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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q/A

Amendment No. 1 to

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2001
OR

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Exact Name o

f

Commission Registrant State or other | RS Employer
File as specified Jurisdiction of | dentification
Number in its chart er Incorporation N umber
1-12609 PG&E Corpora tion California California 9 4-3234914
1-2348 Pacific Gas and Electric Company California 9 4-0742640
Pacific Gas and Electric Company PG&E Corpora tion

77 Beale Street One Market, Spear Tower

P.O. Box 770000 Suite 2400

San Francisco, California 94177 San Francisc 0, California 94105

(Address of principal executive offices) (Zip Code)

PG&E Corporation
(415) 267-7000

Pacific Gas and Electric Company
(415) 973-7000

Registrant's telephone number, including area code

Indicate by check mark whether the registranthélje filed all reports required to be filed by $@ttl3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding twelve monthsféarsuch shorter period that the registrant wasired to file such reports), and (2) have

been subject to such filing requirements for thet 88 days.

Yes X No

Indicate the number of shares outstanding of e&tiiiedssuer's classes of common stock, as oftlptasticable date.

Common Stock Outstanding April 30, 2001:

PG&E Corporation 387,135,242 shares Pacific GasEactric Company Wholly owned by PG&E Corporation
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INTRODUCTORY NOTE

PG&E Corporation has previously disclosed thasitssidiary, PG&E National Energy Group, Inc. (PGBIEG), has used "synthetic leases
in connection with some of its power plant projestsl turbine acquisition commitments. Subsequetitddssuance of PG&E Corporation's
1999 and 2000 Consolidated Financial Statementsagement determined that the assets and liabitiissciated with these leases should
have been consolidated. This Amendment No. 1 to PG&rporation's and Pacific Gas and Electric Comisgnint Quarterly Report on
Form 10Q/A for the quarter ended March 31, 2001, contegwised Consolidated Financial Statements for P@&Eporation for the quarte
ended March 31, 2001 and 2000. To reflect the i@vés this Amendment No. 1 hereby amends Parnarkiial Information of the original
filing. Although the full text of the amended Fod-Q is contained herein, this Amendment No. 1 da#sipdate Part Il, nor does this
Amendment No. 1 update any other disclosures teateflevelopments since the original date of filiige exhibits that were filed with the
original filing have not been re-filed with this amdment but instead have been incorporated byereterto the original filing.
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PART I. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

PG&E CORPORATION
CONDENSED STATEMENTS OF CONSOLIDATED OPERATIONS
(in millions, except per share amounts)

For the three months
ended March 31,

2001 2000

(As revised, see Note 10)

Operating Revenues

Utility $ 2,562 $2,218
Energy commodities and services 4,111 2,784
Total operating revenues 6,673 5,002
Operating Expenses

Cost of energy for utility 3,343 796
Cost of energy commodities and services 3,839 2,472
Operating and maintenance 728 711
Depreciation, amortization, and decommissioning 103 347
Total operating expenses 8,013 4,326
Operating Income (Loss) (1,340) 676
Interest income 35 24
Interest expense (247) (183)
Other income (expense), net 9) 9)
Income (Loss) Before Income Taxes (1,561) 508
Income tax provision (benefit) (610) 228
Net Income (Loss) $ (951) $ 280
Weighted average common shares outstanding 363 361

Earnings (Loss) Per Common Share, Basic
Net Earnings (Loss) $(262) $ .78

Earnings (Loss) Per Common Share, Diluted
Net Earnings (Loss) $(262) $ .77

Dividends Declared Per Common Share $ - $ .30

The accompanying Notes to the Condensed Consdiiditancial Statements are an integral part ofstatement.
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PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(in millions, except share amounts)

Balance at

March 31, December 31,

2001 2000
(As revised, see Note 10)
ASSETS
Current Assets
Cash and cash equivalents $ 682 $ 925
Short-term investments 2,911 1,634

Accounts receivable:
Customers (net of allowance for doubtful accounts

of $91 million and $71 million, respectively) 3,030 4,340

Regulatory balancing accounts 34 222
Price risk management assets 3,457 2,039
Inventories 370 392
Income taxes receivable - 1,241
Prepaid expenses and other 902 406
Total current assets 11,386 11,199
Property, Plant, and Equipment
Utility 24,030 23,872
Non-utility:

Electric generation 2,075 2,008

Gas transmission 1,555 1,542
Construction work in progress 1,852 1,605
Other 117 147
Total property, plant, and equipment (at original ¢ ost) 29,629 29,174
Accumulated depreciation and decommissioning (12,073) (11,878)
Net property, plant, and equipment 17,556 17,296
Other Noncurrent Assets
Regulatory assets 1,821 1,773
Nuclear decommissioning funds 1,328 1,328
Price risk management assets 1,101 2,026
Other 2,873 2,530
Total noncurrent assets 7,123 7,657
TOTAL ASSETS $36,065 $36,152

The accompanying Notes to the Condensed Consdiidtancial Statements are an integral part ofdtsitement.
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PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(in millions, except share amounts)

Balance at
March 31, December 31,
2001 2000
(As revised, see Note 10)
LIABILITIES AND EQUITY
Current Liabilities

Short-term borrowings $ 3,586 $ 4,530
Long-term debt, classified as current 2,309 2,391
Current portion of rate reduction bonds 290 290
Accounts payable:

Trade creditors 6,299 5,896

Regulatory balancing accounts 579 196

Other 571 459
Price risk management 3,533 1,999
Other 1,739 1,570
Total current liabilities 18,906 17,331
Noncurrent Liabilities
Long-term debt 6,606 5,550
Rate reduction bonds 1,665 1,740
Deferred income taxes 951 1,656
Deferred tax credits 182 192
Price risk management 1,354 1,867
Other 3,715 3,864
Total noncurrent liabilities 14,473 14,869
Preferred stock of subsidiaries 480 480
Utility obligated mandatorily redeemable preferred securities

of trust holding soley utility subordinated de bentures 300 300

Common stockholders' equity
Common stock, no par value, authorized
800,000,000 shares, issued 387,183,478

and 387,193,727 shares, respectively 5,971 5,971
Common stock held by subsidiary, at cost,

23,815,500 shares (690) (690)
Accumulated deficit (3,056) (2,105)
Accumulated other comprehensive loss (319) 4)
Total common stockholders' equity 1,906 3,172

Commitments and Contingencies (Notes 1, 2 and 5)

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 36,065 $ 36,152

The accompanying Notes to the Condensed Consdiiditancial Statements are an integral part ofstatement.
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PG&E CORPORATION
CONDENSED STATEMENTS OF CONSOLIDATED CASH FLOWS
(in millions)

For the three months
ended March 31,
2001 2000
(As revised, see Note 10)
Cash Flows From Operating Activities

Net income (loss) $ (951) $ 280
Adjustments to reconcile net income (loss)
to net cash provided (used) by operating activ ities:
Depreciation, amortization, and decommissionin g 103 347
Deferred income taxes and tax credits-net (527) (145)
Price risk management assets and liabilities, net 25 (11)
Other deferred charges and noncurrent liabilit ies (149) 9)
Net effect of changes in operating assets and liabilities:
Short-term investments (1,277) 142
Accounts receivable-trade 1,310 40
Inventories 22 55
Accounts payable 515 (90)
Regulatory balancing accounts 571 254
Accrued taxes 1,241 318
Other working capital (217) (118)
Other-net 9 26
Net cash provided by operating activities 675 1,089
Cash Flows From Investing Activities
Capital expenditures (538) (450)
Other-net (147) 81
Net cash used by investing activities (685) (369)
Cash Flows From Financing Activities
Net repayments under credit facilities (993) (547)
Long-term debt issued 1,105 108
Long-term debt matured, redeemed, or repurchased (236) (201)
Common stock issued - 10
Dividends paid (109) (108)
Other-net - 3
Net cash used by financing activities (233) (735)
Net Change in Cash and Cash Equivalents (243) (15)
Cash and Cash Equivalents at January 1 925 282
Cash and Cash Equivalents at March 31 $ 682 $ 267

Supplemental disclosures of cash flow information
Cash paid for:
Interest (net of amounts capitalized) $ 235 $ 119
Income taxes paid (refunded) - net (1,241) 3

The accompanying Notes to the Condensed Consdiidtancial Statements are an integral part ofdtsitement.
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PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED STATEMENTS OF CONSOLIDATED OPERATIONS

(in millions)

For the three months
ended March 31,

2001 2000
Operating Revenues
Electric $1,259  $1,601
Gas 1,303 617
Total operating revenues 2,562 2,218
Operating Expenses
Cost of electric energy 2,427 513
Cost of gas 916 283
Operating and maintenance 574 551
Depreciation, amortization, and decommissioning 65 301
Total operating expenses 3,982 1,648
Operating Income (Loss) (1,420) 570
Interest income 7 6
Interest expense 201 141
Other income (expense), net 4) Q)
Income (Loss) Before Income Taxes (1,618) 434
Income tax provision (benefit) (624) 200
Net Income (Loss) (994) 234
Preferred dividend requirement 6 6
Income (Loss) Available for (Allocated to) Common S tock  $(1,000) $228

The accompanying Notes to the Condensed Consdiiditancial Statements are an integral part ofdtaitement.
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PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS
(in millions, except share amounts)

Balance at
March 31, December
2001 2000
ASSETS
Current Assets
Cash and cash equivalents $ 154 $ 1
Short-term investments 2,610 1,2
Accounts receivable
Customers (net of allowance for doubtful accou nts of
$53 million and $52 million, respectively) 1,574 1,7
Related parties 5
Regulatory balancing account 34 2
Inventories
Gas stored underground and fuel oil 151 1
Materials and supplies 133 1
Income taxes receivable - 11
Prepaid expenses and other 443
Total current assets 5,104 4,7
Property, Plant, and Equipment
Electric 16,446 16,3
Gas 7,584 7,5
Construction work in progress 300 2
Total property, plant, and equipment (at original c ost) 24,330 24,1
Accumulated depreciation and decommissioning (11,281) (11,1
Net property, plant, and equipment 13,049 13,0
Other noncurrent assets
Regulatory assets 1,780 1,7
Nuclear decommissioning funds 1,328 1,3
Other 1,194 11
Total noncurrent assets 4,302 4,2
TOTAL ASSETS $ 22,455 $219
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PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED CONSOLIDATED BALANCE SHEETS
(in millions, except share amounts)

LIABILITIES AND EQUITY
Current Liabilities
Short-term borrowings

Balance at

March 31, Decembe r31,
2001 2000

$3,051 $3,079

Long-term debt, classified as current 2,293 2,374
Current portion of rate reduction bonds 290 290
Accounts payable:

Trade creditors 5,226 3,688

Related parties 177 138

Regulatory balancing accounts 579 196

Other 365 363
Price risk management 73 -

Deferred income taxes - 172

Other 719 670

Total current liabilities 12,773 10,97 0
Noncurrent Liabilities

Long-term debt 3,313 3,34 2
Rate reduction bonds 1,665 1,74 0
Deferred income taxes 921 92 9
Deferred tax credits 182 19 2
Price risk management 12 -
Other 2,796 2,96 8
Total noncurrent liabilities 8,889 9,17 1
Preferred Stock With Mandatory Redemption Provision S

6.30% and 6.57%, outstanding 5,500,000

shares, due 2002-2009 137 13 7
Company Obligated Mandatorily Redeemable

Preferred Securities of Trust Holding Solely

Utility Subordinated Debentures

7.90%, 12,000,000 shares due 2025 300 30 0
Stockholders' Equity
Preferred stock without mandatory redemption provis ions

Nonredeemable - 5% to 6%, outstanding

5,784,825 shares 145 14 5

Redeemable - 4.36% to 7.04%, outstanding

5,973,456 shares 149 14 9
Common stock, $5 par value, authorized

800,000,000 shares, issued 321,314,760 shares 1,606 1,60 6
Common stock held by subsidiary, at cost,

19,481,213 shares (475) 47 5)
Additional paid-in capital 1,964 1,96 4
Accumulated deficit (2,979) (1,97 9)
Accumulated other comprehensive loss (54) -
Total stockholders' equity 356 1,41 0
Commitments and Contingencies (Notes 1, 2, and 5) - -
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $22,455 $21,98 8
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PACIFIC GAS AND ELECTRIC COMPANY
CONDENSED STATEMENTS OF CONSOLIDATED CASH FLOWS
(in millions)

Cash Flows From Operating Activities
Net income (loss)
Adjustments to reconcile net income to

net cash (used) provided by operating activiti es:
Depreciation, amortization, and decommissionin g
Deferred income taxes and tax credit-net

Price risk management assets and liabilities, net
Other deferred charges and noncurrent liabilit ies

Net effect of changes in operating assets and liabilities:

Short-term investments

Accounts receivable

Income tax receivable

Inventories

Accounts payable

Regulatory balancing accounts

Other working capital
Other-net

Net cash provided by operating activities

Cash Flows From Investing Activities
Capital expenditures
Other-net

Net cash used by investing activities

Cash Flows From Financing Activities

Net repayment under credit facilities

Long-term debt matured, redeemed, or repurchased
Dividends paid

Other-net

Net cash used by financing activities

Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents at January 1

Cash and Cash Equivalents at March 31

Supplemental disclosures of cash flow information
Cash paid for:
Interest (net of amounts capitalized)
Income taxes paid (refunded) - net

The accompanying Notes to the Condensed Consdiiditancial Statements are an integral part ofstatement.
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PG&E CORPORATION AND PACIFIC GAS AND ELECTRIC COMPA NY
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Note 1: GENERAL

Basis of Presentation

PG&E Corporation was incorporated in CalifornialB95 and became the holding company of PacificaBadsElectric Company (the Utility)
on January 1, 1997. The Utility, incorporated irifdenia in 1905, is the predecessor of PG&E Cogtion. Effective with PG&E
Corporation's formation, the Utility's interestsitsiunregulated subsidiaries were transferred3&[P Corporation. As discussed further in
Note 4, on April 6, 2001, the Utility filed a voltary petition for relief under provisions of Chapid of the U.S. Bankruptcy Code. PursL
to Chapter 11 of the U.S. Bankruptcy Code, theititibtains control of its assets and is authoriwedperate its business as a debtor in
possession while being subject to the jurisdictbthe Bankruptcy Court.

This Quarterly Report on Form 10-Q/A is a combingort of PG&E Corporation and the Utility. Therefpthe Notes to the Condensed
Consolidated Financial Statements apply to both EG&rporation and the Utility. PG&E Corporationsdensed consolidated financial
statements include the accounts of PG&E CorporatienUtility, and PG&E Corporation's wholly owneadd controlled subsidiaries. The
Utility's condensed consolidated financial statetadémclude its accounts as well as those of itsliwlmwvned and controlled subsidiaries.

PG&E Corporation and the Utility believe that theampanying condensed consolidated financial seésireflect all adjustments that are
necessary to present a fair statement of the caederonsolidated financial position and resultsperations for the interim periods. All
material adjustments are of a normal recurring neatunless otherwise disclosed in this Form 10-@dAsignificant intercompany
transactions have been eliminated from the condetsesolidated financial statements.

Certain amounts in the prior year's condensed didlased financial statements have been reclassifiesbnform to the 2001 presentation.
Results of operations for interim periods are remtassarily indicative of results to be expectedaftull year.

The Utility's financial position and results of sptons are the principal factors affecting PG&E@wation's consolidated financial position
and results of operations. This quarterly repootth be read in conjunction with PG&E Corporaticarsl the Utility's Consolidated Financial
Statements and Notes to Consolidated Financia¢®@ttts incorporated by reference in their comb2@@D Annual Report on Form 10-K/A,
and PG&E Corporation's and the Utility's other mépdiled with the Securities and Exchange Commissince their 2000 Form 10-K/A was
filed.

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptions. &s@sates and assumptions affect the reported rimiofirevenues, expenses, assets
and liabilities and the disclosure of contingenciestual results could differ from these estimates.

Accounting for Price Risk Management Activities

PG&E Corporation, primarily through its subsidiariengages in price risk management activitieb®th trading and non-trading purposes,
as described below.

Trading Activities
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PG&E Corporation conducts trading activities prpadly through its subsidiaries owned by PG&E NagioBnergy Group (PG&E NEG).
Trading activities are conducted to generate proféate liquidity, and maintain a market preseht.open positions (that is, positions that
are not hedged) often exist or are establishedalthee assessment of, and response to changingtreamkditions.

Derivative and other financial instruments assecdlatith electricity, natural gas, natural gas litgjiand related trading activities are
accounted for using the mark-to-market method obanting. Under mark-to-market accounting, PG&Eoation's trading contracts,
including both physical contracts and financiatiasents, are recorded at market value, which agmtes fair value. The market prices
used to value these transactions reflect managéniesst estimates considering various factorsydiey market quotes, time value, and
volatility factors of the underlying commitmentsh@ values are adjusted to reflect the potentiabirhpf liquidating a position in an orderly
manner over a reasonable period of time under ptesarket conditions.

Changes in the market value of these contractgmsf resulting primarily from newly originatedatrsactions and the impact of commaodity
price or interest rate movements, are recognizeg@rating income in the period of change. Unredligains and losses on these contract
portfolios are recorded as assets and liabilitiespectively, from price risk management.

Non-Trading Activities

In addition to the trading activities, as discuspegliously, PG&E Corporation, principally throutite Utility and PG&E NEG, engages in
non- trading activities using futures, forward qants, options, and swaps to hedge the impact dfehfluctuations on energy commaodity
prices, interest rates, and foreign currencies vthere is a high degree of correlation betweerepmiovements in the derivative and the item
designated as being hedged. Non- trading activdtiessonducted to optimize and secure the retumiskrcapital deployed within PG&E
NEG's existing asset and contractual portfolicadlition, no-trading activity exists within the Utility to hedgagainst price fluctuations of
electricity and natural gas.

Effective January 1, 2001, PG&E Corporation andUkitity adopted Statement of Financial Account®i@ndards (SFAS) No. 133,
"Accounting for Derivative Instruments and Hedgihgtivities," as amended by SFAS No. 138, "Accougfiar Certain Derivative
Instruments and Certain Hedging Activities." That8ment, as amended, requires PG&E Corporatiorhendtility to recognize all
derivatives, as defined in the Statement, on tiienica sheet at fair value. Derivatives are incluaegrice risk management assets or price
risk management liabilities on the balance shelean@es in the fair value of derivatives that doqlify for hedge accounting treatment, as
well as the ineffective portion of a particular begare recognized in current period earnings. Hedfctiveness is measured based on
changes in the fair value over time between thavaéve contract and the hedged item.

SFAS No. 133 recognizes three types of hedgesvéhire hedges, cash flow hedges, and foreign ccyreadges. A fair value hedge is a
hedge of the exposure to changes in the fair vafl@erecognized asset or liability or of an unredegd firm commitment, that are attributa
to its fixed terms. If the derivative qualifies aisddesignated as a fair value hedge, the accautréatment dictates that the changes in the
value of the hedging instrument will be offset agaithe changes in fair value of the hedged adsaidities, or firm commitments
attributable to the hedged risk and reflected aitftome statement in the current period. A cash fledge is a hedge of the exposure to
variability in the cash flows associated with aogized asset or liability, or a forecasted tratisadhat is attributable to changes in variable
rates or prices. If the derivative qualifies andésignated as a cash flow hedge, the accoungagtent dictates that the effective portions of
the changes in the fair value of the hedging imsémt will be recognized in other comprehensive inedloss), a separate component of
stockholders' equity during the hedge period anbswbsequently be recognized in the income staténvben the hedged item affects
earnings. Foreign currency hedges may either lssifiled as fair value or cash flow hedges and alpgest to the same accounting guidelines
as those described above, as applicable.

Only the Utility currently has derivatives desigedis fair value hedges. These consist of swaktagedge commodity price risk related to
purchases of natural gas. Both PG&E CorporationtaadJtility currently have
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derivatives designated as cash flow hedges. ForBPGérporation these consist of interest rate svaapsciated with variable rate debt
payments used to hedge interest rate risk. AdditiphPG&E Corporation has entered into forwardufa, and financial swap contracts for
natural gas, fuel oil, and electricity in ordet®dge the commodity price risk associated withgirgerating activities of the unregulated
subsidiaries. The Utility's cash flow hedges cdnsfigorwards used to hedge commaodity price ridateal to natural gas transmission. PG&E
Corporation has certain foreign exchange forwasgsiuo economically hedge foreign currency risloaissed with future purchases and s
denominated in foreign currencies, and interest sataps used to economically hedge interest igitelyoth of which were not designated as
accounting hedges. These foreign exchange anegttexte derivative instruments not designatecedgds are accounted for using the mark-
to-market method of accounting, which requires #sstets and liabilities be valued through earnings.

Hedge effectiveness is measured quarterly. Anyfeagfeness is recognized in the income statenmethta period that the ineffectiveness
occurs. If a derivative instrument that has quadiffor hedge accounting is liquidated or sold ptiomaturity, the gain or loss at the time of
termination remains in other comprehensive incolees] until the hedged item impacts earnings. feoivdtive instruments not designated as
hedges, the gain or loss is immediately recognizernings in the period of its change in value.

PG&E Corporation and the Utility have certain dative commodity contracts that result in the phgkielivery of commodities used in the
normal course of business. At this time, thesevdéxies are exempt from the requirements of SFAS188 under the normal purchases and
sales exception, and thus are not reflected obdlence sheet at fair value. The Derivative Impletagon Group of the Financial Accounti
Standards Board has recently defined normal pueshasd sales to exclude certain commodity contthatsvere previously exempt under
the normal purchases and sales provisions of SFASBB. As such, certain derivative commodity cacis may no longer be exempt from
the requirements of SFAS No. 133. PG&E Corporatind the Utility are currently evaluating the impatthe recent implementation
guidance, which would be accounted for on a prasgebasis, and will evaluate the impact when thalfdecision regarding this issue is
resolved.

PG&E Corporation's transition adjustment to impleirthis new Statement was a non-material chargaoings and a charge of $243
million to other comprehensive income (loss). Th#ity's transition adjustment to implement thism8tatement was a nanaterial charge 1
earnings and an increase of $90 million to othenmehensive income (loss).

Net gains and losses for r-trading activities recognized in earnings at Ma8ah 2001, were included in various places onnlkere
statement. These were included as part of enengynalities and services revenue, cost of energy amtitias and services, other income
(expense), net, or interest income or interestespen PG&E Corporation's and the Utility's ConéenStatements of Consolidated
Operations for the three-month period ended MadgH2B801.

PG&E Corporation's and the Utility's derivative gmiand losses included in other comprehensive iaddoss) are reflected in earnings at the
time of terminations or settlements of the deriv@instruments, along with the amortization of ttamsition account. Derivative gains or
losses that were reclassified from other comprafieriscome (loss) to earnings were included inaasiplaces on the income statement.
These were included as part of energy commoditidssarvices revenue, cost of energy commoditiessandces, other income (expense),
net, or interest income or interest expense on PG&poration's and the Utility's Condensed StatamefhConsolidated Operations for the
three-month period ended March 31, 2001.

As of March 31, 2001, the maximum length of timewowhich PG&E Corporation has hedged its exposuthe variability in future cash
flows associated with commodity price risk is trghuiDecember 2005 and for interest rate risk ihisagh February 2012.

The Utility had $243 million of cash flow hedges fmmmodity forward contracts, which were derecagdior discontinued during the three-
month period ended March 31, 2001.
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Earnings (Loss) Per Share

Basic earnings (loss) per share is computed bylidiginet income (loss) by the weighted average murabcommon shares outstanding
during the period. Diluted earnings per share mmated by dividing net income (loss) by the weight@erage number of common shares
outstanding plus the assumed issuance of commaassfa all potentially dilutive securities.

The following is a reconciliation of PG&E Corpormatis net income (loss) and weighted average conwhares outstanding for calculating
basic and diluted net income (loss) per share.

Three Months Ended

March 31,
2001 2000

(in millions)
Net Income (Loss) $(951) $280
Weighted average common shares outstanding 363 361
Add: Outstanding options reduced by the

number of shares that could be

repurchased with the proceeds from

such purchase - 1
Shares outstanding for diluted calculation 363 362
Earnings (Loss) per common share, basic $(2.62) $.78
Earnings (Loss) per common share, diluted $(2.62) $.77

The diluted share base for 2001 excludes increrhshtaies of 457 million related to employee stoptians. These shares are excluded di
the anti- dilutive effect as a result of the netsloPG&E Corporation reflects the preferred divateaf subsidiaries as other expense for
computation of both basic and diluted earningsshare.

Comprehensive Income (Loss)

The objective of PG&E Corporation's and the Utititgomprehensive income

(loss) is to report a measure for all changes uitg@f an enterprise that result from transactiand other economic events of the period ¢
than transactions with shareholders. PG&E Corpomé&tiand the Utility's other comprehensive incoloss|) consists principally of changes in
the market value of certain financial hedges whf implementation of SFAS No. 133 on January 11266 well as foreign currency
translation adjustments.

NOTE 2: THE CALIFORNIA ENERGY CRISIS

In 1998, California became one of the first statethe country to implement electric industry rasturing and establish a competitive market
framework for electric generation. Electric indystestructuring was mandated by the California Ekegure in Assembly Bill 1890 (AB189(
The electric industry restructuring establishechagition period, mandated a rate freeze, anddiedwa plan for recovery of generatigatec
costs that were expected to be uneconomic undemaetitive market (transition costs). The CPUC megflthe California investor-owned
utilities to file a plan to voluntarily divest adst 50% of their fossil-fueled generation fa@Btand discouraged utility operation of their
remaining facilities by reducing the return on saskets. The competitive market framework calledife creation of the Power Exchange
(PX) and the Independent System Operator (ISO)iaf ceased operating, the PX established matkating prices for electricity. The
ISO's role was to schedule delivery of electriéitlyall market participants and operate certainkets for electricity. Until December 15,
2000, the Utility was required to sell all of iteroed and contracted for generation to, and purchaelectricity
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for its customers from the PX. Customers were gitenchoice of continuing to buy electricity frohretUtility or buying electricity from
independent power generators or retail electrmifypliers. Most of the Utility's customers contidue buy electricity through the Utility.

Beginning in June 2000, wholesale prices for eieitgrsold through the PX and I1SO experienced uicg#ted and massive increases. The
average price of electricity purchased by the tytiior the benefit of its customers was 18.2 cgeiskWh for the period of June 1 through
December 31, 2000, compared to 4.2 cents per kWhglthe same period in 1999. The Utility was op&rmitted to collect approximately

5.4 cents per kWh in rates from its customers dyifirat period. The increased cost of the purchekedricity has strained the financial
resources of the Utility. Because of the rate fee¢lze Utility has been unable to pass on the &s&re in power costs to its customers. In order
to finance the higher costs of energy, during tikltand fourth quarter of 2000, the Utility incsed its lines of credit to $1,850 million (net
increase of $850 million), issued $1,240 milliondebt under a 364-day facility, and issued $68(0ianilof five-year notes.

The Utility continued to finance the higher costswbolesale power while interested parties evalligiious solutions to the energy crisis. In
November 2000, the Utility filed its Rate Stabilioa Plan (RSP), which sought to end the rate #esm pass along the increased whole
electric costs to customers through increased.rates CPUC evaluated the Utility's proposal anddefl its decision until after hearings
could be held, although the CPUC did increase @tescent per kWh for 90 days effective JanuaB08,1. This increase resulted in
approximately $70 million of additional revenue pgonth, which was not nearly enough to cover tighér wholesale costs of electricity, 1
did it help with the costs already incurred.

By January 16, 2001, the Utility had borrowed mitvan $3.0 billion under its various credit facégito pay its energy costs. As a result o
California energy crisis and its impact on the iyt# financial resources, PG&E Corporation's dmal Wtility's credit rating deteriorated to
below investment grade in January 2001. This camlitngrade precluded PG&E Corporation and the tytitom access to capital markets.
Commencing in January 2001, PG&E Corporation ardtility began to default on maturing commerciappr. In addition, the Utility
became unable to pay the full amount of invoicegired for wholesale power purchases and madepamtial payments. The Utility had no
credit under which it could purchase wholesaletélgty on behalf of its customers on a continubasis and generators were only selling to
the Utility under emergency action taken by the.l%&cretary of Energy.

In January 2001 the California Legislature and@oeernor authorized the California Department oft8¥&esources (DWR) to purchase
wholesale electric energy on behalf of the Utiitsétail customers. In February 2001, the Calitotregislature passed California Assembly
Bill 1X (AB 1X), which authorized the DWR to purckawholesale electricity on behalf of the Utilitglsstomers.

On March 27, 2001, the CPUC authorized an averagease in retail rates of 3.0 cents per kWh, whiak in addition to the emergency 1.0
cent per kWh surcharge adopted on January 4, 2p8ebCPUC. The revenue generated by this rateaserwas to be used only for power

procurement costs that were incurred after Marci22@1 and could not be used to pay amounts owerkthitors. Although the rate increase
is authorized immediately, the 3 cent surchargéneil be collected in rates until the CPUC estéigiésthe rate design, which is not expected
to be adopted until June 2001.

In light of the magnitude of the undercollectedghased power costs and the lack of solutions temieegy crisis, on April 6, 2001, the Util
sought protection from its creditors through a Gbafl bankruptcy filing. The filing for bankrupteyd the related uncertainty around the
terms and conditions of any reorganization plan ithaltimately adopted will have a significant iemgt on the Utility's future liquidity and
results of operations.

PG&E Corporation, itself, had cash and short-tevaestments of $295 million at March 31, 2001 anlieles that the funds will be adequate
to maintain its operations through and beyond 200addition, PG&E Corporation believes that PG&ar@oration, itself, and its other
subsidiaries not subject to CPUC regulation aretsutially protected from the continuing liquidaynd financial difficulties of the Utility. A
discussion of the events leading up to the bankwfiiing, PG&E Corporation's and the Utility's amris, and the ongoing uncertainty follows.

16



Transition Period and Rate Freeze

California's deregulation legislation passed byGladifornia Legislature in 1996 established a tit@ms period, which was to begin in 1998.
During this period, electric rates for all custosrere frozen at 1996 levels, with rates for regidéand small commercial customers being
reduced in 1998 by 10% and frozen at that levetinuthe transition period, investor-owned utilitieere given the opportunity to recover
their transition costs. Transition costs were gatien-related costs that were expected to be umegmnunder the new industry structure.

To pay for the 10% rate reduction, the Utility refhced $2.9 billion (the expected revenue redudtmmm the rate decrease) of its transition
costs with the proceeds from the sale of rate rdmlubonds. The bonds allow for the rate reduchigtiowering the carrying cost on a portion
of the transition costs and by deferring recovdrg portion of the transition costs until after thensition period. During the rate freeze, the
rate reduction bond debt service did not increlseJtility customers' electric rates. If the trdiogi period ends before March 31, 2002, the
Utility may be obligated to return a portion of theonomic benefits of the transaction to custonére.timing of any such return and the
exact amount of such portion, if any, have notbgsn determined.

The rate freeze was scheduled to end on the eafldarch 31, 2002 or the date the Utility had nem®d all of its transition costs. The Util
believes it recovered its eligible transition cqatssibly as early as the end of May 2000. At Au@ds 2000, the Utility's remaining transiti
costs were less than a then-recently negotiate?lision hydroelectric generation asset valuatidthe final valuation for the hydroelectric
assets is greater than $2.8 billion, as the Utditpects, the Utility will have recovered its traios costs earlier. The undercollected whole
electricity costs as of the end of the earlier deteed transition period will be less than the Asig8l1 balance of $2.2 billion, and could be
zero depending on the ultimate valuation of therbgltéctric generating facilities and when the titgms period actually ends. However, the
CPUC has not yet accepted the Utility's estimatadket valuation of its hydroelectric assets northasCPUC determined that the rate freeze
has ended.

Wholesale Prices of Electricity

As previously stated, beginning in June 2000, ttiktyJexperienced unanticipated and massive ineesan the wholesale costs of the
electricity purchased from the PX and ISO on bebgifs retail customers. The Utility believes tisaice it has not met the creditworthiness
standards under the ISO's tariff since early Jgn2@@1, the Utility should not be responsible foe tSO's purchases made to meet the
Utility's net open position. (The net open positisthe amount of power needed by retail elecust@mers that cannot be met by utility-
owned generation or power under contract to tHaiesi.) Further, it is unclear how much of the ISPower purchases have been made b
California Department of Water Resources (DWR) ehdlf of the Utility's customers. The Utility hakeél a complaint in federal Bankruptcy
Court against the 1SO to prohibit the ISO from @auing to bill the Utility for the ISO's wholesapower purchases, unless and until the
Utility is permitted to recover the costs of sudwer purchases through retail electric rates.

It is expected that the wholesale costs will camgito be extremely high through 2001 unless sicgifi changes occur in the wholesale
electricity market. The generation-related costaponent, which provides for recovery of wholesadée®icity purchased by the Utility and,
if available, for recovery of transition costs, veggproximately 6.4 cents and 5.4 cents per kWhnduhe three months ended 2001 and 2
respectively. As discussed below, the CPUC appraveaverage 3.0 cents per kWh surcharge for poags incurred after March 27, 2001,
but the 3-cent surcharge will not be collectedaites until the CPUC establishes an appropriatedesign for the surcharge, which is not
expected to be adopted until June 2001.

During the quarter ended March 31, 2001, the exabaholesale electricity costs billed to the Uyilby the ISO above the generation-related
cost component available in frozen rates has bepensed as incurred and is included in the costedftric energy on the Utility's Condensed
Statement of Operations. The amount of underc@teptirchased power costs incurred for the threghrmeriod ended March 31, 2001 was
approximately $1.9 billion. Under current CPUC demns, if this undercollection is not recoveredtigh frozen rates by the end of the
transition period, it cannot be recovered. Onceriduasition period has ended and the rate freeaeds the Utility's customers will be
responsible for wholesale electricity costs. Howeaetual changes in customer rates will not oceuil new retail rates are authorized by the
CPUC or, to the extent allowed, by the bankruptayrt
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The undercollected purchased power costs wouldrgiynée deferred for future recovery as a regulaasset subject to future collection
from customers in rates. However, due to the ldakegulatory, legislative, or judicial relief, thétility has determined that it can no longer
conclude that its uncollected wholesale electricigts and remaining transition costs are probaftiecovery in future rates.

Transition Cost Recovery

Beginning January 1, 1998, the Utility started aimorg eligible transition costs, including mostngeation-related regulatory assets. These
transition costs were offset by or recovered thhoting frozen rates, market valuation of generadissets in excess of book value, net energy
sales from the Ultility's electric generation fa@s, and the amount by which long-term contraatgsrto purchase electricity were lower than
the PX prices. Transition costs and associated/exis are recorded in the Utility's Transition €Balancing Account (TCBA). During the
transition period, a reduced rate of return on commquity of 6.77% applies to all generation assettuding those generation assets
reclassified to regulatory assets.

During the transition period, the CPUC reviews tthiity's compliance with accounting methods esttidd in the CPUC's decisions
governing transition costs recovery and the amofitransition costs requested for recovery. In dan2001, the CPUC approved all
transition costs that were amortized from July998, to June 30, 1999. The CPUC currently is reiigwransition costs amortized from July
1, 1999, to June 30, 2000.

Mitigation Efforts

The Utility is actively exploring ways to reducs gxposure to the higher wholesale electricitysast to recover its written-off
undercollected wholesale electricity costs and TGi#ances. As previously indicated, the Utilityibeés the transition period has ended and
filed an application with the CPUC asking it torsite. The Utility has also filed an application kvihe FERC to address the current market
crisis, filed a lawsuit against the CPUC in Fed@natrict Court, worked with interested partiesatitdress power market dysfunction before
appropriate regulatory bodies, hedged a portidtsafpen procurement position against higher pusetiaower costs through forward
purchases, and filed an application with the CPB€kmg approval of a five- year rate stabilizagaan. The Utility's actions and related
activities are discussed below.

Application with the FERC

On October 16, 2000, the Utility joined with South€alifornia Edison (SCE) and The Utility RefornetMork (TURN) in filing a petition
with the Federal Energy Regulatory Commission (FERQuesting that the FERC (1) immediately find @adifornia wholesale electricity
market to be not workably competitive and the résglprices to be unjust and unreasonable; (2) idiately impose a cap on the price for
energy and ancillary services; and (3) institut¢hfer expedited proceedings regarding the markieréa mitigation of market power,
structural solutions, and responsibility for refsnd

On December 15, 2000, the FERC issued an ordessponse to the above filing. The remedies propbgede FERC include, among other
things: (1) eliminating the requirement that thdifGenia investor-owned utilities must sell all tifeir power into, and buy all of their power
needs from, the PX; (2) modifying the single préeestion so that bids above $150 per megawatt hMWH) (15 cents per kWh) cannot set
the market clearing prices paid to all bidderseeif’e January 1, 2001 through April 30, 2001;g8ablishing an independent governing
board for the 1SO; and (4) establishing penaltgsuhder-scheduling power loads. The FERC did nd¢ioany refunds based on its findings,
but announced its intent to retain the discret@orter refunds for wholesale electricity costsiimed from October 2000 through December
31, 2002. In March 2001, the FERC ordered refuridk66 million for January 2001 and indicated it webaontinue to review December 2C
wholesale prices. In April 2001, the FERC orderfdmds of $588 thousand for February and March 20B& generators have appealed the
decisions. Any refunds will be offset against antswwed the generators.

On April 26, 2001, the FERC issued an order reqgisll 1ISO-participating generators and nonpubtility sellers
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participating in the ISO markets or using the |8hsmission system to offer their output in readito the ISO (except for hydroelectric
facilities). The order also requires generatolsi$tify prices above their marginal costs to geteerfurther, when a stage 1, 2, or 3 emerg

is in effect, price mitigation becomes effectivéaelreal-time electric prices will no longer cleatte single highest price or at a soft cap of
$150 per MWh, but will clear at a proxy price basedthe highest cost units required to be used éaghand published fuel costs and
emission credit information. This mitigation plaillecome effective on May 29, 2001. The FERC wilhnitor bidding activities of
generators, forward prices in the electricity aatunal gas market and plant outages. Any bidspiwte to be unjustified will be subject to
refund. The FERC has requested comments on vaaigpests of its order. The FERC also has indicdtatittintends to open an investigation
into prices and sales into the Western United Statel consider imposing price mitigation measuregas to those proposed for California
markets. The order also requires that the 1SO laadhree California investor owned utilities filgpeposal regarding the establishment of
west-wide regional transmission organization (RB®)une 1, 2001.

Federal Lawsuit

On November 8, 2000, the Utility filed a lawsuitfederal district court in San Francisco against@UC Commissioners. The Utility asked
the court to declare that the federally-approvedlesale electricity costs the Utility has incurtedserve its customers are recoverable in
retail rates both before and after the end of ithiesition period. The lawsuit states that the walke power costs the Utility has incurred are
paid pursuant to filed rates, which the FERC habaized and approved and that under the UnitettStaonstitution and numerous federal
court decisions, state regulators cannot disalloeh £osts. The Utility's lawsuit also alleges tioathe extent that the Utility is denied
recovery of these mandated wholesale electriciggscby order of the CPUC, such action constitutesrdawful taking and confiscation of t
Utility's property. On January 29, 2001, the UjiBtlawsuit was transferred to the federal distairt in Los Angeles where SCE has its
identical case pending.

On May 2, 2001, the court dismissed the Utilitydsnplaint without prejudice to refile the lawsuiteatater time. Although ruling in the
Utility's favor on five of the six grounds for disssal, the court found that the Utility's complaivas not ripe because some of the CPUC's
decisions that the Utility was challenging weresiimh orders that will only become final upon a drandenial of rehearing.

Legislative Action

On February 1, 2001, the governor of Californianeigjinto law AB 1X. AB 1X extended a preliminarytlaority of the DWR to purchase
power. Public Utilities Code Section 360.5, adoptedB 1X, authorizes the CPUC to determine thetiparof each electric utility's existing
electric retail rate that represents the differemegveen the generation related component of ilig/'stretail rate in effect on January 5, 20
and the sum of the costs of the utility's own gatien, qualifying facilities (QF) contracts, exiggi bilateral contracts, and ancillary services
(the California Procurement Adjustment or CPA). TOfReA is payable to the DWR by each utility uponeiptfrom its retail end use
customers.

Initially, the DWR has indicated that it intendexdiiuy power only at "reasonable prices" to meeutfigies' net open position, leaving the

ISO to buy the remainder. The ISO billed, and igezted to continue to bill the Utility for thosests. AB 1X does not address whether or
how the Utility will be able to pay for the ISO'$alesale power costs billed to the Utility that eed the generation related costs components
of electric rates. It is not clear whether the iytiill ultimately be responsible for these coBtam February through April 6, 2001. The

Utility has expensed these costs in the accompgriyondensed Financial Statements.

By early January 2001, the Utility failed to meet ctreditworthiness standards under the ISO'S faripurchasing and scheduling power
from third parties. On January 5, 2001, the ISédfia proposed tariff amendment with the FERC tanfighe Utility to continue scheduling
transactions through the ISO. The ISO implementtegroposed tariff amendment immediately. On Fatyraid, 2001, the FERC issued an
order rejecting the ISO's proposed tariff amendpnathibiting the Utility from scheduling power froa third party supplier, unless the
Utility was creditworthy or was backed by creditwyor parties. The FERC order also stated that tlked&uld continue to
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schedule power for the Utility as long as it corfresn its own generation units and is routed ov@pivn transmission lines. The ISO
continued to charge the Utility for the power ityswon an emergency basis, despite the FERC riingApril 6, 2001, the FERC issued a
further order directing the ISO to implement it®piorder, which the FERC clarified, applies totaird party transactions whether scheduled
or not.

The ISO has not indicated that it will comply witte FERC and cease billing the Utility for its thjparty power purchases. The Utility has
filed a complaint against the ISO in Bankruptcy @eagarding this issue.

Rate Stabilization Plan (RSP)

On November 22, 2000, the Utility filed an applioatwith CPUC seeking approval of a five-year R®gibning on January 1, 2001. The
Utility requested an initial average rate increas22.4%. The Utility also proposed that it receaaual costs, including a regulated return
electricity generation provided by it with the idiat profits that would have been generated aketaates be recovered from customers later
in the fiveyear rate stabilization period. With respect tollsaCanyon Nuclear Power Plant (Diablo Canyon)Uukiéty has proposed to def

all profits (discussed below in "Diablo Canyon BfseSharing"), until 2003, when the allocationref’enues between ratepayers and
shareholders will be readjusted. The readjustngeinténded to allow, by the end of 2005, the to&lrevenues earned by Diablo Canyon,
over the five-year plan, to be allocated equallyMeen shareholders and ratepayers according torexiSPUC decisions.

On January 4, 2001, the CPUC issued an emergetarjnindecision denying the Utility's request farage increase. Instead, the decision
permitted the Utility to establish an interim suaohe applied to electric rates on an equal- ceatsk@/h basis of 1.0 cent per kWh, subject to
refund and adjustment. The surcharge was to remaifiect for 90 days from the effective date o tkecision. The Utility was required to
establish a balancing account to track the revenoeided by the surcharge and to apply these reagtaiongoing wholesale electricity co:
The surcharge was made permanent in the CPUC'sh\23;,2001 decision, referred to below.

On January 26, 2001, an assigned CPUC commissandirig was issued in the Utility's rate stabifiaa plan proceeding. The ruling stated
that in phase one of the case, the scope of treeeding will include (1) reviewing the independaudit of the Utility's accounts to determine
whether there is a financial necessity for addélaelief for the utilities, (2) reviewing TURN'seounting proposal to transfer the
undercollected balances in the Utility's Transit®evenue Accounts (TRAS) to their respective TCBAd reviewing the generation
memorandum accounts, and (3) considering whetleeratte freeze has ended only on a prospective. basis

On January 30, 2001, the independent consultageged by the CPUC issued their review report orutiileey's financial position as of
December 3, 2000, as well as that of PG&E Corpomadind the Utility's affiliates. The review fourttht the Utility made an accurate
representation of its financial situation noting@a@ate representations of its borrowing capabdjteredit condition, and events of default. The
review also found that the Ultility accurately reggeted recorded entries to its TRA and TCBA. Théere alleged certain deficiencies with
respect to bidding strategies, cash conservatidtersaand cash flow forecast assumptions. TheatyJfiled rebuttal testimony on February
14, 2001. Hearings to consider the issues andtepbthe independent consultants began on Feb2ggrg001.

On March 27, 2001, the CPUC ruled on parts of thityls RSP and granted an increase in rates loptiay an average 3.0 cents per kWh
surcharge. Although the increase is authorized idiately, the 3.0 cents per kWh surcharge will rotbllected in rates until the CPUC
establishes an appropriate rate design for théhatge, which is not expected to be adopted umié 2001. The revenue generated by the rate
increase is to be used only for power procuremesitschat are incurred after March 27, 2001. TheCHBeclared that the revenues gener

by this surcharge are subject to refund (1) ifus®d to pay for such power purchases, (2) to ttenethat generators and sellers of power
make refunds for overcollections, or (3) to theeextany administrative body or court denies thané$ of overcollections in a proceeding
where recovery has been hampered by a lack of catge from the Utility. The 3.0 cents per kWh sheiege is in addition to the emergency
interim surcharge approved in January 4, 2001, vtlie CPUC made permanent in this decision. TheRISo modified accounting rules

in response to a proposal made by TURN as deschiledv.
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Also, on March 27, 2001, the CPUC issued a decigidering the Utility and the other California irster-owned utilities to pay the DWR a
per kWh price equal to the applicable generatidatee retail rate per kWh established for eaclitytilor each kWh the DWR sells to the
customers of each utility. The CPUC determined thatgeneration-related component of retail ratesisl be equal to the total bundled
electric rate (including the 1 cent per kWh intesarcharge adopted by the CPUC on January 5, 2864 the following non- generation-
related rates or charges: transmission, distribupaiblic purpose programs, nuclear decommissigrang the fixed transition amount. The
CPUC determined that the Utility's company-widerage generation-related rate component is 6.47ts gem kWh before March 27, 2001,
and 9.471 cents per kWh after March 27, 2001, céflg the authorized 3-cent increase. The CPUCrettthe utilities to pay the DWR
within 45 days after the DWR supplies power toithefail customers, subject to penalties for eahttiat payment is late. The amount of
power supplied to retail end-use customers afteicha7, 2001, for which the DWR is entitled to @dpwould be based on the product of
the number of kwh that the DWR provided 45 day$ieraand the Utility's company-wide average gerieratelated rate of 9.471 cents per
kWh.

The CPUC also ordered that the utilities immedjapely the sums owed to the DWR for power sold lgyDRWVR from January 18, 2001
through January 31, 2001, under California Sendt& RB. Based on an estimated number of kWh soldhigyDWR, the Utility paid
approximately $30 million to the DWR at the rate$6tf05471 per kWh as adopted by the CPUC.

In addition, on April 3, 2001, the CPUC adoptedetimd to calculate the CPA, as described in Puliiities Code Section 360.5 (added by
AB 1X effective February 1, 2001). Section 360.§uiees the CPUC to determine (1) the portion ohealectric utility's electric retail rate
effective on January 5, 2001, the CPA, that is etjuthe difference between the generation-relatedponent of the utility's retail rate in
effect on January 5, 2001, and the sum of the afstee utility's own generation, QFs contractdsemng bilateral contracts (i.e., entered into
before February 1, 2001), and ancillary serviced, (@) the amount of the CPA that is allocablen®wpower sold by the DWR. The CPUC
decided that the CPA should be a set rate calculateletermining each utility's generation-relateeenues (for the Utility the CPUC has
proposed that this be equal to 6.471 cents per Kitiplied by total kwh sales by the Utility to théility's retail customers), then
subtracting the result by each utility's total k8#ies. Each utility's CPA rate will be used to detee the amount of bonds the DWR may
issue.

Using the CPUC's methodology, but substituting@R&JC's cost assumptions with actual expected emstsncluding costs the CPUC has
refused to recognize, the Utility's calculationewtthat the CPA for the 11-month period Februarpilyh December 2001 would be negative
by $2.2 billion, (i.e., there would be no CPA asghlk to the DWR) assuming the DWR purchases 84#hteolltility's net open position. If A
1X were amended to also include in the CPA alliticeemental revenue from the 3 cent per kWh in@etiscussed above (approximately
$2.3 billion for 11 months), then the amount ava#ao the DWR for the CPA for the comparable 1Inthperiod, assuming the Utility were
allowed to recover its costs first, would be apjmately $100 million. The Utility believes the methadopted by the CPUC is unlawful and
inconsistent with Section 360.5 because, among o#fasons, it establishes a set rate that doagfett actual residual revenues, overstates
the CPA by excluding and/or understating authorizests, and to the extent it is dedicated to theRDdes not allow the Utility to recover
own revenue requirements and costs of service Uliigy's application for rehearing of this decisibas been denied.

To the extent the DWR does not buy enough poweoter the Utility's net open position, the ISO hases emergency power on the high-
priced spot market to meet system reliability regmients and the net open position. Despite the FE&Ger prohibiting the ISO from
charging non-creditworthy utilities for the ISOfsrtl party power purchases, the ISO may continughtwge the Utility a proportionate share
of the ISO's purchases. As discussed above, tligyWtelieves it is not responsible for such ISGuafes. The DWR has advised the CPUC
that its revenue requirement for the DWR's poweclpases is $4.715 billion and has asked the CPUWStablish specific rates payable to the
DWR to collect that revenue requirement as autedrizy AB 1X. The DWR's stated revenue requiremegtéater than the revenues that
would be provided by the 3-cent surcharge. Unles<XPUC increases rates to provide sufficient regsrior the DWR to recover its revenue
requirement, none of the revenues from the 3-agnchsirge will be available to the Utility to recoves procurement costs incurred after
March 27, 2001 (including any ISO charges for whiod DWR disclaims responsibility).
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Since the end of January 2001, the Utility has gsring only 15% of amounts due to qualifying faieis (QFs). On March 27, 2001, the
CPUC issued a decision requiring the Utility ane dther California investor-owned utilities to p@¥s fully for energy deliveries made on
and after the date of the decision, within 15 dafythe end of the QFs' billing period. The decisp@mmits QFs to establish a 15-day billing
period as compared to the current monthly perid TPUC noted that its change to the payment poovisas required to maintain energy
reliability in California and thus provided thailtae to make a required payment would result fima in the amount owed to the QF. The
decision also adopts a revised pricing formulatirdeto the California border price of gas applieato energy payments to all QFs, including
those that do not use natural gas as a fuel. Barsdloe Utility's preliminary review of the decisiahe revised pricing formula would reduce
the Utility's 2001 average QF energy and capaaiynents from approximately 12.7 cents per kWh t@ t2nts per kWh.

The CPUC also adopted TURN's proposal to transfex monthly basis the balance in each Utility's TigAhe Utility's TCBA. The TRA is
regulatory balancing account that is credited wotial revenue collected from ratepayers throughenorates and which tracks undercollected
power purchase costs. The TCBA is a regulatoryruatig account that tracks the recovery of genamatidated transition costs. The
accounting changes are retroactive to January98.Tkhe Utility believes the CPUC is retroactivaignsforming the power purchase costs in
the TRA into transition costs in the TCBA. Howewitre CPUC characterized the accounting changesesynreducing the prior revenues
recorded in the TCBA, thereby affecting only thecammt of transition cost recovery achieved to datee CPUC also ordered that the utilities
restate and record their generation memorandunuatbtalances to the TRA on a monthly basis befoyet@nsfer of generation revenues to
the TCBA. The CPUC found that based on the accogmtihanges, the conditions for meeting the entiefate freeze have not been met.

The Utility believes the adoption of TURN's propgdsecounting changes results in illegal retroaatatemaking, constitutes an
unconstitutional taking of the Utility's propernd violates the federal filed rate doctrine. Thidity also believes the other CPUC decisions
are similarly illegal to the extent they would coshfhe Utility to make payments to the DWR and @#$out providing adequate revenues
for such payments. The Utility has filed an apgima for rehearing of this decision. The Utilitysalhas requested the Bankruptcy Court to
enjoin the CPUC from requiring the Utility to imphent the regulatory accounting changes. A heasrsgt for May 14, 2001, to consider the
Utility's request.

Bilateral Contracts

Under the terms of the AB 1890, the Utility wasuizgd to purchase all of its power from the PX #@ to meet the needs of its customers.
On August 3, 2000, after the California energyisiimd begun, the CPUC approved the Utility's ddglateral contracts, subject to PG&E
reaching an agreement with the CPUC on reasonaddestendards. After two months of unsuccessfubdgons with CPUC, on October 16,
2000, PG&E filed an advice letter seeking CPUC apal of specific reasonableness standards in ¢odexpedite implementation of the
August 3, 2000 decision. In spite of the UtilitgHorts, the CPUC has not adopted reasonabler@sdastls implementing the August 3, 2000
decision.

In October 2000, the Utility entered into multifdgateral contracts with suppliers for long-terrecticity deliveries. As of March 31, 2001,
individual contracts range in size from approxinha@®?,000 MWhs to 3,504,000 MWhs of supply annualliie contracts extended to 2005.
As a result of the downgrade in PG&E's credit igtimd also its subsequent bankruptcy filing, centdithese contracts were terminated.

PX Energy Credits

In accordance with CPUC regulations, the Utilitpyades a PX energy credit to those customers (knaswiirect access customers) who have
chosen to buy their electric energy from an energyice provider (ESP) other than the Utility. Asolesale power prices began to increase
beginning in June 2000, the level of PX creditsiésbto direct access customers increased correispgiyntb the point where the credits
exceeded the Utility's distribution and transmiesibarges to direct access customers. For the thoe¢hs ended March 31, 2001, the PX
credits reduced
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electric revenue by $322 million. The Utility cedgeaying most of these credits in December 2008 aasnof March 31, 2001, the total of
accumulated credits for direct access custometshthee not been paid by the Utility is approximgt®b10 million. The actual amount that
will be refunded to ESPs will be dependent uponmihe rate freeze ends and whether there are qmstants made to wholesale energy
prices by the FERC.

Generation Valuation

Under the California electric industry restructgriegislation, the valuation of the Utility's remaig generation assets (primarily its
hydroelectric facilities) must be completed by Dmber 31, 2001. Any excess of market value oveatisets' book value would be used to
offset the Utility's transition costs.

In August 2000, the Utility and a number of intdegkparties filed an application with the CPUC resfing that the CPUC approve a
settlement agreement reached by these partiesagreement was filed in the Utility's proceedinglatermine the market value of the
hydroelectric generation assets. In this settleragraement, the Utility indicated that it wouldriséer its hydroelectric generation assets, at a
negotiated value of $2.8 billion, to an affiliaizue to the high wholesale prices and the correspgridcrease in the value of its hydroelectric
generation assets, in November 2000 as part opplication with the CPUC seeking approval of a fiigar RSP, the Utility withdrew its
support from the settlement agreement, eliminatifigm consideration in the proceeding.

In December 2000, the Utility submitted updatedinesny in the hydroelectric valuation proceedindigating the market value of the
hydroelectric assets ranges from $3.9 billion t@$llion assuming a competitive auction or othens-length sale. In January 2001,
California Assembly Bill 6 was passed which protsildisposal of any of the Utility's generation fitieis, including the hydroelectric
facilities, before January 1, 2006. At March 31020the book value of the Utility's net investmanhydroelectric generation assets was
approximately $688 million.

Diablo Canyon Benefits Sharing

As required by a prior CPUC decision on June 3002€¢he Utility filed an application with the CPU€questing approval of its proposal for
sharing with ratepayers 50% of the post-rate freetdenefits of operating Diablo Canyon. The retdfit sharing methodology proposed in
the Ultility's application would be effective at thed of the current electric rate freeze for thiitys customers and would continue for as
long as the Utility owned Diablo Canyon. Under ghieposal, the Utility would share the net bendditeperating Diablo Canyon based on the
audited profits from operations, determined comesistith the prior CPUC decisions. If Diablo Canyaperiences losses, such losses would
be deferred and netted against profits in the taticun of the net benefits in subsequent periodsi¢ainst profits in prior periods if
subsequent profits are insufficient to offset sladses). Any changes to the net sharing methodatuggt be approved by the CPUC. The
CPUC has suspended the proceedings to considaethrenefit sharing proposal. In the Utility's RBRities have proposed that the
requirement to establish a sharing methodologyebeinded and the Diablo Canyon be placed on ces¢mice ratemaking. It is uncertain
what future ratemaking will be applicable to Diaklanyon.
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Cost of Electric Energy

For the three months ended March 31, 2001 and 266@0st of electric energy for the Utility, rafted on the Utility's Condensed Statement
of Consolidated Operations, comprises the costielffbr electric generation and QF purchases, tise @f PX purchases, and ancillary
services charged by the ISO, net of sales to theaBXollows:

2001 2000
(in millions)
Cost of fuel resources at market prices $2,631 $ 628
Proceeds from sales to the PX (204) (115)
Total Utility cost of electric energy $2,427 $ 513

Note 3: LONG-TERM DEBT

On January 16 and 17, 2001, in response to thénceat energy crisis, Standard and Poor's (S&P)Moaldy's Investors Service (Moody's)
respectively, downgraded PG&E Corporation's credibgs to below investment grade. The downgradagddition to PG&E Corporation's
and the Utility's non-payment of commercial papanstituted an event of default under both the $#86on and the $500 million credit
facilities. In response, the banks immediately taated their outstanding commitments under the$zutted credit facilities. Through
February 28, 2001, PG&E Corporation had $501 mmillio outstanding commercial paper, of which $45lioni came due and was not paid.

On March 2, 2001, PG&E Corporation refinanced ébtcbligations with $1 billion in aggregate prodeef two term loans under a common
credit agreement with General Electric Capital @oagion and Lehman Commercial Paper, Inc. In acmed with the credit agreement, the
proceeds, together with other PG&E Corporation cee used to pay the $501 million in outstandiammercial paper, $434 million in
borrowings under PG&E Corporation's long-term reira credit facility, and $116 million to PG&E Carmation's shareholders of record on
December 15, 2000 in satisfaction of the defaulbedth quarter 2000 common stock dividend. Furthpproximately $99 million was used
to pre-pay the first year's interest under theitagteement and to pay transaction expenses assdevith the debt restructuring.

The loans will mature on March 2, 2003 (which daggy be extended at the option of PG&E Corporatmrup to one year upon payment
fee of up to 5% of the then outstanding indebteshes earlier, if a spin-off of the shares of PGBIEG were to occur. As required by the
credit agreement, PG&E Corporation has given thddes a security interest in PG&E NEG. The loamhimit PG&E Corporation from
declaring dividends, making other distributionsk@areholders, or incurring additional indebtednadgsss it meets certain requirements. The
loan also prohibits PG&E NEG from making distrilmunts to PG&E Corporation and restricts certain othircompany transactions.

Further, as required by the credit agreement, NEG has granted to affiliates of the lenders optithrag entitle these affiliates to purchase up
to 3% of the shares of PG&E NEG at an exerciseefc$1.00 based on the following schedule:

Percentage of

Shares Subjec t
To PG&E NEG Opti ons
Loans outstanding for:
Less than six months 2.0%
Six to eighteen months 2.5%
Greater than eighteen months 3.0%
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The option becomes exercisable on the date ofdpliyment or earlier, if an initial public offeritng the shares of PG&E NEG (IPO) were to
occur. PG&E NEG has the right to call the optiorésh at a purchase price equal to the fair maekae of the underlying shares, which

right is exercisable at any time following the rement of the loans. If an IPO has not occurredhitiders of the option have the right to
require NEG LLC or PG&E Corporation to repurchase option at a purchase price equal to the faiketaralue of the underlying shares,
which right is exercisable at any time after thdieaof full repayment of the loans or 45 daysdrefexpiration of the option. The option will
expire 45 days after the maturity of the loans. FE3Borporation will account for the options by retiag the fair value of the option at
issuance as a debt issuance cost to be amortizedh®/expected life of the loans. The options ballmarked through an increase or decrease
to current earnings.

Under the credit agreement, PG&E NEG is permitteshéke investments, incur indebtedness, sell assedoperate its businesses pursuant
to its business plan. Mandatory repayment of thaedawill be required from the net after-tax proceszteived by PG&E NEG or any
subsidiary of PG&E NEG from (1) the issuance ofelbtddness, (2) the issuance or sale of any eaitept for cash proceeds from an IPO),
(3) asset sales, and (4) casualty insurance, camatéan awards, or other recoveries. However, ihquoceeds are retained as cash, used to
pay indebtedness, or reinvested in PG&E NEG's lkgsigs, mandatory repayment will not be required.

Any net proceeds from an IPO must be used to retheceutstanding balance of the loans to $500anilér less. In addition, all distributions
made by PG&E NEG to PG&E Corporation other thantdlreimburse PG&E Corporation for corporate ovarthexpenses, (2) pursuant to
any tax sharing arrangements which PG&E NEG and PG&rporation are parties, and (3) pursuant toreng that may be repayable to
PG&E Corporation in connection with an IPO and amarrangements must be used to pay the loans.

The credit agreement also prohibits PG&E Corporafiiom taking certain actions, including a restdotagainst declaring or paying any
dividends for as long as the loans are outstandirreach of covenants, including requirements (hpPG&E NEG's unsecured long-term
debt have a credit rating of at least BBB- by S&MBaa3 by Moody's, (2) the ratio of fair marketuabf PG&E NEG to the aggregate
amount of principal then outstanding under the $oamot less than 2 to 1, and (3) PG&E Corporatiaintain a cash or cash equivalent
reserve of at least 15% of the total principal amaf the loans outstanding, entitles the lendeideiclare the loans to be due and payable.

During 2000 and 1999, two indirect wholly owned sidiaries of PG&E NEG entered into two commitmeneiating to the acquisition of
turbine equipment and two commitments relatingenegation projects that are under constructionwtich they act as the construction ag
for the owners. Upon completion of the construcpoojects, expected to be in 2002, PG&E NEG wilske these facilities under lease terms
of five years and three years, respectively. Atdbieclusion of each of these lease terms, PG&E N&Gthe option to extend the leases a
market value, purchase the projects, or act asrketiiag agent for the lessors for sales to thindips. If PG&E NEG elects to remarket the
projects, then PG&E NEG would be obligated to #msbrs for up to 85 percent of the project codtseifproceeds are deficient to pay the
lessor's investors. PG&E Corporation has committefdnd up to $604 million in the aggregate of ¢gtd support PG&E NEG's obligation
to the lessors during the construction and possitoation periods. In addition, PG&E NEG enteretth ioperative agreements with a special
purpose entity that will own and finance constroetof another facility totaling $775 million. PG&Eorporation has committed to fund up to
$122 million of equity support commitments to mewet obligations to the entity. PG&E NEG is attemgtto replace PG&E Corporation's
equity support commitments with substitute commitaef PG&E NEG. The trusts holding the assetsdeint related to these facilities has
been consolidated in the accompanying financiaéstants.

Note 4: BANKRUPTCY FILING

The Utility had been drawing on its $1 billion fhiyi to pay maturing commercial paper. As of Jayuls, 2001, the Utility had drawn down
$938 million under this facility. On January 16 ahd 2001, S&P and Moody's respectively, downgratedJtility's credit ratings to below
investment grade. This downgrade resulted in antededefault under the $850 million credit fagilitvhile the Utility's non-payment of
commercial paper exceeding $100 million constitugeents of default under both the $1 billion an8Gnillion credit facilities.

25



On January 10, 2001, the Board of Directors ofullikty suspended the payment of its fourth qua@®0 common stock dividend in an
aggregate amount of $110 million payable on Janli&n2001, to PG&E Corporation and PG&E Holdinges, | a subsidiary of the Utility. In
addition, the Utility's Board of Directors decidadt to declare the regular preferred stock dividenid$6.3 million for the three-month period
ending January 31, 2001, normally payable on Febrif, 2001. Dividends on all Utility preferred skoare cumulative. Until cumulative
dividends on preferred stock are paid, the Utititsty not pay any dividends on its common stock,may the Utility repurchase any of its
common stock.

The Utility has also deferred quarterly interesgmpants of $6.1 million on the Utility's 7.90% Defable Interest Subordinated Debentures,
Series A, due 2025, until further notice in accomawith the indenture. The corresponding quartealyments of $5.9 million on the 7.90%
Cumulative Quarterly Income Preferred Securitiesjes A (QUIPS) issued by PG&E Capital |, due onilAdy 2001, have been similarly
deferred. Distributions can be deferred up to &plesf five years per the indenture. Under the itdee, investors accumulate interest on the
unpaid distributions at the rate of 7.90%.

After the downgrade, the PX notified the Utilityatithe ratings downgrade required the Utility tatpoollateral for all transactions in the PX
day-ahead market. Since the Utility was unableast puch collateral, the PX suspended the Utilitgding privileges effective January 19,
2001 in the day-ahead market. The PX also soudigumate the Utility's block forward contracts fine purchase of power. On January 25,
2001, a California Superior Court judge grantedUliéity's application for a temporary restrainingder, which thereby restrained and
enjoined the PX and its agents from liquidating thiity's contracts in the block forward markegrmaling hearing on a preliminary injunction
on February 5, 2001. Immediately before the heasimthe preliminary injunction, California Govern@ray Davis, acting under California’s
Emergency Services Act, commandeered the confi@ctise benefit of the state. Under the Act, the RWiust pay the Utility the reasonable
value of the contracts, although the PX may seekdover the monies that the Utility owes to thefRotn any proceeds realized from those
contracts. Discussions and negotiations on thigisse currently ongoing between the state anttiligy.

As a result of (1) the failure by the DWR to assuheefull procurement responsibility for the Uil net open position as was provided ut
AB 1X,

(2) the negative impact of recent actions by th&/CRhat created new payment obligations for thditytnd undermined its ability to return
to financial viability, (3) a lack of progress iegotiations with the state to provide a solutiontfe® energy crisis, and (4) the adoption by the
CPUC of an illegal and retroactive accounting cleatigit would appear to eliminate the Utility's tureollected purchased power costs, the
Utility filed a voluntary petition for relief undeprovisions of Chapter 11 of the U.S. Bankruptcyl€on April 6, 2001. Pursuant to Chapter
11 of the U.S. Bankruptcy Code, the Utility retagmtrol of its assets and is authorized to opétatausiness as a debtor in possession while
being subject to the jurisdiction of the bankruptoyrt. Subject to the approval of the bankruptayrt; the Utility's intent is to pay its
ongoing costs of doing business while seeking el of the wholesale power crisis. It is the Itiflf intention to continue to pay
employees, vendors, suppliers, and other credibonsaintain essential distribution and transmissiervices. However, the Utility is not in a
position to pay maturing or accelerated obligatiows is the Utility in a position to pay the ISPX, and the QFs, the massive amounts due
for the Utility's power purchases above the amaueitided in rates for power purchase costs. Thitysicurrent actions are intended to
allow the Utility to continue to operate while thankruptcy proceedings continue.

Note 5: RINGFENCING

In December 2000 and during the first quarter &f20PG&E Corporation and PG&E NEG undertook a coafmrestructuring of PG&E
NEG, known as a "ringfencing" transaction. The fémging complied with credit rating agency critedi@signed to further separat
subsidiary from its parent and affiliates, enabR@&E NEG, PG&E Gas Transmission, Northwest CorpanagPG&E GTN), and PG&E
Energy Trading Holdings Corp. to receive or retaigir own credit rating, based upon their credithimess. The ringfencing involved the
creation of new special purpose entities (SPE#)taamediate owners between PG&E Corporation andah CPUC-regulated subsidiaries.
These new SPEs are: NEG LLC, which owns 100% o$tbek of PG&E NEG; GTN Holdings LLC, which owns(8 of the stock of PG&|
GTN; and PG&E Energy Trading Holdings LLC which awi00% of the stock of PG&E Corporation's energglitrg subsidiaries, PG&E
Energy Trading-Power, L.P. and PG&E Energy TradBaps Corporation, and their affiliates (PG&E ET)abidition, PG&E NEG's
organizational documents were
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modified to include the same structural elementhasSPEs to meet credit rating agency criteringfincing was undertaken to enable P(
NEG and various of its affiliates to obtain or ntain investment grade ratings. The SPEs requiraioraus approval of their respecti
boards of directors, which includes an independéesttor, before they can (a) consolidate or mevigle any entity, (b) transfer substantially
all of their assets to any entity, or (c) institoteconsent to bankruptcy, insolvency, or similevgeedings or actions. The SPEs may not
declare or pay dividends unless the respectivedsaafrdirectors have unanimously approved suclvaetnd the company meets specified
financial requirements.

NOTE 6: PRICE RISK MANAGEMENT
Trading and Non-Trading Activities

PG&E Corporation's net gain (loss) on trading cactss for the three-month period ended March 31aar®llows:

2001 2000
(in millions)
Swaps $(349) $(23)
Options (7) 62
Futures 32 37

Forward contracts 352 (31)

Net gain $ 28 $ 45

Below is a table summarizing the quantitative infation associated with PG&E Corporation's cash th@dges for the three-month period
ended March 31, 2001. Only the Utility currentlyeadair value hedges. The Utility's fair value hedgsubject to a regulatory mechanism,
and as such, it is deferred for future recoversefund and included on the balance sheet with moddiate earnings impact. The Utility's
price risk management strategies consist of thefisentrading (hedging) financial instruments, designatedboth cash flow hedges and
value hedges. Gains and losses associated withsthef some of the Utility's financial instrumeptsmarily affect regulatory accounts,
depending on the business unit and the specifigraro involved. While the use of the Utility's fir@al instruments has been authorized by
the CPUC, the CPUC has yet to establish rules arbom it will judge the reasonableness of thestunsents for electricity purchases.

PG&E Corporatio n

(in millions)
Amount of the hedge's ineffectiveness  $(2)

Net loss recognized in earnings $(2)

PG&E Corporation and the Utility's estimated neativdgive gains or losses included in other compnshe loss at March 31, 2001 that will
be reclassified into earnings within the next tveetwonths are a net derivative loss of $146 milfmmPG&E Corporation and a net derivative
loss of $25 million for the Utility.
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The schedule below summarizes the activities affgeccumulated other comprehensive income (losg) ferivative instruments for the
three-month period ended March 31, 2001.

PG&E Corporation Utility

(in millions)
Beginning accumulated derivative gain (loss)
from SFAS No. 133 transition adjustments at

January 1, 2001 $(243) $ 90
Net change of current period hedging transaction s

gain (loss) (29) 1
Net reclassification to earnings (43) (143)
Ending accumulated derivative gain (loss) (315) (52)
Foreign currency translation adjustment 4) 2)
Ending accumulated other comprehensive loss $(319) $(54)

Credit Risk

The use of financial instruments to manage thesréssociated with changes in energy commodity piioeates exposure resulting from the
possibility of nonperformance by counterpartiesspant to the terms of their contractual obligatiartge counterparties associated with the
instruments in PG&E Corporation's and the Utilitgytstfolio consist primarily of investor-owned antunicipal utilities, energy trading
companies, financial institutions, and oil and gesduction companies. PG&E Corporation and theitytihinimize credit risk by dealing
primarily with creditworthy counterparties in acdance with established credit approval practiceslianits. PG&E Corporation assesses the
financial strength of its counterparties at leagirterly and requires that counterparties postritgdn the forms of cash, letters of credit,
corporate guarantees of acceptable credit qualitgligible securities if current net receivablesl aeplacement cost exposure exceed
contractually specified limits.

PG&E Corporation experienced a loss of approximye@b million due to the nonperformance of couraetips during the three-month
period ended March 31, 2001. Counterparties corsidi® be investment grade or higher comprise 8f7ffeototal credit exposure. At March
31, 2001, PG&E Corporation's and the Utility's grosedit risk amounted to $2.1 billion and $758liomil, respectively.

NOTE 7: UTILITY OBLIGATED MANDATORILY REDEEMABLE PR EFERRED SECURITIES OF TRUST HOLDING SOLELY
UTILITY SUBORDINATED DEBENTURES

The Utility, through its wholly owned subsidiaryGRE Capital | (Trust), has outstanding 12 millidmases of 7.90% QUIPS, with an
aggregate liquidation value of $300 million. Corremt with the issuance of the QUIPS, the Trustadsio the Utility 371,135 shares of
common securities with an aggregate liquidatiom@adf $9 million. The Trust in turn used the neiqaeds from the QUIPS offering and
issuance of the common stock securities to purchaserdinated debentures issued by the Utility wifhce value of $309 million, due 2025.
These subordinated debentures are the only addbts Drust. Proceeds from the sale of the subatdohdebentures were used to redeem anc
repurchase higher-cost preferred stock.

The Utility's guarantee of the QUIPS, consideregktber with the other obligations of the Utilityttvirespect to the QUIPS, constitutes a full
and unconditional guarantee by the Utility of tha§t's contractual obligations under the QUIPSedsuy the Trust. The subordinated
debentures may be redeemed at the Utility's ogit@ginning in 2000 at par value plus accrued intéhgeugh the redemption date. The
proceeds of any redemption will be used by the flusedeem QUIPS in accordance with their terms.

Upon liquidation or dissolution of the Utility, hiérs of these QUIPS would be entitled to the ligti@h preference of $25 per share plus all
accrued and unpaid dividends thereon to the dapayrhent.
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On March 16, 2001, the Utility deferred quarterijerest payments on the Utility's 7.90% Deferrabterest Subordinated Debentures, Series
A, due 2025, until further notice in accordancewtite indenture. The corresponding quarterly paysen the 7.90% QUIPS, issued by
PG&E Capital | due on April 2, 2001, have been kny deferred. Distributions can be deferred up foeriod of five years under the term
the indenture. Per the indenture, investors witliaculate interest on the unpaid distributions atrdte of 7.90%.

On April 12, 2001, Bank One, N.A., as successaniarest to The First National Bank of Chicago, gawtice that an Event of Default exists
under the Trust Agreement in that the Utility onriég, 2001 filed a voluntary petition for reliehder Chapter 11 of the United States
Bankruptcy Code. Pursuant to the Trust Agreembatbankruptcy filing by the Utility constitutes Barly Termination Event. The Trust
Agreement directs that upon the occurrence of aly Earmination Event, the Trust shall be liquidhtey the Trustees as expeditiously as the
Trustees determine to be possible by distributifigr satisfaction of liabilities to creditors diet Trust, to each Security holder a like amount
of the Utility's 7.90% Deferrable Interest Suboatad Debentures, Series A, due 2025.

NOTE 8: COMMITMENTS AND CONTINGENCIES
Nuclear Insurance

The Utility has insurance coverage for property dgenand business interruption losses as a membarabéar Electric Insurance Limited
(NEIL). Under this insurance, if a nuclear genergfiacility suffers a loss due to a prolonged aewtdl outage, the Utility may be subject to
maximum retrospective assessments of $12 millioopgrty damage) and $4 million (business interargtiin each case per policy period, in
the event losses exceed the resources of NEIL.

The Utility has purchased primary insurance of $&0iion for public liability claims resulting frona nuclear incident. The Utility has
secondary financial protection, which provides ddiional $9.3 billion in coverage, which is manethby federal legislation. It provides for
loss sharing among utilities owning nuclear genegaacilities if a costly incident occurs. If aclaar incident results in claims in excess of
$200 million, then the Utility may be assessedaifp176 million per incident, with payments in egelar limited to a maximum of $20
million per incident.

Environmental Remediation
Utility

The Utility may be required to pay for environmdmtamediation at sites where it has been or mag petentially responsible party under the
Comprehensive Environmental Response, Compensatiohl,.iability Act, and similar state environmenals. These sites include former
manufactured gas plant sites, power plant sitebséas used by it for the storage or disposalbtémtially hazardous materials. Under federal
and California laws, the Utility may be responsifderemediation of hazardous substances, evemiflinot deposit those substances on the
site.

The Utility records in environmental remediatioablility when site assessments indicate remedidipnobable and a range of reasonably
likely clean-up costs can be estimated. The Utiktyiews its remediation liability quarterly foraaidentified site. The liability is an estimate
of costs for site investigations, remediation, atiens and maintenance, monitoring, and site cistine remediation costs also reflect (1)
current technology, (2) enacted laws and regulati(8) experience gained at similar sites, andh@)robable level of involvement and
financial condition of other potentially responsilglarties. Unless there is a better estimate witlérrange of possible costs, the Utility
records the lower end of this range.

At March 31, 2001, the Utility expects to spend $3dillion for hazardous waste remediation cosidettified sites, including divested
fossil-fueled power plants. The cost of the hazastgubstance remediation ultimately undertakerméydtility is difficult to estimate. A
change in estimate may occur in the near term au@dertainty concerning the Utility's responstiijlthe complexity of environmental laws
and regulations, and the selection of
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compliance alternatives. If other potentially resgible parties are not financially able to conttéto these costs or further investigation
indicates that the extent of contamination or ngagsremediation is greater than anticipated, ttikityucould spend as much as $460 million
on these costs. The Utility estimates the uppeit lifithe range using assumptions least favorabtbe Utility, based upon a range of
reasonably possible outcomes. Costs may be higtier Utility is found to be responsible for cleap-costs at additional sites or expected
outcomes change.

The Utility had an environmental remediation ligtlgibf $307 million and $320 million at March 310@1 and December 31, 2000,
respectively. The $307 million accrued at MarchZ&101 includes (1) $139 million related to the plesing remediation liability, associated
with the divested generation facilities discusagathier in the "Generation Divestiture" section aftdl2, and (2) $168 million related to
remediation costs for those generation facilitiest the Utility still owns, manufactured gas plaités, and gas gathering compressor stations.
Of the $307 million environmental remediation ligtgi the Utility has recovered $193 million thrdugates, and expects to recover another
$84 million in future rates. The Ultility is seekingcovery of the remainder of its costs from inseeacarriers and from other third parties as
appropriate.

In December 1999, the Utility was natified by theghaser of its former Moss Landing power plant thaad identified a cleaning procedure
used at the plant that released heated water fierintake, and that this procedure is not specifig¢tie plant's National Pollutant Discharge
Elimination System (NPDES) permit issued by thet@drCoast Regional Water Quality Control Boardrf€al Coast Board). The purchaser
notified the Central Coast Board of its findings March 2000, the Central Coast Board requestettitiey to provide specific information
regarding the "backflush" procedure used at Mossgllrey. The Utility's investigation indicated thahike it owned Moss Landing, significant
amounts of water were discharged from the cooliatewintake. While the Utility's investigation didt clearly indicate that discharged
waters had a temperature higher than ambient riegeivater, the Utility believes that the temperataf the discharged water was higher than
that of the ambient receiving water. In Decembd®@@he executive officer of the Central Coast Baarade a settlement proposal to the
Utility under which it would pay $10 million, a piwn of which would be used for environmental potgeand the balance of which would
constitute civil penalties. Settlement negotiatians continuing.

The Utility's Diablo Canyon employs a "once througholing water system which is regulated undeRDES Permit issued by the Central
Coast Board. This permit allows Diablo Canyon tectarge the cooling water at a temperature no thare22 degrees above ambient
receiving water, and requires that the beneficsaisuof the water be protected. The beneficial obemter in this region include industrial
water supply, marine and wildlife habitat, shelifisarvesting, and preservation of rare and endadggrecies. In January 2000, the Central
Coast Board issued a proposed draft Cease andt@edisr (CDO) alleging that, although the tempeamtimit has never been exceeded, the
Diablo Canyon's discharge was not protective oefieial uses. In October 2000, the Central Coastr8@nd the Utility reached a tentative
settlement of this matter pursuant to which thet@¢Coast Board has agreed to find that the y#liischarge of cooling water from the
Diablo Canyon plant protects beneficial uses aatlttie intake technology reflects the "best teabgywhvailable”, under Section 316(b) of
the Federal Clean Water Act. As part of the settleinthe Utility will take measures to preservaaieracreage north of the plant and will
fund approximately $4.5 million in environmentabjacts related to coastal resources. The parteeaegotiating the documentation of the
settlement. The final agreement will be subjeqiublic comment and will be incorporated in a conskatree to be entered in California's
Superior Court.

PG&E Corporation believes the ultimate outcomeheke matters will not have a material impact owiitghe Utility's financial position or
results of operations.

PG&E National Energy Group

The U.S. Environmental Protection Agency (EPA) tnelU.S. Department of Justice have initiated ex@imrent actions against a number of
electric utilities, several of which have enteretbisubstantial settlements for alleged Clean Ait Violations related to modifications
(sometimes more than 20 years ago) of existing-fi@al generating facilities. In May 2000, PG&E NEE&teived a request for information
seeking detailed operating and maintenance histéoiethe Salem Harbor and Brayton Point powertsland in November 2000, EPA visi
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both facilities. PG&E NEG believes this requestifdormation is part of EPA's industry-wide invegttion of coal-fired plants' compliance
with the Clean Air Act requirements governing plamddifications. PG&E NEG also believes that anyndes made to the plants were rou
maintenance or repairs and, therefore, did notireguermits. EPA has not issued a notice of violatr filed any enforcement action against
PG&E NEG at this time. Nevertheless, if EPA disagreiith PG&E NEG's conclusion with respect to thanges made at the facilities, and
successfully brings an enforcement action agai@&EP NEG, then penalties may be imposed and fughgssion reductions might be
necessary at these plants.

In addition to the EPA, states may impose mor@gémt air emissions requirements. On May 11, 20@1Massachusetts Department of
Environmental Protection issued regulations impgsiew restrictions of certain air emissions frornsting coal-fired power plants. These
requirements will primarily impact PG&E NEG's Salétarbor and Brayton Point generating facilitiesrdugh 2008, it may be necessary to
spend approximately $265 million to comply withgbeegulations. In addition, with respect to apprately 600 megawatts (MW) (or about
12%) of PG&E NEG's New England capacity, it maynkeeessary to implement fuel conversion, limit opers, or install additional
environmental controls.

PG&E Gen's existing power plants, including USGerfhidlities, are subject to federal and state wateality standards with respect to
discharge constituents and thermal effluents. Thfake fossil-fueled plants owned and operatet! BsenNE are operating pursuant to
NPDES permits that have expired. For the facilitidbose NPDES permit have expired, permit renewpliegttions are pending, and it
anticipated that all three facilities will be albbecontinue to operate in substantial compliandé tieir prior permits until new permits are
issued. It is estimated that USGenNE's cost to ¢pmiph the new permit conditions could be as mast60 million through 2005. It is
possible that the new permits may contain moragnt limitations than prior permits.

During September 2000, USGenNE signed a seriegrekaents that require, among other things, USGenNifter its existing waste water
treatment at two facilities by replacing certaitined treatment basins, submit and implement a fdathe closure of such basins, and
perform certain environmental testing at the ftie#i. Although the outcome of such environmentsting could lead to higher costs, the total
expected cost of these improvements, which arerwage is $21 million.

PG&E NEG anticipates spending up to approximat8§0bmillion, net of insurance proceeds, through&06r environmental compliance at
currently operating facilities, which primarily addses: (a) new Massachusetts air regulations paaie on April 23, 2001 affecting
Brayton Point and Salem Harbor Stations;

(b) wastewater permitting requirements that mayhafgpBrayton Point, Salem Harbor and ManchestezetStations; and (c) requirements
that are reflected in a consent decree concernagiewater treatment facilities at Salem HarborBrayton Point stations.

LEGAL MATTERS
Utility

The Utility's Chapter 11 bankruptcy on April 6, 20@iscussed in Note 4 automatically stayed tigaliton described below against the
Utility.

Chromium Litigation

Several civil suits are pending against the UtilityCalifornia state court. The suits seek an uciipel amount of compensatory and punitive
damages for alleged personal injuries resultingrfedleged exposure to chromium in the vicinity ke Utility's gas compressor stations at
Hinckley, Kettleman, and Topock, California. Curttgnthere are claims pending on behalf of appratety 1,160 individuals.

The Utility is responding to the suits and asseréffirmative defenses. The Utility will pursue appriate legal defenses, including statute of
limitations, exclusivity of worker's compensati@ws, and factual defenses, including lack of exposuchromium and the inability of
chromium to cause certain of the illnesses allegéd. Utility has
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recorded a legal reserve in its financial statesianthe amount of $160 million for these matt®G&E Corporation and the Utility believe
that, after taking into account the reserves resias of December 31, 2000, the ultimate outcontki®imatter will not have a material
adverse impact on PG&E Corporation's or the Utdifinancial condition or future results of opeoas.

Wilson vs. PG&E Corporation and Pacific Gas and Eletric Company

On February 13, 2001, two complaints were filedirgaPG&E Corporation and the Utility in the SuperCourt of the State of California,
San Francisco County:

Richard D. Wilson v. Pacific Gas and Electric Compat al. (Wilson 1), and Richard D. Wilson v. FaciGas and Electric Company, et al.
(Wilson 11).

In Wilson 1, the plaintiff alleges that in 1998 ab8l99, PG&E Corporation violated its fiduciary digtiand California Business and Profess
Code

Section 17200 by causing the Utility to repurchsisares of Pacific Gas and Electric Company comntaekgrom PG&E Corporation at an
aggregate price of $2,326 million. The complaiteégéds an unlawful business act or practice under

Section 17200 because these repurchases allegetilied PG&E Corporation's fiduciary duties, aftfipsiority capital requirement allegedly
imposed by the CPUC's decision approving the faonmaif a holding company, and also an implicit palbdust imposed by Assembly Bill
1890, which granted authority for the issuanceaté reduction bonds. The complaint seeks to etf@nmepurchase by the Utility of any more
of its common stock from PG&E Corporation or otkatities or persons unless good cause is showrseeid restitution from PG&E
Corporation of $2,326 million, with interest, onHadf of the Utility. The complaint also seeks ac@mting, costs of suit, and attorney's fees.

In Wilson 11, the plaintiff alleges that PG&E Conadion, the Utility, and other subsidiaries havergarties to a tax-sharing arrangement
under which PG&E Corporation annually files condated federal and state income tax returns for paiyd, the income taxes of PG&E
Corporation and participating subsidiaries. Accogdio the plaintiff, between 1997 and 1999, PG&EpDaation collected $2,957 million
from the Utility under this taxsharing agreement. Plaintiff alleges that theseiesomere held under an express and implied trusétesed b
PG&E Corporation to pay the Utility's share of ined taxes under the tax-sharing arrangement. Rfaalldges that PG&E Corporation
overcharged the Utility $663 million under the stxaring arrangement and has declined voluntaritgtiorn these monies to the Utility, in
violation of the alleged trust, the alleged firsiopity capital condition, and California Businemsd Professions Code Section 17200. The
complaint seeks to enjoin PG&E Corporation fromaagigg in the activities alleged in the complainic{uding the tax-sharing arrangement),
and seeks restitution from PG&E Corporation of $66on, with interest, on behalf of the Utilitf'he complaint also seeks an accounting,
costs of suit, and attorney's fees.

PG&E Corporation's and the Utility's analysis aéth complaints is at a preliminary stage, but P@®Eporation and the Utility believe the
to be without merit and intend to present a vigerdefense. The Utility filed notice of automatiaysbn April 11, 2001, pursuant to the
Bankruptcy Code. On April 19, 2001, the court siysépulations between PG&E Corporation and plésito stay all proceedings in the
cases as against PG&E Corporation. PG&E Corporatiehthe Utility are unable to predict whether dliécome of this litigation, if it were
proceed, will have a material adverse effect oir firancial condition or results of operation.

Federal Securities Lawsuit

On April 16, 2001, a complaint was filed against®3Corporation and the Utility in the U.S. DistriCourt for the Central District of
California. The complaint alleges that PG&E Corpimraand the Utility violated federal securitiesvig generally acceptable accounting
principles, and other regulations or accountingsuby issuing allegedly false and misleading famarstatements in the second and third
quarters of 2000, reporting net income of $753iomlfor the nine-month period ending September2B00, instead of an alleged net loss for
that period of up to $2.1 billion. According to tbemplaint, defendants failed to properly accouarthie second and third quarters of 2000 for
alleged under-collected power purchase costs ar@ERGorporation announced in March 2001 that itmated to take a $4.1 billion writeff.
Plaintiff purports to bring the action individualynd on behalf of a class of individuals who pusgthPG&E Corporation's common stock
during the period from June 1, 2000, to March 31,
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2001, claiming that the alleged misrepresentatgaused them to pay inflated prices for the sto&inBff seeks damages in excess of $2.4
billion, punitive damages, interest, injunctiveiegland attorneys' fees.

The complaint was filed after the Ultility filed foeorganization under Chapter 11 of the U.S. BaptksuCode. The Utility informed plaintiff
that the action is stayed by the automatic stayipians of the Bankruptcy Code and on or about I&28j 2001, plaintiff filed a notice of
voluntary dismissal without prejudice with resptcthe Utility.

Analysis of the complaint by PG&E Corporation isagtreliminary stage, but PG&E Corporation belietresallegations to be without merit
and intends to present a vigorous defense. PG&pdzation is unable to predict whether the outcoftise litigation will have a material
adverse effect on its financial condition or reswit operation.

PG&E National Energy Group

PG&E NEG is involved in various litigation mattensthe ordinary course of its business. PG&E NE@aiscurrently involved in any
litigation that is expected, either individually iorthe aggregate, to have a material adverseteffefinancial condition or results of operati
of PG&E Corporation.

Recorded Liability for Legal Matters

In accordance with SFAS No. 5 "Accounting for Coggncies,” PG&E Corporation makes a provision flialgility when both it is probable
that a liability has been incurred and the amoftith® loss can be reasonably estimated. Thesegioosi are reviewed quarterly and adjusted
to reflect the impacts of negotiations, settlementtngs, advice of legal counsel, and other infation and events pertaining to a particular
case. The following table reflects the current {geactivity to the recorded liability for legal nexts:

PG&E

Corporation

and Utility
(in millions)
Beginning balance, January 1, 2001 $185
Provisions for Liabilities 4
Payments 2)
Adjustments ?3)

Ending balance, March 31, 2001 $184

NOTE 9: SEGMENT INFORMATION

PG&E Corporation has identified three reportablerafing segments, which were determined basedhaitasties in economic
characteristics, products and services, types stbowers, methods of distributions, the regulatornyirenment, and how information is
reported to PG&E Corporation's key decision mak&ssdiscussed below, these segments represenngeathe reportable segments. In
accordance with accounting principles generallyepted in the United States of America, prior yegnsent information has been restated to
conform to the current segment presentation. Thigyls one reportable operating segment and themtwo are part of PG&E Corporation's
PG&E NEG. These three reportable operating segnpeatsde products and services and are subjedffereht forms of regulation or
jurisdictions. PG&E Corporation's reportable segta@me described beloy

Utility

PG&E Corporation's Northern and Central Califoramneergy utility subsidiary, Pacific Gas and Elec@€empany, provides natural gas and
electric service to its customers.
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PG&E National Energy Group

PG&E Corporation's subsidiary, the PG&E Nationabiyy Group, Inc. (PG&E NEG) is an integrated enarxgmpany with a strategic focus
on power generation, power plant development, ahgas transmission, and wholesale energy markatidgrading in North America.
PG&E NEG has integrated its generation, developrardtenergy marketing and trading activities togase the returns from its operations,
identify and capitalize on opportunities to incre#s generating and pipeline capacity, createggneroducts in response to dynamic markets
and manage risks. The newly combined businessdesienamed PG&E Integrated Energy and MarketiGREP Energy), which includes
PG&E Generating Company, LLC and its affiliatesj #G&E Energy Trading Holdings Corporation whichreWPG&E Energy Trading-
Power, L.P., PG&E Energy Trading-Gas Corporatiom their affiliates; and PG&E Interstate Pipelinpetations (PG&E Pipeline), which
includes PG&E Gas Transmission Corporation (PG&ENEBPG&E Gas Transmission, Texas Corporation, d8&P Gas Transmission
Teco, Inc., and their subsidiaries. During the flowuarter of 2000, PG&E NEG sold its Texas natgeal and natural gas liquids business
operated through PG&E Gas Transmission, Texas Catipao and PG&E Gas Transmission Teco, Inc. anu subsidiaries. Also during
2000, PG&E NEG sold its energy services unit, PAG&tergy Services Corporation.

Segment information for the three months ended Madg 2001, and 2000 was as follows:

National Energy Group

Integrated Interstate NE G  Other&

Total Energy and Pipeline El imini- Elimi-
(in millions) Utility NEG Marketing ~ Operations na tions nations(2) Total
For the three months ended March 31, 2001
Operating revenues $ 2,560 $4,113 $ 4066 $ 56 $ 9 % - $6673
Intersegment revenues(1) 2 93 84 9 - (95) -
Total operating revenues 2,562 4,206 4,150 65 9 (95) 6,673
Net Income (loss) (1,000) 54 35 20 1) (&) (951)
Total assets at March 31, 2001(3) $ 22,455 $13,252 $11,833 $1,188 $ 231 $ 358 $36,065
For the three months ended March 31, 2000(4)
Operating revenues $ 2,214 $2,788 $ 2523 $ 257 $ 8 $ - $ 5,002
Intersegment revenues(1) 4 29 4 25 - (33 -
Total operating revenues 2,218 2,817 2,527 282 8 (33) 5,002
Net Income 228 52 38 14 - - 280
Total assets at March 31, 2000(3) $ 21,357 $8,308 $ 5976 $2,332 - $(244) $29,421

(1) Inter-segment electric and PG&E gas revenuesexorded at market prices, which for the Utitityd PG&E Pipeline are tariffed rates
prescribed by the CPUC and the FERC, respectively.

(2) Includes PG&E Corporation, Pacific Venture GalpiPG&E Telecom, and elimination entries.
(3) Assets of PG&E Corporation are included in "@t& Eliminations" column exclusive of investmentiis subsidiaries.
(4) Segment information for the prior year has besstated for comparative purposes as required@#83No. 131.
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NOTE 10: REVISION FOOTNOTE

Subsequent to the issuance of PG&E Corporationteiber 31, 2000, and March 31, 2001 Consolidatedri€ial Statements, management
determined that the assets and liabilities relatiingertain leases should have been consolidateslfacilities associated with the loans were
under construction during 1999, 2000, and 2001urreary of the significant effects of the revisidtaghe Condensed Statements of
Consolidated Operations, Condensed ConsolidatemhBalSheets, and Condensed Consolidated Stateofi€?dash Flows are as follows:

As Previously As As Previously As
(in millions) Reported Revised Reported Revised

Three months ended March 31,

2001 2 000
Condensed Statements of Consolidated Operations:
Total Operating Revenues $6,675 $6,673 $5,0 08 $5,002
Total Operating Expenses 8,015 8,013 4,3 32 4,326
Balance at

Condensed Consolidated Balance Sheets: March 31, 2001 Dec ember 31, 2000
Cash and cash equivalents $ 650 $ 682 $ 8 99 $ 925
Accounts receivable - customers 3,007 3,030 4,3 42 4,340
Property, plant and equipment - Construction work

in progress 1,034 1,852 9 00 1,605
Other non-current assets 2,668 2,873 2,3 98 2,530
Total Assets 34,987 36,065 35,2 91 36,152
Accounts payable - trade creditors 6,240 6,299 5,8 56 5,896
Other current liabilities 1,733 1,739 15 63 1,570
Long-term debt 5,593 6,606 4,7 36 5,550

Three Months Ended March 31,

Condensed Statements of Consolidated Cash Flows: 2001 2000
Accounts receivable - trade $1,335 $1,310 $ 12 $ 40
Accounts payable 496 515 ( 89) (90)
Other - net, from operating activities 10 9 26 26
Capital expenditures (352) (538) 3 21) (450)
Long-term debt issued 906 1,105 - 108
Cash and Cash Equivalents at March 31 650 682 2 60 267
Cash paid for interest (net of amounts capitalized) 218 235 1 17 119

35



Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS

PG&E Corporation is an energy-based holding compeadquartered in San Francisco, California. PG&EpCGration's Northern and
Central California energy utility subsidiary, PaciGas and Electric Company (the Utility), delivetsctric service to approximately 4.6
million customers and natural gas service to agprately 3.8 million customers. On April 6, 2001etbitility filed a voluntary petition for
relief under the provisions of Chapter 11 of th&Bankruptcy Code. Pursuant to Chapter 11 of ti& Bankruptcy Code, the Utility retains
control of its assets and is authorized to opédtateusiness as a debtor in possession while Isibgct to the jurisdiction of the Bankruptcy
Court. The factors causing the Utility to take taidion are discussed in this Management's Disoogsid Analysis (MD&A) and in Notes 2
and 4 of the Notes to the Condensed ConsolidateahEial Statements.

PG&E Corporation's subsidiary, the PG&E Nationabiyy Group, Inc. (PG&E NEG) is an integrated enargmpany with a strategic focus
on power generation, power plant development, abgas transmission and wholesale energy markatidgrading in North America. PGé
NEG has integrated its generation, developmeneaedgy marketing and trading activities to increthgereturns from its operations, ident
and capitalize on opportunities to increase itseegating and pipeline capacity, create energy przdaaesponse to dynamic markets and
manage risks. The newly combined business hasreeamed PG&E Integrated Energy and Marketing (P&&Ergy), which includes
PG&E Generating Company, LLC and its affiliatesg #G&E Energy Trading Holdings Corporation whichreWPG&E Energy Trading-
Power, L.P., PG&E Energy Trading-Gas Corporatiow their affiliates; and PG&E Interstate Pipelinpetations (PG&E Pipeline), which
includes PG&E Gas Transmission Corporation (PG&ENEBPG&E Gas Transmission, Texas Corporation an&lPGas Transmission
Teco, Inc. and their subsidiaries. During the fowupiarter of 2000, PG&E NEG sold its Texas natges and natural gas liquids business
operated through PG&E Gas Transmission, Texas Catipao and PG&E Gas Transmission Teco, Inc. anu subsidiaries. Also during
2000, PG&E NEG sold its energy services unit, P@&tergy Services Corporation.

This is a combined Quarterly Report on Form 10-Qi#G&E Corporation and the Utility. It includespseate consolidated financial
statements for each entity. The Condensed Consatidénancial Statements of PG&E Corporation reflee accounts of PG&E Corporati
the Utility, and PG&E Corporation's wholly owneddacontrolled subsidiaries. This MD&A should be réadonjunction with the Condens
Consolidated Financial Statements included heFairther, this Quarterly Report should be read imwaction with PG&E Corporation's and
the Utility's Consolidated Financial Statements Blotes to Consolidated Financial Statements inagatpd by reference in their combined
2000 Annual Report on Form 10-K/A.

Subsequent to the issuance of PG&E Corporatiord® 20d 1999 Consolidated Financial Statements aaddited report for the quarterly
period ended March 31, 2001, management deterniiraédhe assets and liabilities relating to certaases should have been consolidated.
The facilities associated with the leases were uodestruction during 2001 (see Note 10).

This combined Quarterly Report on Form 10-Q/A, umithg this MD&A, contains forward-looking statemgmtbout the future that are
necessarily subject to various risk and uncernfrhese statements are based on current expastatid assumptions which management
believes are reasonable and on information cugr@vtilable to management. These forward-lookiagestents are identified by words such
as "estimates," "expects," "anticipates,” "plafisglieves,” and other similar expressions. Actealits could differ materially from those
contemplated by the forward-looking statements.

Although PG&E Corporation and the Utility are nbdleto predict all of the factors that may affagufe results, some of the factors that
could cause future results to differ materiallynfrthose expressed or implied by the forward-loolstadements, or historical results include:

. the outcome of the Utility's regulatory proceegin

. whether and to what extent the Utility is detared to be responsible for the Independent Systeerddp's (ISO)charges billed to the
Utility;
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. the terms and conditions of the reorganizati@m phat is ultimately adopted by the Bankruptcy i€and the extent to which the Utility's
bankruptcy proceedings affect the operations of EG@®rporation's other businesses;

. the regulatory, judicial, or legislative actiofscluding ballot initiatives) that may be takennet future power needs in California, mitigate
the higher wholesale power prices, provide refuodgrior power costs, or address the Utility'saficial condition;

. the extent to which the Utility's undercollecteldolesale power purchase costs may be collected drgstomers;

. any changes in the amount of transition costdtiility is allowed to collect from its customemnd the timing of the completion of the
Utility's transition cost recovery;

. future markets prices for electricity and futéuwel prices, which in part, are influenced by f@uveather conditions, the availability of
hydroelectric power, and the development of contipetmarkets;

. the method and timing of valuation and futuremaking for, the Utility's hydroelectric and otlmem-nuclear generation assets;

. future operating performance at the Diablo Canyaclear Power Plant (Diablo Canyon) and the futatemaking applicable to Diablo
Canyon;

. legislative or regulatory changes, including plage and extent of the ongoing restructuring oflketric and natural gas industries acros
United States;

. future sales levels and economic conditions;

. the extent to which our current or planned gerarapipeline, and storage capacity developmeojepts of PG&E NEG, a wholly owned
subsidiary of PG&E Corporation, are completed dradgace and cost of such completion; includingetitent to which commercial
operations of these development projects are delayerevented because of various development amstruction risks;

. the extent and timing of generating, pipelinal atorage capacity expansion and retirement byrsithe

. illiquidity in the commodity energy market and &5 NEG's ability to provide the credit enhancemeargsessary to support its trading
activities;

. PG&E NEG's ability to obtain financing for itsgpined development projects and its ability to afie PG&E NEG's and its subsidiaries
existing indebtedness on reasonable terms;

. restrictions imposed upon PG&E NEG under certiaim loans of PG&E Corporation;

. fluctuations in commodity gas, natural gas liguyidnd electric prices and the ability to succdlysfoanage such price fluctuations;

. the effect of compliance with existing and futerevironmental laws, regulations, and policies,abst of which could be significant; and
. the outcome of pending litigation.

As the ultimate impact of these and other factensncertain, these and other factors may causeefafarnings to differ materially from rest
or outcomes we currently seek or expect. Eacheddlactors is discussed in greater detail inNHDZA.
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In this MD&A, we first discuss the California engrgrisis and its impact on our liquidity. We theisaiss statements of cash flows and
financial resources, and our results of operatfon§irst quarter 2001 and 2000. Finally, we discosir competitive and regulatory
environment, our risk management activities, amibua uncertainties that could affect future eageirOur MD&A applies to both PG&E
Corporation and the Utility.

LIQUIDITY AND FINANCIAL RESOURCES
The California Energy Crisis

The state of California is in the midst of an ewetgsis. The cost of wholesale power has risemdtaally since June 2000. Rolling
blackouts have occurred as a result of a brokeegaéaited electricity market. Because of this criBiS&E Corporation and the Utility have
experienced a significant deterioration in thejuldity and consolidated financial position. Thélitts credit rating has deteriorated to below
investment grade level. PG&E Corporation and thiétitecognized a fourth quarter charge to earsin§$6.9 billion ($4.1 billion after tax)
to reflect the fact that the Utility could no longmnclude that its generation-related regulatesets and undercollected purchased power
costs were probable of recovery from ratepayeradttition, during the first quarter of 2001, thélityt recognized after tax charges of $1.1
billion representing undercollected power costsiired during that period. These charges resulteddumulated deficits at March 31, 2001,
of $3 billion for both the Utility and PG&E Corpdran.

As more fully discussed herein, the Utility had &erking with regulators and state and federalatprs and California leaders in an effort
to seek an overall solution to the California egertdsis. However, the ongoing uncertainty as mtiming and extent of any solution, in
addition to increasing debt and regulatory changassed the Utility to seek protection from itsditers through a Chapter 11 Bankruptcy
Filing. The filing for bankruptcy protection andethelated uncertainty around any reorganization,ffzat is ultimately adopted, will have a
significant impact on the Utility's future liquiglitand results of operations.

See Notes 2,3, and 4 of the Notes to the Conddbsrsdolidated Financial Statements for a detailedutision of the California energy crisis
and the events leading up to the charge incurrddl®$E Corporation and the Utility. A discussiontb& current and future liquidity and
financial resources, and mitigation efforts undegtaby the Utility and PG&E Corporation follows.

Pacific Gas and Electric Company

The California energy crisis described in Note 2hef Notes to the Condensed Consolidated FinaStééments has had a significant
negative impact on the liquidity and financial neszes of the Utility. Beginning in June 2000, thieolkesale price of electric power in
California steadily increased to an average co48adt6 cents per kilowatt-hour (kwWh) for the seweonth period of June 2000 through
December 2000, as compared to an average cofxdtdnts per kwh for the same period in 1999. Udifornia Assembly bill 1890 (AB
1890), the Utility's electric rates were frozeneatels that allowed approximately 5.4 cents per Kd&/he charged to the Utility's customers as
reimbursement for power costs incurred by the tytdn behalf of its retail customers. The excesaloblesale electricity costs above the
generation-related cost component available inginaates resulted in an undercollection at Decer@bge2000, of approximately $6.6 billion,
and rose to approximately $8.5 billion by March 3Q01.

The difference between the actual costs incurrgaitohase power and the amount recovered from mastowas funded through a series of
borrowings. In October 2000, the Utility fully utied its existing $1 billion revolving credit faity to support the Utility's commercial paper
program and other liquidity requirements. On Octdl® 2000, the Utility obtained an additional $llidn, 364-day revolving credit facility
to support the issuance of additional commercigepaOn November 1, 2000, the Utility issued $1idsil of shortterm floating rate notes a
$680 million of five-year notes. On November 220@0the Utility issued an additional $240 milliohshort term floating rate notes. On
December 1, 2000, the size of the $1 billion, 3é¢-kvolving credit facility was reduced to $850limn in order to comply with syndication
agreement. At December 31, 2000, the Utility haaddwed $614 million against its five-year revolviogedit agreement, had issued $1,225
million of commercial

38



paper, and had issued $1,240 million of floating reotes.

In response to the growing crisis, on January 812¢he CPUC approved an interim one-cent per k&t increase, which would raise
approximately $70 million in cash per month foretamonths. Even if all this cash had been avaitabiee Utility immediately, $210 million
represented approximately one week's worth of aetep purchases at the then current prices. Thagatie increase did not raise enough t
for the Utility to pay its ongoing wholesale eléctenergy procurement bills or make further bormgvwpossible.

On January 10, 2001 the Board of Directors of thiityJsuspended the payment of its fourth qua®®0 common stock dividend in an
aggregate amount of $110 million payable on Jani@r®001, to PG&E Corporation and PG&E Holdings,. | a whollyewned subsidiary
the Utility. In addition, the Utility's Board of Déctors decided not to declare the regular predesteck dividends for the three-month period
ending January 31, 2001, normally payable on Feprif, 2001. Dividends on all Utility preferred skoare cumulative. Until cumulative
dividends on preferred stock are paid, the Utititsry not pay any dividends on its common stock,may the Utility repurchase any of its
common stock.

On January 16 and 17, 2001, the outstanding badnithe dJtility were downgraded to below investmerdde status. Standard and Poor's
(S&P) stated that the downgrade reflected the teigdd probability of the Utility's imminent insolwey and the resulting negative financial
implications for the PG&E Corporation and affilidteompanies because, among other reasons, (1)cafahmee Utility's principal trade
creditors were demanding that sizeable cash payeniade as a pre-condition to the purchase ofalajas and electric power necessary
for on-going business operations; (2) neither lagiiee nor negotiated solutions to the Californigities’ financial situation appeared to be
forthcoming in a timely manner, which continuedrtgpede access to financial markets for the workiagital needed to avoid insolvency;
(3) Southern California Edison's (SCE) decisiodéfault on its obligation to pay principal and iest due on January 16, 2001, diminished
the prospects for the Utility's access to capitatkats.

This downgrade to below investment grade statusamasvent of default under one of the Utility'saling credit facilities and precluded the
Utility from access to the capital markets. As sute the banks stopped funding under the revoleieglit facility. On January 17, 2001, the
Utility began to default on maturing commercial papbligations. In addition, the Utility was no bper able to meet its obligations to
generators, qualifying facilities (QFs), the IS@d&ower Exchange (PX), and began making partiahpats of amounts owed.

After the downgrade, the PX notified the Utilityatithe ratings downgrade required the Utility tetpoollateral for all transactions in the PX
day-ahead market. Since the Utility was unableast puch collateral, the PX suspended the Utilitgding privileges effective January 19,
2001, in the day-ahead market. The PX also soudiduidate the Utility's block-forward contracwrfthe purchase of power. On January 25,
2001, a California Superior Court judge grantedUltifity's application for a temporary restrainingder, which thereby restrained and
enjoined the PX and its agents from liquidating thiity's contracts in the block-forward markegrmgling hearing on preliminary injunction
on February 5, 2001. Immediately before the heasimthe preliminary injunction, California Govern@ray Davis, acting under California’s
Emergency Services Act, commandeered the confi@ctise benefit of the state. Under the Act, theestmust pay the Utility the reasonable
value of the contracts, although the PX may seekdover the monies that the Utility owes to thefRn any proceeds realized from those
contracts. Discussions and negotiations on thigisse currently ongoing between the state anttiligy.

On January 19, 2001, the Utility was no longer a@bleontinue purchasing power for its customersbee of lack of creditworthiness and the
State of California authorized the California Depaant of Water Resources (DWR) to purchase elétytfiocr the Utility's customers.
Assembly Bill 1X (AB 1X) was passed on Februarg@01, authorizing the DWR to enter into contraotstfie purchase and sale of electric
power and to issue revenue bonds to finance atégtpurchases. The DWR has entered into long-montracts with several generators for
the supply of electricity. However, it continuespiarchase significant amounts of power on the spoket at prevailing market prices. The
DWR is not purchasing electricity for the Utilityémtire net open position (the amount of power tiaanot be met by the Utility's own or
contracted-for generation). To the extent thatDR¥R is not purchasing electricity for the entiré¢ npen position, the remainder is being
procured by the ISO. To that extent, the ISO igging the Utility for those purchases.
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As a result of (1) the failure by the state to assuhe full procurement responsibility for the ity net open position, as was provided under
AB 1X,

(2) the negative impact of recent actions by th&/CRhat created new payment obligations for thditytand undermined its ability to return
to financial viability, (3) a lack of progress iegotiations with the state to provide a solutiontfe® energy crisis, and (4) the adoption by the
CPUC of an illegal and retroactive accounting cleatigit would appear to eliminate the Utility's tureercollected purchased power costs,
the Ultility filed a voluntary petition for reliefnder provisions of Chapter 11 of the U.S. Bankry@ode on April 6, 2001.

Subject to the approval by the Bankruptcy Cous, thility's intent is to pay its ongoing costs @iing business while seeking resolution of
wholesale energy crisis. It is the Utility's intiemt to continue to pay employees, vendors, suppleand other creditors to maintain essential
distribution and transmission services. Howeves, thility is not in a position to pay maturing arcelerated obligations, nor is the Utility it
position to pay the 1ISO, PX, and the QFs the ansoduat for the Utility's power purchases above theunt included in rates for power
purchase costs. The Utility's current actions atenided to allow the Utility to continue to operatiile efforts to reach a regulatory or
legislative solution continue. The Utility's plandll be subject to approval of the Bankruptcy Court

The Utility has also deferred quarterly interestmpants on the Utility's 7.90% Deferrable Interesb&dinated Debentures, Series A, due
2025, until further notice in accordance with thdenture. The corresponding quarterly payment$er7190% Cumulative Quarterly Income
Preferred Securities, Series A (QUIPS) issued b&PGapital I, due on April 2, 2001, have been sarlil deferred. Distributions can be
deferred up to a period of five years per the italen Per the indenture, investors will accumulaterest on the unpaid distributions at the
rate of 7.90%.

The weakened financial condition of the Utilityalsas impacted its ability to supply natural gaggmatural gas customers. In December
2000 and January 2001, several gas suppliers desdamdpayment, cash on delivery, or other formsayiment assurance before they would
deliver gas, instead of the normal payment termdeuwhich the Utility would pay for the gas aftilivery. As the Utility was unable to
meet such demands at that time, several gas stpieised to supply gas, accelerating the depletiaghe Utility's gas storage reserves and
potentially exacerbating the electric power cristhe Utility were required to divert gas from ungtrial users, including natural gas fired
power plant operators.

The U.S. Secretary of Energy issued a temporargrard January 19, 2001, requiring the gas supgliecsntinue to make deliveries to avoid
a worsening natural gas shortage emergency. Howihgorder expired on February 7, 2001, and cedampanies, representing about 10%
of the Utility's natural gas suppliers, terminatisdiveries after the order expired.

The Utility tried to mitigate the worsening suppiyuation by withdrawing more gas from storage amugn able, purchasing additional ga:
the spot market. Additionally, on January 31, 2aB#&,CPUC authorized the Utility to pledge its gasount receivables and its gas
inventories for up to 90 days (extended to 180 dlagsCPUC draft decision issued on February 1812@ secure gas for its core customers.
At March 29, 2001, the amount of gas accounts vabées pledged was approximately $900 million. ABMarch 29, 2001, approximately
30% of the Utility's suppliers of natural gas haghed security agreements with the Utility and d&gions were continuing with the Utility's
other suppliers. Additionally, the Utility is currdy implementing a program to obtain longer-tenmmsner and winter supplies and daily spot
supplies.

PG&E Corporation

The liquidity and financial condition crisis facbkg the Utility also negatively impacted PG&E Coration. Through December 31, 2000,
PG&E Corporation funded its working capital needsarily by drawing down on available lines of citehd other short-term credit
facilities. At December 31, 2000, PG&E Corporatiwad borrowed $185 million against its five-yearaking credit agreement and had
issued $746 million of commercial paper. Due todregit ratings downgrades of PG&E Corporation,libaks refused any additional
borrowing
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requests and terminated their remaining commitmemder existing credit facilities. Commencing Jayuk/, 2001, PG&E Corporation
began to default on its maturing commercial pajigations.

Commencing on March 2, 2001, PG&E Corporation @fired its debt obligations with $1 billion in agggee proceeds of two term loans
under a common credit agreement with General BteCorporation and Lehman Commercial Paper Inadeordance with the credit
agreement, the proceeds, together with other PG&fp&ation cash, were used to pay $501 millionammercial paper (including $457
million of commercial paper on which PG&E Corpooatihad defaulted), $434 million in borrowings unB&&E Corporation's long-term
revolving credit facility, and $116 million to PG&Eorporation shareholders of record as of Decerhbe2000, in satisfaction of a defaulted
fourth quarter 2000 dividend. Further, approxima&99 million was used to pre-pay the first yeartsrest under the credit agreement and to
pay transaction expenses associated with the dstoticturing. See Note 3 of the Notes to the CoseliConsolidated Financial Statements
for a detailed description of the loan.

On March 15, 2001, PG&E Corporation's corporatelitrating was withdrawn by S&P due to the Marcl2@01, refinancing of its
obligations and the fact that PG&E Corporation hadnore public debt to be rated.

PG&E Corporation itself had had cash and short-terastment of $295 million at March 31, 2001, &adieves that the funds will be
adequate to maintain its continuing operationsughout 2001. In addition, PG&E Corporation belietiest the holding company and its non-
CPUC regulated subsidiaries are protected fronbémkruptcy of the Utility.

PG&E National Energy Group

In December 2000, and during the first quarter@¥2 PG&E Corporation and PG&E NEG undertook a cmfe restructuring of PG&E
NEG, known as a "ringfencing" transaction. The fémging complied with credit rating agency critegaabling PG&E NEG, PG&E GT'!

and PG&E ET to receive or retain their own crediirrgs based on their own creditworthiness. Thgfeincing involved the creation or use of
special purpose entities (SPESs) as intermediatemiretween PG&E Corporation and its non-CPUC edgdlsubsidiaries. These SPEs are:
PG&E National Energy Group, LLC, which owns 100%twd stock of PG&E NEG; PG&E GTN Holdings, LLC, whiowns 100% of the
stock of PG&E GTN; and PG&E Energy Trading HoldingsC, which owns 100% of the stock of PG&E Corpara's energy trading
subsidiaries, PG&E Energy Trading-Gas CorporatRB&E Energy Trading Holdings Corporation, and PGRiergy Trading-Power, L.P.

In addition, PG&E NEG's organizational documentsenmodified to include the same structural elemastthe SPESs to meet credit rating
agency criteria. Ringfencing was undertaken to EnBIG&E NEG and various of its affiliates to obtainmaintain investment grade ratings.
The SPEs require unanimous approval of their réiygelooards of directors, including an independ#rector, before they can (a) consolid
or merge with any entity, (b) transfer substantiall of their assets to any entity, or (c) ingtit@r consent to bankruptcy, insolvency, or
similar proceedings or actions. The SPEs may ndade or pay dividends unless the respective boadirectors has unanimously approved
such action and the company meets specified fiahnejuirements.

STATEMENTS OF CASH FLOWS

PG&E Corporation normally funds investing activitigom cash provided by operations after capitaliir@ments and, to the extent neces:
external financing. Our policy is to finance ouvéistments with a capital structure that minimizearicing costs, maintains financial
flexibility, and, with regard to the Utility, comigls with regulatory guidelines.

PG&E Corporation Consolidated

Net cash provided by PG&E Corporation's operatictiyies totaled $675 million and $1,089 millioarfthe quarters ended March 31, 2!
and 2000, respectively. The decrease of $414 mibetween 2001 and 2000 is attributable to thef@ala energy crisis previously
discussed.
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Cash Flows from Investing Activities

Cash used in investing activities was $685 milliloming the quarter ended March 31, 2001, compaitd$869 million used during the same
quarter for 2000. In 2001, the primary use of dashinvesting activities was $538 million for addits to property, plant, and equipment,
compared with $450 million used for similar purpese 2000.

Cash Flows from Financing Activities

Cash used in financing activities for the quartedtesl March 31, 2001, was $233 million compared %85 million used for the same
quarter in 2000. A loan in 2001 netted $906 millioproceeds which together with cash on hand eord bperating activities, were used to
repay defaulted commercial paper and other loadgt@n$109 million in dividends. The $735 milliosad in 2000 resulted from reduced
borrowings of $547 million and a dividend paymeoit$108 million.

Utility

The following section discusses the Utility's sfgrant cash flows from operating, investing, anthficing activities for the three-month
period ended March 31, 2001.

Cash Flows from Operating Activities

Net cash provided by the Utility's operating adids totaled $520 million and $688 million for thearters ending March 31, 2001 and 2(
respectively. The decrease of $168 million betw2@®il and 2000 is primarily attributable to high myyecosts offset by partial cash payment
of these costs, and a tax refund received in tseduarter of 2001.

Cash Flows from Investing Activities

The primary uses of cash for investing activities additions to property, plant, and equipment. ULkty's capital expenditures for the three-
month ended March 31, 2001, was $284 million.

Cash Flows from Financing Activities

During the three months ended March 31, 2001, tiigytid not declare any preferred or common &tdvidends, compared with a paym
of dividends on its common stock of $122 millioar the quarter March 31, 2000. The Utility has sugfed payment of its common and
preferred dividends due to the negative impact®financial condition from the ongoing energy isti®ividends on preferred stock are
cumulative. Until cumulative dividends on preferstdck are paid, the Utility may not pay any divide on its common stock. Until its
financial condition is restored, the Utility is pleded from paying dividends to PG&E Corporation #G&E Holdings, Inc.

The Utility's long-term debt that either maturedswvedeemed, or was repurchased during the threthenended March 31, 2001, totaled
$187 million. Of this amount, $75 million relatemthe Utility's rate reduction bonds maturing, $8llion related to mortgage bonds
maturing and $19 million related to the maturitesl redemption of various of the Utility's mediuenrh notes and other debt.

The Utility maintained a $1 billion revolving credacility, which was due to expire in 2002. Howetis facility was cancelled by the bank-
lending group on January 23, 2001, citing the eeédefault on norpayment of material debt. This facility was predtyuused to support tl
Utility's commercial paper program and other ligyidequirements. The total defaulted commercigigraoutstanding at March 31, 2001,
backed by this facility, was
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$873 million. At March 31, 2001, the Utility hadadvn and had outstanding $938 million under thidifgdo repay maturing commercial
paper.

There was no new long-term debt issued in the dasiwled March 31, 2001. In addition, there wasdubt@nal commercial paper issued
during this same period.

Due to the bankruptcy filing, the Utility is unatdéthis time to repay unsecured pre-petition ¢oesli On May 1, 2001, the Utility did not
make interest payments on the following unsecusda: gollution loan control agreements, the 7.3&&Hior notes, and the $1.2 billion
floating rates notes. The Utility received notibattanother $100 million pollution control bondroaill be redeemed on May 18, 2001. Due
to events of default under the credit agreemernt witetter of credit, on April 27, 2001, the bamkelerated a pollution control loan and the
$149 million loan was redeemed. In May 2001, thotbeer letter of credit banks accelerated and reéelgmllution control loans totaling $3
million. All of these redemptions were funded b thtter of credit banks resulting in like obligats from the Utility to the banks.

The Utility received notice from the QUIPS trusthat the Utility's bankruptcy filing was an evefritdefault under the trust agreement and
that the trustee will take steps to liquidate tlusttand distribute 7.90% deferrable interest sdibated debentures to bondholders.

PG&E National Energy Group
General

Historically, PG&E NEG has obtained cash from ofiers, borrowings under credit facilities, non-recse project financing and other
issuances of debt, issuances of commercial papéarrowings and capital contributions from PG&&rgoration. These funds have been
used to finance operations, service debt obligatimd the acquisition, development, and/or caiesitvn of generating facilities, and to start-
up other businesses, finance capital expenditaresmeet other cash and liquidity needs.

The projects that PG&E NEG develops typically requiubstantial capital investment. Some of theggitsjin which PG&E NEG has an
interest have been financed primarily with non-tgse debt that is repaid from the project's cashdl This debt is often secured by interests
in the physical assets, major project contractsagmdements, cash accounts, and, in some cas@syileeship interest in that project
subsidiary. These financing structures are desigmedsure that PG&E NEG is not contractually cditiigl to repay the project subsidiary
debt; that is, they are "non-recourse" to PG&E N#@ to its subsidiaries not involved in the praojétdwever, PG&E NEG has agreed to
undertake financial support for some of its progdbsidiaries in the form of limited obligationsdacontingent liabilities such as guarantee
specified obligations. To the extent PG&E NEG beesiiiable under these guarantees or other agresnner@spect of a particular project, it
may have to use distributions it receives from pfitejects to satisfy these obligations.

Cash Flows from Operating Activities

During the three months ended March 31, 2001, PG&E used net cash of $186 million in operating\dit®is. The decrease in operating
cash was driven primarily by an increase in madgiposits related to its trading activities.

Cash Flows from Investing Activities

During the three months ended March 31, 2001, PG&E used net cash of $265 million in investingatigs. PG&E NEG's cash outflows
from investing activities were primarily attributalio capital expenditures on generating projattsonstruction and development.
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Cash Flows from Financing Activities

Net cash provided in financing activities was $h@i6ion for the three months ended March 31, 2094t cash provided by financir
activities resulted from long-term debt issuedseffby the repayment of long-term debt of $49 onilli

RESULTS OF OPERATIONS

The table shows for the quarter ended March 311 20@ 2000, certain items from our Statement ofsCbdated Operations detailed by
Utility and PG&E NEG operations of PG&E Corporatign the "Total" column, the table shows the coneloi results of operations for these
groups.) The information for PG&E Corporation (tHetal" column) includes the appropriate intercompalimination. Following this table
we discuss our results of operations.
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PG&E National Energy Group

Integrated Interstate NEG Other &

Total Energy and Pipeline Elimi ni- Elimi-
(in millions) U tility NEG  Marketing Operations natio ns nations(2) Total
For the three months ended March 31, 2001
Operating revenues $ 2,562 $4,206 $ 4,150 $ 65 $(9) $ (95) $ 6,673
Operating expenses 3,982 4,121 4,097 25 1) (90) 8,013
Operating loss (1,340)
Interest income 35
Interest expense (247)
Other income (expense), net 9)
Income taxes (610)
Net loss $ (951)
Net cash provided by operating activities 675
Net cash used by investing activities (685)
Net cash used by financing activities (233)
EBITDA(2) $ (1,365) $ 128$ 84 $ 51 $(7) $ (9 $(1,246)
For the three months ended March 31, 2000(3)
Operating revenues $ 2,218 $2,817 $ 2,527 $ 282 $8 $ (33) $ 5,002
Operating expense 1,648 2,706 2,467 231 8 (28) 4,326
Operating loss 676
Interest income 24
Interest expense (183)
Other income (expense), net 9)
Income taxes 228
Net income $ 280
Net cash provided by operating activities 1,089
Net cash used by investing activities (369)
Net cash used by financing activities (735)
EBITDA(2) $ 864 $ 142 % 84 ¢ 58 $- $ 8 $ 1,014

(1) Net income on intercompany positions recognizgdegments using mark-to- market accountinginsieated. Intercompany transactions
are also eliminated.

(2) EBITDA is defined as income before provision iftcome taxes, interest expense, interest incdeferred electric procurement costs,
depreciation and amortization, provision for lossgeneration-related assets and undercollectedhased power costs. EBITDA is not
intended to represent cash flows from operatiomsstnould not be considered as an alternative ttnneime as an indicator of the PG&E
Corporation's operating performance or to cashdlasa measure of liquidity. Refer to the Staterné@ash Flows for the U.S. GAAP basis
cash flows. PG&E Corporation believes that EBITAaistandard measure commonly reported and widelg by analysts, investors, and
other interested parties. However, EBITDA as presstherein may not be comparable to similarlyditieeasures reported by other
companies.

(3) Segment information for the prior period haereestated to conform with new segment presentésiee Note 9 of the Notes to the
Condensed Consolidated Financial Statements).
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Overall Results

PG&E Corporation's financial position and result®perations continue to be impacted by the ong@atfornia energy crisis. Please see
Liquidity and Financial Resources section and Nate3 and 4 of the Notes to the Condensed CoraelidFinancial Statements for more
information on the California energy crisis.

PG&E Corporation incurred a net loss for the quagteled March 31, 2001 of $951 million from netanee of $280 million for the same
period in 2000. Of the $1,231 million decrease,liéty's net loss allocated to common stock foe guarter ended March 31, 2001
accounted for $1,228 million of the decrease.

The decrease in performance in the first quartéd2®mpared to 2000 results of operations is attuite to the following factors:

. The Utility's earnings were impacted as a resfulhe its undercollected purchased power costd (§llion, after taxes). Because of the lack
of a regulatory, legislative, or judicial solutitmthe California energy crisis, the Utility canmwtfer for future recovery its uncollected
purchased power costs. These costs have been edpenhécurred during the first quarter.

. As a result of the high cost of power, with nésefting revenues, the Utility and PG&E Corporatimve a net loss for California tax
purposes through March 31, 2001. California lawsdogt permit carrybacks of such losses and onlynjpeicarryforwards of 55% of such
losses. As a result, PG&E Corporation was unabiedognize $33 million of state tax benefits beeanfsCalifornia law.

. As a result of the liquidity crisis attributakitethe California energy crisis, PG&E Corporati@stsignificantly increased its borrowings and
unpaid debts accruing interest. Additionally, tiffective interest rate paid on these new borrowings also increased because of the higher
risk associated with PG&E Corporation financialifioa. The incremental costs of these borrowings %46 million, after-tax, for the first
quarter of 2001.

. PG&E Pipeline's earnings increased $6 milliorsusrthe prior year's first quarter because of lighert-term firm revenues, reflecting a
high capacity load factor and strong pricing fundaitals on gas transportation to the California Racific Northwest gas market.

The effective tax rate for PG&E Corporation wasl38.in 2001. PG&E Corporation has been unable togmize the entire tax benefit of the
loss carry forward in California described above.

Dividends

PG&E Corporation's historical quarterly common &tdwvidend was $0.30 per common share, which cpmeded to an annualized dividend
of $1.20 per common share.

On January 10, 2001, the Board of Directors of PG&dEporation suspended the payment of its fourdrigu 2000 common stock dividend
of $0.30 per share declared by the Board of Dirsate October 18, 2000 and payable on JanuaryQld, @& shareholders of record as of
December 15, 2000. The California energy crisisd¢radted a liquidity crisis for PG&E Corporationhieh led to the suspension of payments
of dividends to conserve cash resources. Thesaltedadividends were later paid on March 2, 200&dnjunction with the refinancing of
PG&E Corporation obligations, discussed above uttteLiquidity and Financial Resources section.

Additionally, the parent company refinancing agreets mentioned above prohibit dividends from beiaglared or paid until the term loans
have been repaid. The agreement is for a term@f/ears with an option on behalf of PG&E Corponatio extend the term for an additional
year.
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On January 10, 2001, the Utility suspended the payrof its fourth quarter 2000 common stock dividlen $110 million, declared in Octok
2000, to PG&E Corporation and its wholly owned sdissy PG&E Holdings, Inc. Until its financial coitin is restored, the Utility is
precluded from paying dividends to PG&E Corporationl PG&E Holdings, Inc.

Utility
Overall Results

The Utility's first quarter net loss was $994 noilliin 2001 as compared to the prior year's firsirgar net income of $234 million. The
decrease was primarily the result of the $1.9dsilcharge to earnings for undercollected wholegatehased power costs in excess of the
amounts provided in customer rates for recoversuah costs. The undercollected amounts includeck®®s incurred during the first quarter
of 2001. Financial reporting standards require thatamounts be accounted for as expenses unssah be deemed probable of recovery.
Due to uncertainty created by the energy crisis,Ulility cannot meet the accounting probabilitgrstard.

Operating Income

There was an operating loss of $1,420 million far first quarter of 2001 as compared to operatiegrne of $570 million for the first quart
of 2000. This decrease is due to the charge targgior undercollected wholesale purchased powstsaiscussed above.

Operating Revenues

The Utility's operating revenues in the first qeasvere $2.6 billion in 2001 as compared to opegatevenues of $2.2 billion in 2000. Gas
revenues increased $686 million while electric rexes decreased $342 million. The increase in gestees was primarily due to increased
revenues from residential customers due to higheriling rates resulting from high natural gaiegs and increased usage due to cooler
temperatures in the first quarter of 2001.

The decrease in electric revenues of $342 millias primarily due to credits issued to direct accessomers (resulting from higher
wholesale power market prices) and due to the texfuof revenue resulting from the CPUC's March2001, order, (which was retroactive
to January 16, 2001) that a portion of the Utgity¢venues be remitted to the DWR in compensatiothéE DWR's electricity purchases. See
Note 2 of the Notes to the Condensed ConsolidaiteghEial Statements for a discussion of the Margh2B01, order and direct acct

credits. These decreases were partially offsehbseased revenue from the Utility's 1.0 cent pehldlfrcharge implemented on January 4,
2001.

Direct access credits are provided to custometspttagure electricity from independent generatardas long-term contracts and receive a
credit on their utility bills at prevailing markptices. In accordance with CPUC regulations, thétyJprovides an energy credit to those
customers (known as direct access customers) wiediasen to buy their electric generation energymnfan energy service provider (ESP)
other than the Utility. The Utility bills direct aess customers based upon fully bundled rates i(@g@me distribution, transmission, public
purpose programs, and a competition transitionggjaHowever, the direct access customer receivemergy credit equal to the average
market prices multiplied by customer energy usagehfe period, with the customer being obligatethwr ESP at their direct access contract
rate.

For the three-month period ending March 31, 2004 estimated total of accumulated credits for diaecess customers that have not been
paid by the Utility is approximately $322 millioBuch amounts are reflected on the Utility's conddreonsolidated balance sheet. The actual
amount that will be refunded to ESPs will be demgnidipon when the rate freeze ends and whether #inerany adjustments made to
wholesale energy prices by FERC.
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Operating Expenses

The table below summarizes the changes in thetyilbperating expenses:

Three months
ended March 31,

Increase Increase
2001 2000 (Decrease) ( Decrease)
(in millions)

Cost of electric energy, net $ 2,427 $ 513 $1,914 373%
Cost of gas 916 283 633 224%
Operating and maintenance 574 551 23 4%
Depreciation, amortization, and

decommissioning 65 301 (236) (78%)
Total operating expenses $3,982 $1,648 $2,334 142%

The Utility's operating expenses increased toa tift$4 billion in 2001 compared to a total of&billion in the first quarter of 2000. The
overall increase in operating expenses is primaitiigbutable to the Utility's $1.9 billion charg@earnings for undercollected wholesale
purchased power costs as described above. In @uditperating expenses increased due to the ongairgpses in the cost of gas, with the
average costs reaching $9.24 per DTh in March 200dpared to $2.27 per DTh in March 2000. Wholeskgetric energy costs in excess of
the revenue for the generation component of froates were reflected as deferred electric procun¢tests in 2000.

The decrease of $236 million in depreciation expsrsr the three months ended March 31, 2001 a@@,28spectively, is attributable to the
utility no longer recording amortization of genéwatrelated transition costs. In December 2000Utikty wrote-off these remaining
generation-related transition costs.

Dividends
The Utility has suspended payment of its commongeterred dividends. Dividends on preferred stackcumulative. Until cumulative

dividends on preferred stock are paid, the Utititsty not pay any dividends on its common stock. likstfinancial condition is restored, the
Utility is precluded from paying dividends to PG&rporation and PG&E Holdings, Inc.

PG&E National Energy Group

Operating Income

Operating income at PG&E NEG decreased $26 milliathe first quarter of 2001 as compared to 200 axily related to income from a
portfolio management transaction in 2000, and thpasition of the Texas operation in late 2000 sTdecrease was partially offset by
favorable results in the merchant plants attribletéd higher prices in the Northeast. Long-Term tCaxt Plants benefited from higher prices
in the Mid-Atlantic region. PG&E Pipeline earningsreased as a result of higher short-term firneneses.

Operating Revenues
PG&E NEG operating revenues increased $1,389 milidi2001 compared to 2000. The increase is atresul
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increased commodity sales as PG&E NEG has focus@dhding efforts on asset management and higlaegimtrades. In addition, increases
in the price of power and gas and the higher steort-firm revenues described above have resultattieased revenues. These increases
were partially offset by a decrease in Interstapelihe Operations revenues as a result of theafalee Texas operations in late 2000.

Operating Expenses

Operating expenses at PG&E NEG increased $1,41®miih 2001 compared to the prior year. The inseegesults from the increases in the
cost of power and gas, partially offset by lowestoaf sales and other operating expenses at PGB&iRe reflective of the disposal of the
Texas assets.

Dividends

PG&E NEG currently intends to retain any futurenggs to fund the development and growth of itsmess. Further, PG&E NEG is
precluded from paying dividends, unless it meettaagefinancial tests. Therefore, it is not antatipg paying any cash dividends on its
common stock in the foreseeable future.

REGULATORY MATTERS

A significant portion of PG&E Corporation's opeaats is regulated by federal and state regulatomyngissions. These commissions oversee
service levels and, in certain cases, PG&E Corfmratrevenues and pricing for its regulated sesic

The Utility is the only subsidiary with significantgulatory proceedings at this time. The Utilisignificant regulatory proceedings are
discussed below. Regulatory proceedings assooidthcelectric industry restructuring are discusabdve in "The California Energy Crisis."
See Note 2 of the Notes to the Condensed Consetiddhancial Statements.

The Utility's General Rate Case (GRC)

The CPUC authorizes an amount known as "base regéma be collected from ratepayers to recovetdtil@y's basic business and
operational costs for its gas and electric distitsuoperations. Base revenues, which include ful-related operating and maintenance
costs, depreciation, taxes, and a return on ingtestpital, currently are authorized by the CPUGRC proceedings. The CPUC's final
decision in the Utility's 1999 GRC application iaased annual electric distribution revenues by $iion and annual gas distribution
revenues by $93 million over 1998 authorized basenues.

In March 2000, two interveners filed applications fehearing of the 1999 GRC decision, alleging tha CPUC committed legal errors by
approving funding in certain areas that were netadtely supported by record evidence. In April®QBe Utility filed its response to these
applications for rehearing, defending the GRC degiagainst the allegations of error. A CPUC decigin the applications for rehearing is
pending.

In the 1999 GRC decision the CPUC ordered thatitiliy file a 2002 GRC. As a result of the currertergy crisis, the procedural schedule
has been delayed pending the CPUC's resolutidmedfltility's request that it be permitted to file alternative schedule or an alternative to
the 2002 GRC. An earlier decision initially delayithe schedule affirms that rates would still beeaffective on January 1, 2002, although
the CPUC decision may not be rendered until aftet date.
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Order Instituting Investigation (Oll) into Holding Company Activities

On April 3, 2001, the CPUC issued an order instiuan investigation into whether the Californiaestor-owned utilities, including the
Utility, have complied with past CPUC decisiondery or orders authorizing their holding companyrfations and/or governing affiliate
transactions, as well as applicable statutes. Tther states that the CPUC will investigate (1)uhikities' transfer of money to their holding
companies since deregulation of the electric imgusimmenced, including during times when theilitytsubsidiaries were experiencing
financial difficulties; (2) the failure of the hdfty companies to financially assist the utilitiekem needed; (3) the transfer, by the holding
companies, of assets to unregulated subsidiames; a

(4) the holding companies' action to "ringfencegittunregulated subsidiaries. The CPUC will alstedrine whether additional rules,
conditions, or changes are needed to adequatdiggbmatepayers and the public from dangers of@abtesmming from the holding company
structure. The CPUC will investigate whether it sldomodify, change, or add conditions to the hadiompany decisions, make further
changes to the holding company structure, altestiedards under which the CPUC determines whethauthorize the formation of holding
companies, otherwise modify the decisions, or renend statutory changes to the California Legistatés a result of the investigation, the
CPUC may impose remedies (including penalties)speotive rules, or conditions, as appropriate. PG@%Eporation and the Utility believe
that they have complied with applicable statutd3lJC decisions, rules, and orders. As describedeglmovApril 6, 2001, the Utility filed a
voluntary petition for relief under Chapter 11 b&tU.S. Bankruptcy Code. PG&E Corporation and ttiktyJbelieve that to the extent the
CPUC seeks to investigate past conduct for comgdigourposes, the investigation is automaticallyexddaby the bankruptcy filing. Neither t
Utility nor PG&E Corporation can predict what thetcome of the investigation will be or whether thécome will have a material adverse
effect on their results of operations or financiahdition. On April 13, 2001, the Utility filed aapplication for rehearing of the classification
of the Oll as quasi-legislative, arguing that tsguies of compliance, violations, and remediesdst piolations must be reclassified as
adjudicatory. A ruling is expected on May 14, 2001.

The Utility's 2001 Attrition Rate Adjustment (ARA)

In July 2000, the Utility filed an ARA applicatiamith the CPUC to increase its 2001 electric disitifin revenues by $189 million, effective
January 1, 2001. The increase reflects inflatichthie growth in capital investments necessary tieeseustomers. The Utility did not request
an increase in gas distribution revenues. In Deeer2B00, the CPUC issued an interim order findiveg & decision on the application cannot
be rendered by January 1, 2001, and determiningftatrition relief is eventually granted, thatief will be effective as of January 1, 2001.
On May 8, 2001, the CPUC's Office of Ratepayer Adites (ORA) submitted its report on the Utilityésjuest, recommending that the CPUC
deny the Utility's request and order that the tytitefund directly to ratepayers approximately $28ion accumulated during 1999 and 2000
in the Utility's Vegetation Management BalancingcAant. The Utility believes that ORA's recommenalagi are unjustified and intends to
challenge those recommendations in hearings sob@dolcommence on June 6, 2002. Further, the yJtiitd proposed to return the
approximately $23 million as a credit to the Uikt TRA in which undercollected power purchase sas¢ recorded.

The Utility's Cost of Capital Proceedings

Each year, the Utility files an application wittet@PUC to determine the authorized rate of retuahthe Utility may earn on its electric and
gas distribution assets and recover from ratepagémse February 17, 2000, the Utility's adoptddmeon common equity (ROE) has been
11.22% on electric and gas distribution operatio@sylting in an authorized 9.12% overall rateetfim (ROR). The Utility's earlier adopted
ROE was 10.6%. In May 2000, the Utility filed arpéipation with the CPUC to establish its authori®@R for electric and gas distribution
operations for 2001. The application requests ai R12.4%, and an overall ROR of 9.75%. If grantad requested ROR would increase
electric distribution revenues by approximately $Tilion and gas distribution revenues by approxeha$23 million. The application also
requests authority to implement an Annual Costapbi@l Adjustment Mechanism for 2002 through 204 tvould replace the annual cos
capital proceedings. The proposed adjustment mérhamould modify the Utility's cost of capital basen changes in an interest rate index.
The Utility also proposes to maintain its currerglythorized capital structure of 46.2% long-terrhtd6.8%
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preferred stock, and 48% common equity. In Marcb12@he CPUC issued a proposed decision recommgmndiithange to the current
11.22% ROE for test year 2001. This authorized R€H&Its in a corresponding 9.12% return on rate basl no change in the Utility's
electric or gas revenue requirement for 2001. AlIf@PUC decision is pending.

The Utility's FERC Transmission Rate Cases

Electric transmission revenues, and both wholemaderetail transmission rates are subject to aizidion by the FERC. The FERC has not
yet acted upon a settlement filed by the Utilitatthf approved, would allow the Utility to recov&891 million in electric transmission rai
for the 14-month period of April 1, 1998 through Wizd, 1999. During this period, somewhat higheesdtave been collected, subject to
refund. A FERC order approving this settlemeniisested by the end of 2001. The Utility has accr$2@ million for potential refunds
related to the 14-month period ended May 31, 1898pril 2000, the FERC approved a settlement geatmits the Utility to recover $298
million in electric transmission rates retroactivédr the 10-month period from May 31, 1999 to Ma&1, 2000. The Utility has accrued $9
million for potential refunds relating to this pedi In September 2000, the FERC approved anotliraent that permits the Utility to
recover $340 million annually in electric transnssrates and made this retroactive to April 1,20urther, in November 2000, the FERC
accepted, subject to refund, the Utility's propdsalollect $298 annually in electric transmissiates beginning on May 6, 2001. This
decrease in transmission rates relative to previmes periods is due to unusually large balancesdte the Utility from the 1SO for
congestion and other transmission related sertiitles by the 1SO.

In March 2001, PG&E filed at FERC to increase isvpr and transmission related rates to the Westaza Power Administration (Wester:
The majority of the increase is related to pastingugh market power prices billed to the Utility the ISO and others for services which
apply to Western under a pre-existing contract betwthe Utility and Western. The Utility currenélgtimates that if FERC grants its request,
it will collect from Western an additional $1.12Blibn before the contract terminates on Decemter2®04, thereby reducing the revenue
that needs to be collected through existing elec#tail rates.

ENVIRONMENTAL MATTERS

We are subject to laws and regulations establishédth maintain and improve the quality of theismvment. Where our properties contain
hazardous substances, these laws and regulatiguiser@ls to remove those substances or remedytefiedhe environment. See Note 8 of
the Notes to the Consolidated Financial Statenfentirther discussion of environmental matters.

Utility

The Utility records an environmental remediatia@bllity when site assessments indicate remediaipnobable and a range of reasonably
likely clean-up costs can be estimated. The Utiltyiews its remediation liability quarterly foraaidentified site. The liability is an estimate
of costs for site investigations, remediation, a@tiens and maintenance, monitoring, and site cistine remediation costs also reflect (1)
current technology, (2) enacted laws and regulafi(8) experience gained at similar sites, andh@)probable level of involvement and
financial condition of other potentially responsilglarties. Unless there is a better estimate withiénrange of possible costs, the Utility
records the lower end of this range.

At December 31, 2000, the Utility expects to sp88A0 million, undiscounted, for hazardous wasteediation costs at identified sites,
including divested fossil-fueled power plants. Tost of the hazardous substance remediation uttisnahdertaken by the Utility is difficult
to estimate. A change in the estimate may occthrdmear term due to uncertainty concerning thktyli responsibility, the complexity of
environmental laws and regulations, and the seledf compliance alternatives. If other potentiatigponsible parties are not financially &
to contribute to these costs or further investmatndicates that the extent of contamination @essary remediation is greater than
anticipated, the Utility could spend as much as2¥ddlion on these costs. The Utility estimates tipper limit of the range using assumpti
least favorable to the Utility, based upon a raoie
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reasonably possible outcomes. Costs may be higjtier Utility is found to be responsible for cleap-costs at additional sites or expected
outcomes change.

The Utility had an environmental remediation ligtgibf $307 million and $307 million at March 310@1 and December 31, 2000,
respectively. The $320 million accrued at March&101 includes (1) $139 million related to the plesing remediation liability, associated
with divested generation facilities (see furthescdission in the "Generation Divestiture" sectioiNofe 2 of the Notes to the Condensed
Consolidated Financial Statements), and (2) $16Bomielated to remediation costs for those geti@nefacilities that Utility still owns,
manufactured gas plant sites, and gas gatheringmassor stations. Of the $307 million environmenrgahediation liability, the Utility has
recovered $193 million through rates, and expectedover another $84 million future rates. Thditytis seeking recovery of the remainder
of its costs from insurance carriers and from othed parties as appropriate.

In December 1999, the Utility was notified by theghaser of its former Moss Landing power plant thhad identified a cleaning procedure
used at the plant that released heated water frerintake, and that this procedure is not specifigtie plant's National Pollutant Discharge
Elimination System (NPDES) permit issued by thet@drCoast Regional Water Quality Control Boardrf€al Coast Board). The purchaser
notified the Central Coast Board of its findingsMarch 2000, the Central Coast Board requestetltitiey to provide specific information
regarding the "backflush" procedure used at Mossllrey. The Utility provided the requested inforroatito the Board in April 2000. The
Utility's investigation indicated that while it owd Moss Landing, significant amounts of water wadiseharged from the cooling water inta
While the Utility's investigation did not clearlgdicate that discharged waters had a temperatghehthan ambient receiving water, the
Utility believes that the temperature of the disgleal water was higher than that of the ambientiveggwater. In December 2000, the
executive officer of the Central Coast Board madettlement proposal to the Utility under which tidity would pay $10 million, a portion
of which would be used for environmental projectd ¢he balance of which would constitute civil piiea. Settlement negotiations are
continuing.

The Utility's Diablo Canyon employs a "once throtigholing water system, which is regulated undBfPDES Permit, issued by the Central
Coast Board. This permit allows Diablo Canyon tectiarge the cooling water at a temperature no thare22 degrees above ambient
receiving water and requires that the beneficiabusf the water be protected. The beneficial usaster in this region include industrial
water supply, marine and wildlife habitat, shelifisarvesting, and preservation of rare and endadggrecies. In January 2000, the Central
Coast Board issued a proposed draft Cease andt@edisr (CDO) alleging that, although the tempeamatimit has never been exceeded, the
Diablo Canyon's discharge was not protective offieial uses. In October 2000, the Central CoastrBand the Utility reached a tentative
settlement of this matter pursuant to which thet@¢Coast Board has agreed to find that the y#litischarge of cooling water from the
Diablo Canyon plant protects beneficial uses aatlitie intake technology reflects "best technolaggilable" under Section 316(b) of the
Federal Clean Water Act. As part of the settlemnat, Utility will take measures to preserve cer@ineage north of the plant and will fund
approximately $5 million in environmental projectdated to coastal resources. The parties are ia¢iggtthe documentation of the
settlement. The final agreement will be subjeqiublic comment and will be incorporated in a congatree to be entered in California
Superior Court.

The Utility believes the ultimate outcome of thesatters will not have a material impact on theityts financial position or results of
operations.

PG&E National Energy Group

The U.S. Environmental Protection Agency (EPA) tnelU.S. Department of Justice have initiated ex@imrent actions against a number of
electric utilities, several of which have enteretbisubstantial settlements for alleged Clean Ait Violations related to modifications
(sometimes more than 20 years ago) of existing-fiaal generating facilities. In May 2000, PG&E NE€ceived a request for information
seeking detailed operating and maintenance histfoiethe Salem Harbor and Brayton Point powertgland in November 2000, EPA visi
both facilities. PG&E NEG believes this requestifdormation is part of EPA's industry-wide invegttion of coal-fired plants' compliance
with the Clean Air Act requirements governing plamddifications. PG&E NEG also believes that anyndes made to the plants were rou
maintenance or repairs and, therefore, did notirequ
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permits. EPA has not issued a notice of violatiofiled any enforcement action against PG&E NE@h& time. Nevertheless, if EPA
disagrees with PG&E NEG's conclusion with respethé changes made at the facilities, and sucdBsbfings an enforcement action
against PG&E NEG, then penalties may be imposeduatiter emission reductions might be necessatlyeste plants.

In addition to the EPA, states may impose mor@gémt air emissions requirements. On May 11, 20@1Massachusetts Department of
Environmental Protection issued regulations impgsastictions on certain air emissions from exgtinal-fired power plants. These
requirements will primarily impact PG&E NEG's Salétarbor and Brayton Point generating facilitiesrdugh 2008, it may be necessary to
spend approximately $265 million to comply withgheegulations. In addition, with respect to apprately 600 megawatts (MW) (or about
12%) of PG&E NEG's New England capacity, it maynleeessary to implement fuel conversion, limit ofiers, or install additional
environmental controls.

PG&E Gen's existing power plants, including USGeribidlities, are subject to federal and state watelity standards with respect to
discharge constituents and thermal effluents. Thfeke fossil-fueled plants owned and operatet BfsenNE are operating pursuant to
NPDES permits that have expired. For the facilitidke®se NPDES permit have expired, permit renewpliegtions are pending, and it
anticipated that all three facilities will be alddecontinue to operate in substantial complianad wiior permits until new permits are issued.
It is estimated that USGenNE's cost to comply wh#hnew permit conditions could be as much as $iitbmthrough 2005. It is possible th
the new permits may contain more stringent limitadi than prior permits.

During September 2000, USGenNE signed a seriegrebaents that require, among other things, USGenNifier its existing waste water
treatment at two facilities by replacing certaitined treatment basins, submit and implement a fiathe closure of such basins, and
perform certain environmental testing at the féesi. Although the outcome of such environmentsiing could lead to higher costs, the total
expected cost of these improvements, which areruradg is $21 million.

PG&E NEG anticipates spending up to approximat8g0million, net of insurance proceeds, through&@6r environmental compliance at
currently operating facilities, which primarily agdses: (a) new Massachusetts air regulations paaie on April 23, 2001 affecting
Brayton Point and Salem Harbor Stations;

(b) wastewater permitting requirements that mayhafpBrayton Point, Salem Harbor and Manchesteze$tStations; and (c) requirements
that are reflected in a consent decree concernagtewater treatment facilities at Salem HarborBwragyton Point Stations.

PRICE RISK MANAGEMENT ACTIVITIES

We have established a risk management policy ttmt@derivatives to be used for both trading and-trading purposes (a derivative is a
contract whose value is dependent on or derived free value of some underlying asset). We use airas for hedging purposes primarily
to offset PG&E Corporation's or the Utility's primpanarket risk exposures, which include commoditgerisk, interest rate risk, and foreign
currency risk. We also use derivatives, includimgse used for non-hedging purposes, to participatearkets to gather market intelligence,
create liquidity, maintain a market presence, artthace the value of our trading portfolio. Suchw@gives include forward contracts, futur
swaps, options, and other contracts. Net openiposifthat is, positions that are not hedged) oftast or are established due to PG&E
Corporation's and the Utility's assessment of ttesiponses to changing market conditions. To thenéxhat PG&E Corporation has an open
position, it is exposed to the risk that fluctugtimarket prices may adversely impact its finanadallts.

PG&E Corporation and the Utility may only engagéha trading of derivatives in accordance with giek established by the PG&E
Corporation Risk Policy Committee. Trading is peted only after the Risk Policy Committee authosizeich activity subject to appropriate
financial exposure limits. Under PG&E Corporatibnth PG&E NEG and the Utility have their own Rislkaivigement Committees that
address matters relating to those companies' régpéusinesses. These Risk Management Committeesoanprised of senior officers.

Market Risk
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Commodity Price Risk

Commaodity price risk is the risk that changes irrkeaiprices will adversely affect earnings and démsls. PG&E Corporation is primarily
exposed to the commodity price risk associated eritrgy commodities such as electricity and natysal Therefore, PG&E Corporation's
strategy for reducing its commodity price risk espie for its price risk management activities prilganvolves buying and selling fixed-
price commodity commitments into the future.

In compliance with regulatory requirements, thditytmanages price risk independently from the\dtiis in PG&E Corporation's
unregulated business. Price risk management sigategnsist of the use of non-trading (hedgingaritial instruments to attain our objective
of reducing the impact of commodity price fluctwais for electricity and natural gas associated whighUtility's procurement obligations to
meet its retail load. While the use of these imsgrnts has been authorized by the CPUC, the CPU@dhas establish rules around how it
will judge the reasonableness of these instrunfentslectricity purchases. Gains and losses assutigith the use of the majority of these
financial instruments primarily affect regulatorgcaunts, depending on the business unit and thefispgrogram involved.

In response to high wholesale electricity costseeemced during the summer of 2000, the CPUC inu&tg000 eliminated the requirement
to procure electricity in the spot market and atittesl the Utility to enter into "bilateral agreent&hwith third parties. These contracts are
used to purchase electricity from non-PX sourcdetl prices for terms that may extend to the eh2005. The purpose of bilateral
contracts is to lock in supply and rates on thariipurchase of electricity and to reduce pricatildl.

The CPUC has authorized the Utility to trade ndtges-based financial instruments to manage priceravenue risks associated with its
natural gas transmission and storage assets, stjeertain conditions. Furthermore, the Utilitasvauthorized to trade natural gas-based
financial instruments to hedge the gas commodityepisks in serving core gas customers.

PG&E Corporation's business units measure commaedite risk exposure using value-at-risk and othethodologies that simulate future
price movements in the energy markets to estinma&tsize and probability of future potential los3&e quantify market risk using a
variance/co-variance value-at-risk model that piesia consistent measure of risk across diversgyenearkets and products. The use of this
methodology requires a number of important asswonptiincluding the selection of a confidence ldgelosses, volatility of prices, market
liquidity, and a holding period.

PG&E Corporation uses historical data for calculgthe price volatility of our contractual positand how likely the prices of those
positions will move together. The model includdsdativatives and commodity investments in our itnggportfolios and only derivative
commodity investments for our non-trading portfdlowut not the related underlying hedged positi®@@&E Corporation and the Utility
express value-at-risk as a dollar amount of themi@l loss in the fair value of our portfolios bdon a 95% confidence level using a one-day
liquidation period. Therefore, there is a 5% praliigithat PG&E Corporation's portfolios will incua loss in one day greater than its value-at-
risk. The value-at-risk is aggregated for PG&E Quogpion by correlating the daily returns of thetfalios for electricity and natural gas for

the previous 22 trading days.

PG&E NEG's daily value-atisk commodity price risk exposure as of March&101, was $11.5 million for trading activities a®8L8 million
for non-trading activities. The Utility's daily wa-at-risk commodity price risk exposure as of Mas&, 2001, was $11.8 million for non-
trading activities.

Value-at-risk has several limitations as a meaetiportfolio risk, including, but not limited to,nalerestimation of the risk of a portfolio with
significant options exposure, inadequate indicatibthe exposure of a portfolio to extreme priceveraents, and the inability to address the
risk resulting from intra-day trading activities.
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Interest Rate Risk

PG&E Corporation, primarily through PG&E NEG, useterest rate swaps to manage fluctuations in fiagls resulting from their interest
rate exposure. PG&E Corporation evaluates botlshiet-term and long-term interest rate exposurdscansiders its overall corporate
finance objectives when considering proposed hed@&E Corporation does not enter into interes# garivatives instruments for other
than hedging purposes.

PG&E Corporation is exposed to the following typésnterest rate risk and the strategies used toage this risk are as described below:

Floating rate exposure measures the sensitivigpgiorate earnings and cash flows to changes ir-géton interest rates. This exposure
arises when short- term debt is rolled over at nitgfuwhen interest rates on floating rate noteseriodically reset according to a formula or
index, and when floating rate assets are finana#dfixed rate liabilities. PG&E Corporation manages exposure to short-term interest rates
by using an appropriate mix of short-term debtgléerm floating rate debt, and long-term fixed radot.

Financing exposure measures the effect of an isergainterest rates that may occur related topdenyned or expected fixed rate debt
financing. This includes the exposure associateld kgplacing debt at maturity. PG&E Corporationl\wgédge financing exposure in
situations where the potential impairment of eagajrcash flows, and investment returns or execwificiency, or external factors (such as
bank imposed credit agreements) necessitate hedging

Refunding exposure measures the effect of an iergginterest rates on the ability to economicedlfynd a callable debt instrument.
Corporate bonds typically are issued with a caltdee that allows the issuer to retire and repthedbonds at a lower rate if interest rates have
fallen. The value of this call feature to the igstieclines with increases in interest rates. PG&IipGration will hedge refunding exposure
when it is economic to repurchase all or part efuhderlying debt instrument and replace it wittelt instrument that has lower cost during
its remaining life. The guideline for a refundirglie economic is that the net present value sawngsld exceed 5% of the par value of the
debt to be refunded and the refunding efficienayusth exceed 85%.

Interest rate risk sensitivity analysis is usethieasure PG&E Corporation's interest rate pricelriskomputing estimated changes in the fair
value in the event of assumed changes in marketeisit rates. As of March 31, 2001, if interestgdiad averaged 1% higher, estimated lo
would have increased by approximately $25 millionPG&E Corporation and estimated losses would laareased by approximately $17
million for the Utility.

Foreign Currency Risk

PG&E Corporation's objective is to manage foreigmency exposure that may impact its cash flowgya@@te earnings, and investment
returns as a result of currency exchange rate mertm

PG&E Corporation is exposed to the following typé$oreign currency risk and the strategies usemianage this risk are as described
below:

Economic exposure measures the change in valueathaits from changes in future operating or inmgstash flows caused by the timing
and level of anticipated foreign currency flowsoRomic exposure includes the anticipated purchagz@ign entities, anticipated cash
flows, projected revenues and expenses denomiiratetbreign currency.

Transaction exposure measures changes in valugreint outstanding financial obligations alreadsuimed, but not due to be settled until
some future date. This includes the agreementrchpse a foreign entity in a currency other thanulss. dollar, an obligation to infuse
equity capital into a foreign entity, foreign curoy denominated debt obligations, as well as actoatU.S. dollar cash flows such as
dividends declared but not yet paid.

Translation exposure measures potential accoudgnged changes in owners' equity that result ftmnslating a
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foreign affiliate's financial statements from itm€tional currency to U.S. dollars for PG&E Corgama's consolidated financial statements.

PG&E Corporation's primary foreign currency exchengte exposure was with the Canadian dollar. dhewing instruments are used to
hedge foreign currency exposures: forwards, swaps options. Based on a sensitivity analysis atchl&d, 2001, a 10% devaluation of the
Canadian dollar would be immaterial to PG&E Corpioras consolidated financial statements.

LEGAL MATTERS

In the normal course of business, both the Utditgl PG&E Corporation are named as parties in a ruoficlaims and lawsuits. See Note 5
of the Notes to the Condensed Consolidated Finb&tagements for further discussion of significpahding legal matters.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB  OUT MARKET RISK

PG&E Corporation's and Pacific Gas and Electric Gany's primary market risk results from changesniargy prices and interest rates. We
engage in price risk management activities for math-hedging and hedging purposes. Additionallymeay engage in hedging activities
using futures, options, and swaps to hedge thedtmgfanarket fluctuations on energy commodity psidaterest rates, and foreign currenc
(See Risk Management Activities, included in Mamaget's Discussion and Analysis above.)
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

Pacific Gas and Electric Company Bankruptcy

As previously reported, on April 6, 2001, the Wilfiled a voluntary petition for relief under tipeovisions of Chapter 11 of the United States
Bankruptcy Code. Bankruptcy law imposes an autarsfly to prevent parties from making certain ckaontaking certain actions that wo
interfere with the estate or property of a Chaftedebtor. In general, the Utility may not pay pegition debts without the Bankruptcy
Court's permission. Since the filing, the Bankrypfourt has approved various requests by the Ytiippermit the Utility to carry on its
normal business operations (including payment gileyree wages and benefits, refunds of certain oustaeposits, use of certain bank
accounts, and use cash collateral) and to fulittain post- petition obligations to suppliers @neditors.

Under the Bankruptcy Code, for the first 120 daysrahe initial filing, the debtor has the exchusiright to file with the Bankruptcy Court a
plan of reorganization that specifies the treatnoémtaims. After the initial 120- day period (aady extensions of the period granted by the
court) creditors and other parties in interest fillaytheir own plan of reorganization. The Utilitytends to file a plan of reorganization within
the 120-day period, subject to the uncertaintibeiient in the bankruptcy proceedings.

In addition, a number of QFs have requested thé&Bigiicy Court to either terminate their contraetguiring them to sell power to the Utility
or have the contracts suspended for the summedQaff 8o the QFs can sell power at market-based Bésre the Utility filed its Chapter 11
petition, some QFs filed complaints in variousetaturts asking the court to terminate or suspleeid tontracts with the Utility. The Utility
believes these actions have been automaticallgdtay

Under the Bankruptcy Code, the Utility has the tighreject or assume executory contracts (corgtthett require future performance). If the
court terminates or suspends the QF contractstbe itility rejects the contracts, the amountha Utility's net open position will increase. If
the contracts are not suspended and are ultimasslymed by the Utility, the Utility would be obltgd to continue paying the power prices
called for under the contract even when markeegrare lower.

On April 9, 2001, the Utility also filed a complaiim the Bankruptcy Court against the CPUC an€snmissioners requesting that the court
declare that any attempt by the CPUC to implemeenéorce the regulatory accounting changes apprbyehe CPUC on March 27, 2001
would violate the automatic stay imposed by bantaypaw, and asking the court to enjoin implementabr enforcement of such accounting
changes. As previously disclosed, the accountimgmgés would require the Utility to restate alltsfregulatory books and accounts
retroactive to January 1, 1998, the effect of whictuld be to prolong the electric rate freeze aadgform the Utility's under-collected
wholesale power costs into generation-related itianscosts. The CPUC has filed a motion to disntiesUtility's complaint and/or for
summary judgment. A hearing is set for May 14, 2@0Xonsider the Utility's request for a prelimiynajunction and the CPUC's motion.

On April 20, 2001, the Utility filed a cash flowrecast that indicated that based on projected tesfiom approved rates, current regulatory
rules, and expected outlays, the Utility projedteat it expects to have adequate revenues overetktesix months to pay its future operating
costs, including ongoing payments to QFs and paysraesently required to be made to the DWR. Acaiitassumption in the forecast is t
DWR purchases the full net open position for thiitys customers and that the ISO no longer chaitge Utility for any costs other than
those attributable to the Utility's own generatiesources.

On May 2, 2001, the Utility filed a complaint forjunctive and declaratory relief in the United 8saBankruptcy Court asking the court to
prohibit the California Independent System Operét®©) from charging the Utility for
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the ISO's wholesale power purchases made in waolati bankruptcy law, the ISO's tariff, and the FERFebruary 14 and April 6, 2001
orders. In the order issued on February 14, 20@1FERC rejected the ISO's January 5, 2001 propgaséfdamendment concerning credit
standards and ordered that the ISO could only lowep on behalf of creditworthy entities. The Uilhas not been a creditworthy company
under the ISO tariff since January 4, 2001. DeghigeFERC orders, the ISO has continued to billitikty for the ISO's wholesale power
purchases.

In its complaint, the Utility also seeks to have tiourt declare that any action by the ISO to pasetwholesale power for or on behalf of the
Utility at costs the Utility is not permitted tolfyrecover through the generation- related costgonent of retail rates, to compel the Utility
to accept and pay for such purchases, or to agostepetition debt for such purchases (i.e., towedebts after April 6, 2001, when the
Utility filed its petition under Chapter 11 of tiiederal Bankruptcy Code), is automatically staygdbankruptcy law. In addition, the
complaint seeks a permanent injunction prohibithrgyISO from taking such actions.

In addition, continuing to charge the Ultility farch purchases is potentially reducing the valudgefUtility's assets significantly, depending
on the average retail rate, the wholesale pricéSfehas paid for real-time power, and the amofippwer purchased by the DWR. The
Utility estimates that, if the 1ISO's actions aré¢ stayed or enjoined, the Utility also would in@asts associated with the DWR's pro rata s
of ancillary services and other costs associatéll the ISO's procurement of power from third partialess the ISO were to allocate these
other costs to, and bill, the DWR. At present, thility does not believe that the I1SO is allocategy of these costs to the DWR, or billing
DWR for any such costs.

Among other allegations, the Utility's complainiegles that requiring the Utility to pay more thanan collect in its existing generation-
related rates would be improper under the fedeaakBuptcy Code because it is not in the best istarkthe bankruptcy estate, would be an
unauthorized pogtetition use of the Utility's property, and if alted to continue, would jeopardize the administratbthe bankruptcy este
and the Utility's ability to reorganize. The U#libelieves the 1SO is violating its own tariff,\aell as FERC orders and federal bankruptcy
law by continuing to purchase power on behalf efthility.

The United States Bankruptcy Trustee has appoemtatepayers' committee composed of business myedives, members of government
agencies, and consumer groups. As a party to teepdings, the ratepayers' committee would beleshtiv investigate the Utility's plan of
reorganization and offer alternatives. On May 9)20he Utility filed a motion with the Bankrupt&ourt asking the Court to vacate the
Trustee's appointment of the ratepayers' commiitéeause the creation of the committee is not aizébabby the Bankruptcy Code. Under the
Bankruptcy Code, only creditors and equity securiiders are eligible for appointment to a comreittg the Trustee. Under the Bankruptcy
Code, there are legitimate ways by which the ratefsacan be represented and heard in the proocessdmple, through the California
Attorney General's Office. In addition, the BankiaypCode provides flexibility and discretion to tbeurt to allow parties to intervene in the
case when they have standing to do so.

The first meeting of creditors is scheduled fore)dn2001. The last day for creditors to file proof claim is September 5, 2001.

Pacific Gas and Electric Company v. California Pulit Utilities Commissioners

As described in the Annual Report on Form 10-Kdfitey PG&E Corporation and Pacific Gas and Elec@aenpany for the year ended
December 31, 2000, the Utility filed a lawsuit agsithe Commissioners of the California Publicitiéis Commission (CPUC), currently
pending in the United States District Court for @entral District of California, asking the coustdeclare that the federally approved
wholesale power costs the Utility has incurredeors its customers are recoverable in retail rates.

On May 2, 2001, the court dismissed the Utilitydsnplaint without prejudice to refile the lawsuiteatater time. Although ruling in the
Utility's favor on five of the six grounds for disssal, the court found that the Utility's complaivéas not ripe because some of the CPUC's
decisions that PG&E was challenging are non-finedrim orders that will only become final upon amgror denial of rehearing.
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Finding in the Utility's favor, the court ruled tha

(i) the Utility's prior state court proceedings tbaging the CPUC's October 21, 1999 post-transifieriod ratemaking decision on state law
grounds did not bar the Utility's federal claimegchuse the Utility had properly reserved its feldedeams in its petition to the California
Supreme Court, and because the Utility had ngiigd the federal claims in the state court.

(i) Federal court jurisdiction over the Utilityygseemption claim was proper.
(iii) The court need not stay or dismiss the Utiitcase in deference to the ongoing CPUC procgedin

(iv) The Johnson Act, which generally precludesefaticourts from enjoining state utilities commissrate orders, did not apply to the
Utility's action because the Utility had pleadeclam that federal law preempted state law, whigbgdnot fall under the terms of the statute.

(v) The Utility's case need not be dismissed witijurice based on the CPUC's asserted sovereigoiityrunder the Eleventh Amendment
to the U.S. Constitution, because the Eleventh Admemt does not bar an action, such as the Utjlity'enjoin state officers from violating
federal law.

Wilson vs. PG&E Corporation and Pacific Gas and Eletric Company

As described in the Annual Report on Form 10-Kdfitey PG&E Corporation and Pacific Gas and Elec@aenpany for the year ended
December 31, 2000, two complaints were filed agd&&E Corporation and Pacific Gas and Electric @any in the Superior Court of the
State of California, San Francisco County:

Richard D. Wilson v. Pacific Gas and Electric Compat al., ("Wilson I"), and Richard D. Wilson vaéific Gas and Electric Company et
("Wilson 1I"). PG&E Corporation and the Utility bielve these complaints to be without merit.

As previously disclosed, the Utility filed a notiokautomatic stay on April 11, 2001, pursuant® Bankruptcy Code. On April 19, 2001,
Court signed stipulations between PG&E Corporaéind plaintiffs to stay all proceedings in the caa®against PG&E Corporation. PG&E
Corporation and the Utility are unable to preditiather the outcome of this litigation, if it wegegroceed, will have a material adverse ef
on their financial condition or results of operatio

Compressor Station Chromium Litigation

As described in the Annual Report on Form 10-Kdfitey PG&E Corporation and Pacific Gas and Elec@aenpany for the year ended
December 31, 2000, several suits are pending iffio@adh courts against the Utility. One of thesésalso names PG&E Corporation as a
defendant. On May 2, 2001, another complaint extiBoyd, et al. v. PG&E, et al., was filed in Losgeles Superior Court on behalf of 14
plaintiffs. The Utility has not been served yeteTdomplaint alleges personal injuries, wrongfultdeand loss of consortium, arising from
alleged exposure to chromium at the Utility's gaspressor stations located at Hinkley and Kettlen@atifornia. Plaintiffs seek
compensatory and punitive damages. The complaidg dot name PG&E Corporation as a defendant.

There are now ten cases comprising the compretgamrschromium litigation. There are now approxieia 1,160 plaintiffs in these cases.
The Utility believes that all ten cases have bdaypesl by the automatic stay provisions of the Baptay Code.

PG&E Corporation and the Utility believe that tHémate outcome of this matter will not have a miaglleadverse effect on their financial
condition or results of operation.

Federal Securities Lawsuit
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On April 16, 2001, a complaint was filed against&3Corporation and Pacific Gas and Electric Compiahe federal court for the Central
District of California entitled Jack Gillam; DOESTD 5, Inclusive, and All Persons similarly situhtes. PG&E Corporation, Pacific Gas and
Electric Company; and DOES 6 to 10, Inclusive. €hmplaint alleges that PG&E Corporation and théitytviolated federal securities laws,
generally acceptable accounting principles, andratbgulations or accounting rules, by issuinggaty false and misleading financial
statements in the second and third quarters of , 2@@orting net income of $753 million for the nimonth period ending September 30,
2000, instead of an alleged net loss for that plesfoup to $2.1 billion. According to the complaidefendants failed to properly account in
second and third quarters of 2000 for alleged wed#ected power purchase costs and PG&E Corparatmmounced in March 2001 that it
intended to take a $4.1 billion writgf. Plaintiff purports to bring the action indiwidlly and on behalf of a class of individuals whoghaser
PG&E Corporation's common stock during the periodifJune 1, 2000, to March 31, 2001, claiming thatalleged misrepresentations
caused them to pay inflated prices for the stotknBff seeks damages in excess of $2.4 billiamifive damages, interest, injunctive relief,
and attorneys' fees.

The complaint was filed after the Utility filed foeorganization under Chapter 11 of the U.S. BaptkesuCode. The Utility informed plaintiff
that the action is stayed by the automatic stayipians of the Bankruptcy Code and on or about I&28j 2001, plaintiff filed a notice of
voluntary dismissal without prejudice with resptcthe Utility.

Analysis of the complaint by PG&E Corporation isagireliminary stage, but PG&E Corporation belietresallegations to be without merit
and intends to present a vigorous defense. PG&[pdation is unable to predict whether the outcofrtis litigation will have a material
adverse effect on its financial condition or reswit operation.

Item 2. Changes in Securities and Use of Proceeds

The shares of PG&E NEG are owned directly by PG&Hidhal Energy Group, LLC, a Delaware limited ligiicompany (NEG LLC). NE(
LLC is wholly owned by PG&E Corporation. As disobakin a Current Report on Form 8-K filed by PG&Er@wation with the Securities
and Exchange Commission on March 2, 2001, in cdiorewith a two term loans obtained by PG&E Corpiarafrom General Electric
Capital Corporation and Lehman Commercial Paper MEG LLC has granted to affiliates of the lendensoption that entitles these
affiliates to purchase 2 to 3 percent of the shafé3G&E NEG depending on how long the loans atstanding, at an exercise price of $1
The percentage will be calculated on a fully didubasis as of the date of full repayment of th@$od he option becomes exercisable on the
date of full repayment or, earlier, if an initiallgic offering of the shares of PG&E NEG (IPO) wéseoccur. PG&E Corporation has granted
to the holders of the option a further put optiorer which the holders of the option have the rightequire PG&E Corporation to repurch
the option at a purchase price equal to the faiketaralue of the underlying PG&E NEG shares, whight is exercisable at any time after
the earlier of full repayment of the loans or 4yslbefore expiration of the option if an IPO has eaxurred. The put option will expire 45
days after maturity of the loans. The issuancéefput option by PG&E Corporation was not registareder the Securities Act of 1933 in
reliance on the exemption afforded by Section 4(2).

Item 3. Defaults Upon Senior Securities

The Utility has authorized 75 million shares ofgtiPreferred Stock ($25 par value), which may bedd as redeemable or non-redeemable
preferred stock. At March 31, 2001, the Utility Hagdued and outstanding 5,784,824 shares of ndeemeable preferred stock and 5,973,456
shares of redeemable preferred stock. The Utiligdeemable preferred stock is subject to redematidhe Utility's option, in whole or in
part, if the Utility pays the specified redemptiorice plus accumulated and unpaid dividends thrabghredemption date. The Utility's
redeemable preferred stock with mandatory redempgtiovisions consists of 3 million shares of thg76percent series and 2.5 million shares
of the 6.30 percent series at December 31, 2008 6187 percent series and 6.30 percent series enmdeemed at the Utility's option
beginning in 2002 and 2004, respectively, at péweva
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plus accumulated and unpaid dividends through@demption date. These series of preferred stockunject to mandatory redemption
provisions entitling them to sinking funds provigifor the retirement of stock outstanding. At Debem31, 2000, the redemption
requirements for the Utility's redeemable prefestrtk with mandatory redemption provisions arerion per year beginning 2002, and
million per year beginning 2004, for the series7gagrcent and 6.30 percent, respectively.

Holders of the Utility's non-redeemable preferraatk 5 percent, 5.5 percent, and 6 percent sedes tights to annual dividends per share
ranging from $1.25 to $1.50.

Due to the California energy crisis, the Utilit8sard of Directors did not declare the regular @nefd stock dividends for the three-month
periods ending January 31, 2001 (normally payablEebruary 15, 2001) and April 30, 2001 (normablyable May 15, 2001).

Dividends on all Utility preferred stock are cuntita. All shares of preferred stock have votindhtggand equal preference in dividend and
liquidation rights. The dividend for the three-moperiod ending January 31, 2001 became a divideadears and, as such, will accumulate
from period to period. Upon liquidation or dissadutt of the Utility, holders of preferred stock wdude entitled to the par value of such sh
plus all accumulated and unpaid dividends, as fipddor the class and series. Until cumulativeidimds on its preferred stock are paid, the
Utility may not pay any dividends on its commoncgtonor may the Utility repurchase any of its conmstock. Accumulated and unpaid
preferred stock dividends for the three-month pkending January 31, 2001 amounted to $6 million.

As previously reported, the total defaulted comnagmgaper outstanding as of May 10, 2001, was $8iflion. As of May 10, 2001, the
Utility had drawn and had outstanding $938 milliomder the bank credit facility, which was also éfalilt.

With regard to certain pollution control bond-reldtdebt of the Utility, the Utility has been in deft under the credit agreements with the
banks that provide letters of credit as credit kopddity support for the underlying pollution coot bonds. These defaults included the
Utility's non-payment of other debt in excess od@illion and the Utility's filing of a petitiorof reorganization under Chapter 11 of the
U.S. Bankruptcy Code. As a result of these defaséigeral of the letter of credit banks causedatteeleration and redemption of four series
of pollution control bonds. All of these redempsonere funded by the letter of credit banks resglin like obligations from the Utility to tt
banks, which have not been paid. As of May 10, 2@@4. total principal of the bonds (and relatechB)aaccelerated and redeemed was $454
million. As of May 1, 2001, the Utility did not makinterest payments of $5 million on pollution aohbonds series 96B-F and 97A-C. With
regard to certain pollution control bond-relatethtdaf the Utility backed by the Utility's mortgagends, an event of default has occurred
under the relevant loan agreements with the CalifoPollution Control Financing Authority due taetbltility's bankruptcy filing.

The Utility's filing of a petition for reorganizaim under Chapter 11 of the U.S. Bankruptcy Code edsistitutes a default under the indenture
that governs its medium term notes ($287 milliogragate amount outstanding), five-year 7.375% setotes ($680 million aggregate
amount outstanding), and floating rate notes ($billibn aggregate amount outstanding). In additiom May 1, 2001, the Utility did not
make interest payments on the 7.375% senior nottshe $1.24 billion floating rate notes. As of MBy2001, the total arrearage of these
interest payments was $48 million.

With regard to the 7.90% Quarterly Income PrefeBedurities (QUIPS) and the related 7.90% Defeeraiterest Debentures (debentures),
the Utility's filing of a petition for reorganizath under Chapter 11 of the U.S. Bankruptcy Codmisvent of default under the applicable
indenture. Pursuant to the related trust agreerttentrustee is required to take steps to liquitiaerust and distribute the debentures to the
QUIPS holders.

Item 5. Other Information

Ratio of Earnings to Fixed Charges and Ratio ohiEgs to Combined Fixed Charges and Preferred Sdogkends

62



Pacific Gas and Electric Company's earnings taffixtearges ratio for the three months ended Mar¢l2@11, was a negative 6.67. Pacific
Gas and Electric Company's earnings to combinestifoharges and preferred stock dividends ratithithree months ended March 31,
2001, was a negative 6.40. The negative ratiosuofiegs to fixed charges and earnings to combiinxed fcharges and preferred stock
dividends indicates a deficiency in earnings 06%8, million and $1,618 million respectively. Thatstment of the foregoing ratios, together
with the statements of the computation of the foneg ratios filed as Exhibits 12.1 and 12.2 herate,included herein for the purpose of
incorporating such information and exhibits intoagisration Statement Nos. 33-62488, 33-64136, 3@30and 33-61959, relating to Pacific
Gas and Electric Company's various classes ofatebfirst preferred stock outstanding.

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits:

Exhibit 11 Computation of Earnings Per Comm on Share (incorporated
by reference from PG&E Corporati on and Pacific Gas and
Electric Company's Quarterly Rep ort on Form 10-Q for the
quarter ended March 31, 2001, Ex hibit 11.)

Exhibit 12.1 Computation of Ratios of Earning s to Fixed Charges for
Pacific Gas and Electric Company (incorporated by
reference from PG&E Corporation and Pacific Gas and
Electric Company's Quarterly Rep ort on Form 10-Q for the
quarter ended March 31, 2001, Ex hibit 12.1.)

Exhibit 12.2 Computation of Ratios of Earning s to Combined Fixed
Charges and Preferred Stock Divi dends for Pacific Gas
and Electric Company (incorporat ed by reference from
PG&E Corporation and Pacific Gas and Electric Company's
Quarterly Report on Form 10-Q fo r the quarter ended

March 31, 2001, Exhibit 12.2.)

(b) The following Current Reports on Form 8-K wéled during the first quarter of 2001 and througk date hereof (2):
1. January 4, 2001

Item 5. Other Events--California Energy Crisis

2. January 5, 2001 Item 5. Other Events-- Califofublic Utilities Commission Decision Issued

3. January 10, 2001 Item 5. Other Events--

A. Current Financial Condition

B. Impending Natural Gas Shortage

C. ISO's Requested Tariff Amendment to Creditwortts Standards

4. January 10, 2001 Item 5. Other Events--Susperdi® G&E Corporation and Pacific Gas and Eledimpany Dividends

5. January 17, 2001 Item 5. Other Events--
A. Ratings Downgrades
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[os)

. Liquidity Impacts and Financial Condition

. February 1, 2001 Item 5. Other Events--

. Wholesale Power Payments

. Liquidity Impacts and Financial Condition
. Federal Lawsuit

. Rate Stabilization Plan Proceeding

. Consulting Report

. CPUC Emergency Action

Mmoo m>o

. February 14, 2001 Item 5. Other Events--
. Assembly Bill 1X

. Liquidity Impacts and Financial Condition
. Federal Lawsuit

O>» N

. February 28, 2001 Item 5. Other Events--

. Recent Regulatory Action

. Liquidity

. Wilson vs. PG&E Corporation and Pacific Gas &iettric Company

O>»®

9. March 2, 2001 - Filed by PG&E Corporation ortgnh 5. Other Events-- PG&E Corporation debt restmec

10. March 9, 2001 Item 5. Other Events
A. Recent Regulatory Action
B. 2001 Cost of Capital Proceeding

11. March 16, 2001 Item 5. Other Events - Liquiditd Financial Condition

12. March 23, 2001 Item 5. Other Events

A. Recent Legislative and Regulatory Actions
B. Accounting Treatment

C. Bank Forbearance Agreement

13. March 30, 2001 Item 5. Other Events
A. Recent Regulatory Actions

B. Accounting Treatment

C. Liquidity and Financial Condition

14. April 6, 2001 (as amended) filed by PG&E Cogtimm only Item 5. Other Events - Pacific Gas atetfic Company Bankruptcy
15. April 6, 2001 (as amended) filed by Pacific @ad Electric Company only Item 3. Other EventanBuptcy or Receivership.
16. May 7, 2001 - filed by PG&E Corporation onlgrt 9. Regulation FD Disclosure
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17. May 8, 2001 Item 5. Other Events
A. Federal Lawsuit
B. Pacific Gas and Electric Company Bankruptcy

(2) Unless otherwise noted, all Current Report§orm 8-K were filed under both Commission File Nant-12609 (PG&E Corporation)
and Commission File Number 1-2348 (Pacific GasEledtric Company).
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrants have duly catisisdeport to be signed on their behall
the undersigned thereunto duly authorized.

PG&E CORPORATION

By /'s/ CHRI STOPHER P. JOHNS

CHRI STOPHER P. JOHNS

Seni or Vice President and Controller
(duly authorized officer and principal
accounting officer)

PACIFIC GAS AND ELECTRIC COMPANY

By /'s/ KENT M HARVEY

KENT M HARVEY

Seni or Vice President, Chief Financial

O ficer, and Treasurer (duly authorized
of ficer and principal financial officer)

Dated: March 5, 2002
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Exhibit Index

Exhibit No. Description of Exhibit

Exhibit 11  Computation of Earnings Per Com mon Share (incorporated by
reference from PG&E Corporation and Pacific Gas and Electric
Company's Quarterly Report on F orm 10-Q for the quarter
ended March 31, 2001, Exhibit 1 1)

Exhibit 12.1 Computation of Ratios of Earnin gs to Fixed Charges for
Pacific Gas and Electric Compan y (incorporated by reference
from PG&E Corporation and Pacif ic Gas and Electric Company's
Quarterly Report on Form 10-Q f or the quarter ended March
31, 2001, Exhibit 12.1.)

Exhibit 12.2 Computation of Ratios of Earnin gs to Combined Fixed Charges
and Preferred Stock Dividends f or Pacific Gas and Electric
Company (incorporated by refere nce from PG&E Corporation and
Pacific Gas and Electric Compan y's Quarterly Report on Form
10-Q for the quarter ended Marc h 31, 2001, Exhibit 12.2.)
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