


As one major milestone, we worked with
CleanAir Transport, a local trucking company,
to introduce 11 LNG vehicles at the port and
install a public access natural gas refueling
station. Additional plans call for more natural
gas vehicles and refueling stations.

PG&E also helped demonstrate a successful
"“cold ironing” test, powering an 800-foot
container ship at berth using a mobile natural
gas generator. PG&E provided the equipment,
expertise, permit support and staff for the
test, working in partnership with CleanAir
Marine Power, the Port of Oakland and the
Bay Area Air Quality Management District.
The test reduced emissions from the ship
dramatically, with an 89 percent cut in NOx,

a 99 percent drop in particulate matter, the

elimination of SOx and a 50 percent cut in CO..

PG&E's efforts earned the company a pres-
tigious Environmental Award from the U.S.
EPA Region 9 in 2007. We are now working
to expand these solutions in California and
encouraging truck manufacturers to produce
additional clean emission vehicles. PG&E also
continues to educate California policy makers
and regulators about how these innovative
strategies can achieve immediate improve-
ments in port air quality.

Ongoing community involvement in the dis-
mantlement of PG&E’s Hunters Point Power
Plant. For years leading up to the plant’s closure
in 2006, PG&E actively engaged with the local
community. PG&E voluntarily pledged to demol-
ish the natural gas-fueled plant and remediate
the site to meet standards for residential use,
becoming one of the first utility companies in the
country to do so. These efforts continue to serve
as an example of the company'’s EJ policy in
action and a replicable model for other utilities.

In 2007, PG&E demonstrated its ongoing involve-
ment with the community in many ways. On
average, 45 percent of the on-site contractor
dismantlement labor force was hired and trained
from the neighborhood surrounding the plant,
graduates of a local workforce training initiative
called CityBuild. In addition, PG&E continued
its community outreach through a Project
Advisory Committee, which brought together
neighborhood and community leaders on issues
surrounding the plant’s dismantlement.

PG&E expects the demolition to be completed
in 2009, followed by a multiyear process to
remediate the property. As with the dismantle-
ment, the community will continue to play an
important role, with local workers likely com-
prising 30 to 40 percent of the workforce.

Local CityBuild graduates hired to help dismantle PG&E’s Hunters Point Power Plant
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Environment

At PG&E, we are doing our part to use resources more smartly, advance
the clean technologies needed to support our future economy and
protect species and habitats for years to come. We are committed to
helping create a future planet that is healthier than it is today. To us, that
means taking aggressive action to combat global warming, reduce our
consumption of natural resources, dispose of our waste more responsibly
and help our customers do the same. And, it means understanding that
our actions, and those of others, have consequences and taking steps to
mitigate these impacts. We are optimistic that, working in partnership
with our stakeholders, we can make the changes necessary to create

an environmentally sustainable future. A future that will support the

kind of work we want to do and businesses we want to run, the kind

of communities and neighborhoods we want to live in and the kind of
environment we want to pass on to the generations that follow.
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reating a common greenhouse gas reporting infrastructure is a key step in the fight against global

warming—so that organizations from Newfoundland to Baja are measuring and publicly reporting

their emissions the same way. That's why the work of The Climate Registry is so essential. This

new non-profit organization is developing consistent reporting and measurement standards across industry

sectors and borders. Still growing, its Governing Board includes 39 U.S. states, eight Canadian provinces,
six Mexican states and three Native American tribes—each of whom agrees to support the organization’s
standards. While participating in the United Nations Climate Change Conference in Bali, PG&E announced

it is a founding reporter in The Climate Registry—a natural extension of our role as a charter member
of the California Climate Action Registry. The Climate Registry provides a necessary framework for
organizations like PG&E that are committed to reducing their greenhouse gas emissions.

Diane Wittenberg is the Executive Director of The Climate Registry, www.theclimateregistry.org,

pioneering the development of key protocols and infrastructure to establish a common accounting

standard for greenhouse gas emissions.

Why was The Climate Registry created?

With greenhouse gas emissions, there’s been

a void of leadership at the federal level. So
states and regions have stepped in. They knew
that every state or provincial policy should

be underpinned by standardized, consistent
measurement. And so, they created The Climate
Registry. We play a very important behind-the-
scenes role. We ensure that everyone can trust
that a ton is a ton when it comes to measuring
greenhouse gas emissions.

How have you achieved so much already?

The Climate Registry is built on the foundation
and experience of the California Climate Action
Registry. This has allowed us to hit the ground
running and work more quickly across North
America. We've also refined our protocols through
interaction with international organizations.

What's the biggest challenge you face?

Getting everyone to agree to calculate green-
house gas emissions in the same way! But consis-
tency leads to comparability and to transparency,
which is really important. My job is to encourage
our members to think about these issues in the
same way and to exercise their own policy author-
ity on top of a common accounting framework.

Why voluntarily report emissions?

| think that companies like PG&E that started
reporting their greenhouse gas emissions early
have a competitive advantage. In a carbon-
constrained future, companies that act fast, early
and decisively are going to be winners.
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How has PG&E supported your efforts?

PG&E has always been a big supporter—first

of the California Climate Action Registry, and
now of The Climate Registry. You've done
excellent reporting of your own greenhouse gas
emissions. You've also helped recruit others to
report. And | feel it has really made a difference
given the respect people have for PG&E's
environmental leadership.

What's your view of California’s leadership?

For years, California’s environmental laws

have been considered a model for the federal
government. Often, California rules are also
the choice if states want to go over and above
what the federal government requires. And
that tradition is continuing with greenhouse gas
emissions. California has the only economywide
greenhouse gas reduction law in the nation and
it will, by virtue of being first, become a model
for the federal government and other states.

What will it take for PG&E to become
the utility of the future?

First, produce low-carbon electricity; PG&E is
pretty far along, but your sector produces a lot
of carbon. Second, maintain your environmental
leadership and creativity. Third, hire employees
for their values and their skills, because they
reflect what you're trying to get to. And finally,
work with your customers on climate change
through programs like ClimateSmart™, where
PG&E has been just spectacular in requiring
quality offsets. It shows the kind of integrity
and respect you have for the customer and the
environment, which is admirable.



Energy Efficiency and

Demand Response

PG&E has built a 30-year track record of working
with customers to deliver both cost and energy
savings through energy efficiency. Since 1976, our
energy efficiency programs have saved customers
more than $22 billion and prevented more than
135 million tons of CO: from being emitted into
the atmosphere, based on cumulative lifecycle
savings. Together, we are demonstrating that
energy efficiency offers the lowest-cost way to
meet growing energy demand, while minimizing
greenhouse gas emissions.

PG&E's energy efficiency programs are conceived,
created and implemented by experts in our
industry-leading Customer Energy Efficiency
organization. Funding for the programs comes
from customers through a modest public goods
charge on each monthly bill. Our team leverages
these resources to offer a diverse portfolio of
programs that includes a mix of rebates and
financial incentives, training and education,
support for commercializing new and emerging
technologies and other activities such as advocacy
for stronger building codes and appliance
standards. The CPUC estimates that every dollar
spent on energy efficiency in California provides
about $2 in net benefits to the state’s economy.

A key factor in California’s success is a regulatory
structure that creates and aligns incentives for
utilities to drive energy efficiency. Importantly,
California has long embraced a policy known as
decoupling, which breaks the linkage between
energy sales and utility profits.

Under decoupling, utilities collect a fixed level of
revenue, regardless of their actual energy sales. If
energy sales are higher than the target level, the
excess revenues go back to the customer. And if
sales are lower than the target, utilities recover
the shortfalls the following year. Utilities are still
responsible for managing their expenses, but this
neutralizes the incentive that most utilities have
to sell more energy. Rather than focusing on how
much energy we can sell, PG&E can focus on
helping our customers save energy, money and
the environment.

As a complementary policy, California reinstated
an energy efficiency shareholder incentive
mechanism in 2007 for the state's investor-
owned utilities, including PG&E. The policy,
which provides a risk-and-reward incentive to

achieve energy savings' goals, serves as another
innovative approach to extend California’s
leadership in energy efficiency. PG&E will be
rewarded or penalized based on the extent to
which our energy efficiency programs meet

or exceed California’s targets for reducing
customers’ demand for electricity and natural gas.

Against this backdrop, PG&E continued to
make significant strides in 2007. We delivered
the highest gross energy savings in our

history as part of a $1 billion customer energy
efficiency commitment from 2006 to 2008.

As this report was completed, no final energy
savings data were available for 2006 and 2007
due to ongoing proceedings at the CPUC to
determine appropriate energy savings calculation
methodologies. Please visit www.pgecorp.com
for the final data once it becomes available.

PG&E's programs earned high marks for customer
satisfaction among both residential and business
customers in 2007. Approximately 95 percent

of customers gave our energy efficiency rebate
programs a positive satisfaction rating, and nearly
96 percent of recent residential customers said
they were likely to participate in another PG&E-
sponsored energy efficiency program.

Other energy efficiency program highlights from
2007 included the following:

PG&E became the first utility to join The
Green Grid, a non-profit consortium
dedicated to advancing energy efficiency

in data centers and business computing
systems. This partnership supports PG&E's
industry-leading IT and data center energy
efficiency program and service portfolio. It
also represents an opportunity to leverage our
activities with leading high-tech companies.

We helped customers save money by safely
recycling old, inefficient refrigerators, freezers
and room air conditioners. In 2007, PG&E
recycled nearly 47,000 units, almost doubling
the results from the prior year. PG&E's recycling
program retrieves the units for free and
provides a $35 rebate for refrigerators and
freezers and $25 for air conditioners. Ninety-
eight percent of the raw materials from each
unit is recycled.

We partnered with the Association of Monterey
Bay Area Governments to help the region’s
hospitality industry become more energy
efficient. The partnership has worked with more
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“"There’'s a Better Bulb”
Change a Light Campaign

n October of 2007, PG&E kicked off a ground-
I breaking Change a Light Campaign as an

innovative way to encourage more PG&E
customers to buy and use compact fluorescent
light bulbs (CFLs). The goal of the campaign was
to give away one million CFLs—the largest
promotion of its kind by a U.S. utility.

Long-lived, energy-saving CFLs offer significant ben-
efits over traditional incandescent bulbs, including:

= Using about 75 percent less energy than standard
incandescent bulbs,

= Lasting up to 10 times longer, and

= Saving about $30 or more in electricity costs over
each bulb’s lifetime.

When a recent study revealed that almost a third
of California households had never purchased a
CFL, PG&E saw an opportunity to help educate
customers and break down the misperceptions
preventing some customers from trying the bulbs.

In coordination with U.S. EPA’s national ENERGY
STAR® campaign, PG&E's Change a Light Campaign
also provided information on the benefits of CFLs
and the need to recycle them at the end of their
useful life. With the bulb in hand, PG&E customers
signed a pledge to change at least one light in their
home with the CFL.

PG&E accomplished this large-scale CFL distribu-
tion to a diverse population at more than 400
events in its service area through many partner-
ships including the Sierra Club, Girl Scouts, retail

52

supporters, government partnerships and other
community organizations, as well as 1,000 PG&E
employee volunteers.

PG&E's outreach let customers know that CFLs
contain very small amounts of mercury and are
required to be disposed of properly. In addition,

to promote proper end-of-life management for all
types of fluorescent lamps (including CFLs), PG&E is
an active participant in a state-sponsored program
called the California Take-It-Back Partnership.

This partnership is a cooperative effort among
PG&E, state and local government and fluorescent
lamp retailers to promote public awareness

about the need to recycle CFLs, as well as tube
fluorescents, and to help create and support an
infrastructure to facilitate public lamp collection. In
2007, PG&E partnered with Tehama and Santa Clara
Counties to help purchase recycling supplies and
create newspaper ads highlighting local recycling
options. Our work will continue in 2008.
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than 200 establishments—from large chain
hotels to independent inns—by offering simple
energy audits and installing customized energy
saving measures for free.

PG&E is also working to advance opportunities
associated with energy efficiency outside of
California by working with other utility leaders.
PG&E Corporation’s Chairman and CEO Peter
Darbee co-chaired the Edison Electric Institute’s
(EEl's) Energy Efficiency Task Force. This Task
Force focused on broadening industry executives’
understanding of alternative business and
regulatory models for advancing energy efficiency
as a response to rising energy demand and
environmental challenges. As a result of these
efforts, the EEl Foundation is launching a new
Institute for Electrical Efficiency to help utilities
and others working on energy efficiency to
identify and implement best practices.

In addition to energy efficiency, PG&E also manages
a variety of demand response programs to help
cut peak energy use. Focusing on ways to reduce
peak energy use is vital to our environmental and
resource planning objectives. These programs
reward participating customers for voluntarily
reducing their energy use when asked to do so

in response to a peak-demand event, typically no
more than a few critical hours each year.

While we rely primarily on the participation of
commercial and industrial customers to achieve
large-scale demand response savings, PG&E also
enables its residential customers to participate.
For example, we created a new Smart AC
program that pays residential customers a small
one-time amount in return for allowing PG&E

to remotely adjust their air conditioners at peak
times. PG&E provides the technology that allows
for the remote control at no cost to the customer.
Participation is voluntary, and customers have the
ability to opt out if they choose.

Planning for California’s
Clean Energy Future

PG&E's work on energy efficiency and support
of clean-energy-generating technologies are
part of a broad energy strategy consistent
with California’s Energy Action Plan. The
strategy relies first on an aggressive expansion
of customer energy efficiency and demand-
side management programs; then it looks to
secure additional renewable power resources

Training Smarter Energy Users

For nearly 30 years, PG&E's Energy Training
Center in Stockton has provided energy
efficiency education, making it the longest
continually operating energy education and
training facility in the United States. A sister
facility in San Francisco, PG&E's Pacific Energy
Center, also offers educational programs,
design-tools, advice and support to create
energy-efficient buildings.

Combined, these centers held 410 training
sessions and participated in an additional

120 outreach events in 2007—disseminating
important information to skilled tradespeople
to the benefit of PG&E's customers.

and distributed generation; and, finally, it
seeks to fill the remainder of customers'
energy needs through traditional, but ever
more efficient, generation sources.

In 2007, PG&E's retail customers purchased 79,451
GWh of electricity. Of that amount, 26,723 GWh
were generated by PG&E’'s own natural gas,
hydroelectric and nuclear facilities, as well as small
amounts of fuel oil, diesel and solar energy.

The overall electricity mix used to serve our
customers in 2007, which included energy PG&E
generated and purchased from third parties, is
shown in the following charts.

PG&E's 2007 Electric Power Mix Delivered to
Retail Customers*

B Natural Gas, 47%
B Nuclear, 23%
B Large Hydroelectric, 13%

'\

Total California
Renewable, 12%

M Coal, 4%
Other, 1%

* Due to a dry winter and the resulting reduction in the availability of
hydroelectric generation, PG&E increased its power market purchases in 2007.
Because California regulators require us to automatically assume that a certain
portion of these market purchases are coal-fired generation, this chart shows
an increase in that area. However, PG&E's direct purchases of coal have not
increased, and remain at 1.6 percent.
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PG&E's 2007 California-Eligible Renewable
Resources**

Projected Energy Load Growth Met By
Demand-Side Resources, 2007-2016

Bl Biomass and Waste, 34%
M Geothermal, 30%

W California-Eligible
Hydroelectric, 21%

M Wind, 15%
M Solar, less than 1%

** As defined in Senate Bill 1078, which created California’s renewable portfolio
standard, an eligible renewable resource includes geothermal facilities,

hydroelectric facilities with a capacity rating of 30 MW or less, biomass,
selected municipal solid waste facilities, solar facilities and wind facilities.

A significant amount of the power we supply

to customers comes from large hydroelectric
stations. However, under California law, energy
from these resources does not qualify toward
meeting California’s renewable energy standards.
With these facilities factored in, PG&E's sales from
California-eligible renewable resources plus non-
eligible hydroelectric represented approximately
25 percent of total energy deliveries in 2007.

PG&E's Long-Term Electric Resource Plan

In December 2007, PG&E received approval for

a 10-year electric resource plan that includes
energy efficiency, demand response programs,
renewable generation, distributed generation
(including solar power) and new, clean and
efficient fossil-fuel units. The approved plan seeks
to reduce demand first through energy efficiency
and then relies significantly on preferred and
environmentally friendly resources.

Significantly, over this time, PG&E expects to
meet more than half of the anticipated demand
growth in its service area through energy
efficiency. PG&E estimates that in the absence
of the energy efficiency and other demand-side
programs, the California Energy Commission's
sales forecast would grow at an average rate of
2.3 percent per year between 2007 and 2016.

PG&E's long-term plan is updated regularly
as part of a CPUC proceeding in which all
three state utilities and numerous other
stakeholders participate. This process allows
PG&E to reassess its customer needs and
obtain Commission authority for a new
procurement plan to meet those needs.
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PG&E expects that more than half of the anticipated
growth in electric energy demand will be mitigated
through energy efficiency and distributed generation,
such as customer-owned solar.

Renewable resources, clean

and efficient fossil-fuel Energy Efficiency meets 53%

generation, and additional | of expected load growth.
market purchases.

Distributed Generation meets l
4% of expected growth.

L ! ! ! ! J
0% 20% 40% 60% 80% 100%

This chart shows the projected growth in energy load in PG&E's service area
between 2007 and 2016. Projections are based on the California Energy
Commission'’s revised electric demand forecast (November 2007).

Delivering Clean Energy

The greenhouse gas emissions rate associated
with PG&E’s energy mix is among the lowest
for any utility in the nation. In 2006, the CO:
emissions rate associated with generation
resources owned by PG&E was 28 pounds

per megawatt-hour (lbs/MWHh), while the
independently verified CO2 emissions rate
associated with all of the power we supplied
to customers, including purchased power, was
456 lbs/MWh. For comparison, the national
average CO: emissions rate for all power
generation was approximately 1,363 lbs/MWh,
while the California average CO: emissions
rate was approximately 879 lbs/MWh.

Benchmarking Greenhouse Gas Emissions for
Delivered Electricity

U.S. Average 1,363*

California’s Average

456**

pounds of CO; per MWh

1 1 1 1 J

0 300 600 900 1,200 1,500

* Source: U.S. Environmental Protection Agency eGRID Version 2.1 (updated
April 2007 and based on 2004 data)

** 2006 emissions rate for our delivered electricity was independently verified
and registered with the California Climate Action Registry (Registry). This
emissions rate is based on total emissions of 20.7 million tons (18.8 million
metric tonnes), calculated in accordance with Registry protocols. Given that a
portion of the electricity that PG&E delivers comes from unspecified sources,
the total emissions may range between 18 and 21 million tons. Emissions data
for our owned generation resources can be found on page 82.



An Interview with Arthur Rosenfeld, Ph.D., Commissioner, California Energy Commission

ommissioner Rosenfeld’s work on the frontiers of energy analysis, standards and technologies

has helped save billions of dollars in energy costs since the 1970s and has been instrumental in

establishing energy efficiency as a priority resource under California’s energy policy framework.

In 2006, he received the Enrico Fermi Award, one of the most prestigious science and technology awards

given by the U.S. government.

What are your priorities
as Commissioner?

My main interests are energy
efficiency in buildings and

in industry, and I'm also the
assigned Commissioner working
to accelerate demand-response.
Three-quarters of all our electricity
goes into buildings. So, since the
1970s, I've spent a lot of time
learning about buildings, how they
use electricity and how you can
reduce that use cost-effectively.
We've made some progress and
now we're talking about having
zero-net-energy homes by 2020.

Why is energy efficiency so important?

The first benefit, of course, is that you save money.
Another is reliability and energy independence.
And the third is global warming, which has
spurred a serious interest in energy efficiency.

What role has California played in
advancing energy efficiency as a resource?

California began championing energy efficiency
very early. In California, we've kept electricity use
per capita constant at approximately 7,000 kWh
per person per year, despite an 80 percent increase
in gross domestic product per capita. The United
States, on the other hand, had access to the same
information, but has now gone up 50 percent.

How can PG&E’s ClimateSmart™ program
play a role?

It's a great idea and you've got the right
approach—encourage energy efficiency first,
renewables second, and then signing up for the
ClimateSmart program. In the program’s next
phase, | think PG&E should go beyond California
and experiment with projects in developing
countries where energy is used very inefficiently.
For example, about a billion poor people must
now boil their polluted water to make it safe to

drink. If we help them switch from
boiling over a wood fire to running
it under an ultraviolet lamp, they
would save the equivalent of two
or three million barrels of oil a day.

Any new promising
technologies on the horizon?

| favor cool-colored pigments

on roofs and cars, or better yet,
white. A white roof saves 10 to
20 percent of the building's air-
conditioning load. In California’s
2005 Title 24 building standards,
if the roof is flat, with no archi-
tectural issue, it must be white.
Starting in 2009, if the roof is
sloped, it must utilize one of the new cool-colored
pigments. And cars sold in the United States
should have cool colors, as well.

What did you learn on your recent visit
to China?

China is growing so fast; last year alone, they
built nearly two hundred 500 MW coal plants.

It's very important to encourage China to follow
California’s rigorously enforced building standards
and appliance standards—and praise them for
their automobile standards, which are 50 percent
tighter than ours. | believe that we in the West
must set the example and work with China and
India to follow suit.

PG&E is working to become the utility of
the future. What will it take to get there?

You're doing a lot of the right things. | think even
more outreach with your customers is warranted.
I'm impressed by a new PG&E program to
benchmark commercial buildings in your service
area, which will give you the energy intensity of
these buildings. The next step will be to actively
bring these customers into your energy efficiency
programs and help these building owners further
reduce their energy use.
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Since 1998, PG&E has reduced its sulfur hexaflu-
oride (SFe) leak rate by 89 percent and its abso-
lute emissions by 83 percent. SFs is an extremely
potent greenhouse gas, approximately 23,900
times as potent as CO: on a per ton basis, and is
used as an insulating material in high-voltage cir-
cuit breakers. PG&E achieved these reductions
through a number of actions including an active
breaker repair replacement program, using X-ray
technology to more efficiently inspect the inter-
nal components of circuit breakers, laser imaging
technology to identify leaks and verifying SFs
levels in breakers on a monthly basis to more
quickly flag potential leaks. In 2007, PG&E also
reviewed a new 72 kV circuit breaker design that
contains no SFs gas and plans to install one of
these breakers for evaluation purposes in 2008.

The nitrogen oxide (NOx) emissions rate from
PG&E-owned generation was 0.08 pounds per
megawatt-hour (lbs/MWh) and the sulfur dioxide
(SO:) emissions rate was 0.0031 Ibs/MWh,
compared with estimated national averages of 1.78
and 5.07, respectively. There were no reportable
mercury emissions from PG&E's facilities.

Sulfur Hexafluoride (SFs) Absolute Emissions
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Securing Renewable Power Resources

California’s Renewable Portfolio Standard (RPS)
requires each investor-owned utility to have 20
percent of its supply be comprised of California-
eligible renewable resources by 2010. In 2007,
more than 9,000 GWh, or approximately 12
percent of PG&E's total retail sales, qualified as
a California-eligible renewable resource.

PG&E continues to aggressively add renewable
electric power resources to its supply and now
has contractual commitments to have more than
20 percent of its future deliveries come from
renewables. Since we began working toward the
RPS target, through 2007, PG&E has entered into
contracts for additional supplies of approximately
2,100 MW of renewable energy—wind, solar,
geothermal, biomass, wave and small hydro
resources. These include agreements for future
supplies from projects that must be successfully
permitted, built and connected to the grid
before they can deliver. PG&E is also seeking
opportunities to further diversify its renewable
resource portfolio through utility-owned resources.

Renewable Portfolio Standard—Contracts Signed in 2007

Project Location Technology Mw GWh/Year
Solel Mohave Desert Solar Thermal 553 1,388
PPM Energy* Sherman County, OR Wind 85 265
Cleantech America, LLC Mendota Photovoltaic 5 9
GreenVolts, Inc. Byron Photovoltaic 2 5
enXco Solano County Wind 150 509
Ausra San Luis Obispo County Solar Thermal 177 388
White Creek Klickitat County, WA Wind 50 148
Finavera Renewables, Inc. Humboldt County Wave 2 4
Total 1,024 2,716

*Now IBERDROLA RENEWABLES
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In 2007, PG&E began delivering approximately 85 MW of renewable wind energy from an IBERDROLA RENEWABLES site

in Sherman County, Oregon.

Renewable Portfolio Standard—
Contracts Signed 2002-2007

Type Number MW
Geothermal 7 496-654
Wind 8 531
Bioenergy 13 147-172
Small Hydro 2 1
Solar 4 737
Wave 1 2
Total 35 1,914-2,097

For example, PG&E has taken the first steps
toward developing projects that could generate
power using the abundant wave energy off the
coast of Mendocino and Humboldt Counties.

Last year, we filed preliminary permit applications
with the Federal Energy Regulatory Commission
for two projects. The “WaveConnect” projects
will begin with resource, environmental and ocean

use studies and, if developed, would be the first
in North America to demonstrate multiple wave
energy conversion devices at a common site.
Each project could provide up to 40 MW of clean
renewable electric supply.

Separately, PG&E entered into a long-term,

2 MW commercial wave energy power purchase
agreement with Finavera Renewables Inc.,

also located off the northern California coast.
The project is expected to begin delivering
renewable, clean electricity in 2012.

PG&E also joined forces with San Diego Gas

& Electric Company to propose an innovative
new initiative to support emerging renewable
energy technologies. The Emerging Renewable
Resource Program would facilitate demonstration
projects to gauge the potential associated with
such resources as ocean energy, bioenergy and
energy storage. If the program is approved by the
CPUC, PG&E plans to commit up to $30 million
over a two-year period to support promising new

57

Photo courtesy of IBERDROLA RENEWABLES



Fuel-efficient electric generating equipment being installed at PG&E’s new Gateway Generating Station

renewable energy technologies or resources that
have completed proof of concept but have not
been deployed on a large scale. PG&E hopes to
obtain CPUC approval in 2008.

Beyond the need to advance new technologies,
PG&E is also addressing other potential barriers that
could slow the expansion of renewable resources.

The California Energy Commission identified
some of these obstacles in a report it issued
in 2007. The report stated that meeting the
state’s renewable energy goals will require
coordinated efforts in transmission planning,

a more flexible and integrated electric system,
several transmission initiatives and streamlined
permitting, contracting and construction.

PG&E is cooperating with our renewable
energy partners and others in response to these
issues. For example, we are working on several
federal, regional and state initiatives, including
the development of transmission corridor

and renewable energy zones in the West and
California. The CPUC also approved our request
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for funds to study the merits of constructing a
transmission line from California to the Pacific
Northwest and Canada to access renewable
energy supplies in that region.

PG&E is also working at the federal level to
extend and expand crucial production and
investment tax credits for a variety of renewable
generating technologies. These tax credits have
helped to make the costs of some new and
emerging technologies more competitive and
are critical to facilitating the growth of a healthy
renewable energy industry, both in California
and throughout the United States.

Investing in Cleaner Conventional
Generation

Although energy efficiency and renewable energy
are playing larger roles in our plans to meet future
demand, investment in new conventional generation
facilities is also necessary to meet our customers’
needs. Currently, we are at work on three new
natural-gas-fueled plants that will be owned and
operated by PG&E. Importantly, we are working



to minimize the environmental impacts associated
with these investments by using advanced clean
and efficient technologies. Examples of these
efforts in 2007 included the following:

Gateway Generating Station: We received
authorization to use “dry cooling” technology
at the 530 MW power plant, currently under
construction near the San Francisco Bay Area. Dry
cooling technology uses up to 97 percent less
water and discharges 96 percent less wastewater
than a conventional water cooling system. Its
use at Gateway will help avoid an impact to the
delta smelt, an endangered endemic species.
Additionally, the design of the plant will decrease
fuel use and greenhouse gas emissions by
about 35 percent compared with older plants.

Colusa Generating Station: We reached an
agreement to acquire the state-of-the-art 659
MW combined cycle natural gas facility from
E&L Westcoast, LLC, and obtained CPUC
approval to directly develop and construct the
facility. Expected to come on-line in 2010, the
dry-cooled generating facility will generate
zero wastewater discharge and utilize the latest
in fuel-efficient technologies to minimize the
environmental impact, while ensuring reliable
electricity at reasonable costs.

Humboldt Bay Repowering Project: As part

of our plan to build a new generation facility

on the site of an old PG&E power plant, to be
decommissioned, we are employing technology
that will produce significantly fewer ozone
precursors and less CO: than the previous facility.
The new design will also reduce water use by
eliminating the need for “once-through” cooling.

Each day, PG&E serves approximately 4.3 million
natural gas customers. Natural gas is a clean-burning
fuel that is used in a wide variety of applications,
including heating homes, cooking meals and driving
manufacturing processes. With more than 40,000
miles of natural gas distribution pipelines and
6,000 miles of transmission pipelines, PG&E
operates one of the largest natural gas distribution
networks in the country and takes seriously our
responsibility to ensure its safety and integrity.

Authorities, including the CEC, forecast that
demand for natural gas in California will continue
to grow each year, even with effective energy effi-
ciency programs in place. At the same time, North
American production is expected to remain flat.
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Accordingly, PG&E is seeking to diversify its
supplies of natural gas to ensure that they remain
reliable and affordable for customers. The

utility has reserved capacity on a proposed new
pipeline to tap gas fields in the Rocky Mountains.
In response to a request for information from

the CPUC, PG&E has also asked regulators to
support moves by the utility industry to explore
the cost and feasibility of entering into contracts
with suppliers of LNG. We also favor continued
research into the lifecycle greenhouse gas
emissions of LNG imports, to better inform state
policy toward this potentially significant new
source of supply.

A potential impact associated with the delivery of
natural gas is the release of methane, a greenhouse
gas that is at least 21 times more potent on a

per ton basis than CO: in terms of its impact on
global warming. As part of our participation in
the U.S. EPA’s Natural Gas STAR Partnership, the
company avoided the release of more than 2,060
tons of methane, or approximately 43,270 tons of
CO:z-equivalent, in 2007.

These savings were achieved primarily by replacing
old cast iron and steel gas mains, and by imple-
menting a technique called cross compression, a
process by which natural gas is transferred from
one pipeline to another during large pipeline con-
struction and repair projects. Cross compression
reduces the amount of natural gas vented to the
atmosphere by 85 to 90 percent.

PG&E also gained regulatory approval for two
dairy biogas contracts, with Microgy, Inc. and
BioEnergy Solutions, to deliver renewable natural
gas generated from the anaerobic digestion of
dairy manure. These contracts will result in several
state-of-the-art production facilities on the site of
large dairy farms in California and other locations
in the western United States.
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Photo courtesy of Solel.

Harnessing the Power of the Sun
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Above: Solel’s solar thermal parabolic trough technology, to be used to deliver 553 MW of solar power to PG&E's

customers once constructed in California’s Mojave Desert
G&E is actively supporting new advanced
P solar technologies. Solar energy is a valuable
renewable resource because it generates
power at the same time that demand on the system
is high, helping to reduce the need for fossil fuel
generation from peaker power plants, which are less
efficient and a source of greenhouse gas emissions.

Solar photovoltaic technologies collect sunlight
and convert it directly to electricity, whereas solar
thermal technologies use solar energy to produce
steam, which is then used to power a turbine or
engine to generate electricity.

Major milestones in 2007 included the following:

= We signed a landmark contract with Solel to pur-
chase the output from a new 553 MW plant—one of
the world’s largest solar commitments. When fully
operational in 2011, it will cover up to 6,000 acres,
or 9 square miles in California’s Mojave Desert,
and will rely on 1.2 million mirrors and 317 miles of
vacuum tubing to capture the desert sun’s heat.

= We signed an agreement with Ausra to purchase

the output from a 177 MW solar thermal power
plant, expected to begin generating power

in 2010. Located in San Luis Obispo County,

the plant will burn no fuel, use minimal water
and produce no air or water emissions. The
project will use one square mile of land due

to the efficiency of the collector technology.
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= We announced two utility-scale photovoltaic solar

power projects with Cleantech America, LLC and
GreenVolts, Inc., to be located in Fresno County
and Byron, California, respectively. The projects
will deliver up to 7 MW of renewable energy and
will be completed in 2009. Both projects utilize
photovoltaic technologies to collect sunlight and
convert it directly to electricity.

Further technical developments are needed,
however, to improve the efficiency of
photovoltaic cells and enhance our ability to
store and dispatch solar energy to better match
customer demand—challenges PG&E plans

to explore through energy storage and solar
testing projects associated with our proposed
Emerging Renewable Resource Program.

PG&E has also announced that we intend to
purchase an additional 1,000 MW of solar power
over the next five years.

PG&E uses a competitive process for assessing
all bids from renewable energy developers.

We apply rigorous environmental criteria to all
bids to ensure that any renewable energy we
purchase or develop is in compliance with all
applicable environmental laws. In addition, our
competitive process encourages bidders to seek
opportunities to exceed current standards of
environmental protection.
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PG&E is also participating in a study to establish
a nationwide dairy biogas quality standard, a
critical step toward attracting more investment
and providing greater certainty for gas quality.
Our interest in expanding this resource also led
us to issue a formal Request for Information in
2008 seeking biomethane demonstration projects
to test new technologies that produce pipeline-
quality, renewable natural gas from biomass.

As the need to reduce global greenhouse gas
emissions becomes increasingly apparent, the
need for safe, reliable and carbon-free energy
is greater than ever. The Diablo Canyon Power
Plant (DCPP) is helping PG&E meet this need—
generating 23 percent of the electricity used by
our 5.1 million customers, and 12 percent of the
electricity produced in the state.

Since beginning commercial operation in 1985,
DCPP has built an operating record as one of
the safest and most efficient nuclear power
plants in the nation, receiving top ratings from
industry peers.

In 2007, the plant set an annual net generation
record and had a total annual capacity factor of
95.07 percent (actual energy produced as a per-
centage of maximum dependable plant capacity).

Last year, we moved forward with a $700 million
project to replace DCPP’s eight steam generators,
which drive the plant’s electric turbines. The

new generators will be installed during refueling
outages scheduled in 2008 and 2009. This will be
the largest construction project since the plant
was built and will help ensure DCPP is prepared
to continue safely and reliably generating
electricity for our customers into the future.

As with all nuclear facilities, safely storing spent
nuclear fuel and maintaining the security of the
plant are among the most important responsibilities
for operators. Last year, we continued taking
steps that will ensure PG&E continues to meet
these obligations going forward.

In 2007, we completed the majority of the
construction work on DCPP’s Interim Spent Fuel
Storage Installation (ISFSI). Loading is scheduled
to begin in 2009. This facility will provide secure
storage of Diablo Canyon'’s used fuel on site
until the federal government opens a permanent

storage facility. Accordingly, it is a critical step
to enable the long-term operation of the plant.

Also in 2007, PG&E broke ground on the
Humboldt Bay Power Plant ISFSI project. Once
the facility is completed in 2008, we will transfer
all of the plant’s used fuel to the facility, allowing
for the final decommissioning of the retired
Humboldt Bay Power Plant Unit 3, which ceased
operations in 1976.

Since Sept. 11, 2001, DCPP has spent more

than $25 million to enhance security. These
enhancements include extending and reinforcing
defensive perimeters, controlling access through
physical barriers, increasing inspections and
installing additional surveillance technology.
The plant has also increased the number of
armed Nuclear Security Officers (NSOs) by
more than 50 percent—making DCPP’s security
force the largest law enforcement agency in San
Luis Obispo County. In 2007, the plant’'s NSOs
performed well in test exercises conducted by
the Nuclear Regulatory Commission.

Also last year at DCPP, about 2,000 representa-
tives from local cities, state agencies and the
county participated in county-led emergency
preparedness training. PG&E supports this train-
ing by providing funding and working with our
counterparts to make available all the necessary
information about DCPP’s operations and its
emergency response and security programs.

Existing California law prohibits the building of
any new nuclear power plants in the state until
a permanent national waste storage facility is
established. For additional information on waste
storage and other issues, please see page 79 of
PG&E's 2007 Annual Report to Shareholders.

Partnering in the Fight
Against Global Warming

Global warming and the need to reduce greenhouse
gas emissions is one of the most pressing issues
facing our industry and the nation. As we have
continued to monitor the science on climate change
in recent years, including 2007, the evidence has
compelled us to reaffirm our view that the potential
consequences of warming are serious and the
need for action is urgent. This belief has, in turn,
driven us to take a number of initiatives aimed at
advancing policies and practices to address this
issue, often in partnership with other stakeholders.
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Understanding and Reporting
Our Emissions

Identifying and quantifying the sources and
magnitude of greenhouse gas emissions is an
essential first step to create a foundation for
policies and programs to reduce emissions cost-
effectively and efficiently.

Accordingly, PG&E undertook a rigorous effort
to identify and account for our greenhouse

gas emissions. We are a charter member of
the California Climate Action Registry. In 2002,
we became the first investor-owned utility in
California to complete a third-party-verified
inventory of our CO: emissions. Most recently,
we verified our 2006 entitywide greenhouse
gas emissions for six greenhouse gases (CO,
methane, SFs, N2O, HFCs and PFCs). (Please
see the chart to the right for greenhouse gas
emissions by source category.) We also verified
the CO: emissions rate associated with our 2006
electric delivery mix of 456 Ibs CO/MWh.

Demonstrating leadership, PG&E also joined

The Climate Registry, a new national organization
dedicated to creating a common standard for
measuring, reporting and verifying greenhouse
gas emissions consistently across industry sectors
in North America. And, for the past three years,
PG&E has participated in the Carbon Disclosure
Project, which provides additional detail on our
actions as they pertain to climate change and our
greenhouse gas emissions profile.

Reducing Our Greenhouse Gas
Footprint

PG&E provides its customers with electricity
that has among the lowest rates of greenhouse
gas emissions in the nation. In fact, PG&E's CO:
emissions rate is at least 65 percent lower than
the national average among utilities.

We also continue to work to minimize our
carbon footprint:

= Since 1998, we have reduced our sulfur hexa-
fluoride (SF¢) leak rate by 89 percent and
our absolute emissions by 83 percent. SFs
is an extremely potent greenhouse gas,
approximately 23,900 times as potent as CO:
on a per ton basis, and is used as an insulating
material in high-voltage circuit breakers.

= We continue to reduce the methane leak
rate from our natural gas pipeline operations,
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Total 2006 Greenhouse Gas Emissions
by Source Category

(Total: 20.7 Million Tons CO:z-e*)

\H Delivered Electricity, 18.0
\ B Losses from Gas Pipelines, 2.1
M Fleet, 0.09

Gas Compressor Stations, 0.3

B Electrical Equipment, 0.07

Facility Gas and
Electric Use, 0.06

M Stationary Diesel and
Gasoline, 0.03

* PG&E's 2006 greenhouse gas emissions, which equate to 18.8 million metric
tonnes, were calculated and independently verified in accordance with protocols
of the California Climate Action Registry. Given that a portion of the electricity
that PG&E delivers comes from unspecified sources, the total emissions may
range between 18 and 21 million tons.

avoiding the release of more than 2,060 tons
of methane, or approximately 43,270 tons of
CO:z-equivalent, in 2007.

= We are offsetting all of the greenhouse gas
emissions associated with the energy used
in PG&E’s buildings, by participating with
shareholder funding in our ClimateSmart™
program. In 2007, this amounted to over
50,000 tons of CO: reductions.

Empowering Customers to Make
Efficient and Smart Energy Choices

PG&E has been a pioneer in developing innova-
tive smart energy solutions that benefit both
our customers and the environment. We present
our customers with a portfolio of options—
providing incentives for them to use less energy;
supporting clean distributed generation, such

as the installation of rooftop solar systems;

and creating voluntary programs such as the
first-of-its-kind ClimateSmart program to

offset the greenhouse gases associated with
their electricity and natural gas use. The third
option, ClimateSmart, was launched in June
2007 (please see page 64 to learn more).

An increasing number of cities and counties

in northern and central California have set
aggressive voluntary greenhouse gas reduction
goals. As a result, many are conducting
inventories of their communities’ greenhouse
gas emissions as a key step toward developing
an emissions reduction strategy. Last year,



PG&E assisted nearly 100 cities and counties with
these inventories by providing them aggregated
historic energy consumption data for residential,
commercial and industrial PG&E customers within
their jurisdiction. PG&E also provided estimates
of the associated greenhouse gases, based on
PG&E's independently verified emission rates.

These efforts benefit from our partnership with
the Bay Area Air Quality Management District
and International Council for Local Environmental
Initiatives, which have helped drive standardized
data formats and have been a venue for sharing
best practices and demonstrating how PG&E can
help communities accomplish their greenhouse
gas reduction goals.

Advancing Responsible Solutions

PG&E supported the enactment of two important
California laws aimed at curbing greenhouse

gas emissions: Assembly Bill 32 (AB 32), the
Global Warming Solutions Act, which established
greenhouse gas reductions goals for California;
and Senate Bill 1368, which requires that all
power sold to utilities in the state under long-
term contracts meet a greenhouse gas emissions
performance standard equivalent to that of an
efficient, combined-cycle natural gas plant.

The regulations implementing Senate Bill 1368
have been finalized and are structured in a
manner that will allow PG&E to continue to
provide customers with affordable and reliable
electricity. The law will not impact the continued
development of generation assets in which
PG&E currently plans to invest.

AB 32 sets a goal of reducing California’s
greenhouse gas emissions to 1990 levels by 2020.
To date, specific goals or targets for individual
sectors or entities within sectors have not been
set. Recognizing that these requirements will be
forthcoming, PG&E has not set a greenhouse gas
reduction target for our operations.

PG&E is currently working cooperatively with the
CPUC, CARB and Cal/EPA to implement AB 32 in
a way that maximizes environmental benefits, min-
imizes costs, provides for economic opportunities
and serves as a model for federal legislation. Our
work in 2007 focused around active participation
in CARB hearings, the California Market Advisory
Committee’s examination of market-based
approaches and the CPUC’s and CEC's work to
create a model rule for the utility sector.

PG&E believes a well-designed cap-and-trade
system—coupled with our customer energy
efficiency, renewables and demand-side
management programs—will reduce greenhouse
gas emissions, diversify our energy supply mix
and help to minimize customer costs.

Ultimately, we believe a national response is
required to address greenhouse gas emissions.
As a result, we expect California’s greenhouse
gas reduction program will be harmonized with
a broader federal program, and, ultimately global
framework. This will allow California to reduce
greenhouse gas emissions at the lowest possible
cost and also provide the opportunity to more
seamlessly “export” innovative technologies,
programs and practices. We believe a national
program should recognize and reward the
significant investments already made by the state
of California and its energy consumers to reduce
greenhouse gas emissions.

PG&E has actively promoted the creation of a
mandatory, market-based program at the national
level that meets these objectives. For example,
Peter A. Darbee, Chairman, CEO and President
of PG&E Corporation, participated in the U.S.
Senate’'s Committee on Environment and Public
Works hearings on climate change in February,
June and November last year. Mr. Darbee
indicated in his testimony that PG&E believes the
Lieberman-Warner Climate Security Act of 2007
provides a “solid starting point for constructively
advancing a comprehensive, national response

to and policy on climate change.” The framework
established in the bill—a cap-and-trade system
with key complementary policies and measures—
provides the foundation for a program that

will achieve significant and sustained emission
reductions from all sectors of the economy. It also

United States
Climate Action
Partnership

ATIGNAL PRES

Peter Darbee at the launch of the U.S. Climate Action
Partnership at the National Press Club in Washington, D.C.

63



Introducing the ClimateSmart™ Program

Above: Local elementary school students helped celebrate the City of Rocklin’s enrollment in the ClimateSmart program.

ClimateSmart™ program in 2007, providing
customers the opportunity to voluntarily
offset the greenhouse gas emissions associated with
their energy usage. PG&E was the first customer
to enroll in the program, committing shareholder

funds to make our buildings “climate neutral.”

P G&E launched the first-of-its-kind

To participate, customers pay a separate, tax-
deductible amount on their monthly energy bill,
based on their actual energy use. In turn, PG&E
will invest 100 percent of these payments in new,
independently verified projects in California that
reduce or remove greenhouse gases from the
atmosphere, balancing out the emissions from
participating customers’ energy use.

Tens of thousands of customers have already enrolled,
including residential customers, large and small
companies, and several municipalities. Last year, the
City of Rocklin became the first city to participate in
the ClimateSmart program—enrolling its municipal
buildings and setting a great example for other
communities. Other notable participants include
Longs Drugs, Sierra Nevada Brewing Co. and New
Resource Bank. Collectively, these early enrollees
have already invested more than $1 million to fight
climate change through the ClimateSmart program.

PG&E designed the ClimateSmart program with

a focus on adhering to the highest standards of
accountability and transparency, including ensuring
that the program’s greenhouse gas reductions are
real, additional, verifiable and permanent.
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This includes the following measures:

Using a formal competitive solicitation process
to determine the ClimateSmart projects in which
to invest customer funds.

Limiting the investments to projects with an
approved project protocol from the non-profit
California Climate Action Registry.

Seeking ongoing input from an External
Advisory Group of customer representatives
and respected experts.

Permanently retiring all of the program'’s verified
greenhouse gas emission reductions.

Requiring an independent, annual program audit
and regularly reporting the program’s results to
the CPUC and enrolled customers.

Funding the Registry-led development of three
additional protocols to “road test” new project
measurement, reporting and verification protocols.

Starting with preserving California’s native forests,
PG&E expects that by the end of 2009, the program
will invest in one and a half million tons of greenhouse
gas emission reductions, equal to taking more

than 270,000 cars off the road for a year. In 2008,
the program secured two contracts to purchase
approximately 236,000 tons of independently
verifiable emission reductions—220,500 from The
Conservation Fund’s Garcia River Forest on California’s
North Coast and 15,600 from Sempervirens Fund’s
Lompico Headwaters Forest in Santa Cruz County.




includes important mechanisms to manage costs
for energy consumers, recognize and encourage
early action and advance energy efficiency.

PG&E is also working in partnership to advance

a federal program and global framework. For
example, PG&E Corporation is a founding member
of the United States Climate Action Partnership
(USCAP)—a group of businesses, such as GE and
Dupont, and leading environmental organizations,
such as NRDC and EDF, that have come together
to call on the federal government to quickly enact
strong national legislation to require significant
reductions of greenhouse gas emissions.

PG&E has also worked for nearly a decade

with a group of progressive energy companies
through the Clean Energy Group, comprised

of utilities and power generators, such as
Exelon and FPL Group, that serve millions of
customers in more than half of the states and
account for more than 15 percent of the nation’s
generating capacity. The Clean Energy Group
is working to advance national climate change
policy that takes a mandatory, market-based
approach to achieving emission reductions

and does so in a way that recognizes the
significant investments already made by energy
consumers and businesses across the country.

Peter Darbee at the launch of A Roadmap to Combating
Climate Change, released by Combat Climate Change (3C)
in 2007

And last year, PG&E also joined in a landmark
proposal for a global framework for addressing
climate change as part of our participation in
Combat Climate Change (3C), an international
business initiative involving more than 50 leading
companies, including Vattenfall and Citigroup.

In advance of the climate change negotiations in
Bali, Indonesia, the group called on governments
to work together to develop a global policy
framework that emphasized the critical roles that
the rapid deployment of energy efficiency and
low-carbon-generating technologies will and must
play. During 2008, 3C will work to provide more
detail to policy makers on how to accelerate the
penetration of these vital technologies throughout
the world economy to combat climate change.

In 2007, the Intergovernmental Panel on Climate
Change (IPCC) determined that warming of the
climate system is unequivocal and that many
natural systems are already being affected by
climate change. This century, the IPCC predicts
increased average global temperatures, changes
in precipitation, rising sea levels and more
extreme events such as hurricanes, droughts,
wildfires and other impacts.

As part of our formal Enterprise Risk Management
process, a team overseen by our Senior Vice
President of Engineering and Operations is
looking closely at these predictions and working
to understand the implications for our business
and our customers.

PG&E is beginning to collaborate with leading
climate scientists in California to gain a better
understanding of potential impacts to our
infrastructure and ability to provide clean,
affordable electricity, and to develop tools

and methods to assist PG&E with adaptation

to climate change. Last year, this included
co-sponsoring a workshop with the U.S.
Department of Energy’s (DOE) National Energy
Technology Laboratory (NETL) and the Lawrence
Livermore National Laboratory (LLNL) to explore
these issues in more depth.

In 2008, PG&E will work with scientists and
climate modelers at LLNL to develop new tools
for high-resolution regional climate modeling.
The results of these studies will enable PG&E
to develop adaptation and mitigation plans
that ensure a high standard of customer service
and reliability in both the near and long term.
Additionally, PG&E will collaborate on studies
with leading researchers at organizations such
as DOE, NETL, the CEC and the Scripps
Institute of Oceanography, as well as Stanford
University, Princeton University and the University
of California, on a variety of climate change
adaptation topics.
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2007 California Solar Initiative Applications
by Program Administrator

Annual PG&E Interconnected Customer
Solar Systems
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Assisting Customers
with Alternative
Energy Solutions

PG&E plays an important role in assisting
customers who choose to integrate alternative
energy sources at their homes and businesses.

In 2007, we interconnected more than 6,500
customer-owned solar power systems to the
electric grid—an increase of over 50 percent from
2006. This brought our total to more than 20,000
interconnected customer solar systems, more
than any other utility in the United States.

This increase is due, in part, to the implementation
of the California Solar Initiative (CSI), a new

$2.1 billion statewide, 10-year solar incentive
program designed to increase the total amount
of solar installed in California by 3,000 MW.
PG&E customers accounted for 70 percent of

the total applications submitted in California (see
chart above). The amount of power from PG&E's
approved applications totaled almost 84 MW.

PG&E also distributed approximately $21

million in rebates for completed residential and
commercial solar installations. We expect rebate
totals to increase significantly as the program
matures and more installations are completed.
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PG&E's Self-Generation Incentive Program
complements CSI by providing distributed
generation incentives for fuel cells, wind

or other co-generation systems 30 kW or
larger. Through this program, PG&E received
applications for a number of new projects,
including a dramatic increase in fuel cell
projects powered with biogas (typically organic
waste such as cow manure and vegetables).

In an effort to help raise awareness of the
incentives and advantages associated with
alternative energy options, PG&E offered a
number of classes last year. In 2007, we held
29 classes to educate installers and interested
residential customers on solar power and
the CSI program. More than 1,800 people
attended these classes, primarily held in the
Bay Area. In 2008, we plan to increase the
number and availability of classes, including
reaching out beyond the Bay Area to our
customers in northern and central California.

Demonstrating

Environmental Stewardship

PG&E has a long history of managing lands and
waters in a responsible and environmentally
sensitive manner. Our vast network of pipes

and wires can traverse unique and sensitive
habitat. PG&E has an obligation to protect these
resources while we perform our operations and
meet our customers' expectations regarding
reliability and service.



Managing Our Hydro Operations

PG&E's vast hydroelectric system, with many dams
and powerhouses dating back to the early twentieth
century, has long been a vital source of clean energy
for California. We see these assets as continuing
to be an important part of PG&E's power mix for
years to come—especially in light of the urgent
need to reduce greenhouse gas emissions.

We also see opportunities, however, to mitigate
many of the natural resource impacts that can be
associated with hydroelectric projects. The renewal
of our federal operating licenses for these facilities
is a key opportunity for us to take a number of such
steps. New licenses include measures to protect,
mitigate and enhance natural resources, giving
equal consideration to all beneficial uses, including
conservation, fish and wildlife habitat protection and
enhancement, recreational opportunities, preserving
environmental quality and power generation.

More than half of our 26 federally licensed hydro
projects have been, or will be, relicensed between
2000 and 2012. In each case, we are identifying
and assessing the various project-specific impacts,
including impacts to biodiversity. We also have
made it a priority to work collaboratively with
other stakeholders throughout the relicensing
process to identify and agree on appropriate
mitigation measures.

For example, in connection with the new 36-year
license we received in 2007 for our Pit 3, 4 and 5
Hydroelectric Project, we are now implementing
significant facility upgrades to enable us to
provide higher minimum instream flows in the
three project-affected reaches of the Pit River.
The higher streamflows, developed collaboratively
with state and federal resource agencies, tribes,
non-governmental organizations and other
stakeholders, will enhance approximately 22.5
miles of the Pit River once completed in 2010.

Responsible Stewardship of California’s
Natural Resources

In 2007, PG&E created an Environmental
Stewardship Program to structure and better
integrate a number of ongoing efforts. The program
is designed to improve planning, coordination and
implementation across a wide variety of stewardship
priorities and further strengthen relations with
regulatory agencies, environmental groups and
other important stakeholders. Highlights of 2007
activities include the following:

= We finalized a plan to permanently protect
watershed lands. PG&E and the Board of the
Pacific Forest and Watershed Lands Stewardship
Council, an independent non-profit organization,
formally adopted a Land Conservation Plan
to permanently protect more than 140,000
acres of company-owned watershed lands. In
2008, PG&E will begin the multiyear process
of donating fee title or granting conservation
easements to public agencies or qualified
conservation organizations.

This outcome was the result of an intensive
effort to engage stakeholders, who provided
extensive input on the plan. Between 2005
and 2006, the Council held 35 community
meetings drawing nearly 1,000 attendees. This
public outreach will continue as the plan is
implemented in 2008 and beyond.

Created in 2003 as part of the agreement

with state regulators to settle the Utility’s
bankruptcy, the Stewardship Council receives
funding from PG&E in the amount of $10 million
annually for 10 years. PG&E holds one seat on
the Council’s Board of Directors.

= We signed an agreement with Audubon
California to restore native habitat. In an agree-
ment that can serve as a model for future projects
on lands owned by PG&E, we are participating
in Audubon California’s Landowner Stewardship
Program, allowing Audubon to restore 30 acres
of native habitat at PG&E's Pleasant Creek
Underground Gas Storage Facility in Yolo County.
The Audubon Landowner Stewardship Program
works with private landowners to enhance and
restore riparian (riverbank-dwelling), oak wood-
land and grassland habitats in a manner com-
patible with existing agricultural operations.

East Fork

Dry Creek
 Riparian

Restoration

Signage near PG&E’s Pleasant Creek Underground Gas
Storage Facility
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A Major Milestone in
Protecting Habitat and Species

4

California Department of Fish and Game

approved PG&E's San Joaquin Valley
Operations and Maintenance Habitat Conservation
Plan (O&M HCP), an innovative new program that
will ensure we meet federal and state requirements
for sensitive animals and plants protected under
the federal and state Endangered Species Acts.
Developed in collaboration with federal and state
natural resource agencies, it is an extension of our
commitment to reliably and efficiently serve our
customers and protect the environment.

T he U.S. Fish and Wildlife Service and the

The 30-year permit for the San Joaquin Valley
region is the first in a series of O&M HCPs that we
are planning to cover PG&E's service area. Each
region has different wildlife and plant species,
and the plans reflect the species, geography and
operational activities specific to that region.

The permit allows PG&E to continue to perform
maintenance on all gas and electric facilities while

The endangered San Joaquin kit fox and blunt-nosed leopard lizard, both covered under PG&E’s

San Joaquin Valley O&M HCP

avoiding, minimizing and compensating for possible
adverse effects on threatened or endangered
species. Through a process that allows us to access
and maintain facilities in a timely manner, PG&E can
avoid schedule delays associated with acquiring
individual, project-by-project permits for threatened
and endangered species.

Implementation of the O&M HCP is based on
three key steps:

= Company experts review the location to identify
any potential species or habitat issues before
work begins.

= The review allows us to customize maintenance
activities to avoid or minimize impacts to sensitive
species and habitats.

= When we cannot fully avoid or minimize impacts
to habitat, we mitigate the impact by acquiring
high-quality natural lands or purchasing
mitigation bank credits.




When this agreement expired in 2007, PG&E
voluntarily adopted a proactive Avian Protection
Plan that expands PG&E's commitments in public
outreach, collaborative research and "bird safe”
technology demonstration projects. This plan has
set the standard for our industry and is one of the
most comprehensive in the nation.

Bird Protection Program
(2007 Bird-Safe Retrofits)

Photo of Valley Elderberry Longhorn Beetle

2005 2006 2007

= We took s'teps to Permaqently protect 700 Poles Planned 2050 2,075 2,000
acres of high-quality habitat for the Valley

Elderberry Longhorn Beetle. To help PG&E Poles Completed 2073 2117 2,000

meet our compliance obligations under the % Poles Completed 101%  102%  100%

federal Endangered Species Act, PG&E partnered
with state and federal resource agencies, three
prominent land conservation organizations and
academia to conserve the picturesque watershed
at Fine Gold Creek in Madera County. The
threatened beetle is a rare habitat specialist—
which means it relies solely on elderberry
bushes for shelter, food and reproduction.
PG&E is also protecting sensitive habitat for
the beetle by adding approximately 35 acres to
the Sacramento River National Wildlife Refuge.

Since 2002, in compliance
with the agreement, PG&E
has retrofitted more than
12,230 existing utility poles
and towers with “bird-
safe” equipment; we have
also retrofitted more than
11,100 poles in high-risk
areas where bird injuries
or fatalities have occurred
previously, or where

there have been bird-
related power outages.

All new poles and replace-
ment poles in Raptor
Concentration Zones are
also built “bird safe.”

In Big Sur, PG&E
employs bird flight
diverters, devices that
have proven to reduce
waterfowl collisions
with power lines by
up to 60 percent.

Best Practice Programs to Protect Birds

In 2002, PG&E and the U.S. Fish and Wildlife
Service entered into an agreement that required
PG&E to implement various measures to protect
migratory, threatened and endangered birds.

Construction schedules were adjusted to avoid
the wet season for ground-disturbing activities.
PG&E's crews helped minimize the spread of
sudden oak disease by routinely checking vehicles
and personnel for mud and debris and by setting
up a vehicle wash station at the construction site.

Biodiversity and Infrastructure
Development

Whenever PG&E designs and sites new infra-
structure, an interdepartmental team of experts
and consultants reviews alternative routes

that will both meet our customers’ needs and

avoid or minimize the overall environmental
impact that may result from construction
activities. PG&E demonstrated this approach in
planning and constructing the Lakeville-Sonoma
115 kV Transmission Line Project in 2007.

PG&E's challenge was to construct a seven-mile
transmission line from Petaluma to Sonoma in
northern California. In order to minimize possible
environmental impacts, the project team utilized an
existing utility corridor, taking advantage of existing
access roads and vegetation clearings. Helicopters
were used to transport crews and materials

in order to minimize ground access impacts.

In addition, PG&E abandoned a section of an
existing access road adjacent to California red-
legged frog habitat and built a new section of
access road away from this sensitive habitat area.
Unfortunately, not all environmental impacts could
be avoided for this project; 1.35 acres of the frog's
habitat were permanently impacted by new roads.

PG&E's project team worked with the U.S. Fish and
Wildlife Service and the Sonoma Land Trust to build
a wetland and watershed restoration project to
compensate for impacts to the frog habitat. A total
of 15.5 acres of land was permanently protected and
another 6.75 acres restored.



A priority has been preventing the endangered
California condor from colliding with PG&E’s over-
head power lines near Big Sur. PG&E installed “bird
flight diverters” throughout the area—innovative
devices that hang from the power lines and provide
a visual image to alert the birds to the lines.

Despite these efforts, in 2007, a condor was
electrocuted in flight when it made contact with
PG&E's power lines. In response, PG&E has taken
additional steps to protect the condors and other
birds by installing insulated wire on the entire
length of this line. Challenges remain, however. For
example, the industry still lacks good information
on condor vision and effective ways to influence
their flight patterns. To help resolve these and
related issues, PG&E continues to partner with
the U.S. Fish and Wildlife Service, Ventana
Wildlife Society, The Avian Power Line Interaction
Committee and other key stakeholders focused
on condor recovery.

Forest Management and Habitat
Restoration

PG&E has practiced sustainable forestry for

the past 60 years, with an emphasis on forest
restoration. Throughout more than 52,000 acres
of company-owned forest lands, PG&E promotes
a healthy forest by removing overstocked and
unhealthy trees susceptible to insect attacks and
disease—increasing biodiversity; eliminating
competition and promoting growth on fewer
trees; reducing the threat of wildfires, which
better protects communities and company
facilities; and helping to address climate change
by enhancing the forests' ability to absorb CO:
from the atmosphere.

PG&E is partnering with more than a dozen agencies
and organizations, including Sustainable Conservation,
to help restore populations of the rapidly declining
tricolored blackbird.
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As part of a 2007 timber harvest near the South Fork
Stanislaus River, PG&E enhanced 45 acres of Sierran
meadow and protected nearly 6 miles of riparian
vegetation adjacent to lakes, rivers and streams.

Protected and Restored Habitat—2007*

148.1 acres’
103.6 acres?

Acres set aside and protected

Acres of restored habitat

Miles of stream and river riparian
vegetation protected 16.5 miles'

* This represents the first year PG&E has formally reported this data, so no trend
data is available.

1 PG&E undertook these activities to meet various regulatory requirements.

2 Of this total, PG&E voluntarily restored 75 acres on company-owned property.

In 2007, PG&E completed one-half of a sustainable
timber harvest at Bucks Lake, a high-use recrea-
tional area owned by the company near Quincy,
California. During the planning phase of the
project, PG&E facilitated extensive community
and government agency involvement and
achieved several important outcomes: delaying
harvesting until after the prime recreation

We are working with a host of partners, including federal
and state agencies and academic experts, to save the
endangered Shasta crayfish.



In 2007, PG&E opened Point Buchon Trail, a new three-
mile trail on the northern part of our Diablo Canyon
Power Plant property, to the public—part of the 12,000
surrounding acres that provide valuable habitat for many
plants and animals.

season and nesting period for osprey; leaving
an existing old-growth 40-acre timber stand in
place; collecting unusable trees, logging debris,
and brush to create renewable electricity from
biomass, reduce fire danger, and promote

a healthier forest; protecting streams and
watercourses with buffer zones and portable
bridges; and enhancing fisheries habitat along
Bucks Creek.

In addition, we completed a detailed inventory
and mapping of 710 miles of roads that we use
to manage our forest lands and maintain our

facilities, as well as nearly 2,500 watercourse
crossings on PG&E’s watershed lands. PG&E also
began to inventory roads used for transmission
line access. This information allows for more
effective road maintenance, repair and inspection,
which, in turn, reduces erosion and sedimentation,
enhances fisheries and riparian habitats, reduces
the risk of culvert/crossing failures during

periods of high run-off and facilitates access for
emergency vehicles responding to forest fires

or other natural disasters. Fewer than 1.4 acres
were permanently impacted by newly constructed
forest management-related roads in 2007.

Water Conservation and
Management

PG&E is working to protect and conserve water
in our facilities and operations by implementing
a variety of water conservation activities and
best practices for managing storm-water. The
importance of these measures has become even
more acute recently, in light of climate change
and its implications for water availability in
California, both today and in the future.

Moving Toward Alternative Power Plant
Cooling Systems

Most conventional power plants rely on water for
steam production and cooling. The use of water
in so-called “once-through” cooling systems can
adversely affect aquatic organisms. Industrywide,
once-through or other “wet" cooling technologies
use ground water, municipal water or water from
rivers and oceans to condense steam to water in
the electricity generation process.

PG&E operates two power plants that use once-
through cooling: Diablo Canyon and Humboldt
Bay. Diablo Canyon is a 2,240 MW nuclear power
plant with a maximum discharge limit of 2.5 billion
gallons per day. Humboldt Bay, a 105 MW two-
unit fossil fuel plant, has a maximum discharge
limit of 76 million gallons per day. The water
discharge limits are set in the facilities’ permits.

As we build new conventional power plants,
PG&E is implementing a variety of alternative
cooling technologies to avoid the use of water.
This includes utilizing “dry” cooling at the
company's new Gateway and Colusa Generating
Stations. PG&E is also repowering its Humboldt
Bay plant with a new generation facility that will
eliminate the need for once-through cooling.
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In 2007, PG&E partnered with East Bay Municipal
Utility District (EBMUD) to pilot a new water
conservation program. Working together, we
systematically identified PG&E’s high-use facilities,
conducted audits and tested strategies to
reduce water use in EBMUD's service territory—
maximizing the district’s rebates. Water-saving
strategies included installing a combination of
dual-flush and low-flow toilets, touchless faucets
and a state-of-the-art irrigation system that
monitors and controls water use for landscaping.
PG&E also implemented a new system to better
monitor water usage at our facilities.

Recognizing the important link between energy
and water usage, the CPUC approved a new
water-energy pilot program in late 2007 that will
allow PG&E and local water agencies to jointly
offer water-saving incentives to customers.

Starting in July 2008, PG&E will partner with
EBMUD, Santa Clara Valley Water District
(SCVWD) and the Sonoma County Water
Agency and their retailers to offer incentives

to large commercial customers. PG&E will also
work with SCVWD to install high-efficiency
toilets in low-income homes and at least one
water or wastewater utility to explore emerging
technologies in communication systems that
will result in water and energy savings.

Controlling storm-water pollution associated
with various work sites and operations activities
is an important requirement for PG&E. Until
recently, PG&E used only traditional methods
such as black silt fencing or placing tubular
rolls of straw on slopes and around site perim-
eters and storm drain inlets. To meet our
compliance obligations in a more sustainable
way, PG&E now uses an innovative reusable

and recyclable fencing, which improves safety
and retains twice the sediment at half the cost.

PG&E is also coupling our storm-water best
management practices with efforts to battle
the spread of sudden oak death and noxious
weeds, which threaten native plants and the
habitat they provide. A cross-departmental
team developed a portable wash station for
cleaning tires, vehicle undercarriages, equipment,
tools and materials on or near access roads.
The portable stations are designed as a closed
loop system, which saves water. In 2007, we
successfully used five of these wash stations
for a project in Lakeville-Sonoma that traversed
through several sensitive areas and wineries.

Innovative Transportation
Solutions and Technologies

For nearly two decades, PG&E has actively
worked to advance alternative transportation
technologies, including natural gas and electric
vehicles, as well as, more recently, plug-in hybrid
electric (PHEV) and fuel cell vehicles. Examples
of our work in this area include the following:

Incorporating large numbers of alternative fuel
vehicles into our fleet and testing vehicles,
which has enabled us to feed valuable usage
and safety data back to manufacturers,

Helping more than 300 of our customers
incorporate alternative vehicles into their fleets,

Creating and expanding the fueling
infrastructure to support our customers’ use

of alternative vehicles, including 37 PG&E-
operated compressed natural gas (CNG) fueling
stations which are open to the public, and

Sharing our expertise and experience as part
of the dialogue and planning around vehicle,

Clean Air Transportation Program (Customer Fleets)*

2005 2006 2007

Compressed Natural Gas Therms Used (x1,000) 19,059.7 21,155.3 21,133.8
Avoided NOx Emissions (tons) 693 768 768
Avoided PM Emissions (tons) 53 60 60
Avoided CO: Emissions (tons) 52,126 57,857 57,798
Equivalent Petroleum Gallons Displaced (x1,000) 14,310 15,883 15,867

* These figures represent a full “well-to-wheel” analysis, which takes into account energy use and emissions at every stage of the process, from the moment the fuel is produced
at the well to the moment the wheels are moved. Estimates compare the avoided emissions from PG&E's CNG vehicles to petroleum usage based on the methodology
outlined in Full Fuel Cycle Assessment (CEC-600-2007-003, June 2007), which uses the Argonne National Laboratory’s GREET emission model modified to California inputs.
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PG&E is working with Plug-In Partners, Plug-In Bay Area, and other organizations to promote plug-in hybrid and
dedicated electric vehicles.

infrastructure and technology standards that
will drive the commercialization and widespread
adoption of these vehicles.

Greening Our Own Fleet

PG&E's fleet of natural gas vehicles is the largest
owned and operated by any utility in the country
and, last year, became the first to include

LNG heavy-duty vehicles. Use of LNG reduces
criteria pollutant emissions, saves as much as 50
percent on fuel costs compared with diesel or
gasoline and improves productivity by allowing
greater travel distances between refuelings.

PG&E also continued testing a new diesel-electric
hybrid service truck in San Francisco that creates
a quiet and emissions-free work site, reduces
brake wear by using regenerative braking and

is expected to decrease fuel use by 40 to 60
percent. We also began testing a converted Ford
Escape PHEV as part of a technology research
project led by Idaho National Laboratory.

In 2008, we plan to add two diesel-electric hybrid
bucket trucks to our fleet, conduct a field trial of
smart charging technology and wireless communi-
cations to control how two AC Propulsion electric
vehicles can interact with the grid and purchase
two series plug-in hybrid SUVs for testing.

Clean Air Transportation Program (PG&E’s Fleet)*

2005 2006 2007

Compressed Natural Gas Therms Used (x1,000) 614.2 637 868.8
Avoided NOx Emissions (tons) 23 23 32
Avoided PM Emissions (tons) 1.5 1.6 2.8
Avoided CO: Emissions (tons) 1,793 1,859 2,536
Equivalent Petroleum Gallons Displaced (x1,000) 485 503 686

* These figures represent a full “well-to-wheel” analysis, which takes into account energy use and emissions at every stage of the process, from the moment the fuel is produced
at the well to the moment the wheels are moved. Estimates compare the avoided emissions from PG&E's CNG vehicles to petroleum usage based on the methodology
outlined in Full Fuel Cycle Assessment (CEC-600-2007-003, June 2007), which uses the Argonne National Laboratory’s GREET emission model modified to California inputs.
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Helping Customers Adopt and Use
Alternative Fuels

In 2007, PG&E helped fund the purchase of
California’s first plug-in hybrid diesel-electric
school bus in the Napa Valley Unified School
District, which operates an entirely natural gas-
powered school bus fleet. The new school bus
has the potential to double fuel efficiency and
reduce emissions by up to 90 percent.

PG&E also used its expertise to help airport
authorities take advantage of alternative fuel
vehicles. We helped San Jose International
Airport convert its shuttle bus fleet to CNG.

In 2007, the airport earned the Natural Gas
Vehicle Achievement Award from the Clean
Vehicle Education Foundation and NGVAmerica
for its efforts, which have saved $2.6 million in
fuel costs since 2003 and reduced vehicle exhaust
emissions by more than 70 tons annually. The
airport also benefits from 130 natural gas-fueled
taxis. PG&E also partnered with San Francisco
International Airport, which, in 2007, expanded
its fleet to include 60 CNG vans.

The combined use of natural gas in PG&E's vehicle
fleet, along with the fleets of our customers,
avoided the use of more than 16.6 million gallons
of petroleum in 2007, which equals the avoidance
of approximately 800 tons of NOx, 60 tons of
particulate matter and 60,330 tons of COs.

Our Buildings and Facilities

PG&E works continuously to reduce waste
streams and use resources more efficiently
in our facilities. This includes improving the
energy efficiency of our buildings and other
facilities; reducing, reusing and recycling
paper, metals, plastics and other materials;
and reducing water consumption.

Green Buildings

In 2007, we continued efforts to make our own
buildings “green,” with several key highlights:

= We earned Gold-level LEED™ certification from
the U.S. Green Building Council for our 245
Market Street headquarters building in San
Francisco, recognizing, among other attributes,
access to alternative transportation; water
conservation; overall energy efficiency; recycling,
composting and use of recycled-content
materials; and use of Green Seal™-certified
green cleaning products.

= We replaced nearly 1,200 cathode ray tube
(CRT) computer monitors with more efficient
flat-screen monitors at our corporate head-
quarters, rendering the building a “"CRT-free”
zone and saving an estimated 400,000 kWh
annually. In addition, all new personal computers
purchased by PG&E meet or exceed the new
ENERGY STAR® requirements.

PG&E's San Francisco Service Center now showcases solar
panels as part of the building and parking lot structure.

= We switched to using bio-based recyclable
cups and food containers at our San Ramon
Valley Conference Center, a certified “green
business” in Contra Costa County. The center
also continued its program upgrading to new
energy-efficient lighting and controls, and

Energy Consumed by Pacific Gas and Electric Company

2005 2006 2007
Electricity Consumed (GWh)* 90 84 97
Natural Gas Consumed (MMcf)* 142 1532 142
Energy Intensity (MBTU per sq. ft)*' 68 66 72
Petroleum Consumed (Gallons)? 7,520,788 7,744,474 8,384,959

* These figures represent electricity and natural gas usage at the 179 facilities managed by the Utility’s Corporate Real Estate department.

1 Figures reported in the industry standard of BTU per square foot, which incorporates all of the energy used in a facility into one comparative number that takes into

account efficiency variations in the utilization of the energy.

2 Updated figures.
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Federal and California Regulated Hazardous
Waste (tons)
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1 PG&E generated approximately 6,370 tons of California regulated hazardous
waste from the demolition of the Hunters Point Power Plant, but only 155 tons
of federally regulated hazardous waste.

expanded recycling with additional containers
and signage. Our 2008 plans include switching
to reusable dinnerware along with a new,
energy-efficient dishwasher.

We made our data center operations more
efficient, using virtualization technology to
avoid the purchase of 130 servers. The benefits
include a three-year savings of more than
$300,000 by avoiding three million kWh of
power consumption. PG&E also teamed with
IBM Research to develop a tool to measure the
three-dimensional temperature distributions in
its data centers to identify and rectify hot spots,
air leakage and other inefficiencies.

In the normal course of business, routine gas and
electric operations, equipment maintenance and
overhauls, and facility construction and demolition
generate certain hazardous wastes. Waste is also
created during the remediation and cleanup of
historic legacy sites. All such material is managed
and minimized in accordance with federal and
state regulations.

Federal waste management statutes include the
Resource Conservation and Recovery Act and
the Toxic Substances Control Act. California

has its own set of waste management laws

and regulations that are more stringent and
encompass a broader scope of waste streams,
including non-PCB used oil, oil saturated solids
and debris with metals at lower thresholds than
federal standards.

PG&E Pilots Collaborative Program
to Help Suppliers Go Green

At an event attended by a group of the
company's top suppliers, PG&E launched the
pilot for a Green Supply Chain Program in 2007.
Our goal is to work in partnership with suppliers
to encourage innovative and sustainable ideas,
products, services and operations.

The Green Supply Chain Program involves
suppliers proactively engaging in environmental
responsibility. Elements of the program involve
a commitment to environmental stewardship
and reduction in greenhouse gas emissions,
energy usage, water and wastes.

While voluntary, the program is aligned with
PG&E's environmental policy and has received
positive feedback from our suppliers, which
range from small firms to multibillion-dollar
businesses. Future plans involve including
sustainability efforts as part of the criteria
PG&E uses to evaluate suppliers.

Suppliers that have participated to date include
Fong Brothers Printing and The Okonite Company,
implementing extensive lighting retrofit projects at
their facilities to save 300,000 kWh each, as well as
an estimated $50,000 annually on electricity bills.

PG&E also joined the Green Suppliers Network,
an industry-government partnership, to engage
at least five suppliers in lean and clean manufac-
turing assessments. Southwire, one of PG&E's
largest cable suppliers, agreed to undergo a
technical review of their Carrollton, Georgia,
facility in 2008, which provides PG&E with 600
volt conductors. Southern States, ABB and
McFarland Cascade have signed on for technical
assessments of select facilities, as well.

Examples of additional waste reduction efforts
in 2007 include the following:

We recycled or reused our “e-waste,” including
approximately 3,770 CPUs, 4,115 monitors,
1,250 printers, 200 servers, 535 copiers, fax
machines and scanners.

We recycled or reused 32,854,000 pounds

of scrap iron, aluminum and copper from
conductors, meters and miscellaneous
infrastructure from our waste stream. We also
recycled more than 114,000 pounds of plastic
piping as well as used hard hats.

We sent more than 10 million e-Bills to customers,
avoiding the use of nearly 270 tons of paper.
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As part of a construction project at our Humboldt Bay
Power Plant, PG&E recycled more than 1,000 tons of
concrete and nearly 20 tons of rebar, saving more than
$50,000 on the project.

= We used biodegradable oil in small distribution
transformers. The fluid is 97 percent biodegrad-
able within 21 days and does not contain any
petroleum, halogens, silicones or other materials
that might adversely affect the environment.

PG&E's Topock Compressor Station

PG&E's Topock Compressor Station is located in
San Bernardino County, about a half mile from the
Colorado River. Consistent with industry practice
at the time, hexavalent chromium was used at
Topock in the cooling towers in the 1950s and
1960s to prevent corrosion. Beginning in 1951
until 1964, untreated wastewater from the cooling
towers was discharged into a nearby dry wash.
Over time, the discharged hexavalent chromium
reached and contaminated the groundwater
aquifer. PG&E is characterizing the magnitude
and extent of contamination through an
extensive groundwater monitoring network.
Additionally, PG&E's monitoring program
continues to show no presence of hexavalent
chromium in the Colorado River.

PG&E has been monitoring the groundwater
plume for several years and has been working
cooperatively with state and federal regulators and
other interested parties to evaluate and remedy
this groundwater contamination. In early March
2004, state regulators required PG&E to begin
operating a groundwater extraction system as

an interim protective measure to ensure that the
chromium plume is hydraulically controlled so it
does not reach the Colorado River. In July 2004,
PG&E initiated treatment of the hazardous ground
water prior to offsite disposal and, subsequently,
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= We continued recycling material from the
demolition of PG&E's Hunters Point Power
Plant in San Francisco. Ultimately, we estimate
that 99 percent of the materials removed from
the plant—at least 25,000 tons of steel, 30,000
tons of concrete and 75,000 gallons of oil—will
be recycled or reused.

Taking Responsibility for
Our Historic Impacts

At PG&E, we continue to take responsibility for
cleaning up historic or “legacy” contamination
from operations during past eras, in some cases
100 years ago or more. Typically, contamination
stems from a substance that was acceptable
and widely used in the past but that is now
considered hazardous.

For example, from the late 1800s until the early
1900s, utility companies nationwide operated
manufactured gas plants that converted coal and
oil into gas for lighting, heating and cooking.

expanded the groundwater extraction and
treatment system. That expansion was completed
in July 2005 and includes a treatment plant, which
cleans the extracted groundwater so it can be
reinjected into the groundwater aquifer.

PG&E also continues to work with state and federal
regulators to complete the characterization of
groundwater and soils at the site.

There are several potential options for a long-term
remedy, including expanding the groundwater
extraction system and using in-situ treatment to
remove hexavalent chromium from groundwater
in place. PG&E is working with state and federal
regulators and key stakeholders, including Native
American tribes, to complete the evaluation of
contamination at Topock and develop alternatives
for the final remedy in an expedited manner.

We continue with efforts to complete several
actions required under the settlement agreement
with the Ft. Mojave Tribe, most notably finalizing the
language of the sitewide easement and thereafter
transferring title to the IM-3 site property to the
Tribe. We have also finalized a memorandum of
understanding with the Colorado River Indian Tribe
and are close to finalizing one with the Hualapai
Tribe. These agreements will help ensure that these
tribes have the ability to meaningfully participate in
the remedy development process.



Joined at a grand opening by local officials, community residents and a dedicated local
developer, PG&E celebrated turning a brownfield into a green building, Villa del Sol.

The gas-making process produced residues, such
as tar and other petroleum-related compounds
similar to those found in gasoline or diesel fuel.
While the plants were operating, some of the
residual by-products were used and sold as
products, such as briquettes and coal tar. When
the plants were shut down, however, consistent
with standard practices of the time, many of the
by-products were buried onsite. Modern science
has since identified some of these by-products
as hazardous, and utilities, including PG&E, are
working to clean up these sites.

In 2007, our Environmental Remediation group
worked on 80 projects, involving the community
and neighbors in the process.

For example, in Napa Valley, we worked with the
city of St. Helena to develop a plan for converting
a cleanup site into a much-needed public parking
lot. Historic use of the one-acre parcel as a
manufactured gas plant and electrical substation
had contaminated the soil. The St. Helena Gas
Company built the plant in 1886 and operated

it for many years. By 1930, PG&E acquired the

site and built a
substation which
operated until
1989. The site has
been vacant since.
In partnership
with regulators,
PG&E removed 9,750 tons of contaminated soil
from the property, replacing it with clean fill.

We hope to receive regulatory approval shortly

to lease the parcel to St. Helena so that the city
can begin construction in summer of 2008. The
much-anticipated parking lot will help reduce the
ongoing problem of congestion in downtown St.
Helena and support the local business community.

In another example of working closely with

a community, we helped transform a former
electrical substation site into a location for

new state-of-the-art green housing. Located in
Martinez, one of California’s first towns, the site
originally housed a substation built in the early
1900s. To prepare the site for new development,
PG&E removed 1,378 tons of existing soil and
replaced it with clean fill. We worked closely
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with local developers throughout the process to
meet stringent city and county requirements for
remediating the land to residential-use standards.
The site now features Villa del Sol, a complex

of eight new LEED™-certified affordable luxury
homes. Designed by a local architect, the homes
incorporate a variety of sustainable design and
construction practices, including ENERGY STAR®
appliances, windows and central air and heating.

This project is an example of PG&E’s broader
support for brownfield development, sustainable
communities and policies and initiatives that
advance urban infill as a key component

of smart growth. In 2007, this support also
included hosting a California Center for Land
Recycling workshop for agencies, developers
and consultants. In the workshop, U.S. EPA,
Cal/EPA and private financial firms educated
attendees on public and private funding sources
available for brownfield redevelopment.

Monitoring and Measuring
Our Performance

PG&E's policies, management systems, review
processes and programs are all designed to
ensure our compliance with all applicable
environmental requirements, as well as to provide
a foundation for elevating our performance above
and beyond the legal and regulatory baseline.

Recognizing the need for continuous improvement
and a stronger sense of shared responsibility
across the enterprise, we continued to enhance
our Environmental Management System in 2007.
We focused on creating targeted environmental
management plans aimed at enhancing perfor-
mance in specific areas such as waste minimization,
air and water quality, tank management, natural
resources and climate change. We commenced
work on 16 plans and have identified additional
areas for future plans.

The plans identify current regulatory trends,

initial and ongoing compliance and monitoring
activities, interdependencies, resource allocation
and training requirements. Additionally, each plan
includes project or program milestones, metrics
and accountability for performance. Using these
plans as a foundation, our work continues as we
strive to more effectively prioritize and manage our
processes to reduce our environmental impact.
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PG&E's environmental policy requires that we
develop and implement a risk-based audit plan
to ensure periodic independent review of all
aspects of our environmental performance.

We performed 62 formal audits in 2007 to assess
the environmental compliance of our facilities,
operations and vendors with regulatory standards
for air and water quality; management of poly-
chlorinated biphenyls (PCBs), hazardous materials
and waste; and protection of endangered species.
All audit findings are reported to the applicable
operations officer and are required to be
corrected in a timely manner.

In addition to the formal audits discussed
above, PG&E environmental personnel
conducted 1,034 compliance assessments,
which provided valuable information to
operations employees identifying process
changes to improve compliance performance.

PG&E's environmental policy and Environmental
Management System require that we track and
report annual environmental performance across
a broad spectrum of areas. This section details
our performance results for 2007.

The Utility reported to various government
agencies a total of 227 releases to the environ-
ment and/or permit exceedances, a 30 percent
decrease from 2006. A release is an unintentional
discharge of a regulated substance that meets a
reporting threshold; an exceedance is a discharge
in excess of what is allowed by permit. The
number of releases is comparable to years prior
to 2006. (The number of releases in 2006 was
anomalous due to transformer failures during a
major heat storm in July and August of that year.)

Our crews and outside contractors respond to all
spills—including those with only trace amounts
of material. We clean up and report all such
incidents in accordance with all applicable laws
and regulations. The majority of the releases

in 2007 were minor, involving small amounts of
material such as mineral oil used in transformers,
and more than one-third were either weather-
related equipment damage or caused by third-
party accidents.
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that honors PG&E employees whose efforts demonstrate exceptional environmental leadership.

In addition to recognizing the finalists in a ceremony with PG&E's senior executives, the company
makes a charitable contribution to an environmental or environmental justice non-profit organization
selected by the award recipients.

P G&E's Richard A. Clarke Environmental Leadership Award is an annual recognition opportunity

Now in its sixth year, the competition showcases the breadth of our employees’ environmental commitment.
In 2007, nearly 120 employees were nominated for an individual or team award, representing initiatives as
diverse as protecting migratory birds, reducing diesel emissions from port operations using natural gas and
electric technologies and recognizing stewardship practices on PG&E-owned forests and watershed lands.

The 2007 awards went to an individual and a team of employees.

Recognizing Employees
for Environmental Leadership

Rex Bell, California Take-It-Back Partnership of partners, including local

; ) y governments, to effectively
Rex Bell, a Manager in Environmental Services at combine the message of

Pacific Gas and Electric Company, was recognized energy efficiency with the
for collaborating with the California Department of  heed to properly manage
Toxic Substances Control (DTSC) in leading PG&E fluorescent lamps at the end
to become the first utility to join DTSC's California of their useful life. On behalf
Take-It-Back Partnership. The program advocates of Rex, PG&E made a $5,000
and promotes efforts to recycle fluorescent lamps, contribution to the Marine
which contain small amounts of mercury and are Science Institute, a group
required to be disposed of properly. Through Rex’s  that offers hands-on science and environmental
leadership, PG&E is working with a growing number  education programs to students.

Pictured from left to right: John Pappas, Marc Kolb, Maggie Chan, Jeff Little, Rod Boschee, Susie Martinez,
Kimberly Kemp, Greg San Martin, Don Howerton, Evelyn Lee, Paul Brooks, Valerie Winn and Ken Brennan.
Not pictured: Jonathan Forrester, Hal La Flash, Larry Witalis, David Landes, Mike Teare and Xantha Bruso.

Dairy Biogas Team Standard-certified electricity. These dairy biogas
projects prevent methane, a potent greenhouse gas
with at least 21 times per ton the global warming
potential of carbon dioxide, from entering the

The Dairy Biogas Team was recognized for its
leadership in contributing to PG&E's renewable

energy goals by developing and implementing A
agreements to deliver dairy biogas—renewable atmosphere. On the team’s behalf, PG&E made a

natural gas generated from the anaerobic digestion $5,000 contribution tq Sustai.nable Cor‘15ervation, a
of dairy manure. These groundbreaking agreements ~ group that partners with business, agriculture and

are the first utility contracts for dairy biogas to be government leaders to find practical ways that the
injected into the gas transmission pipeline for the private sector can protect clean air, clean water and
production of California Renewable Portfolio healthy ecosystems.
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Government agencies conducted 530 routine
inspections of PG&E's facilities in 2007, up

from 517 inspections in 2006. Certified uniform
program agencies—such as environmental health
departments and fire departments—performed
the majority of the inspections and are generally
responsible for enforcing hazardous waste and
hazardous materials requirements at our facilities.

The Utility received a total of 14 NOVs from gov-
ernment agencies during 2007, an increase from
eight in 2006. The rate of NOVs per 100 agency
inspections in 2007 increased, as well. There were
2.64 NOVs per 100 agency inspections in 2007,
compared with a three-year average of 1.98.

Of the 14 NOVs received during 2007, 7 involved
water quality regulations. Three NOVs were related
to underground storage tank management, includ-
ing failing a routine annual secondary containment
test, failure to conduct required inspections and
not obtaining a permit to operate. Two NOVs
were for drinking-water violations involving failure
to provide notification of an exceedance and

late submittal of a consumer confidence report
to system users. (Note: The facility where this
occurred does not have a source of public drinking
water; it treats infiltrated surface water for use by
employees.) The remaining two findings involved
the discharge of sediment to surface water during
construction activity that ruptured a drinking
water pipe and a release of cooling tower liquid
caused by an improperly closed sampling valve.

Five NOVs involved air quality regulations. Two
NOVs were issued for not reporting an exceedance
of run-time for an emergency generator and not
conducting air monitoring at a site remediation
project. NOVs were also received for not paying

permit fees, not obtaining an operating permit
for a dehydrator facility and not obtaining proper
construction authorization for an upgrade to a
fueling island.

Two NOVs involved the storage of hazardous
waste and materials. In one instance, a waste
drum did not have a bung in place. In the other,
hazardous material was stored in a fume hood.

PG&E resolved all of these issues by swiftly
correcting the finding and conducting root-cause
analyses to identify and implement corrective
actions to prevent recurrence. In light of the
increase in findings from the previous years,
PG&E has also instituted a failure mode and
effects analysis to realign the internal compliance
assessment program to more effectively identify
compliance issues. We are using Lean Six Sigma
tools, the accepted standard in business for
establishing process excellence, to improve
compliance performance and focus in on areas
of greatest risk. These efforts will also align PG&E's
internal review program and associated corrective
actions with the priorities of regulatory agencies.

In 2007, the Utility received four NOVs resulting in
monetary penalties, and we paid penalties on two
other NOVs received in 2006. The total penalty
payments made in 2007 were $222,450 and all
involved air quality regulations. Specifically, we
paid $220,000 in 2007 to settle a 2006 records
violation under the state’s smoke check program
for heavy-duty diesel vehicles. We also paid $100
in 2007 for a 2006 violation for failure to maintain
a gasoline vapor recovery system. The 2007
penalties were $900 for late payment of operating
permit fees, two separate fines of $600 each

for not obtaining air permits prior to equipment
operation and a $250 penalty for exceeding the
allowable run-time on an emergency generator.

Compliance Data

2005 2006 2007
Notices of Violation (NOVs) 9 8 14
Rate of NOVs (per 100 inspections) 1.75 1.55 2.64
Releases/Exceedances 274 324 227*
Penalties Paid $9,230 $6,800 $222,450
Agency Inspections 513 517 530
Formal Audits Performed 62 59 62
Compliance Assessments Performed 1,872 1,868 1,034

* Figures include both PG&E- and non-PG&E-caused releases/exceedances. In 2007, for example, 37% were either weather-related or caused by third-party accidents,

compared with a three-year average of 49%.

80



Environmental Stakeholders

PG&E believes in collaboration, and we continue to work with a host of organizations, including environ-
mental stakeholders and businesses. Engaging in trusted relationships is the right way to make progress

on the key environmental issues that confront us all.

A partial list of these organizations includes:

Audubon California

California Climate Action Registry
California Environmental Dialogue
California League of Conservation Voters
California State Parks Foundation
Ceres

Ducks Unlimited

Environmental Defense Fund
Global Green USA

Golden Gate Audubon

National Arbor Day Foundation
Natural Resources Defense Council

Pacific Forest and Watershed Lands
Stewardship Council

San Francisco Bay Joint Venture

San Francisco Neighborhood Parks Council
Save the Bay

Sierra Foothill Conservancy

Solano Land Trust

Sustainable Conservation

Sustainable San Mateo County

2007 Environmental Awards

Sustainable Silicon Valley
The Climate Registry
The Nature Conservancy
Ventana Wildlife Society
Vote Solar

Wildcare

AHC Group
Alliance to Save Energy

California Council for Environmental and
Economic Balance

California Electric Transportation Coalition
California Fire Safe Council

California Natural Gas Vehicle Coalition
Clean Energy Group

Combat Climate Change

Electric Drive Transportation Association
National Hydropower Association

Natural Gas Vehicle Coalition

Pew Center on Global Climate Change:
Business Environmental Leadership Council

U.S. Climate Action Partnership

2007 Brilliant Utility Award

American Council for an Energy-Efficient
Economy: 12 Exemplary Energy Efficiency
Programs; 9 Honorable Mentions

Association of Energy Service Professionals:
Merit Award for Achievement in Energy Program
Design and Implementation

Building Owners and Managers Association—
San Francisco: 2007 Earth Awards
- Runner-Up for “Large Buildings” Category

California Integrated Waste Management Board
— Waste Reduction Award Program of the Year

Climate Protection Campaign
- Climate All Star 2007

Corporate Responsibility Officer Magazine
— One of Ten Best Corporate Citizens
Among Utilities

National Arbor Day Foundation
- Tree Line USA Award

Natural Resources Defense Council
— Citation for Environmental Performance
and Leadership

Solar Electric Power Association
— Solar Portfolio Leadership Award

U.S. Environmental Protection Agency
— Partner of the Year: ENERGY STAR® Excellence
in Program Delivery

U.S. Environmental Protection Agency Region 9
- Environmental Award

81



Additional Environmental Performance Indicators (2005-2007)'

Emissions Statistics (for Utility-retained generation only)’

(Please see pages 54 and 62 for additional statistics on the greenhouse gas emissions associated with PG&E's delivered electricity.)

2005 2006 2007

Total NOx Emissions (tons) 1,084 982 1,123
Hunters Point? 133 39 N/A
Humboldt Bay 951 943 1,123
NOx Emissions Rates (lbs/MWh)

Hunters Point 0.39 0.38 N/A

Humboldt Bay 4.10 4.08 4.65
Fossil Plants 1.90 2.94 4.65
All Plants 0.06 0.06 0.08
Total SO: Emissions (tons) 6.77 663 433
Hunters Point 3.33 1 N/A
Humboldt Bay 3.44 65 43
SO:. Emissions Rates (lbs/MWh)

Hunters Point 0.0098 0.01 N/A

Humboldt Bay 0.0149 0.28 0.18
Fossil Plants 0.0119 0.2000 0.1781
All Plants 0.00041 0.00388 0.0031
Total CO: Emissions (tons)* 736,581 465,163 353,140
Hunters Point 398,549 122,838 N/A
Humboldt Bay 338,032 342,325 353,140
CO: Emissions Rates (lbs/MWh)*

Hunters Point 1,296 1,348 N/A

Humboldt Bay 1,536 1,550 1,462
Fossil Plants 1,396 1,491 1,462
All Plants 49 28 26
Other Emissions Statistics
SF¢ Emissions 2005 2006 2007
Total SF¢ Emissions (pounds) 7,396 5,539 3,928
Total SFe Emissions (tons COz-equivalent) 88,382 66,191 46,940
SFs Emissions Leak Rate 2.6% 1.9% 1.3%
Methane Emissions
Total Methane Emissions (tons) 98,772 98,877 N/AS
Total Methane Emissions (tons CO2z-equivalent) 2,074,217 2,076,427 N/As

t PG&E does not trigger threshold reporting levels for those substances reported under the Toxic Release Inventory.

1 PG&E's Utility-retained generation comprised approximately 32 percent of our delivered electricity in 2007. For comparison to national average emission rates,

see pages 54 and 56.

2 PG&E's Hunters Point Power Plant ceased operations on May 15, 2006.

3 These increases were due to temporary fuel oil combustion at PG&E's Humboldt Bay power plant during periods of natural gas curtailment.
4 Updated figures for 2005 and 2006 based on PG&E's independently verified emissions.

5 Data not available at the time of this report’s publication.
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Hazardous and Non-Hazardous Waste®

2005 2006 2007

PCB Waste >50 ppm PCB

Total (kilograms) 738,680 832,377 730,357
Incineration 326,423 267,710 198,375
Landfill 75,157 334,857 63,863
Recycled 337,100 229,810 468,119
% Recycled 46% 27% 64%

PCB Waste <50 ppm PCB

Total (kilograms) 7,840,415 7,154,148 6,137,388
Incineration 510,218 354,555 66,613
Landfill 201,658 547,095 28,417
Recycled 7,128,539 6,252,498 6,042,358
% Recycled 91% 87% 98%

Low-Level Radioactive Waste

Diablo Canyon
Disposed (cubic feet) 3,881 1,159 1,066
Steel Recycled (pounds) 2,747 10,318 33,346
Lead Recycled (pounds) 7,015 1,716 4,826

Humboldt Bay Power Plant (cubic feet) N/A? N/A? 15,9943

RCRA Hazardous Waste (Generated)

Total (tons) 14,160 7,836 305
Recycled (tons) 221 23 0
% Recycled 2% <1% 0%

Universal Waste (Generated)

Total (pounds) 345,239 233,429 253,928
Recycled (pounds) 345,239 233,429 253,928
% Recycled 100% 100% 100%

1 See page 75 for PG&E's total federal and California-regulated hazardous waste.
2 |ow-level radioactive waste was generated, but stored on site.

3 Corrected figure from previously printed Corporate Responsibility Report.
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In producing this report, we took steps to minimize environmental impacts, promote supplier diversity, and support businesses in our Utility service
area. With these goals in mind, we selected the following products and vendors:

= Low-VOC soy-based inks and process chlorine-free paper manufactured from 100% post-consumer waste. This paper is produced using wind-generated
energy and is certified by Green Seal and by SmartWood, an affiliate of the Rainforest Alliance.

= A printer and graphic designer that are WMDVBE-certified businesses

= An environmentally sensitive printer that is a Pacific Gas and Electric Company gas customer

© 2008 Robert Houser for photos on pages 12, 13, 22, 23, 34, 35, 48, and 49 (roberthouser.com)

© 2008 Lewis Stewart for photos on cover: top left, top center; pages 9, 11, 15 top & bottom, 17, 26, 28, 42, 46, 56, 58, 79
Wind energy photo on cover courtesy of IBERDROLA RENEWABLES
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