental remediation faws, regulations, and orders; the ultimate amount of environmental
remediation costs; the extent to which the utility is able to recover such costs from third parties or through rates or
insurance; and the ultimate amouet of environmental remediation costs the utility incurs that are not recoverable
thraugh rates or insurance, such as the remediation costs assodiated with the utility's natural gas compressor station
site located near Hinkley, California;

% the impact of new legislation, regulations, recornmendations, policies, decisions, or orders relating to the operations,
seismic design, security, safety, or decommissioning of nuclear generation facilities, the storage of spent nuclear fuel
ar cooling water intake;

# the occurrence of events, including cyber-attacks, that can cause unplanned outages, reduce generating output,
disrupt the utility's service to customears, or damage or disrupt the facilities, operations, or information technslegy
and systemns owned by the utility, its customers, or third parties on which the utility refies; and whether the
oceurrence of such events subject the utility to third-party liability for property damage or personal injury, or result in
the imposition of civil, criminal, or regulatory penalties on the utility; and

# the other factors and risks discussed in PGRE Corporation's and the uillity’s 2012 Annual Report on Form 18-K and
other reports filed with the Securities and Exchange Commission.

http://fwww.pgecorp.com/news/press_releases/Release Archive2013/130502press_release.s...

Page 2 of 2

\A

5121201

SB GT&S 0051003


http://www.poecorp.eom/investors/investor_info/conference/
http://www.pgecorp.eom/news/press_releases/Release_Archive2013/130502press_release.s

PG&E Corporation - Dividend History Page 1 of 3

about us investors news sustainability n

SHAREHOLDER INFO | DIVIDEND AND STOCK SPLIT HISTORY

investor info

: PAYMENT DATE

g anaiyst info Year January April July October

- 2013 $.455
2012 $.455 $.455 $.455 $.455

_financlat contacts - 2011 $,455 $,455 $.455 $.455
2010 $.420 $.455 $.455 $.455
2009 $.390 $.420 $.420 $.420
2008 $.360 $.390 $.390 $.390
2007 $.330 $.360 $.360 $.360
2006 $.330 $.330 $.330 $.330
2005 - $.300 $.300 $.300
2004 - - - -
2003 - . - -
2002 - - - -
2001 $.300 * - - -

* This payment was for the fourth quarter 2000 dividend, which was paid in March 2001,

Dividends were suspended on January 1, 2001,

2000 $.300 $.300 $.300 $.300
1959 $.300 $.300 $.300 $.300
1998 $.300 $.300 $.300 $.300
PG&E Corporation was formed as a holding company on January 1, 1997,
1997 $.300 $.300 $.300 $.300
1996 $.490 ) $.490 $.490 $£.490
1995 $.490 $.490 $.490 $.490
1994 $.470 $.490 $.490 $.490
1993 $.440 $.470 $.470 $.470
1992 $.410 $.440 $.440 $.440
1991 $.380 $.410 $.410 $.410
1990 $.350 $.380 $.380 $.380
1989 $.350 $.350 $.350 $.350
1988 $.480 $.480 $.480 $.350
1987 $.480 $.480 $.480 $.480
1986 $.460 $.460 $.480 $.480
1985 $.430 $.430 $.460 $.460
1984 $.400 $.400 $.430 $.430
A 2-for-1 stock split was announced on June 15, 1983; the dividend was paid on July 15, 1983,
1983 $.750 $.750 $.400 $.400
1982 $.680 $.680 $.750 $.750
1981 $.650 $.680 $.680 $.680
1980 $.610 $.650 $.650 $.650
http://www.pgecorp.com/investors/shareholders/dividend history.shtmi 412120 \{;*
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Utilities /Power Research

PG&E Corp.

INITIATING WITH A BUY — SUBSTANTIAL NEAR-TERM OVERHANG BUT THE

BEST VALUE IN THE GROUP

 BUY(PCG, $40.18)

»

*

Initiating coverage with a Buy rating.

We wanit to increase our exposure to increasingly suppartive CA regulation and
PCG is, in our view, among the best values in the utility universe though at a
relatively high risk level,

We sea the risk/reward in PCG as favorable and the downside limited, given what
we see as the overall supportive attitude of CA regulators towards the utility, plus
an above-average 4.5% vyield and solid balance sheet.

The main risk near term is that on Jan. 7, there is an announcement that no deal
has been reached on the San Bruno issues and formal hearings would resume.
The stock could take a modest near term hit if that happens. But we would
consider the outlook still favorable both near and longer-term for an acceptable
resolution to San Bruno, lead to an overall improvement in earning power,

One school of investor thought is to wait for the equity issuance that is almost
certain to follow any San Bruno resolution, with its likely penalty of perhaps
$600mm. We would probably be buyers on any such issuance, but we feel that
expected issuance is already well discounted in the stock and we are mare
concerned with missing the possible upside from a deal announcement.

We continue to recommend the two other CA utifities, Edison International
(NYSE:EIX, Buy) and Sempra Energy (NYSE:SRE, Buy). All three CA utes are
among our favorite plays going into 2013,

Our cne-year price target for PCG Is $47 based on a regulated group average
year-ahead multiple of 14.9 times our 2014E of $3.15,

Near term, we believe there is better than a 50% chance that in the near term
PCG will reach a global settlement that puts to bed the contentious, long-running
exposures of penalties and pipeline system rebuilding that came out of the fatal
San Bruno explosion in September 2010.

Due to recent improvements in levels of support provided by CA regulators, we
now feel relatively comfortable recommending the stock even before the
settlement and large equity issuance of $1B+ that is likely to follow. Even in the
absence of a near term settlernent, we feel strongly enough that CA reguiation
has turned generally supportive that we feel the riskfreward for investors in PCG
is attractive.

PRICE PERFORMANCE CHART YEAR-TO-DATE

Py

[ T P P R

e

PCG:-1.57%

UTY: -2.85%

Source: Bloomberg

PG&E Corporation is a holding company that holds interests in energy based
businesses. The Company's holdings include a public utility operating in northermn
and central California that provides electricity and natural gas distribution; electricity
generation, procurement, and transmission; and natural gas procurement,
transportation, and storage, The company is headquartered in San Francisco, CA
and the website is www.pgecorp.com.

Source: Bloomberg
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« Reports published in San Francisco newspapers have indicated that PCG has
offered $550m as a penalty in a settlernent, which would be a level already
discounted in the stock in our view,

Key near term date is Jan. 7 which could put pressure on for a settlement to be
announced, otherwise protracted hearings get underway to litigate all the San
Bruno issues before the CPUC. Even if hearings resume, a deal could still be
struck at any time.

.

« We know from our discussions with commissioners, staff, and other parties that
the regulators see PCG as a vehicle for improving the gas pipeline system going
forward and for implementing other CA regulatory initiatives like carbon,
renewables, and energy efficiency.

We also believe that CEO Tony Earley, the long-time industty lsader brought in to

clean up the mess, is held in high regard by the regulators, helping make the case
that PCG can build good relationships with the CPUC and earn reasonable returns

on a high-growth rate base.

.

See page 11 for important disclosures and disclaimers
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A Stable Regulated Utility Waiting to Happen

+ A global settlement could clear the decks for a straightforward fully regulated
utility play with EPS of $3.15 in 2014 following issuaince of $1B+ in equity to pay
a penalty, plus a general rate case that should conclude around year-end 2013,

» But we remain uncertain Iif the company can reach a seftiement with the
consumetr/ratepayer groups in CA that want a public admission of quilt, which the
company should not give, in our view,

The next key date appears to be Jan. 7, when CPUC president Pesvey has set as
the date for resumption of formal proceedings if a settlement is not reached.
However, investors are well aware that these deadlines have been far from hard
in the past months, and we would continue to view the settlement possibility as a
live one.

The biggest issue for investors near term is that, without a settlement, it could
take until 2H13 before the San Brung issues are resolved through fully litigated
proceedings at the CPUC. If there is a public indication that San Bruno is going to
a fully litigated proceeding — which could be the news an Jan. 7, the deadline set
by the CPUC for San Bruno hearings to resume - the stock could take a hit in the
near term.

* We see potentially significant stock price upside of perhaps 5-10% near term if
and when a settlement could be reached.

+ However, we are encouraged by recent CPUC actions regarding PCG and other
utilities that regulators want to put to rest the San Bruno issues and, in effect, see
PCG rebuild its finances and operations 1o return to being a straightforward
regulated utility.

In particular, we see the CPUC’s action on Dec. 20 in removing the penalty ROE -
recommended by an ALY - for future PCG investment in gas pipelines as indicating
a strong desire to move beyond the penalty phase of the San Bruno proceedings,
It’s been well over two years since the explosion, and we see the CPUC as now
aiming to return PCG to being a financially stable regulated utility, capable of
financing the high level of cap ex contemplated under CA's aggressive
infrastructure build program.

CPUC president Peevey was reported in the SF papers on Dec, 23 as being “livid”
that officials of the city of San Bruno and TURN, the consumer group, did not
accept PCG's offer to settle the San Bruno issues for a penalty of $550mm. The
utility opponents are reportedly sticking over wanting PCG to admit to violating
state law in the San Bruno explosion, which PCG in our view should not admit as
it could create an open-ended litigation quagmire {obviously the goal of plaintiff's
lawyers on the case),

Given the way the press laid out the negotiations — which fits with our information
- we feel reasoniably optimistic that there is an acceptable number and an
acceptable verbal formulation that could get this deal done in the near term.
However, it may have to go beyond Jan. 7 and an official resumption of the
proceedings before a deal gets finalized.

*

L

In another supportive move on Dec. 20 - also against the recommendation of an
AL — the CPUC approved the large new gas plant, Oakley, for inclusion in PCG's
future rate case. It implies that rates will be raised in the future to fund rate base
and earnings growth, but Peevey strongly supported it based on the thesis that
the new Qakley plant is an environmental improvement.

We see all these regulatory actions as being part of CPUC President Peevey's
overall effort to keep the utilities financially strong so that they can be used as
part of the regulatory state’s program to batile dimate change, support
renewables, encourage energy efficiency, and achieve other high-minded,
expensive goals for CA society. In that effort, as we see Peevey and the CPUC

See page 11 for important disclosures and disclaimers
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generally, reducing ROE by a few tenths or otherwise dinging the shareholders is
not only beside the point, it is counterproductive.

Basically, PCG in 2014 — assuming a settlement or litigated and reasonable outcome
of the general rate case - could earn $3.10-3.20 in EPS and should get at least a
regulated-average 14.9 multiple — potentially a $47-48 stock.

Without a more or less complete resolution of these open-ended issuss through a
global settlement, PCG stock could continue to struggle for 6-¢ manths if the
litigation of those issues goes to a fuil term through 2013,

We are confident enough about the improving trend in CA regulation that we feel
the downside is limited for PCG stock, especially considering the above-average
4.5% yield.

However, even if CA regulators restart the litigation path for the complex San
Bruno/pipeline issues, we believe an eventual global settlement remains a real

possibility.

The case for improving regulation in CA

On Dac. 20, the CPUC took two significant actions, contradicting its own
administrative law judges, that we see as supportive of PCG and the thesis that

Our support for EIX and SRE stocks continues to be, significantly, a play on
improving CA regulation which was much in evidence yesterday.

The CA Public Utilities Commission (CPUC), at its meeting on 12/20, took no fewer
than four different actions that were supportive of the CA utilities:

« Modestly raised EXX's allowed ROE to 10.45%, vs. 10.4% in the proposad
decision, after the company made its case in recent meetings with the
commissioners, That improves EPS by about $0.015 by our estimate, but more
important it is a sign of directional improvement in regulation and earning
potential for a stock that has recently turned back into a fully regulated CA utility
by moving to deconsolidate its bankrupt unregulated generation unit EME.

Raised the equity ratio for SRE's SDGRE utility to 52%, vs. 50.5% in the PD, also
a slight boost to SRE’s EPS but a big boost to our confidence in CA regulation.

Raised PCG's ROE on designated future pipeline safety investments (PSEP) from
the punitive ROE in the PD to a full equity return. PCG still objects to the
substantial effective disallowance of future capital spending on pipeline safety that
is embedded in the decision. But we sea the change in the ROE as indicating that
the CPUC wants o continue to incent future investment from PCG.

Allowed PCG to go ahead with the acquisition of a new gas plant, Oakley. This
represents a significant future growth opportunity for the utility as the plant is
added to rate base upon completion. The CPUC went ahead with this boost to
PCG’s prospects over the objections of existing unregulated generators in CA, and
against the PD for not allowing it as costly to ratepayers. Tellingly, president
Peevey pushed the PCG acquisition of the project, among other reasons, because
it was a way that the CPUC could use the utility to advance state environmental

goals.

The CPUC is increasingly reflecting the strong influence of president
Peevey, who in our view sees the utilities as instruments of ambitious
policy goals in CA for which they need to be incented and kept financially
strang. Peevey was not Gov. Brown’s man but has gained the governor’s favor and
his ear for using the utilities as implementers of policy goals, such as climate change
and renewables. We view yesterday’s votes an indicating that Peevey has also
converted to this way of thinking commissioners Florio, who was the consumer

Sea page 11 for important disclosures and disclaimers

19

SB GT&S 0051008



January 2, 2013

"‘”bgc

voice + electronic brokerage

Kit Konolige
kkonolige@hbgcpartners.com
cell: 646.508.965%7

BGC Financial

advocate opposing the utilities for many years, and Ferron, who earlier in 2012 was
making investors very nervous by suggesting that CA utility ROEs were well above
the national average and were significantly too high.

Peevey in our analysis uses his influence to downplay the Importance of ROEs and
generally of utilities” earnings as a consumer issue — the default position for many
regulators sych as the MD chairman Nazarian, who especially pounds on Pepco
Holdings (NYSE:POM, Hold). Instead, he talks frequentfy about the need to have
financially strong utilities to undertake the major rate base expansion that he
considers important for CA — new transmission lines to support remote renewsble
projects, smart grid, rooftop solar — and also as vehicles for influencing and
implementing the social projects that Brown and Sacramento generally favor, At
yesterday’s meeting, Peevey spoke about how the proposed awards for energy
efficiency for the utilities were too low — clearly he believes that a few extra dollars
in utility earnings through slightly higher rates is a small price to pay for CAto be a
leader on issues like efficiency that he considers important.

One obvious example of quietly supportive regulation was the improvement in SRE's
equity ratio to 52%. Mathematicaily, increasing the regulatory equity level leads as
directly to higher utility earnings as raising the allowed ROE. But it is a much less
politically sensitive topic and the SRE equity layer was raised by the CPUC with
virtually no public comment or objection.

PCG settlement? We have no doubt from our prior visits and discussions with
CPUC members and their staffs that the commissioners would like the huge San
Bruno/pipeline issues dealt with through a global settlement, The CPUC does not
want to conduct lengthy, messy proceedings that could last most of 2013 for an
incident that occurred over two years ago, as bad as it was. If we are right that the
CPUC sees the ufilities as instruments of state policy to be kept financially sound,
then the PCG gas issues are a massive distraction and even counterproductive, since
any dollars PCG pays in penalties is a dollar that goes to the CA general fund and
not into pipeline safety or any other CPUC goal,

The potential PCG global settlement has been talked about by the company,
investors, and the regulatory parties for numerous months now. Our belief is that
the division of ratepayer advocates (DRA) continues to push for an admission of
guilt by PCG which Is legally impossible. We see the CPUC’s decision to improve the
PSEP ROE as a signal to parties including the DRA that the CPUC would like to be
done with the San Bruno penalty issues and look towards rebuilding the gas system

in the future.

Gov. Brown's appointment of Carla Peterman to the CPUC is an
incremental negative but we feel her impact on the commission should be
minor. Her negative points include: her youth and inexperience (34}); she has been
a board member and treasurer of the consumer group/utility opponent TURN; her
“jobs” have mainly been as a student (still working on a doctorate in how to finance
renewable energy) and regulator (at the CA Energy Commission); and she was a
Rhodes Scholar, which seems increasingly to pre-select future politicians. She once
was an analyst in investment banking at Lehman before the collapse, which some
have taken as a positive from an investment perspective. Her replacing Tim Simon,
an experienced Republican securities lawyer, will not help the balance of power on
the CPUC from an investor perspective.

However, as with other commissioners including Florio with his decades working at
TURN, we feel it is possible that she can be educated about the fair balance legally
required of CPUC members between consumer and investar interests, as well as
president Peevey's interest in maintaining the financial strength of the utiliies to use
them as vehicles for implement state policies.

See page 11 for important disclosures and disclaimers
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At the core, PCG is a pure-play CA utility, owner of the northern CA power and
gas distribution and transmission assets {and some residual regulated generation).

We see EPS reaching a more normalized level of $3.10-3.20 in 2014, based on
various assumptions about the resolution of the San Bruno issues and a reasonable
outcome of the general rate case that should be decided around the end of 2013.

Upcoming events:
Settlement?

Jan. 7 hearings may resume — the stock would likely have a negative reaction if
hearings resume, as it implies a deal could not be reached near term. But we
believe a deal would remain a live possibility even if hearings resume.

General rate case runs through 2013, Given the round of CPUC decisions in
the months leading up to Dec, 20, which we view as constructive overall, we are
cautiously optimistic that the GRC should go reasonably well. However, it will be the
first time that the new commissioner, Carla Peterman, can weigh in, and we are
concerned that her background implies a less constructive view of utilities than the
commissioner she replaced, Timothy Simon,

Late February — Q4 call, possible guidance for 2013 EPS. We think 2013
looks like $2.80-2.85. Guidance lower than this range could be a negative as
indicating general EPS trend. However, absent a seftlement, and given that a
general rate case is underway in 2014, PCG has an interest in giving full weight to
the negative impacts on its earmnings. The more important guidance will come in
association with a settlement or final resolution of in
whether they come before or after February.

The San Bruno gas explosion in September 2010, which killed 8 people and
caused extensive injuries and property damage, has led to a series of criminal and
civil legal proceedings and three investigations by the CA Public Utilities Commission
(CPUC). We do not believe that the criminal investigations will result in significant
hurts to shareholders, and the civil litigation has largely been circled by the
company, we believe,

The simple way to look at the ultimate resolution of the San Bruno/gas
issues is that PCG is likely to pay a $600mm+ penalty to clear the decks to
earn a reasonable return on its existing rate base and the large
investment it will make in the future.

In other words, once San Bruno is resolved and the equity issued — and
based on our interpretation of public and private indications from the
CPUC — PCG should be a stable, fully regulated, high growth utility with
earning power that we estimate at $3.15 in 2014 and rising robustly from
there.

Earnings and Financial Qutlook: $3.15 EPS in 2014 following $1B+ in new
equity

We see the underlying utllity growth rate as 6-8% over the middle term. The CPUC
under Peevey continues to implement the increasing CA political consensus that CO2

reduction, renewable support, energy efficiency, and various support mechanisms
for those goals should be an aggressive part of state policy, more or less regardless
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of cost,

1n addition, PCG has the specific driver of higher cap ex in expanded investment for
pipeline safety through the PSEP program.

We see capex as rising from $4.7B In 2012 to $5.0B in 2014, versus depreciation in
the range of $2.5-2.9B, indicating substantial net new rate base formation at a rate
of about 10% annually.

Since some of that rate base growth will be funded with new equity, the implied EPS
growth is lower but still well above the industry average. Given supportive CA
regtilation with its cycle of three-year general rate cases that set the level of
investment and operating costs, while the separate cost of capital proceeding sets
ROE, we feel reasonably confident that translating substantial net new investment
into earnings growth can continue for the foreseeable future.

The biggest financial issue facing PCG in the near term Is the penalty of perhaps
$600mm that is likely to be imposed by the CPUC for the San Bruno accident.
Management has made it clear that the penalty, as a dead loss of capital, will be
funded by equity issuance more or less when it is imposed. So one key part of the
resolution of the San Bruno overhang, along with exact details and amounts of a
penalty and the completeness of the resolution, is how much equity PCG is likely to
issue.

Management

Tony Earley took over as CEO in August 2011 as the PG&E board moved to
strengthen operations and to signal to the regulators that a new era of
thoroughness and responsibility was In place. He had previously been chairman and
executive chairman of DTE Energy for more than ten years, where he got rave
reviews from both investors and from political leaders in Michigan and Detroit.

In our view, Earley is one of the most respected and skillful leaders in the utility
industry. Most important, we believe he is regarded that way by the regulators at
the CPUC.

Kent Harvey is Senior Vice President and Chief Financial Officer for PG&E
Corporation. Harvey oversees the financial activities of the $40 billion company,
including accounting, treasury, tax, risk, business and finandial planning, and
investor relations.

Valuation

Following resolution of the San Bruno/gas issues, PCG should begin to trade as a
standard fully regulated uiflity. The fact that CA is a high-growth environment and
regulation has recently, very broadly, turned more constructive in our view, should
point to a premium valuation for CA stocks in our view. Against that, there could
likely with some negative adjustment for a peried of time from lingering investor
concern that CA regulators may have some remaining impulses to continue
punishing shareholders for the San Bruno disaster, So we think it is reasonable to
net these puts and takes and use an average regulated utility target multiple.

Al a regulated utility consensus year-ahead multiple of 14.9, we would use a one-
year price target for PCG of $47, assuming as we do that the San Bruno issues and
the general rate case (GRC) are resolved favorably. The supportive outcomes of the
recent GRC for EIX and the cost of capital proceeding in CA — including PCG’s 10.4%
allowed ROE — and our own visits with CA regulators and staff suggest that the
commission may be generally favorable to putting PCG back on salid financiat
ground once there is a resolution to the San Bruno issues.
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The outcome of the gas issues, including size of a penalty, is the major
overhang in the near term.

Equity issuance resulting from the penalty and other gas pipeline and
general cap ex requirements could be $1B or greater in 2013,

Ongoing costs and uncertainties of addressing the upgrading of the gas
pipeline network.

The general rate case that should run through 2013.
Ongoing regulatory questions and problems in CA.

Interest rates.

See page 11 for important disclosures and disclaimers
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Table 1
PG&E Corp.
EPS
BGC Partners LP
2012E 2013E 2014E
Rate Base ($B's) 24.5 26 28.2
Requested 28.7
CwiIp 1.6 1.6 1.6
Total Rate Base 26,1 27.6 29.8
Allowed ROE 11.35% 10.40% 10.40%
Allowed Equity 52% 52% 52%
"Allowed" Net Income (mm) $ 1,540 $ 1,493 § 1,612
“Allowed" EPS $ 330 § 346
Incremental Spend, aftx {150) (150) -
Legal and Other work, aftx (88) {85) {95)
CWIP Offset (47) (87) (87)
Other 100 105 35
Net income $ 1,355 $ 1,267 § 1,466
EPS $ 3.15 280 $ 315
Consensus 4 3.18 % 2.83 % 3.23
Guidance 3.10-3.30
Shares Q/S 430 452 466
Share Year End 440 463 468
Dividend $ 1.82 § 1.82 % 1.82
Dividend Payout Ratio 58% 65% 58%

Sources: Company guidance, BGC Financial

See page 11 for important disclosures and disclaimers
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Table 2

PG&E Corp.

Cash Flow and Balance Sheet

BGC Partners LP

2012E 2013E 2014E

Net Incoire $ 1,355 §$ 1,267 ¢ 1,466
DBA 2,500 2,700 2,900
Deferred Taxes & Other 800 800 850
San Bruno penalty - {650} -
Operating Cash Flows 4,655 4,117 5,216
CapEx (4,700} {4,750) {5,000)
Equity Conversion and Issuance 750 1,000 250
Net Debt Issuance 200 800 500
Dividends (783) {822 (848)
Cash after Investing & Dividends $ 122 8 345 % 118
Equity 13,385 14,830 15,697
LD 12,915 13,715 14,215
Equity/Total Cap Ratio 51% 52% 52%

Sources: Company guidance, BGC Finandial

See page 11 for important disclosures and disclaimers
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recommendations or views expressed by the research analyst in this report.

Legal Disclosures
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services in the last 12 months from any of the companies referenced within this report.
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itself does not issue research reports but may distribute research reports prepared by its affiliates.

Risks
The financial instruments discussed in this report may notf be suitable for all investors and investors must make their own

investment decisions based on their specific investment objectives. Past performance should not be taken as an indication or
guarantee of future performance. The price, value of and income from, any of the financial instruments featured in this report
can rise as well as fall and be affected by changes in economic, financial and political factors. If a financial instrument is
denominated in a currency other than the investor's currency, a change in exchange rates may adversely affect the price or
value of, or income derived from, the financial instrument, and such investors effectively assume currency risk. In addition,
investors in securities such as ADRs, whose value is affected by the currency of the home market of the underlying security,

effectively assume currency risk.

Distribution of Ratings/investment Banking Services (IB) as of 12/31/12

BGC
IB Serv./Past 12 Mos.
Rating Count Percent Count Percent
BUY [B] 18 50.00 0 1]
HOLD [H] 17 45.00 0 0
SELL [8] 2 5.00 0 0
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Putting 2012 behind us: rolling
forward valuations to 2015

From last to first and back to last - so much for low volatility

With 2012 almost done, we shift focus to 2013 and roll forward our estimates
and valuations from 2014 to a 2015 basis. Having beaten the market by 15%
in 2011, finishing first among all sectors, utilities are currently on track to finish
dead last in 2012. This also looks set to be the third year in four where the
sector has lagged by double-digits. Relative P/Es remain high by historical
standards, but are underpinned by low bond vields despite dividend tax
concerns. While we do not foresee as tough a year as 2012, outperformance
in 2013 likely requires a market pullback (not DB’s core view} or a following
wind from natural gas and/or power prices {elusive to date}

Regulated utilities: Sticking with superior growth, catalysts; upgrading DUK
Regulateds mostly outperformed commodity-exposed generators in 2012, but
fell well short of their 2011 defensive gains. Near term is clouded by the
dividend tax rate overhang, which makes directional 2013 calls seem
premature. While stocks likely react positively to dividend taxes of 25% or
lower, we doubt utilities will be at the top of the average PM’s shopping list in
a market relief rally. When the dust settles, the level of fiscal drag will be a key
factor — with utilities seeing a safety bid if the economy disappoints.
Regulated Buys are mostly where we see above-average growth and below-
average regulatory risk at a fair price, ideally with catalysts. With sales under
pressure from secular trends {e.g. efficiency} and ROEs drifting down, we
increasingly see higher value in decoupling mechanisms, trackers or lack of
rate cases. DUK does not tick all these boxes, but looks the best value of large
cap regulateds and would benefit in the event of a favorable tax rate outcome.

Less regulated: Fundamentals still difficult; cutting FE to focus on EXC
Generators remain challenged by depressed gas and power curves. And with
scant help from demand, bulls are reliant on a supply side retirement thesis
playing out. While gas was on an uptrend until late November, absence of any
real cold so far leaves the curve vulnerable to a re-run of last winter. Power
forwards do not reflect tightening through 2015, perhaps a sign of poor
liquidity but alse raising fundamental questions. Qur recent EXC upgrade
focused on an expected dividend cut we see taking out an overhang and
cleaning up upside optionality. While we view EXC as a value, we see no rush
to turn broadly bullish on generation fundamentals. To that end we are cutting
FE to Hold and focusing our limited enthusiasm for commodity exposure on
EXC which has the more favorable near-term catalyst set-up.

Valuations rolled forward to 2015; regulated targets based on 13x P/E

We are basing regulated utility values on 13x our new 2015 estimates. This is
more or less where regulateds trade on 2015 so we effectively assume no
multiple expansion. For context the current 12M forward premium versus the
S&P 500 is around 15%, well above the 15% historic discount but down from
20%+ a year ago and 25%-+ in April. Provided interest rates continue to be
kept low we believe utilities can sustain premium values but with little scope
for fundamental upside. For competitive generation/retail we use 8.0x 2015
EBITDA. While some might target a higher number given the low cost of
capital and a cyclical trough, we find this unpersuasive considering that our
2015s are based on $4.50 natgas which is 1} above the $4.17 curve for 2015
and 2} the kind of number likely to bring back some marginal production.
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American Electric Power Hold
(AEP.N),USD43.53

CMS Energy (CMS.N},USD24.53 Buy
Calpine [CPN.N}LUSD17.83 Hold
Daorminion Besources (D.N),USD51.96 Hold
DTE Energy (DTE.N}J,USD81,21 Hold
Duke Energy (DUK.N),USD64.76 Buy
Con Edison (ED.N),USD56.98 Hold
Edison International (EIX.N),U5D44.89 Buy
Entergy Corp. (ETR.NJL,USD6G4.35 Hold
Exelon {EXC.N),USD29.93 Buy
FirstEnergy (FE.N),USD41.23 Hold
ITC Holdings (ITC.N},USD77.98 Buy
NexiEra Energy (NEE.N),USD70.52 Hold
Northeast Utilities {(NU.NJ,USD39.27 Hold
PG&E Corp (PCG.N}JL,USD40.98 Buy
PSEG (PEG.N),USD30.64 Hold
Portland General Electric Buy
{POR.NJLUSD27 48

PPL Corp. (PPL.NJ,USD29.27 Hoid
Southern Company (80.N),USD43.74 Hold
TECO Energy (TE.N),USD16.83 Hold
Xeel Energy (XEL.N),USD?27.34 Hold

This note changes Rec and TP for
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provided in Fig 3 on page 7
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testimony the complainants now allege that the ROE should be reduced to 9.0%). This
testimony will be the first time that Staff has filed a position in any of the complaints
against transmission ROE at FERC and is likely to be an important catalyst for
companies with exposure to transmission like NU. Recall that every 50 basis point
reduction in ROE negatively impacts our 2014E by $0.04/sh and our price target by
$0.50/sh.  Acknowledging the risk that NU's ROE could be reduced as a result of the
current challenge, our price target embeds a 50 basis point reduction.

Maintaining estimates

We are maintaining our 2012-2015 estimates of $2.27, $2.50, $2.70, and $2.85. Our
2012 and 2013 estimates are in-line with management guidance, which was relsased at
their early October Analyst Day, of $2.25-$2.30 and $2.40-$2.60 for 2012 and 2013,
respectively.  OQur forecasts are based on the company's projections for capital
investment of $5.4B from 2013 to 2015. We continue to assume meaningful capital
investment on the $1.1B high-voltage direct current Northern Pass Transmission line
commences in 2014 allowing for an in-service date in late 2016 or sarly 2017. We
believe this could be an optimistic assumption, howsver, as NU still has not vet filed an
alternative route with the Department of Energy as originally expected by the end of
this quarter.

Valuation

Our $40 price target is based on a 14.3x P/E multiple applied to an “ROE-adjusted”
2015E. We currently project 2015 EPS of $2.85, which assumes no change to NU's
base transmission ROE of 11.14%. Since we believe a modest reduction is possible, we
adjust our forecast for a 50 basis point change in ROE which results in an EPS estimate
of $2.81. On our analysis, every 50 basis point reduction in transmission ROE squates
to a $0.04 hit to EPS. We believe NU merits a 14.3x P/E multiple, representing a 10%
premium vs. our regulated utility target multiple, given above average earnings growth
potential, a lower risk business profile as a mostly T&D utility, above average exposure
to FERC regulated transmission, a strong management team, below average regulatory
risk, and no need for new equity in the near future.

Risks

Downside risks include transmission project delays or cancellations, reduced support
for transmission at FERC, a larger-than-anticipated reduction in base transmission
ROEs, lower-than-expected synergies from the merger with NSTAR, lower-than-
expected capital expenditures on growth investments, lowsr-than-anticipated sales, and
higher-than-anticipated financing needs. Upside risks include stronger-than-expected
merger synergies, acceleration of growth projects, higher sales, and lower financing

neads/costs.

PG&E Corp. (PCG): Reiterating Buy; PT to $45

We are reiterating our Buy on PCG but lowering our price targst to $45 from $48. We
view 2013 as a transition year for PCG, where we at last expect resolution of the
pending San Bruno proceedings, and upon which we expect earnings growth to
resume in 2014. We also see the potential for dividend growth to resume in 2H13 as
the 2014 General Rate Case {GRC) progresses. We continue fo see a favorable
riskfreward, as we believe our below-consensus estimates already reflect sufficient
downside risk. Woe believe resolution of the San Bruno cases, whether through a
seftlement (best case} or a litigated outcome, will be a positive catalyst, as the
uncertainty of the ultimate penalty for the 2010 explosion continues to weigh on the
stock. The first potential opportunity on this front could be this Thursday, as the CPUC
could voie on PCG's Pipeline Safety Enhancement Plan (PSEP). This would allow PCG

Page 46
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to begin recovering the costs of its plan and at least provide investors ane piece of the
San Bruno cost puzzle,

Maintaining 2013E; trimming 2014; introducing 2015

We are maintaining our 2013 EPS estimate of $2.70 but lowering our 2014 EPS
estimate to $3.15 from $3.20. We have lowered our rate base sstimates to reflect a
larger haircut to PCG's 2014 General Rate Case {GRC) request, partially offset by a
higher assumed ROE {we use 10.4% in line with the cost of capital proposed decision).
We are also introducing our 2015 EPS estimate of $3.30. Woe expect strong rate base
growth in 2015, based on PCG's 2014 GRC request as well as the first year of the next
Gas Transmission & Storage {GT&S) case. We continue to assume PCG is assessed a
$500M fine related to San Bruno in our estimates, and we have also assumed that the
proposed decision in the PSEP case is adopted.

Valuation
We value PCG by applying a 13.7x P/E multiple to our 2015 EPS estimate of $3.30. Our

multiple reflects a 5% premium to our target regulated utility multiple of 13x. This is
down from our prior 7% premium primarily based on the fact that our valuation year
estimate includes results from two separate rate cases (GRC and GT&S) increasing the
uncertainty. However, we still believe a premium is justified based on our view that
PCG will be able t¢ begin to regain its historical premium valuation as pipeline-related
proceedings are resclved. We view the California regulatory framework as constructive

and believe PCG will see strong rate base growth for several years as they replace
aging infrastructure and continue their focus on safety.

Risks

The key downside risks for PCG, in our view, are higher-than-expected penalties or
unrecovered pipeline costs as a result of the San Bruno accident and a greater-than-
expected downward ROE adjustiment than we assume. A significant adjustment to the
capital growth plan would also be a risk to our estimates.

Portland General Electric (POR): Reiterating Buy; PT to $29.50

We are reiterating our Buy on POR and raising our price target to $29.50 from $28.50.
We continue to view POR as a solid pure-play utility with above-average growth
prospects depending on the outcome of the ongoing requests for proposals {RFPs) for
new generation. We believe the conclusion of those RFPs in TH13 will be a key catalyst
for POR. We also note that in the event the RFPs do not result in rate base growth
opportunities for POR, we would expect the utility to request approval from the Oregon
Public Utility Commission (OPUC) for a higher equity ratio that would provide earnings
growth. We would not expect an equity issuance {o be needed to achieve that higher
equity level as POR is already building up extra equity based on its current capex
outlook. We believe POR’s growth opportunity set merits a slight premium valuation to

regulated peers.

Maintaining 2012-2014 estimates; introducing 2015

We are maintaining our 2012/2013/2014 EPS estimates of $1.93/$1.95/$2.05,
respectively. We continue to expect earnings growth in 2014 based on our expectation
that POR will file a new rate case early next year. We are also introducing our 2015
EPS estimate of $2.20. Our estimate assumes that POR wins the capacity portion of
the capacity and energy RFP, with the plant coming online for 2016. We have not
assumed any rate base growth related to the energy portion of the RFP, although we
would not expect that project to be online for 2015. We see additional growth potential

Deutsche Bank Securities Inc.
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Category Moody's Rating
QOutlock Stable
Issuer Rating Baai
Sr Unsec Bank Credit Facility Baa1
Senior Unsecured Baal
Subordinate Shelf {P)Baa2
Pref. Shelf (P)Baa3
Pacific Gas & Electric Company

QOutlook Stable
Issuer Rating A3
Sr Unsec Bank Credit Facility A3
Senior Unsecured A3
Pref, Stock Baa2
Commercial Paper P-2
Other Short Term P-2

Analyst Phone
A.J. Sabatelle/New York City 212.553.4136
William L. Hess/New York City 212.553.3837

Key Indicators
[1IPG&E Corporation

{CFO Pre-W/C + Interest} / Interest Expense
(CFO Pre-W/C) / Debt

(CFO Pre-W/C - Dividends) / Debt

Debt / Book Capitalization

2011
5.9x
24.1%
20.1%
48.8%

2010
5.3x
22.8%
18.6%
48.1%

2009
5.0x
24.2%
20.2%
48.1%

2008
5.3x
25.7%
21.8%
52.0%

[1] All ratios calculated in accordance with the Global Regulated Electric Utilities Rating Methodology using Moody's

standard adjustments.

Note: For definitions of Moody's most cormon ratfio ferms please see the accompanying User's Guide.
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-San Bruno remains a significant overhang
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-Credit supportive regulation continues \\?

-Strong financial melrics expected to continue

-Economy improving but challenges remain

-Sizable capital investment program

-New management focused on credibility issues

~Conservative capital structure and dividend policy

-Modest level of holding company debt and rate regulated strategy

Corporate Profile

PG&E Corporation (PCG) is a holding company headquartered in San Francisco, California that conducts nearly all
of its business through Pacific Gas and Electric Company (PG&E), an integrated utility serving northern and central
California. PG&E serves 5.2 million electric distribution customers and approximately 4.3 million natural gas
customers.

At year-end 2011, PCG's revenues of $14.96 billion were equal to those of PG&E's, and PG&E's assets of around
$49.2 billion represented 99% of PCG's consolidated assets. PG&E is regulated by the California Public Utilities
Commission {CPUC) and by the Federal Energy Regulatory Commission (FERC).

SUMMARY RATING RATIONALE

PCG's Baa1 rating reflect the continuation of a credit supportive regulatory environment in California, the
sustainability of strong credit metrics, a conservative financing strategy, and a corporate strategy centered around
regulated rate base growth through infrastructure related investments. The rating also benefits from a lower risk
business strategy as virtually all of PCG's consolidated revenues, earnings, and cash flow are derived fromits
regulated utility business. These altributes are balanced against the financial and credibility overhang from the tragic
San Bruno accident, a substantial capital spending program, and a improving but challenging service territory
economy. PCG's rating factors in the modest level of holding company debt along with the degree of structural
subordination given the existence of over $13.1 billion of utility level funded debt and $423 million of securitization

debt.
DETAILED RATING CONSIDERATIONS

~San Brune

The San Bruno accident continues to be the dominant rating factor for PCG. While progress was made during 2011
to begin 1o resolve matters relating to the accident, additional challenges remain, with San Bruno continuing to be a
credit overhang through af least the end of 2012.

The CPUGC has commenced three investigations pertaining to the company's natural gas transmission operations
covering 1) safety recordkeeping for the entire gas transmission system, 2) PG&E's operation of its natural gas
transmission pipeline system near higher population density locations and 3) whether PG&E viclated applicable
laws, rules, orders, requirements, and industry safety standards related to the pipeline business. PCG has
concluded that PG&E will likely be required to pay penalties associated with these matters and has set up a $200
million reserve as a minimum estimate for such future penalty.

During 2011, PGG incurred $483 million of expensss for hydrostatic pressure tests and other pipeline-related
activities that will not be recovered through rates. In 2012, PCG forecasts that it will incur costs associated with its
natural gas pipeline system ranging from $450 million to $550 million that also may not be recoverable through rates.
In addition, the company incurred a cumulative charge of $375 million ($155 million in 2011 and $220 million in 2010)
for third-party claims related to the San Bruno accident and estimates that it is reasonably possible it will incur up to
an additional $225 million, for a total possible loss of $600 million. The utility also expects to spend $200 million in
each of 2012 and 2013 for other operational enhancements across the business unrelated to San Bruno but
intended to improve operational performance. To date, we calculate that shareholders will bear approximately $1.6 to

$1.7 billion of costs related to San Bruno.

bl
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On August 26th, PG&E filed its proposed pipeline safety enhancement plan {PSEP) with the CPUC fo conduct
pressure tests, replace certain natural gas pipsline segments, install automatic or remote control shut-off valves, and
perform other activities to improve its natural gas pipeline system. PG&E forecasts that its total expenditures over the
four-year period of 2011 through 2014 will be about $2.2 billion, of which $1.4 billion is estimated to be capital
expenditures and $750 million in operating expenses, PG&E's ability to secure a reasonable outcome to this multi-
year request is a key consideration in the direction of the company's rating.

In the end, while we fully anticipate financial results to continue to be negatively affected by San Bruno related
charges, our current rating and stable outlook assumes that such costs are more likely to occur in a concentrated,
shorter-term period and less likely to ocour over a multi-year period. In that vein, we expect the company fo pay a
very sizeable penalty for the San Bruno accident but also believe that the outcome of the PSEP filing will be
concluded in a relatively constructive manner as we view many of these costs and capital investments as being new
requirements of both the state and federal authorities. We also recognize that the state's other gas investor-owned
gas pipeline filed their respective multi-year PSEP plan and we anticipate the CPUC will render a decision that
provides timely recovery of costs and a reasonable return on the capital invested. While we recognize that the
company's credibility problems in the state, including the CPUC, we believe that it will be difficult for the commission
to render a decision that is materially different than one rendered for the state's other gas utility, particularly given the
nature of the rate request. Moreover, PG&E, along with the other California utilities, play an important role in
advancing various energy policy initiatives across the state which would become compromised if investor-benign,
multi-year regulatory decisions are not rendered.

For more information on San Bruno, please refer to the PG&E Credit Opinion found on www.moodys.com.

-Credit supportive regulatory environment

In recent years, CPUG regulafion has been increasingly more predictable and credit supportive, driving capital
market support for investment in large infrastructure projects Within Ihe siate. RegUiatory oulcomes In the company's
three rale cases during 2011 were credit supportive and help to underpin financial performance.

N\

Specifically, the CPUC approved PG&E's 2011 test-year general electric and gas rate case on May 5, 2011
authorizing $450 million of additional revenue requirement for 2011 and authorized additional attrition increases of
$180 million in 2012 and $185 million in 2013. During 2011, the CPUC also approved Gas Accord V, which
establishes PG&E's gas transmission and storage rates and related revenue requirements for the four year period of

2011 through 2014,

During 2012, there are several key regulatory decisions expected by the CPUC that could influence future financial
performance. As previously mentioned, there are separate investigations underway relating to San Bruno which we
believe will likely result in a material financial penalty for the company. While it is difficult to predict the exact timing of
these decisions, the current schedule implies that the investigations will continue at least the end of 2012. While
PCG has already set aside a $200 million reserve for San Bruno related penalties, we would not be surprised if the
amount of penalty exceeded this level. We understand that the company plans to fund the penalty amount with the
issuance of new common equity. Also, the cost of capital hearings for all of the California ulilities will oceur during
2012 with a decision scheduled towards the end of 2012 to be effective January 1, 2013. We believe that the current
allowed returns for all of the California utilities (including PG&E's current authorized return of 11.35% based on a
52% common equity ratio) could be adjusted downward at the end of the cost of capital review due 1o the existence
of low interest rates and in recognition of a weak California economy. That said, we believe that the California
utilities will end up with above-average return prospects (as compared to the rast of the country) in light of the
substantial financing requirements of the state's utifities intended to aggressively advance renewable standards and
replace aging infrastructure. Third, a decision on PG&E’s $2.2 billion PSEP could be reached sometime during 2012,
PG&F's ability to secure a reasonable outcome to this multi-year request is a key consideration in the direction of the

company's rating.
Fer more information on our view of the regulatory environment affecting PG&E, please refer to the PG&E credit
opinion found on www.moodys.com.

-Strong financial mefrics expected to continue

PCG continues to produce credit metrics that are strang for its rating category, positioning it well when compared to
other Baal-rated utility holding companies. For example, Moody's calculates PCG's average cash flow (CFO/pre-
WC) to debt for the past three fiscal years at 23.7 %, retained cash flow to debt of 19.6% and average cash flow
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coverage of interest expense at 5.4x, all of which position the company well in the "Baa" rating category. Going
forward, while we expect the company to remain free cash flow negative due to a sizeable capital expenditure
program, we believe the company’s metrics will continue to position it as a strong Baa rated concern.

-Economy improving but challenges remain

California's economy has improved slightly but continues to face pressures created by a depressed housing market
and state budget cuts. According to Moody's Economy.com, job growth has rebounded after stalling in the second
quarter of 2011 and is now outpacing the US rate. However, in December 2011 the state's unemployment rate
remained high at 11.9%, and according to Moody's Economy.com, will remgain above 10% through 2613 due to the
slow recovery of housing-related industries. We understand that approximately 28% of PG&E's residential
customers are enrolled in the company's California Alternative Rates for Energy program which provides a 20%
discount on gas services and up to 75% discount on electric services. Offsetling the effects of a weakened service
territory is an extremely diverse customer mix that exists across the company's electric and natural gas Northern
California service territory along with a decoupling mechanism for the company's electric and natural gas
bussinesses which eliminates volatility in revenues due to changes in customer demand caused by the econamy or
by weather. Notwithstanding the benefits of decoupling, which are material from a credit perspective, a weak service
territory can magnify affordability issues for customers. Current customer rates for electricity and natural gas have
baen aided by low natural gas prices and by comparably low customer usage, reducing the monthly bill for end-use
consumers.

-Significant capital expenditure program

During 2011, PG&E spent $4.0 billion in capital investments and expects to spend approximately $4.8 to $4.8 billion
in 2012. The increase in capital spending relates primarily to capital requirements at the natural gas pipeline
business. Alarge portion of these forecasted capital expenses have been authorized and are recoverable under rate

case decisions rendered in 2011,
-New management dedicated o improving company creditability

The PG&E brand, along with the firm's credibility across key constituencies, has been severely damaged by San
Bruno with such remediation, most likely, taking years to repair. We also believe that efforts are underway to address
this important factor, which includes the recent appointment of a new CEO along with the organizational separation
of the company's natural gas business under new leadership. We view the changes at the fop as an important step
in the right direction to improve the firm's credibiiity but we also recognize that it will take time to alter key
constituents' views around PCG. In our opinion, some of this negative bias is unrelated to San Bruno and stems from
previous management’s mishandling of a ballot initiative as well as the manner in which SmartMeters were
implemented across the service territory. In the end, actions by the company will be the only way to slowly change
the perception of the company in the minds of key stakeholders, but such transformation will be difficult and require

a several year process.
-Conservative capital structure and dividend policy

PCG has been able to maintain its credit metrics along with its current rating and outlook largely because a
substantial portion of the costs related to the San Brunoc accident and pipsfine enhancements have been funded with
the issuance of common equity. In 2011, PCG issued $686 million to fund costs related to San Bruno and other
operational expenditures and PCG has indicated plans lo issue an additional $600 million of common equity during
2012. To that end, on March 14th, PCG sold 5.9 million shares of common stock, raising nearly $254 million. We
expect PG&E to continue financing its negative free cash flow, including San Bruno related costs, with a eye towards

maintaining a 52% equity ratio.

PCG's dividend policy is rather conservative when compared to other peer companies, particularly given the
predictable nature of this rate regulated business. PCG's target dividend policy is 50% to 70% of its continuing
eamings, with an objective to remain in the lower end of the range. In 2011, PCG announced that in light of the
expected costs and challenges relating to San Bruno, they would maintain the common dividend at $1.82 per share.
Moody’s calculates PCG's dividend payout ratio at 52%, 65%, and 87% for 2009, 2010, and 2011, respectively. The
increase in the 2011 payout ratio is primarily due to pipeline related expensss which decreased earnings per share
by approximately 41% to $2.10 share. Excluding the San Bruno related expenditurss and charges taken for
environmental matters, PCG's eamnings for 2011 would have been $3.58 share, suggesting a dividend payout of
around 50%. Our current rating and stable rating outlook incorporates the expectation that over the long-term the
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company will maintain a conservative dividend policy.
-Modest Holding Company Debt and Rate Regulated Strategy

PCG's rate regulated focused business strategy and the low level of holding company debt are viewed favorably
from a credit perspective . With $350 million of PCG holding company indebtedness, Moody's calculates that holding
company debt represented less than 3% of PCG's consolidated debt at 12/31/2011. In light of the rate regulated
business and the modest holding company debt, the notching between the senior unsecured rating at the utility and
the holding company is likely to remain narrow.

Liquidity
PCG and PG&E maintain separate bank accounts and separate bank facilities. Af December 31, 2011, PCGon a

stand-alone basis had cash of about $209 million; PG&E had unrestricted cash of approximately $304 million and
restricted cash of about $380 million.

On May 31, 2011, PCG and PG&E both replaced their previous credit facilities with new $300 million and $3.0 billion
facilities, respectively, that expire on May 31, 2016. As of December 31, 2011, PCG had no commercial paper or
letters of credit outstanding with full availability under its facility. PG&E had $1.388 billion of outstanding commercial
paper and $343 miillion of outstanding letters of credit, leaving $1.268 billion available under its credit facility for
other working capital needs. Borrowings under the faciliies are not subject to a MAC representation and both
facilities require each company to maintain a debt to total capitalization ratio of no more than 65%. At December 31,
2011, PCG and PG&E were in compliance with this financial covenant.

For the fiscal year 2011, we calculate that PCG generated about $3.7 billion of cash from operating activities. After
payment of $404 million of principal amortization on securitized bond offerings, internal cash flow of around $3.3
billion covered about 70% of the company's $4.0 billion of capital expenditures and $704 million of common
dividends, We expect PCG to remain free cash flow negative given the size of the company's capital investment
program. We also believe that bonus depreciation will reduce external funding requirements at the utility during
2012.

During 2011, the company issued approximately $1.1 billion of debt comprised of $250 million floating rate senior
notes due 2012, $250 million 3.25% senior notes due 2021, $300 million 4.25% senior notes due 2021, and $250
million 4.5% senior notes due 2041. Net proceeds from these issuances were used to support PG&E's commodity
hedging activities, repay a portion of outstanding commercial paper, redeem $200 million principal amount of Series
1996 A pollution control bonds, and for other working capital needs.

Aside from securitization debt of $423 million that has a separate non-bypassable recovery mechanism, the next
debt maturity occurs in 2013 when a $400 niilion senior note at PG&E matures. Subsequent to these modest
maturities, the next scheduled maturity occurs in 2014 when two senior notes of $350 million and $1.0 billion mature.

Rating Outlook

The stable rating outlook for PCG reflects the expected predictability of cash flows over the next several years due
to the credit supportive mechanisms currently in place within the California regulatory compact that reduces cash
flow volatility, coupled with the company's low business risk strategy. The stable rating outlook also factors in the
company's plans to finance its sizeable capital spending over the next several years with sufficient equity capital to
maintain a 52% equity ratio at the utility. Given PCG's strong reliance on cash flows from the utility, any rating
change at PG&E would result in a rating change at PCG.

What Could Change the Rating - Up

In light of the very large capital investment program and the challenges that the company faces from the San Bruno
explosion along with rebuilding its brand with key stakeholders, limited prospects exist for the ratings at PCG to be

upgraded in the near-term.
What Could Change the Rating - Down

The rating of PCG could be downgraded if the company's credibility issues reach the point where the current
regulatory compact is altered such that there is meaningful cost recovery leakage over an extended period or that
the utility's cash flow fo total debt declines to below 22% , the utility's retained cash flow to total debt declines below
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18% or the ratio of the utility's cash flow to fotal interest falls below 4.5x for an extended period.

Other Considerations

Moody's evaluates PCG's consolidated financial performance relative to the Regulated Electric and Gas Utilities
rating methodology published in August 2008 and as depicted in the grid below, PCG's indicated rating under this
methodology is A3 compared to the company's current Baa1 senior unsecured rating. The primary reason for the
differential reflects the structural subordination that exists for creditors at the holding company.

Rating. Factors .25 00

PGE&E Corporation
Regulated Electric and Gas Utilities Industry [1][2] FY Moody's
12/31/2011 12418
month
Forward
View*
As of
April
2012
Factor 1: Regulatory Framework {25%) Measure |Score Meas((e Score
a) Regulatory Framework A A
Factor 2: Ability To Recover Costs And Earn Returns {25%)
a) Ability To Recover Costs And Earn Returns A A
Factor 3: Diversification (10%)
&) Market Position (5%} Baa Baa
b) Generation and Fuel Diversity (5%) A A
Factor 4: Financial Strength, Liquidity And Key Financial Metrics
(40%)
a) Liquidity (10%) Baa Baa
b) CFQ pre-WC + Interest/ Interest {3 Year Avg) (7.5%) 5.4x A 5.3x - A
5.8x
c) CFO pre-WC / Debt (3 Year Avg) (7.5%) 23.7% A 22%- | A
26%
d) CFO pre-WC - Dividends / Debt {3 Year Avg) (7.5%) 19.6% A 17%- | A
21%
e) Debt/Capitalization (3 Year Avg) (7.5%) 48.7% | Baa 43% - | Baa
50%
Rating:
a) Indicated Rating from Grid A3 A3
b) Actual Rating Assigned Baa1l Baa1l

* THIS REPRESENTS MOODY'S FORWARD VIEW; NOT THE VIEW
OF THE ISSUER; AND UNLESS NOTED IN THE TEXT DOES NOT
INCORPORATE SIGNIFICANT ACQUISITIONS OR DIVESTITURES

[1] All ratios are calculated using Moody's Standard Adjustments. [2] As of 12/31/2011{LTM}; Source: Moody's
Financial Metrics

Mooby’s
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© 2012 Moody's Investors Service, Inc. and/for its licensors and affiliates (collectively,
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"MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. {"MIS") AND ITS
AFFILIATES ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S {"MOODY'S
PUBLICATIONS™) MAY INCLUDE MOODY'S8 CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT
MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT, CREDIT RATINGS DO NOT
ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK,
MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S
OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT
OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS
AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH
INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT
LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR
ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSCEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY'S from sources believed by it to be
accurate and reliable. Because of the possibility of human or mechanical error as well as other
factors, however, all information contained herein is provided "AS IS" without warranty of any kind.
MOODY'S adopis all necessary measures so that the information it uses in assigning a credit
rating is of sufficient quality and from sources Moody's considers to be relfable, including, when
appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in
every instance independently verify or validate information received in the rafing process. Under
no circumnstances shall MOODY'S have any liability to any person or entity for {a) any loss or
damage in whole or in part caused by, resulting from, or relating to, any error {negligent or
otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any
of its directors, officers, employees or agents in connection with the procurement, collection,
compilation, analysis, interpretation, communication, publication or delivery of any such
information, or {b} any direct, indirect, special, consequential, compensatory or incidental
damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in
advance of the possibility of such damages, resulting from the use of or inability to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as,
statements of opinion and not stalements of fact or recommendations to purchase, sell or hold any
securities. Each user of the information contained herein must make its own study and evaluation
of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPQOSE OF ANY SUCH RATING OR OTHER OPINION OR
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.
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MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCQO"), hereby
discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper)} and preferred stock rated by MIS havs, prior to
assignment of any rating, agreed o pay to MIS for appraisal and rating services rendered by it
fees ranging from $1,500 to approximately $2,500,000, MCO and MIS also maintain policies and
procedures to address the independence of MIS's ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and
between entities who hold ratings from MIS and have also publicly reported to the SEC an
ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the
heading "Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation

Policy.”

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service
Pty Limited ABN 61 003 389 657, which holds Australian Financial Services License no, 336969.
This document is intended fo be provided only o "wholesale clients" within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia,
you represent to MOODY'S that you are, or are accessing the document as a representative of, a
"wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients” within the meaning of section 761G of
the Corporations Act 2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's
Japan K.K. (*“MJKK"} are MJKK's current opinicns of the relative future credit risk of entities, credit
commitments, or debt or debt-like securities. In such a case, "MIS” in the foregoing statements
shall be deemed to be replaced with "MJKK". MJKK is a wholly-owned credit rating agency
subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody’s Overseas Holdings
Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on
the equity securities of the issuer or any form of security that is available to retail investors. It
would be dangerous for retail investors to make any investment decision based on this credit
rating. If in doubt you should contact your financial or other professional adviser.
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Summary:

Pacific Gas and Electric Co.

Credit Rating:  BBB+/Stable/A-2

Rationale

The 'BBB+' corporate credit ratings on PG&E Corp. and electric and gas utility subsidiary Pacific Gas and Electric
Co. (PG&E) reflect a "significant” consolidated financial profile and an "excellent™ business profile that may be
under strain from the possibility that PG&E'’s operational practices contributed to the Sept. 9, 2010, San Bruno,
Calif., pipeline explosion that killed eight people, injured numerous others, and destroyed or damaged 55 homes.

The aftermath of the accident is evolving into an important near-term credit driver for the company. The cost
implications for the company continue to be manageable, in our view, despite management's revisions to its
estimates as part of its Feb. 17 earnings release. We base this conclusion on the utility’s robust liability policy of
$992 million (less a $10 million deductible), which is expected to cover third-party claims that are estimated to be as
much as $400 million. Last year, PG&E Corp. booked a pretax charge of $220 million, representing the lower end
of estimated third-party claims. Frem a credit perspective, although the utility has expensed the majority of the
estimated claims obligation, it has yet to experience significant cash outflows. We do not expect PG&E to begin to
resolve most of the third-party claims until the end of this year, at the earliest. Once they are resolved, a lag will
likely occur between the payment of claims and the receipt of insurance proceeds, but we view PG&E's "adequate”

liquidity as sufficient to support any gaps.

Direct costs, which include investigation costs, pipeline testing, and potentially substantial investment in
infrastructure or systems, are also a consideration. Direct costs were limited in 2010, in the area of $100 million,
and consisted largely of $62 million to provide immediate assistance to the San Bruno community. The company
also incurred $59 million after tax to complete an accelerated leak snrvey of its entire gas system. Direct costs have
certainly increased in the first quarter of 2011 due to a massive record search effort the company has undertaken.
For 2011 alone, management estimates that its pretax direct costs will range from $200 million to $300 million. To
put this estimate in perspective, PG&E Corp.'s consolidated operations generated $3.2 billion in operating cash flow
last year. As a result, we expect 2011 direct costs can be absorbed without significant impact on PG8¢E's financial

performance.

The bigger question is how much PG&E's direct costs will grow beyond this year -- as a function of infrastructure,

operational, or regulatory compliance changes that PG&E is directed to make -- and how much of these costs the

California Public Utilities Commission {CPUC) will allow PG&CE to collect from customers to implement these

changes that it will contemplate this year. We expect that the resolution of this question uftimately hinges on how

much PG&ZE's practices are perceived to have contributed to the events that caused the San Bruno incident.

Althoungh we expect the CPUC will remain constructive, the ongoing assessments of PG&E's system, its records, and
management's response to the accident will undoubtedly influence the process of arriving at a fair allocation of costs \//
to ratepayers versus shareholders. That assessment could also levy fines and penaltics on PG&E, which have not

been specified and which could be revised as part of new regulations the CPUC is expected to develop. This week

the CPUC announced it will launch an investigation into establishing a new model of natural gas pipeline safety
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regulation applicable to all California pipeline operators.

Federal investigations into the cause of the blast are also continuing, We expect that the National Transportation
Safety Board (N'TSB), the lead federal agency investigating the accident, will release a trove of new reports on March
1, the start of three days of hearings on San Bruno that it plans to hold at its headquarters in Washington, D.C.
Separately, on March 15 PG&CE is scheduled to report to the CPUC the results of an exhaustive record search to
validate the operating pressures on its gas transmission system. The records search follows the NTSB's urgent
recommendation issued on Jan. 3 that PG&E verify its pipeline records based on findings that the ruptured San
Bruno line was welded and had a seam, and was not, as PG&FE's records had indicated, seamless.

As state and federal scrutiny grows regarding its day-to-day gas transmission system operations, the company's
business risks are increasing, Although no conclusions have been reached that find PG&E at fault, questions have
been raised about the adequacy of PG&E's record keeping and its methods for establishing safc operating pressures

for its gas transmission systems.

Outside of San Bruno, regulatory outcomes and other aspects of the company's financial performance continue to be \///
stable. PG&E has two key rate proceedings in front of the CPUC: a general rate case (GRC}) for its electric and gas

distribution and electric generation operations covering the 2011-2013 period, and a gas transportation and storage

case. This week, the CPUC issued two draft decisions - a proposal and an alternative in the company's GRC -- that,

if approved, will continue to support the company’s needs for revenue increases. The Feb. 22 draft decisions follow

an October 2010 settlement the company reached with virtually all parties.

Under the GRC settlement, parties agreed to a PG&E revenue increase of $395 million for 2011 {with additional
attrition adjustments of $180 million in 2012 and $185 million in 2013). The settlement did not address PG&E's
request to recover $44 million that reflects a return on the undepreciated value of older meters it is replacing with
automated meters, a process it expects to complete in 2012, Both the alternative and proposed decisions adopt the
settlement levels and would authorize recovery of meter costs at levels slightly in excess of the company's requested
amount (due to the use of a different rate of return on metering equipment). The timing of the draft decisions allows
for a CPUC vote no earlier than March 24. We expect that the CPUC vote will be in line with the draft decisions
and that, in keeping with past practices, the GRC retail rate increase will be made retroactive to Jan. 1, 2011.

PG&CE also reached a settlement with parties in its gas transportation and storage services rate case in late August,
and we expect a proposed decision in that case soon. Any revenue adjustments will also be made retroactive to Jan.
1. The CPUC's decision to address gas pipclinc safety issues in a separate proceeding is key for a timely resolution of

the gas casc, in our view, and we expect that a vote can occur sometime in the spring.

The CPUC is experiencing commissioner turnover at levels it has not scen in recent years. Three of the five
commission slots were vacant in early 2011, but late last month newly serving Governor Jerry Brown named an
experienced consumer activist and a telecommunications expert to the CPUC. A third commission vacancy remains
unfilled. Commissioners serve six-year terms; both appointments are subject to state senate confirmation. As part of
the appointments, the governor indicated his intent to have Commissioner Michael Peevey continue in his long-time
role as president of the CPUC. (Peevey's term does not expire until the end of 2014, but the Governor appoints the

president from the sitting commissioners.) We expect this decision to provide continuity during a period of

transition.

There has been widespread speculation that the reconstitution of the CPUC could result in a sharp departure from
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credit-supportive ratemaking that has been the norm since the end of the California energy crisis. We do not share
that view. Although PG&E is under scrutiny at a time when we expect the CPUC will adopt a more pro-consumer
tone, many of the key features of regulation in California are well established. These features include the use of a
strong fuel and purchased-power adjustment mechanism, a formulaic approach to determining cost of capital, a
process for filing single-issue rate cases, and a framework that preapproves power supply contracts as long as the
utility follows established procurement procedures.

As a result, we continue to see PG&E's key regulatory risks as centering on how well it has operated its gas pipeline
system and how quickly it is able to restore its reputation with regulators and customers,

Liquidity

We view parent and utility liquidity on a consolidated basis. Consolidated liquidity is "adequate™ under Standard &
Poor's corporate liquidity methodology, which categorizes liquidity in five standard descriptors {exceptional, strong,
adequate, less than adequate, and weak). This assessment considers projected sources of consolidated liquidity and
the company's operating cash flow and available bank lines against expected projected uses, necessary capital
expenditures, debt maturities, and common dividends. On a consolidated basis, sources of cash divided by uses of
cash is 1.3x. This assessment includes the assumption that in the next 12 months PG&E could be required to fund
as much as $700 million of obligations related to the San Bruno accident {the maximum expected liability claim of
£400 million and a high-end estimate for direct costs of $300 million}. Of this total, we presume $400 million
would be eligible for insurance reimbursement at a later date. {We note, however, that these outflows arc
approximate: Insurance proceeds could extend well into 2012, and our liguidity assessment includes the assumption

that PG&E must fund the entire costs from cash flows and credit facilities.)

As of Dec. 31, 2010, availability under the company's three credit lines totaled $1.945 billion. The parent, PG&E
Corp., maintains a $187 million revolving credit facility that was fully available as of that date. The utility has a
$1.94 billion facility, of which abourt $1 billion was available as of that date. In June 2010, PG&E added a $750
million credit facility. There were no borrowings under the facility as of Dec. 31, 2010, Under the new facility, the
utility has the right to increasc its capacity by $250 million under certain conditions. We do not consider this
amount in our liquidity calculations. All three facilities expire Feb. 26, 2012, and as a result are included in our
assessment of consolidated liquidity, which considers all facilities whose expiration is more than a year away, We
expect that the company will shortly begin negotiations to extend its credit facilities beyond 2012 and that, given its
credit profile, it will be able to be able to renew its credit facilities. We note that if estimates of third-party liability
and direct costs arc higher than a presumed maximum of $700 million, we would expect the company to obtain

additional liquidity to shore up its position and assure that iis liquidity remains "adequate" -- that is, above 1.2x.

Qutlook

The ratings are predicated on two key assumptions. First, although investigations are certain to find areas for
improvement for PG&E’s gas system, we assume that PG&E's operating practices for its gas business will not be
found acutely deficient. Specifically, investigative findings that suggest that PG&E's pipeline practices meaningfully
depart from industry standards and are contributing to safety risks could result in lower ratings. The ratings also
incorporate our assumption that state regulatory and legislative response will continue to constructively balance the
requirement that PG&E shoulder some liabiliey for improvements to its gas system, which will almost certainly be
ordered, against the need to maintain its financial health, We expect consolidated financial performance to remain
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approximately in line with 2010 results, with adjusted funds from operations {FFO) to total debt in the area of
20%, FFO interest coverage of around 4.5x, and adjusted total debt to capitalization of slightly less than 60%.
Weaket cash flow metrics could occur in 2011 and 2012, depending on the timing of outflows to resolve third-party
claims, the receipt of insurance proceeds, and the level of spending needed to respond to ongoing investigations. So
fong as this weakness stems from temporary cash flow timing issues, the ratings would not come under pressure. A
permanent weakening caused by disallowance of cost recovery or large penalties could trigger a downgrade. We see
no potential for ratings improvement over the next two years, due to the issues the gas business is confronting.
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Research Update:

PG&E Corp. And Utility Ratings Lowered To
'BBB'; Outlook Stable

QOverview

s Standard & Poor's Ratings Services hag lowered the corporate credit
ratings on PG&E Corp. and its electric utility subsidiary Pacific Gas and
Electric Co. {PG&E) to 'BBB' from 'BBB+'. We lowered the rating to 'BBB-'
from 'BBB' on PG&E Corp.'s senior unsecured debt. We also lowerad the
rating to 'BBB' from 'BBB+' on PG&E's senior unsecured debt. In addition,
we lowered the utility's preferred stock rating to 'BB+! from 'BBB-!'. We
affirmed the short-term rating on the utility at 'A-2', The outlook is
stable.

¢ Our rating action reflects what we view will be a multiyear rebuilding of
the company's natural gas operations, customer reputation, and regulatory \///
relationships following the 2010 San Bruno, Calif. gas transmission
explosion that resulted from the utility's inadequate controls.

¢ Executive management changes at the firm position the company £o improve
itg gas transmission infrastructure and to overhaul its safety culture.
Management's commitment to fund any penalties imposed by the California
Public Utilities Commission with equity issuances should buffer the
credit impact of unexpected costs not funded by ratepayers that could
arise during the next few years.

¢ The stable outlook reflects that we anticipate the company will gradually
repair its image and reform its operations while achieving cash flow
projections in line with our base case expectations of funds from
operations to debt of 20% and adjusted debt to capitalization in the area

of 58%.

Rating Action

Standard & Poor's Ratings Services lowered its corporate credit ratings (CCR)
to 'BBB' from 'BBB+' on PG&E Corp. and electric and gas utility subsidiary
Pacific Gas and Electric Co. (PG&E}. We also lowered our rating on PG&E
Corp.'s senior unsecured debt to 'BBB-' from 'BBB'.

The rating on the utility's senior unsecured debt was lowered to 'BBB' from
"BEB+'. The rating on its preferred stock was lowered to 'BB+' from '"BBB-'.
The utility's short-term rating is affirmed at 'A-2'. The outlook is stable.

Rationale

The 'BBB' CCR on PG&E Corp. and its electric and gas utility subsidiary Pacific
Gas and Electric Co. {(PG&E) reflects our view of a significant consolidated
financial profile and a strong business profile that continues to be weighed
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down by the San Bruno, Calif. gas transmission pipeline explosion of September
2010.

The rating actions reflect our view of the company's multiyear rebuilding of
its natural gas operations, customer reputation, and regulatory relationships
following the 2010 San Bruno gas transmission explosion that resulted from the
utility's inadequate controls. The 'BBB' rating captures our view that the
company is at the beginning of this process.

The September final report issued by the National Transportation Safety Board
{NTSR), which was tasked with investigating the blast that killed eight and
damaged or destroyed 70 homes, laid virtually all the blame on PG&E. The NTSB
concluded that "multiple and recurring deficiencies in PG&E operational
practices indicate a systemic problem." Weaknesses that have been identified
include the cowmpany's recordkeeping and gas integrity pipeline program, both
of which the company has been working diligently to correct through key
changes in management and sizable out-of-pocket spending to test and
strengthen its gas transmission system. Yet as the company has acknowledged,
every facet of its business ig likely to be under intense scrutiny for vears

to come.

Key management changes made this year, including the appointment of a new CEO
at PG&E Corp. in September and the hire of a new leader of its gas business in
June, have helped to deliver a credible plan to correct the company's
operational shortcomings. At the same time, the rebuilding of its
relationships with the public and regqulators will be a slow process, and the
company is in a major transition as it begins to lay the foundations needed to
build a stronger safety culture.

Our rating action also reflects our expectation that the financial profile,
while remaining significant, will weaken under ouxr base case projections
through 2013 and could be subject to additional stress as the company works
through the financial, legal, and regulatory aftermath of the accident. We
anticipate that the company will incur at least $1.3 billion in out-of-pocket
coste and fines -- not recoverable in customer rates.

This total includes:
¢ At least 5413 million anticipated this year in out-of-pocket costs,
mostly for record validation and testing of the company's gas

transmission lines;
e 5243 wmillion in 2012 and $213 million in 2013 which includes amounts for

a variety of self-funded gas and electric projects volunteered by the
company in its recent earnings call; and

e A $38 million fine recently approved by the CPUC involving a 2008 natural
gas leak that killed one in a suburb of Sacramento.

This figure also reflects our assumption that the CPUC will levy a fine on the

company of approximately $400 million sometime in the next two years due to
recordkeeping lapses. None of these costs will be recouped from ratepayers.
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Although the financial profile may sustain additional out-of-pocket costs or
fines that are larger than we anticipate, management's commitment to issue
equity to pay any future fines backstops the consolidated significant
financial profile. Delays in resolving the fine at the CPUC could extend the
regolution of this issue well into 2013. The CPUC's response to date for the
San Bruno explosion suggests that regulatory rulings and ratemaking will
continue to be constructive, offering the company an opportunity to resume its
historically solid financial performance after 2013, when fines and
out-of-pocket costs and fines to remedy its gas operations are behind it. Our
bageline forecast is that adjusted, consolidated funds from operations (FFO}
to total debt will be slightly above 20% in 2012, and adjusted debt to total
capitalization in the area of 58%. These numbers will in part be sustained by
the deferred tax benefits from bonus depreciation.

Liquidity

We view parent and utility liguidity on a consolidated basis. Consolidated
ligquidity is adequate under Standard & Poor's corporate liquidity methodology,
which categorizes liquidity in five standard categories. (8ee "Methodology and
Asgumptions: Liquidity Descriptors for Global Corporate Issuers,® published
Sept. 28, 2011 on RatingsDirect on the Global Credit Portal.} This assessment
takes into consideration projected sources of consolidated ligquidity as well
as the company's operating cash flow and available bank lines against
projected uses, necessary capital expenditures, debt maturities, and common

dividends.

On a consolidated basis, we expect the company's liquidity sources over the
next 12 monthsg to exceed its uges by wmore than 1.2x. This calculation includes
a potential call on the company's liquidity from four revenue bonds (California
Infrastructure and Economic Development Banks'! refunding revenue bonds series
2008A, 2009RB, 2009C, and 2009D) that are backed by bank letters of credit.
Under our joint support methodology, if the bank becomes insolvent, the
investors can put the obligation back to the utility. As a result, we have
included this as a potential use of utility liquidity in our calculations.

In May, PG&E Corp. and the utility entered into new five-year credit
facilities that are $200 million for the parent and 33 billion for the
utility. Total capacity under the two revolving facilities was nearly $2.1
billion as of Sept. 30, 2011. Last month, the utility also issued $250 million
in floating senior unsecured notes due next year to support its gas and power
hedging transactions and $250 million of 30-year senior unsecured notes.

Both revolving credit facilities reguire PG&E Corp. and the utility to
maintain total debt to consolidated capitalization of at most 65%, measured
quarterly. The corporation is further bound by the reguirement to own,
directly or indirectly, 80% of common stock and at least 70% of voting capital

stock of the utility.
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Recovery analysis

PG&E Corp.'s senior unsecured debt is structurally subordinated to utility
obligations and is thus rated 'BBB-' -~ that is, one notch below the utility's
senior unsecured debt. The utility's unsecured debt is capped at its CCR. The
utility does not isgsue first mortgage bonds (FMBs). As a result, it is not
eligible for notching above its CCR under our FMB criteria.

QOutlook

The stable outlook reflects that we anticipate the company will continue
repairing its business practices and produce cash flow projections in line
with ocur base case expectations of FFO to total debt of 20% and adjusted debt
to capitalization in the area of 58% next year. We could lower the ratings if
leverage exceeds 60% and FFO to total debt falls to less than 15% on a
sustained basis. We could raise the ratings if financial performance meets our
base case expectations and the business profile strengthens, which would be
evidenced by improved operations for the utility's gas transmission system and
refocused efforts on building safety into the corporate culture, and continued
constructive requlatory outcomes.

Related Criteria And Research

s Ligquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011
s Use Of CreditWatch And Outlooks, Sept. 14, 2009

s Buginess Risk/Financial Risk Matrix Expanded, May 27, 2009

¢ Analytical Methodology, April 15, 2008

Ratings List

Downgraded; CreditWatch/Outlook Action; Ratings Affirmed

To From
PG&E Corp.
Corporate Credit Rating BBB/Stable/NR BBB+/Negative/NR
Pacific Gas & Electric Co.
Corporate Credit Rating BBB/Stable/A-2 BBB+/Negative/A-2
Downgraded
To From
PG&E Corp.
Senior Unsecured (1 lssue) BBB- BBEB
Pacific Gas & Electric Co.
Senior Unsecured (16 issues) BRB BREB+
Preferred Stock (10 issues) BB+ BBB-
Ratings Affirmed
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Pacific Gas & Electric Co,.
Senior Unsecured (1 issue) A-2
Commercial Paper (1 issue) A-2

Complete ratings information is available te subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.com. All ratings affected
by this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left

column,
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Summary:

Pacific Gas & Electric Co.

Credit
Rating: BBB/Stable/A-2

Rationale

The ratings on Pacific Gas and Electric Co. (PGE) reflect parent PG&E Corp.'s consolidated credit profile, including \/
PGE's "strong" business risk profile and PG&FE's "significant” financial risk profile under Standard & Poor's Ratings

Services' criteria.

PGE distributes electricity and gas to 5.2 million customers and 4.3 million customers, respectively, in northern and
central California. The company also owns and operates more than 7,400 megawatts of generating capacity, of which

nuclear power represents more than 30%.

The strong business risk profile represents the company's generally lower risk monopolistic rate-regulated integrated
electric utility business and its natural gas distribution utility business, offset by the September 2010 San Bruno gas
transmission explosion. We expect that it will require multiple years for the company to rebuild its reputation and

regulatory relationships.

Since the San Bruno incident, the company has made management changes, including the appointment of a new CEQ;
was fined almost $20 million for gas pipeline inspection and record-keeping violations by the California Public Utility
Commission (CPUCY); separated its electric and gas business units; reached an agreement with the City of San Bruno
that includes a $70 million contribution; and continues to validate safe pipeline operating pressures and conduet
strength testing. However, the company continues to face civil suits, multiple investigations by the CFUC, and an

ongoing criminal investigation.

Regarding the civil suits, PGE has already settled some of the wrongful death cases and serious injury cases. The
company has stated that it is liable for the San Bruno accident and has accepted financial responsibility. Our ratings
are based on the assumption that the company's $992 million liability insurance policy {less a $10 million deductible)
will cover the vast majority of these claims. Through Sept. 30, 2012, the company accrued $455 million, paid $145

million to third parties, and recovered $135 million from insurance companies.

The CPUC has initiated multiple investigations regarding the company's record keeping, its classification of gas
pipelines, and the San Bruno explosion. Based on the results of these investigations, we believe there is a high
probability that the CPUC will issue & material fine. The CPUC's final decisions are expected before the end of the first

quarter of 2013,
In 2011, PGE filed its proposed pipeline safety enhancement program (PSEP), proposing to spend about $750 million

in operations and maintenance {(O&M) and $1.4 billion in capital to enhance safety. Under the plan, the company
proposed that ratepayers pay for about 20%, but the CPUC could modify this plan and require shareholders to fund a
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larger portion than PGE has proposed. The CPUC's final decision is expected before year-end 2012. In October 2012,
the administrative law judge (ALJ) issued a proposed decision that limited the company’'s O&M recovery to $167
million and limited capital recovery to about $1 billion. In addition, the ALJ limited the company’s return on equity to
the company's cost of debt. While we do not view the ALJs decision as credit supportive, under Standard & Poor's
base case scenario, we have assumed that the CPUC will approve the ALJ's recommendation.

In total, we assume that the company will incur at least §1.7 billion in out-of-pocket costs and fines not recoverable in
customer rates. The company recently estimated that total unrecoverable pipeline-safety costs and regulatory
penalties related to the San Bruno pipeline explosion could range from $1.5 billion to $2 billion.

In November 2012, the ALJ recommended under the cost of capital preceding that PGE reduce its return on equity
(ROE) to 10.4% from 11.35%. The company filed for an 11% ROE, and the ALJ maintained the company's equity
capital structure at 52%. Under the ALJ's proposed recommendation, PGE's revenue requirement would be reduced by

more than $160 million. Under our base case scenario, we assume that the proposed recommendation will be effective

as of the beginning of 2013,

In November 2012, the company filed for an approximate $1.3 billion revenue increases for rates effective as of the
beginning of 2014. Under our base case scenario, we assume that the company improves its management of regulatory

visk and receives a credit-supportive rate order.

To achieve a higher rating, the company would have to improve its business risk profile by resolving all of the San
Bruno issues, including the related CPUC investigations and the lawsuits, and meet its commitment to issue equity,
maintaining its regulatory capital structure. In addition, the company will have to demonstrate that it is far along a

realistic path of restoring credibility with customers, regulators, and politicians.

The significant financial risk profile reflects our expectation that management will continue to issue common equity, if

necessary, to maintain its existing regulated capital structure. The significant financial rigk profile also reflects Standard

& Poor's base case scenario that funds from operations {FFO} to debt will weaken over the next year to about 16% and V/
then generally improve to about 18.5% staring in 2014. For the 12 months ended Sept. 30, 2012, adjusted FFO to total

debt dropped to 19.6% from 19.9% at the end of 2011, adjusted debt to EBITDA improved to 4.3x compared to 4.5x at

year-end 2011, and adjusted debt to total capital also improved to 58.6% from 60.7% at the end of 2011. We expect

that the cash flow measures will weaken in 2013, reflecting our expectation of material fines and out of pocket costs,

directly related to the San Bruno incident, that will be more than $1.7 billion. The gradual improvement of financial \//

measures starting in 2014 reflects our expectation that the company’s 2014 general rate case will be credit supportive,

14
We expect PG&E's discretionary cash flow will remain negative over the next three years, reflecting increased capital

expenditures of more than $4.6 billion annually. Fundamentally, we expect that the company will fund these
investments in a manner that minimally preserves its credit quality.

Liquidity

Our short-term rating on Pacific Gas & Electric is 'A-2". The consolidated company has "adequate” liquidity and can

more than cover its needs for the short term, even if EBITDA decreases.
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Our liquidity assessment is based on the following factors and assumptions:

+ We expect the company's consolidated liquidity sources (including cash, FFQ, and credit facility availability) to
exceed its uses by more than 1.2x over the next 12 months.

¢ Consolidated long-term debt maturities are manageable in 2013, with about $400 million maturing.

s BEven if consolidated EBITDA decreases by 15%, we believe net sources will be well in excess of liquidity

requirements.
¢ The company can absorb high-impact, low-probability events with limited need for refinancing, has the flexibility to

lower capital spending, has sound bank relationships and solid standing in the credit markets, and has generally
prudent risk management.

In our analysis, we assumed consolidated liquidity of about $4.7 billion over the next 12 months, primarily consisting
of cash, FFQ, and availability under the credit facilities. As of Sept. 30, 2012, PG&E and its subsidiaries had an
aggregate amount of about $2.8 billion available under its $3.3 billion revolving credit facilities. These credit facilities
expire in May 2016. We estimate the consolidated company will use about $3.8 billion over the same period for
maintenance capital spending, debt maturities, working capital needs, and shareholder dividends. Also included within
the liquidity use analysis is a potential call on the company's liquidity from four revenue bonds {California
Infrastructure and Economic Development Banks' refunding revenue bonds series 20094, 20098, 2009C, and 2008D)
that are backed by bank letters of credit. Under our joint support methodology, if the bank becomes insolvent,

investors can put the obligation back to the utility.

PG&E's credit agreement includes a financial covenant limiting its debt to capitalization to 65%. As of Sept. 30, 2012,

PG&E was complying with this covenant.

Outlook

The stable outlook incorporates our base case scenario that cash flow measure will weaken in 2013, reflecting our

expectation that the company will pay significant penalties and out of pocket costs resulting from the San Bruno

incident. Specifically, we expect FFO to total debt of about 16%, debt to EBITDA of about 4.8%, and total debt to total

capital of about 60%. Starting in 2014, we expect that the cash flow measures will gradually improve so that FFO 1o \/

debt is about 18.5% and debt to EBITDA is about 4x.

We could raise the ratings if financial performance meets our base-case expectation and the business profile
strengthens, which would be demonstrated by improved operations for the utility's gas system, refocused efforts on

building safety into the corporate culture, and continued constructive regulatory outcomes.

Although less likely, we could lower the ratings if the business risk profile does not strengthen and the financial
measures weaken over a sustained period so that FFO to debt is consistently less than 15%, debt to EBITDA more

than 4.2x, and FFO to total debt higher than 60%.
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certain busingss units of S&P may have infarmation that is not available to other S&P business units. S&P has established policies and procedures to maintain tho
confidentiality of certain non-public information received in connection with each analytical pracess.

S&P may receive compansation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&FP reserves the right
ta disseminate its opinions and analyses. S&P's public ratings and analyses are made available on Hs Web sites, www.standardandpoors.com (free of chargel, and

www ratingsdirect.com and www globaleraditportal.com {subscription}, and may be distributed through other means, including via S&F publications and third-party
redistributors. Additional information about our ratings feas is available at www standardandpoors com/usratingsfees.
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PCG: Lowering EPS Outlook After Vetting Model

s Summary. We recently assumed coverage of PG&E Corp. and have updated our
earnings model. Our 2012-16E ongoing EPS are $3.13, $2.85, $3.30, $3.45 and
$3.65, respectively. PCG shares trade at 12.8x and 12.2x our 2014E and 2015E
EPS which represents a roughly 10% discount to peers. We believe the discount is
warranted given the high degree of uncertainty surrounding potential regulatory
repercussions following the 2010 San Bruno pipeline explosion. We reiterate our
Market Perform rating.

SECURITIES B

Market Perform

Sector: Regulated Elecirie Utilities
Market Weight

Earnings Estimate Revised Down

. . R : . . 2011A 201213 20138
+ Thesis. We view California regulation as reasonably constructive. However, the  gps Carr.  Prior Curr. Prior
putcomes in PG&E’s pending regulatory proceedings are likely to be impacted by  Qs(Mar) $058  $0.99A NC NE
the San Bruno Incident. As a consequence, we expect near-term EPS to be Q2 (June) 102 0.83A 083 NE
pressured from unrecoverable San Bruno related costs before rebounding sharply  Q3(Sep) 108 0.84 RC NE
in 2014 driven by rate relief. Our Market Perform rating reflects our belief that Q4 (Dec) afy _oGo 0.62 NE
PCG's relative valuation is warranted given the high degree of uncertainty. FY 3358 $313 346 285 3.6
Y $358 %313 $2.85
« EPS Outlook. Our 2012-16E ongoing EPS are $3.13, $2.85, $3.30, $3.45 and  FYP/E n8x 135 14.8x
$3.65 versus $3.16, $3.16, $3.46, N/E and N/E previously. Relative to peers, our ~ Rev.MM) $14.056  §15,261 $15,527

level of confidence in the EPS outlook is low due to the numerous regulatory
issues pending. Key assumptions include: 1) a 10.3% allowed ROE in the pending
cost of capital, 2) a global settlement is reached by year-end covering the three
OIl's and the PSEP and 3) $2.4B of new equily is issued by 2016. Specific to the
global settlement, we have assumed rough adoption of the PSEP proposed
decision and approximately $750MM of fines/penalties ($550MM incremental to
PCG's $200MM reserve),

« Highly Levered To CPUC Decisions. PG&E has three main “items” pending.
1) Cost of capital: PG&E requested an 11% ROE. The DRA recommended an
8.75% ROE. A proposed decision is scheduled for 11/19 with new rates effective
1/1/13. 2) 2o14 GRC: PG&E's draft application proposes a $1.258 base revenue
increase in 2014 as well as $0.58 attrition increases in 2015 and 2016. 3) San
Bruno & Gas Infrastructure Reloted: AlJs suspended hearings 10/11 in PG&E's
three OII proceedings to facilitate settlement talks. Also, a proposed decision was
issued 10/12 with regards to PG&F’s proposed Pipeline Safety Enhancement Plan
(PSEP). PCG management is hopeful that a global settlement can be reached with
the various parties to resolve all four related issmes. The CPUC’s Consumer
Protection and Safety Division will submit a settlement status report on 10/25.

Valuation Range: $45.00 to $46.00

Our $45-46/sh valuation range is based on a P/E multiple {apply a ~10% discount
to the 13E regulated electric median multiple of 15X to our 14E of $3.30) and
dividend discount model. Key risks include unfavorable regulatory outcomes and
higher than expected unrecoverable San Bruno pipeline explosion costs.

Investment Thesis:

We view California regulation as reasonably constructive. However, the outcomes
in PG&E's pending regulatory proceedings are likely to be impacted by the San
Bruno incident. Our Market Perform rating reflects our belief that PCG's discount
valuation is warranted given the high degree of uncertainty. At this time, we do not
see enough upside to justify investors taking on the elevated regulatory risks.

Please see page 2 for rating definitions, important disclosures
and required analyst certifications
Al estimates/forecasts are as of 10/24/12 unless otherwise stated.

Wells Fargo Securities, LLC does and seeks 1o do business with companies
covered in its research reports. As a result, investors should be aware that
the firm may have a conflict of interest that eould affeet the ohjectivity of the
report and investors should consider this report as only a single faetor in
making their investment decision.
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Dividend/Yield: $1.82/4.3%
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Prev Close: 47.58 Day's Rangs: 486,70 - 47.75

OCpen: 47.38 52wk Range: 39.40 - 48,50

Bid: 45,81 % 208 Volums: 2,726,134

Ask: 47,83 % 200 Avg Yol (3m} 2,849,210

1y Target Esk: 46.84 Market Cap: 20.358

Beta: 2.29 PIE (im}: 24.52

Next Earnings Date: 5-Aug-13 EPS {im}y 1.81

Div & Yisld: 1.82 (3.90%)

Quotes delayed, except where indicated otherwise. Currency in USD.
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Headlines
PG&E Celebrates Success Of First-Ever Month Of Service Program For
Employee Voluniests PR Newswire Wed 7:05PM EOT

PG&E Lauds U.S. Senators Shaheen And Portman For Leadership In
Introducing imporiant Energy Efficiency Legislation PR Newswire Wed 5:20PM EDT

PGEAE Corp (PCGE): Today's Featured Utilities Laggard st TheStreet Wed 5:01PM
£0T
PG&E CORP Financials £0GAR Online Financials Wed 1:04PI EDT
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