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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 June 30, 2001
OR

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

For the transition period from to
State o r

Exact Name of other IRS
Commission Registrant Jurisdi ction Employer
File as specified of Identification
Number in its charter Incorpo ration Number
1-12609 PG&E Corporation Califor nia 94-3234914
1-2348 Pacific Gas and Califor nia 94-0742640

Electric Company
Pacific Gas and Electric Company PG&E Corporation
77 Beale Street One M arket, Spear Tower
P.O. Box 770000 Suite 2400
San Francisco, California 94177 San F rancisco, California 94105

(Address of principal executive offices) (Zip Code)

Pacific Gas and Electric Company PG&E Corporation
(415) 973-7000 (41 5) 267-7000

Registrant's telephone number, including area code

Indicate by check mark whether the registranthélje filed all reports required to be filed by $&ectl3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding twelve monthsf¢@rsuch 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&tinedssuer's classes of common stock, as oftlptasticable date.

Common Stock Outstanding, July 31, 2001
PG&E Corporation 387,130,925 shares Pacific GasEd@ctric Company Wholly-owned by PG&E Corporation
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INTRODUCTORY NOTE

PG&E Corporation has previously disclosed thasitissidiary, PG&E National Energy Group, Inc (PG&E®), 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 statementsag@ment determined that the assets and liabiéifesciated 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 10-Q/A for the quarter ended June 30, 2004tains revised Consolidated Financial StatememtB@&&E Corporation for the quarters
ended June 30, 2001 and 2000. To reflect the mndsthis Amendment No. 1 hereby amends Part arigial Information of the original
filing. Although the full text of the amended Fod-Q is contained herein, this Amendment No. 1 du¢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 CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions, except per share amounts)

Three months ended
June 30,

(As revised, see Note
Operating Revenues

Utility $2,309 $2,296
Energy commodities and services 2,701 3,341
Total operating revenues 5,010 5,637

Operating Expenses

Cost of energy for utility 67 1,157
Cost of energy commodities and services 2,335 3,047
Operating and maintenance 894 742
Depreciation, amortization, and decommissioning 259 69
Reorganization professional fees and expenses 8 -
Total operating expenses 3,563 5,015
Operating income 1,447 622
Reorganization interest income 32 -
Interest income 42 26
Interest expense (312) (182)
Other income (expense), net 4 (14)
Income Before Income Taxes 1,213 452
Income tax provision (benefit) 463 204
Net Income (Loss) $ 750 $ 248
Weighted average common shares outstanding 363 361

Earnings (Loss) Per Common Share, Basic
Net Earnings (Loss) $2.07 $0.69

Earnings (Loss) Per Common Share, Diluted
Net Earnings (Loss) $2.07 $0.68

Dividends Declared Per Common Share $ - $0.30

Six months ended
June 30,

6,812 6,125

3,300 1,953
6,174 5,519
1,580 1,453
514 416
8 -

107 1,298
32 -

77 50
(559)  (365)
(5) (23)
(348) 960
(147) 432

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

Balance at
June 30, Decem ber 31,
2001 2 000
(As revised, see N ote 9)
ASSETS
Current Assets
Cash and cash equivalents $ 726 $ 925
Short-term investments 3,757 1,634
Accounts receivable:
Customers (net of allowance for doubtful accoun ts of
$103 million and $71 million, respectively) 2,895 4,340
Regulatory balancing accounts 46 222
Price risk management 2,656 2,039
Inventories 501 392
Income taxes receivable - 1,241
Prepaid expenses and other 447 406
Total current assets 11,028 11,199
Property, Plant, and Equipment
Utility 24,341 23,872
Non-utility:
Electric generation 2,671 2,008
Gas transmission 1,559 1,542
Construction work in progress 1,606 1,605
Other 123 147
Total property, plant, and equipment (at original c ost) 30,300 29,174
Accumulated depreciation and decommissioning (12,350) ( 11,878)
Net property, plant, and equipment 17,950 17,296
Other Noncurrent Assets
Regulatory assets 1,872 1,773
Nuclear decommissioning funds 1,332 1,328
Price risk management 1,045 2,026
Other 3,202 2,530
Total noncurrent assets 7,451 7,657
TOTAL ASSETS $ 36,429 $ 36,152

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

Balance at

June 30, December 31,
2001 2000
(As revised, see Note 9)
LIABILITIES AND EQUITY
Liabilities Not Subject to Compromise
Current Liabilities

Short-term borrowings $ 445 $ 4,530
Long-term debt, classified as current 10 2,391
Current portion of rate reduction bonds 290 290
Accounts payable:

Trade creditors 1,273 5,896

Regulatory balancing accounts 352 196

Other 535 459
Price risk management 2,548 1,999
Other 820 1,570
Total current liabilities 6,273 17,331
Noncurrent Liabilities
Long-term debt 7,349 5,550
Rate reduction bonds 1,600 1,740
Deferred income taxes 1,795 1,656
Deferred tax credits 173 192
Price risk management 1,029 1,867
Other 3,903 3,864
Total noncurrent liabilities 15,849 14,869
Liabilities Subject to Compromise
Financing debt 5,792 -
Trade creditors 5,168 -
Total liabilities subject to compromise 10,960 -
Preferred Stock of Subsidiaries 480 480
Utility Obligated Mandatorily Redeemable Preferred Securities

of Trust Holding Solely Utility Subordinated De bentures - 300
Common Stockholders' Equity
Common stock, no par value, authorized 800,000,000 shares,

issued 387,177,497 and 387,193,727 shares, resp ectively 5,971 5,971
Common stock held by subsidiary, at cost, 23,815,50 0 shares (690) (690)
Accumulated deficit (2,305) (2,105)
Accumulated other comprehensive loss (109) 4)
Total common stockholders' equity 2,867 3,172
Commitments and Contingencies (Notes 1, 2, 3, and 6 ) - -
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $36,429 $36,152

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

Cash Flows From Operating Activities

Six months ended June 30,

2001

2000

(As revised, see Note 9)

net income (loss) $ (201) $ 528
Adjustments to reconcile net income (loss) to
net cash provided (used) by operating activitie S:
Depreciation, amortization, and decommissioning 514 416
Deferred income taxes and tax credits-net 120 111
Price risk management assets and liabilities, n et (30) (20)
Other deferred charges and noncurrent liabiliti es (174) (369)
Net effect of changes in operating assets and | iabilities:
Short-term investments (2,123) 139
Accounts receivable-trade 1,445 (505)
Inventories (109) 158
Accounts payable 621 649
Accrued taxes 1,241 127
Regulatory balancing accounts payable 332 190
Other working capital (791) 314
Other-net (116) (6)
Net cash provided by operating activities 729 1,732
Cash Flows From Investing Activities
Capital expenditures (1,102) (974)
Other-net (115) (20)
Net cash used by investing activities (1,217) (984)
Cash Flows From Financing Activities
Net repayments under credit facilities (1,033) (482)
Long-term debt issued 2,275 316
Long-term debt matured, redeemed, or repurchased (844) (346)
Common stock issued - 22
Dividends paid (109) (217)
Net cash provided (used) by financing activities 289 (707)
Net Change in Cash and Cash Equivalents (199) 41
Cash and Cash Equivalents at January 1 925 282
Cash and Cash Equivalents at June 30 $ 726 $ 323
Supplemental disclosures of cash flow information
Cash paid for:
Interest (net of amounts capitalized) $ 302 $ 352
Income taxes paid (refunded) - net (1,241) 23
Transfer of liabilities and other payables subj ectto
compromise from operating payables and liabil ities 10,960 -

The accompanying Notes to the Condensed Consdiidtancial Statements are an integral part ofdtsitement.



PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSISION CONDENSED CONSOLIDATED STATEMENTS OF
OPERATIONS

(in millions)

Three months Six months

ended June 30, ended June 30,

2001 2000 2001 2 000
Operating Revenues
Electric $1,497 $1,801 $2,756 $3 ,402
Gas 812 495 2,115 1 112
Total operating revenues 2,309 2,296 4,871 4 ,514
Operating Expenses
Cost of electric energy (362) 975 1955 1 ,488
Cost of gas 429 182 1,345 465
Operating and maintenance 676 543 1,208 ,094
Depreciation, amortization, and decommissioning 222 44 439 345
Reorganization professional fees and expenses 8 - 8 -
Total operating expenses 973 1,744 4,955 ,392
Operating Income (Loss) 1,336 552 (84) 122
Reorganization interest income 32 - 2 -
Interest income 17 12 24 18
Interest expense (contractual interest of $195 mill ion

and $396 million for the three- and six-months e nded
June 30, 2001, respectively) (257) (144) (458) (285)

Other income (expense), net 2) - 6) 1)
Income (Loss) Before Income Taxes 1,126 420  (492) 854
Income tax provision (benefit) 424 198 (200 398
Net Income (Loss) 702 222 (292) 456
Preferred dividend requirement 6 6 12 12
Income (Loss) Available for (Allocated to) Common S tock $ 696 $ 216 $(304) 444

The accompanying Notes to the Condensed Consdiidtancial Statements are an integral part ofdtsitement.
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PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION CONDENSED CONSOLIDATED BALANCE
SHEETS
(in millions, except share amounts)

Balance at
June 30, December 3 1,
2001 2000
ASSETS
Current Assets
Cash and cash equivalents $ 132 $ 111
Short-term investments 3,125 1,283
Accounts receivable:
Customer (net of allowance for doubtful account s of
$54 million and $52 million, respectively) 1,547 1,711
Related parties 20 6
Regulatory balancing account 46 222
Inventories:
Gas stored underground and fuel oil 262 146
Materials and supplies 126 134
Income taxes receivable - 1,120
Prepaid expenses and other 210 45
Total current assets 5,468 4,778
Property, Plant, and Equipment
Electric 16,787 16,335
Gas 7,554 7,537
Construction work in progress 266 249
Total property, plant, and equipment (at original ¢ ost) 24,607 24,121
Accumulated depreciation and decommissioning (11,521) (11,120)
Net property, plant, and equipment 13,086 13,001
Other Noncurrent Assets
Regulatory assets 1,843 1,716
Nuclear decommissioning funds 1,332 1,328
Other 1,487 1,165
Total noncurrent assets 4,662 4,209
TOTAL ASSETS $ 23,216 $ 21,988

The accompanying Notes to the Condensed Consdiidtancial Statements are an integral part ofstatement.
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PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION CONDENSED CONSOLIDATED BALANCE
SHEETS
(in millions, except share amounts)

Balance at
June 30, December 31,
20 01 2000
LIABILITIES AND EQUITY
Liabilities Not Subject to Compromise
Current Liabilities
Short-term borrowings $ - $ 3,079
Long-term debt, classified as current -- 2,374
Current portion of rate reduction bonds 2 90 290
Accounts payable:
Trade creditors 3 45 3,688
Related parties 7 138
Regulatory balancing accounts 3 52 196
Other 3 00 363
Deferred income taxes 45 172
Other 2 97 670
Total current liabilities 1,6 36 10,970
Noncurrent Liabilities
Long-term debt 3,3 70 3,342
Rate reduction bonds 1,6 00 1,740
Deferred income taxes 1,0 87 929
Deferred tax credits 1 73 192
Other 3,0 01 2,968
Total noncurrent liabilities 9,2 31 9,171
Liabilities Subject to Compromise
Financing debt 57 92 --
Trade creditors 5,3 56 --
Total liabilities subject to compromise 11,1 48 -
Preferred Stock With Mandatory Redemption Provision S
6.30% and 6.57%, outstanding 5,500,000 shares,
due 2002-2009 1 37 137
Company Obligated Mandatorily Redeemable Preferred Securities
of Trust Holding Solely Utility Subordinated De bentures
7.90%, 12,000,000 shares due 2025 - 300
Stockholders' Equity
Preferred Stock Without Mandatory Redemption Provis ions
Nonredeemable-5% to 6%, outstanding 5,784,825 s hares 1 45 145
Redeemable-4.36% to 7.04%, outstanding 5,973,45 6 shares 1 49 149
Common stock, $5 par value, authorized 1,6 06 1,606
800,000,000 shares, issued 321,314,760 shares
Common stock held by subsidiary, at cost, 19,481,21 3 shares (4 75) (475)
Additional paid-in capital 1,9 64 1,964
Accumulated deficit (2,2 83) (1,979)
Accumulated other comprehensive loss ( 42) -
Total stockholders' equity 1,0 64 1,410
Commitments and Contingencies (Notes 1, 2, 3, and 6 ) - -
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $23,2 16 $21,988

The accompanying Notes to the Condensed Consdiiditancial Statements are an integral part ofdtsitement.
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PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSISION CONDENSED CONSOLIDATED STATEMENTS OF CASH

FLOWS
(in millions)

Cash Flows From Operating Activities
Net income (loss)
Adjustments to reconcile net income to
net cash provided (used) by operating activitie
Depreciation, amortization, and decommissioning
Deferred income taxes and tax credit-net
Price risk management assets and liabilities, n
Other deferred charges and noncurrent liabiliti
Net effect of changes in operating assets and |
Short-term investments
Accounts receivable
Income tax receivable
Inventories
Accounts payable
Accrued taxes
Regulatory balancing accounts, net
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 borrowings (repayments) under credit facilities
Long-term debt matured, redeemed, or repurchased
Common stock 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 June 30

Supplemental disclosures of cash flow information
Cash paid for:
Interest (net of amounts capitalized)
Income taxes paid (refunded) - net
Transfer of liabilities and other payables subj
compromise from operating payables and liabi

Six months ended

June 30,
2001 2000
$ (292) $ 456
s:
439 345
12 170
et (38) -
es (272) (303)
iabilities:
(1,842) (6)
619 (46)
1,120 -
(108) 15
606 399
- 99
332 190
(99) (16)
366 (5)
843 1,298
(575) (572)
34 (16)
(541) (588)
(28) 31
(252) (216)
- (275)
- (250)
(2) 4
(281) (706)
21 4
111 80
$ 132 $ 84
$ 265 $ 261
(1,120) -
ectto
lities 11,148 -

The accompanying Notes to the Condensed Consdiidtancial Statements are an integral part ofdtsitement.

11



PG&E CORPORATION AND PACIFIC GAS AND ELECTRIC COMPA NY, A DEBTOR-IN-POSSESSION
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, a debtor-in-
possession, (the Utility) on January 1, 1997. Thi&ty) incorporated in California in 1905, is tipeedecessor of PG&E Corporation. Effective
with PG&E Corporation's formation, the Utility'stémests in its unregulated subsidiaries were tearesdl to PG&E Corporation. As discussed
further in Note 3, on April 6, 2001, the Utilityidid a voluntary petition for relief under Chaptérdf the United States Bankruptcy Code
(Bankruptcy Code) in the United States Bankruptoui€for the Northern District of California (Banlptcy Court). Under Chapter 11, the
Utility retains control of its assets and is authed to operate its business as a debtor-in-pdssestile being subject to the jurisdiction of
the Bankruptcy Court.

This Quarterly Report on Form 10-Q/A is a combinggort 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 ownedd controlled subsidiaries. The
Utility's condensed consolidated financial statetadémclude its accounts as well as those of itsliwlmvned and controlled subsidiaries.

PG&E Corporation and the Utility believe that thie@ampanying condensed consolidated financial seésireflect all adjustments that are
necessary to present a fair statement of the c@ederonsolidated 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 condetmesolidated financial statements.

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

This quarterly report should be read in conjunciigth PG&E Corporation's and the Utility's Conselidd Financial Statements and Notes to
Consolidated Financial Statements incorporatecefgrence in their combined 2000 Annual Report om+b0-K/A, and PG&E
Corporation's and the Utility's other reports filgidh the Securities and Exchange Commission dineiz 2000 Form 10-K/A was filed.

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

Accounting for Price Risk Management Activities

Effective January 1, 2001, PG&E Corporation andUlibty adopted Statement of Financial Account®igandards (SFAS) No. 133,
"Accounting for Derivative Instruments and Hedgiigtivities," as amended by SFAS No. 138, "Accougfior Certain Derivative
Instruments and Certain Hedging Activities". That8ment, as amended, required PG&E Corporatioritenttility to recognize all
derivatives, as defined in the Statement, on thenla sheet at fair value. PG&E Corporation's itemmsadjustment to implement this new
Statement on January 1, 2001 resulted in a nonrialadecrease to earnings and a decrease of $288mto accumulated other
comprehensive income. The Utility's transition atijoent to implement this new Statement resultedronmaterial decrease to earnings i
an increase of $90 million to accumulated other p@hensive income.

Derivatives are classified as price risk managerassets or price risk management liabilities orblance sheet. Derivatives, or any portion
thereof, that are not effective hedges are adjustéair value through income. For derivatives that effective hedges, depending on the
nature of the hedge, changes in the fair valueither offset by changes in the fair value of tedded assets or liabilities through earnings or
recognized in accumulated other comprehensive ircantil the hedged item is recognized in earnihig.gains or losses recognized for the
three- and six-month periods ended June 30, 208tk imcluded in various places on the income stat¢including energy commodities
service revenue, cost of energy commaodities andcgey, other income (expense), net, or interestrimeor interest expense.
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Contracts for the physical delivery of purchase saleé quantities under the normal course of busiags exempt from the requirements of
SFAS No. 133 under the normal purchases and sateption, and thus are not reflected on the balaheet at fair value. The Financial
Accounting Standards Board(FASB) is consideringnéerpretation by the Derivatives Implementatioro@r (DIG) that indicates that certain
forward contracts with embedded optionality caronadlify for the normal purchases and sales excepAay gains or losses from the
changes in fair value of these contracts in PG&EpGr@tion's non-regulated businesses will impagtititome statement unless those
contracts qualify for hedge accounting treatme@®&E Corporation is currently reviewing its contrat¢b evaluate the impact of these
interpretations on its financial statements, antlimplement this guidance, as applicable, on aspeative basis.

As of June 30, 2001, the maximum length of timeravieich PG&E Corporation has hedged its exposutldorariability in future cash flow
associated with commodity price risk is through &mber 2005 and for interest rate risk it is throlgdrch 2014.

The Utility had Power Exchange (PX) block-forwaahtracts valued at $243 million, which were deretpgd in February 2001 when they
were seized by California Governor Gray Davis far benefit of the State, acting under Californaisergency Services Act (the Act). The
block-forward contracts had an unrealized gaimatime they were seized. Under the Act, the Statst pay the Utility for the reasonable
value of the contracts, although the PX may seekdover the monies that the Utility owes to thefRdn any proceeds realized from the
contracts. The Utility has filed a complaint agaitiee State to recover the value of the seizedraots.

The Utility is party to various electric and gakateral contracts, some of which were terminatetthéfirst six months of 2001. See Note 2.
The value of certain gas contracts terminated dutie first six months of the year was $60 milliaet of taxes and regulatory impact. This
balance is being amortized out of accumulated atbemprehensive income at the same rate that hetiged are recognized in earnings.

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 by the weighted ageraumber of common shares
outstanding plus the assumed issuance of commaassfa all potentially dilutive securities.

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

Three months Si X months
ended June 30, ende d June 30,
2001 2000 200 1 2000
(in millions)
Net Income (Loss) $ 750 $248 $(2 01) $528
Weighted average common shares outstanding 363 361 3 63 361
Add: Outstanding options reduced by the number of shares
that could be repurchased with the proceeds f rom such
purchase - 1 - 1
Shares outstanding for diluted calculation 363 362 3 63 362
Earnings (Loss) per common share, basic $2.07 $0.69  $(0. 55) $1.46
Earnings (Loss) per common share, dilutive $2.07 $0.68  $(0. 55) $1.45

The diluted share base for 2001 excludes increrhshgaies of 285 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 divitkeof subsidiaries as other expense for
computation of both basic and diluted earningsshare.

Accumulated Other Comprehensive Income (LosS)

The objective of PG&E Corporation's and the Utititgccumulated other comprehensive income (losgs)risport a measure for all changes in
equity of an enterprise that result from transaxtiand other economic events of the period ottear ttansactions with shareholders. PG&E
Corporation's and the Utility's other comprehengia®me (loss) consists principally of changesim inarket value of certain financial hec
with the implementation of SFAS No. 133 on Janugr2001, as well as foreign currency translatiojustchents.
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New Accounting Pronouncements

In June 2001, the FASB issued SFAS No. 141, "Bussit@gombinations.” This Standard, which applieditbusiness combinations accounted
for under the purchase method completed after 30n2001, prohibits the use of pooling-of- intesasiethod of accounting for business
combinations and provides a new definition of igiaie assets. PG&E Corporation and Pacific GasEadtric Company do not expect that
implementation of this Standard will have a sigrafit impact on its financial statements.

Also, in June 2001, the FASB issued SFAS No. 1@&ddwill and Other Intangible Assets." This Standaliminates the amortization of
goodwill, and requires that goodwill be reviewedaally for impairment. This Standard also requited the useful lives of previously
recognized intangible assets be reassessed arehth@ing amortization periods be adjusted accgidimhis Standard is effective for fiscal
years beginning after December 15, 2001, and affdtgoodwill and other intangible assets recogghian the Company's statemen
financial position at that date, regardless of wtienassets were initially recognized. PG&E Corporsand Pacific Gas and Electric
Company have not yet determined the effects ofSkasmdard on its financial statements.

In July 2001, the FASB issued SFAS No. 143, "Actounfor Asset Retirement Obligations." This Stamblia effective for fiscal years
beginning after June 15, 2002, and provides acauginéquirements for asset retirement obligatisssoaiated with tangible longred assets
PG&E Corporation and Pacific Gas and Electric Comygaave not yet determined the effects of this &adh on its financial statements.

NOTE 2: THE CALIFORNIA ENERGY CRISIS

In 1998, California became one of the first stéethe country to implement electric industry rasturing and establish a competitive market
framework for electric generation. Electric indystestructuring was mandated by the California kklgure in Assembly Bill 1890 (AB

1890). The electric industry restructuring estdidis a transition period, mandated a rate freezkiratuded a plan for recovery of generation-
related costs that were expected to be uneconamdieria competitive market (transition costs). Thdif@rnia Public Utilities Commission
(CPUC) required the California investor-owned tigb to file a plan to voluntarily divest at le&8% of their fossil- fueled generation
facilities and discouraged utility operation ofiitreemaining facilities by reducing the return arck assets. The competitive market
framework called for the creation of the PX and lidependent System Operator (ISO). Before it akaperating, the PX established
market-clearing prices for electricity. The ISQiterwas to schedule delivery of electricity formlhrket participants and operate certain
markets for electricity. Until December 15, 200t Utility was required to sell all of its owneddacontracted for generation to, and purchase
all electricity for its customers from, the PX. @users were given the choice of continuing to biegteicity from the Utility or buying
electricity from independent power generators taikelectricity suppliers. Most of the Utility'sistomers continued to buy electricity throt
the Utility.

Beginning in June 2000, wholesale prices for ei@tyrsold through the PX and ISO experienced uicgdted and massive increases. The
average price of electricity purchased by the tytior the benefit of its customers was 18.2 cgatskilowatt-hour (kWh) for the period of
June 1 through December 31, 2000, compared toehitd per kWh during the same period in 1999. ThigyJtvas only permitted to collect
approximately 5.4 cents per kWh in rates from itstomers during that period. The increased cofteopurchased electricity strained the
financial resources of the Utility. Because of tate freeze, the Utility has been unable to paghemncreases in power costs to its custon
In order to finance the higher costs of energyirduthe third and fourth quarter of 2000, the Wtiincreased its lines of credit to $1,850
million (net increase of $850 million), issued $02million of debt under a 364-day facility, andugsd $680 million of five-year notes.

The Utility continued to finance the higher costsvbolesale power while interested parties evalli@srious solutions to the energy crisis. In
November 2000, the Utility filed its Rate Stabilioa Plan (RSP), which sought to end the rate emm pass along the increased whole
electric costs to customers through increased.rates CPUC evaluated the Utility's proposal ancedefl its decision until March 2001,
although the CPUC did increase rates one cent\érflor 90 days effective January 4, 2001. Thisease resulted in approximately $70
million of additional revenue per month, which wet nearly enough to cover the higher wholesalésaaiselectricity, nor did it help with tt
costs already incurred.

By January 16, 2001, the Utility had borrowed mitvan $3.0 billion under its various credit facésito pay its energy costs. As a result of
California energy crisis and its impact on the ittt financial resources, PG&E Corporation's dma Wtility's credit rating deteriorated to
below investment grade in January 2001. This cmlitngrade precluded PG&E Corporation and thetytitom access to capital markets.
Commencing in January 2001, PG&E Corporation ard.itiity began to default on maturing commerciappr. In addition, the Utility
became unable to pay the full amount of invoicesired for wholesale power purchases and madepantial payments. The Utility had no
credit under which it could purchase wholesaletalgty
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on behalf of its customers on a continuing bastsganerators were only selling to the Utility underergency action taken by the U.S.
Secretary of Energy.

In January 2001, the California Legislature andGowernor authorized the California Department @t& Resources (DWR) to purchase
wholesale electric energy on behalf of the Uttlitsétail customers.

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, 2p8iebCPUC. The revenue generated by this rateaserwas to be used only for power
procurement costs that are incurred after Marci2@@1 and could not be used to pay amounts oweckthtors. Although the rate increase
was authorized immediately, the Utility did not bregollecting in rates the 3.0 cent per Kwh surgleauntil June 1, 2001, when the rate
design was adopted by the CPUC. As a result ofi¢hesy in implementation, the additional surchaifge tvent into effect on June 1, 2001
3.5 cents per kWh, of which 0.5 cents per kWh ainestthe under-collection that accrued between Marcand the June 1, 2001
implementation date over the twelve month periodirgg June 2002.

In light of the magnitude of the under-collectedqgased power costs and the lack of solutionsea@ttergy crisis, on April 6, 2001, the
Utility sought protection from its creditors thrdug Chapter 11 bankruptcy filing. The filing forb@auptcy and the related uncertainty aro
the terms and conditions of any reorganization gtarm is ultimately adopted will have a significampact on the Utility's future liquidity and
results of operations.

PG&E Corporation, itself, had cash and short-teraestments of $272 million at June 30, 2001, ardigyes that the funds will be adequate
to maintain its operations through and beyond 209addition, PG&E Corporation believes that itsaid its other subsidiaries not subject to
CPUC regulation are substantially protected fromabntinuing liquidity and financial difficulties the Utility. A discussion of the events
leading up to the bankruptcy filing, PG&E Corpooats and the Utility's actions, and the ongoingentainty follows.

Transition Period and Rate Freeze

California's deregulation legislation passed byGiadifornia Legislature in 1996 established a titdas period, which was to begin in 1998.
During this period, electric rates for all custoserere frozen at 1996 levels, with rates for ragidéand small commercial customers being
reduced in 1998 by 10% and frozen at that levetindthe transition period, investor-owned utilieere given the opportunity to recover
their transition costs. Transition costs were gati@n-related costs that were expected to be umesmnunder the new industry structure.

To pay for the 10% rate reduction, the Utility refnced $2.9 billion (the expected revenue redudtimm the rate decrease) of its transition
costs with the proceeds from the sale of rate rmlubonds. 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 increhsdtility 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 custonémne.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 hadaeered all of its transition costs. The
Utility believes it recovered its eligible transiti costs possibly as early as the end of May 2808ugust 31, 2000, the Utility's remaining
transition costs were less than a then-recentlptiegd $2.8 billion hydroelectric generation assgtation. If the final valuation for the
hydroelectric assets is greater than $2.8 billasnthe Utility expects, the Utility will have reaered its transition costs earlier. The under-
collected wholesale electricity costs as of the efnthe earlier determined transition period w#l less than the August 31, 2000 balance of
$2.2 billion, and could be zero depending on thienalte valuation of the hydroelectric generatinglfies and when the transition period
actually ends. However, the CPUC has not yet aedepie Utility's estimated market valuation oftitglroelectric assets nor has the CPUC
determined that the rate freeze has ended.

Wholesale Prices of Electricity

As previously stated, beginning in June 2000, thtyJexperienced unanticipated and massive ingeesdn 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 1SO's tariff since early Jan2@@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 tHeiesi.) On February 14, 2001, the
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Federal Energy Regulatory Commission (FERC) ord#ratithe ISO could only buy power on behalf ofdiworthy entities. The FERC
order also stated that the ISO could continue hedale power for the Utility as long as it comesnirits own generation units and is routed
over its own transmission lines. Despite the FER{&s, the ISO continued to bill the Utility forehSO's wholesale power purchases. On
April 6, 2001, the FERC issued a further orderdtirgy the 1ISO to implement its prior order, whitle FERC clarified, applying to all third-
party transactions whether scheduled or not. Int kif the FERC's April 6, 2001 order, the Utilitgdnot recorded any such estimated 1ISO
charges after April 6, 2001, except for the IS@Id granagement charge, although the Utility hasuemat the full amount of the ISO charges
up to April 6, 2001 in the accompanying financi@tsments. On June 13, 2001, the FERC denied s i8quest for rehearing of its April
2001 order.

On June 26, 2001, the Bankruptcy Court issued lanprary injunction prohibiting the 1ISO from chargj the Utility for the 1SO's wholesale
power purchases made in violation of bankruptcy, i 1ISO's tariff, and the FERC's February 14 Apdl 6, 2001 orders. In issuing the
injunction, the Bankruptcy Court noted that the EE&ders permit the ISO to schedule transactioasitivolve either a creditworthy buyer
or a creditworthy counterparty, and noted the exist¢ of unresolved issues regarding how to enkesetcreditworthiness requirements for
real-time transactions and emergency dispatch sidsued by the ISO to power sellers. The Utilijidves that its only responsibility for
third party power delivered to its customers ip&y the DWR the amount collected from customersthdr the third party power is
purchased by a creditworthy buyer or whether thelmse is facilitated by a creditworthy counternpart

The generation-related cost component of frozeailnettes, which provides for recovery of genematiosts, including wholesale electricity
purchased by the Utility and, if available, for sgery of transition costs, was 5.4 cents per kWiing) the six months ended June 30, 2000.
In 2001, the CPUC approved two rate increases,wihitreased the generation-related cost compo@endanuary 4, 2001, the generation-
related cost component increased 1.0 cent per KWHhlune 1, 2001, the generation-related cost coemtancreased by 3.5 cents per kWh.
As discussed below, the CPUC approved an aver@gee8ts per kWh surcharge for power costs incuaftet March 27, 2001, but the Utili
did not begin collecting in rates the 3.0 centskWh surcharge until June 1, 2001. At the timengbliementation, the actual surcharge was
3.5 cents per kWh to reflect the under-collectioat taccrued due to the delay in implementation.

Through April 6, 2001, the excess of wholesaleteldty costs billed to the Utility by the ISO abethe generation-related cost component
available in frozen rates has been expensed ag@acand is included in the cost of electric energythe Utility's Condensed Consolidated
Statement of Operations. The amount of under-daltepurchased power costs incurred for the six-tmpetiod ended June 30, 2001 was
approximately $.9 billion. The under-collected hased power costs accrued as of March 31, 200Lded an estimated cost of $579
million for the month of March based upon usage laistbrical market price estimates. In May 200%, KBO provided the invoice for its
March purchases, which totaled $257 million. Anuattinent for the difference between the estimateslatnat March 31, 2001, and the
actual amount was recorded in the second quartreduction to the Cost of Electric Energy in @ensolidated Statement of Operations.

Under current CPUC decisions, if the under-collégarchased power costs are not recovered thraoghrf rates by the end of the transition
period, they cannot be recovered. However, in tREIC decision adopting the 3.0 cent per kWh rateeimse, the CPUC indicated that in li

of recent legislative action and regulatory deveiepts, it would be premature and unwise to opire #se ultimate disposition of this under-
collection. Once the transition period has endetitha rate freeze is over, the Utility's custonwitsbe responsible for wholesale electricity
costs. However, actual changes in customer ratégatioccur until new retail rates are authoribgtthe CPUC or, to the extent allowed, by
the Bankruptcy Court.

The under-collected purchased power costs wouldrgdéiy be deferred for future recovery as a reguaasset 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 probaftecovery in future rates. Therefore, such
costs are expensed as incurred.

Mitigation Efforts

The Utility is actively exploring ways to reducs éxposure to wholesale electricity price volatiind to recover its written-off under-
collected wholesale electricity costs and Transittmst Balancing Account (TCBA) balances. As prasly indicated, the Utility believes the
transition period has ended and filed an applioatidth the CPUC asking it to so rule. The Utilitgshalso filed an application with the FERC
to address the current market crisis, filed a lawegainst the CPUC in federal district court, wedkwith interested parties to address power
market dysfunction before appropriate regulatorgiés, hedged a portion of its open procurementiposagainst higher purchased power
costs through forward purchases, and filed an eafdin with the CPUC seeking approval of a fiveryede stabilization plan. The Utility's
actions and related activities are discussed below.
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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 FERC requesting that the FERC; (1) immigdyafind the California wholesale electricity matko be not workably competitive and
the resulting prices to be unjust and unreason@b)émmediately impose a cap on the price for gmand ancillary services; and (3) institute
further expedited proceedings regarding the mddikeire, mitigation of market power, structural sidbns, and responsibility for refunds.

On December 15, 2000, the FERC issued an ordesponse to the above filing. The remedies propbgete FERC included, among other
things; (1) eliminating the requirement that thdiféeia investor-owned utilities must sell all tfeir power into, and buy all of their power
needs from, the PX; (2) modifying the single pregtion so that bids above $150 per megawatt MWH) (15.0 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 ISO; and (4) establishing penaltiuhder-scheduling power loads. The FERC did ndéoany 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 refurid6® million for January 2001 and indicated it wbaontinue to review December 2C
wholesale prices. In April 2001, the FERC orderefdimds of $588 thousand for February and March 208& generators have appealed the
decisions. Any refunds will be offset against antswowed the generators.

During June and July 2001, a FERC administrativejlalge conducted settlement negotiations betwesrepsellers, representatives of the
State of California, California investor-owned itiid)s and other interested parties, to try to remtlagreement about calculation of potential
refunds. The settlement negotiations were unsuftdess®d on July 25, 2001, the FERC issued an ditrlimits potential refunds to the 1ISO
and PX spot markets during the period of Octob&0P0 through June 20, 2001, and adopted a refaiedlation methodology that uses d:
spot gas prices and includes a 10% premium onspéfter January 5, 2001, to reflect the addedtaske sellers resulting from the lack of
creditworthiness of the California investor owndilities. The ISO has 15 days to submit a re-cremtif the mitigated prices that result from
using the methodology to the administrative langeidALJ) overseeing the proceedings. The FERC widethe ALJ to make findings of fact
with respect to:

(1) the mitigated price in each hour of the refpedod; (2) the amount of refunds owed by each kaipaccording to the methodology
established; and (3) the amount currently owedthesupplier (with separate quantities due front eantity) by the 1SO, the investor owned
utilities, and the State of California. The ALXdsthen certify his findings of fact to the FERCiim 45 days after the receipt of the material
from the ISO. A prehearing conference is schedtddik held on August 13, 2001 to address procedkgaes related to the evidentiary
hearings developing a record on the scope and melibgy for calculating refunds announced in they 28, 2001 order.

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 approvedledale electricity costs the Utility has incurtedserve its customers are recoverable in |
rates both before and after the end of the tramsfieriod. The lawsuit stated that the wholesalggo@osts the Utility has incurred are paid
pursuant to filed rates, which the FERC has autiedrand approved and that under the United Staimstifution and numerous federal court
decisions, state regulators cannot disallow suskscd he Utility's lawsuit also alleged that to eheent that the Utility is denied recovery of
these mandated wholesale electricity costs by afifre CPUC, such action constitutes an unlavéfking and confiscation of the Utility's

property.

On May 2, 2001, the court dismissed the Utilitdsnplaint without prejudice to refile the lawsuitaatater time. Although ruling in the
Utility's favor on five of the six grounds for disssal, the court found that the Utility's complaiveis not ripe because some of the CPUC's
decisions that the Utility was challenging weresiith orders that will only become final upon a drandenial of rehearing. The Utility filed
request for rehearing of the CPUC's decisions. Uapgplicable rules, if the CPUC has not acted enréguest within 60 days of filing, the
request is deemed denied. While the CPUC has netcyed on the Utility's request, the 60-day petiad expired and the Utility believes the
decisions have become final. Therefore, the Utilitgnds to refile its case in federal district cahortly.

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, requires the CPUC to determine the mortdf 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 (QFs) contracts, exigt bilateral contracts, and ancillary services
(the California Procurement Adjustment or CPA). €utly, the CPA

17



is just a calculation and is not paid to the DWtidlly, the DWR indicated that it intended to bpgwer only at "reasonable prices" to meet
the utilities' net open position, leaving the IRbuy the remainder. AB 1X does not address whethbow the Utility will be able to pay for
the 1SO's wholesale power costs billed to the tyttlhat exceed the generation-related costs conmismé electric rates. The 1SO billed the
Utility for its costs to purchase power to coves imount of the Utility's net open position notemd by the DWR. As discussed above, the
Utility has expensed these costs from January tird\pril 6, 2001 in the accompanying financial staénts. Although the Utility continues
to receive bills from 1SO for its power purchasesdm after April 6, 2001, the Utility has recordedyathe 1SO's grid management charge as
an expense after April 6, 2001. It is not clear thibe and to what extent the Utility will ultimatebe responsible for the 1ISO costs billed to
Utility.

In light of the FERC's April 6, 2001 order the Wilhas not recorded any such estimated ISO chafgesApril 6, 2001, except for the ISO's
grid management charge.

Further, it is unclear how much of the ISO's pomerchases have been made by the DWR on behalé dftility's customers. On June 21,
2001, the Utility received a request from the DWiRttthe Utility pay the DWR the amounts requirecchyrent CPUC orders for the DWR's
out-of-market purchases made on behalf of thetyslcustomers between January 17, 2001 and JW@@92, pursuant to AB 1X. The Utility
has previously received invoices from the ISO ftiatvthe Utility believes may be the same energy.

The amounts requested by the DWR in its June 211 2oices are based on the amounts that theyJslauthorized to collect from
customers pursuant to AB 1X and current CPUC ordengch are significantly less than the ISO inveicerhich are based on market prices.
However, the CPUC orders establishing the amownUtiiity is required to collect and pay the DWR @mterim and subject to revision when
the CPUC allocates the DWR's overall revenue requéints under AB 1X. Since the Utility believes tihégd merely a pass through entity for
such costs and related revenues, the Utility dogsaiflect these amounts in its Consolidated Statgsof Operations.

A determination that the DWR is the creditworthyybuor counterparty for the 1SO's third-party pwasés in accordance with the FERC
tariffs could result in a reversal of the prioraeded ISO expenses and could result in a mateiiatase to earnings depending on the amount
ultimately authorized by the CPUC to be collectgdte Utility from ratepayers on the DWR's behalf.

Rate Stabilization Plan

On November 22, 2000, the Utility filed an applioatwith the CPUC seeking approval of a five-ye&HAbeginning 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 idisat profits that would have been generated aketaates be recovered from customers later
in the fiveyear rate stabilization period. With respect tolilsaCanyon Nuclear Power Plant (Diablo Canyon)utiéty has proposed to def

all profits (discussed below in "Diablo Canyon BfitseSharing"), until 2003, when the allocationref’enues between ratepayers and
shareholders will be readjusted. The readjustneeimténded to allow, by the end of 2005, the to&lrevenues earned by Diablo Canyon,
over the five-year plan, to be allocated equallyeen 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 suaole applied to electric rates on an equal- ceatd@/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 revenoeded by the surcharge and to apply these reagtaiongoing wholesale electricity co:
The surcharge was made permanent in the CPUC'sh\2&1;,c2001 decision, referred to below.

On January 26, 2001, an assigned CPUC commissandirig was issued in the Utility's RSP proceedifge ruling stated that in phase one
of the case, the scope of the proceeding wouldidtec(1) reviewing the independent audit of theitytd accounts to determine whether there
is a financial necessity for additional relief the utilities, (2) reviewing TURN's accounting posal to transfer the under-collected balances
in the utilities Transition Revenue Accounts (TRA®}heir respective TCBAs and reviewing the getienanemorandum accounts, and (3)
considering whether the rate freeze has endedaméy prospective basis.

On January 30, 2001, the independent consultagesge by the CPUC issued their review report orutiileey's financial position as of
December 3, 2000, as well as that of PG&E Corponadind the Utility's affiliates. The review fourftht the Utility made an accurate
representation of its financial situation noting@ate representations of its borrowing capabdjteredit condition, and events of default. The
review also found that the Utility 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 and tepbr
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the independent consultants began on February(2(a,. 2

On March 27, 2001, the CPUC ruled on parts of thiityds RSP and granted an increase in rates loptig an average 3.0 cents per kWh
surcharge. Although the increase was authorizedediately, the 3.0 cents per kWh surcharge wouldeatollected in rates until the CPUC
established an appropriate rate design for thehauge, which was adopted on May 15, and implementtedline 1, 2001. The actual
surcharge that went into effect on June 1, 20013v&sents per kwWh, of which 0.5 cents per kWh dines the under-collection accrued
between March 27, 2001, and the June 1, 2001 imgi&ation date. The revenue generated by the ratteaise is to be used only for power
procurement costs that are incurred after Marci?2@@1. The CPUC declared that the revenues geddrgtthis surcharge are subject to
refund (1) if not used to pay for such power pusesa (2) to the extent that generators and selfggewer make refunds for over-collections,
or (3) to the extent any administrative body orrtalenies the refunds of over-collections in a pexting where recovery has been hampered
by a lack of cooperation from the Utility. The 2énts per kWh surcharge is in addition to the eereryg interim surcharge approved on
January 4, 2001, which the CPUC made permanehtdrdécision. The CPUC also modified accountingsuh response to a proposal made
by TURN as described below.

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 generatiglated retail rate per kWh established for eadhytfor each kwh that the DWR sells to 1
customers of each utility. The CPUC determined tihatgeneration-related component of retail ratesilsl be equal to the total bundled
electric rate (including the 1.0 cent per kWh iirtesurcharge adopted by the CPUC on January 4,)2864 the following non- generation-
related rates or charges: transmission, distribupaiblic purpose programs, nuclear decommissigraing the fixed transition amount. The
CPUC determined that the Utility's company-widerage generation-related rate component is 6.47t gem kWh before June 1, 2001. On
June 1, 2001, the CPUC adopted an additional taitdnarge of 3.516 cents per kwWh. The CPUC orddreditilities to pay the DWR within
45 days after the DWR supplies power to their Fet@stomers, subject to penalties for each dayghaginent is late. For power supplied
through May 31, 2001, the amount of power schedtdadtail end-use customers after March 27, 26@lwhich the DWR is entitled to be
paid, would be based on the product of the numbkWh that the DWR scheduled to the Utility 45 dagslier and the Utility's company-
wide average generation-related rate of 6.471 qeemt&Wh, as ordered by the CPUC. For power scleeldiol the Utility after June 1, 2001,
the Utility began remitting to the DWR in the mgmeecise manner as outlined in the CPUC decisiorudised above.

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, that is equal tadifference between the generation-related compouofethie utility's retail rate in effect on
January 5, 2001, and the sum of the costs of ilig'stown generation, QF contracts, existing t@tal contracts (i.e., entered into before
February 1, 2001), and ancillary services, andi@)amount of the CPA that is allocable to the posetd by the DWR. The CPUC decided
that the CPA should be a set rate calculated bgraning each utility's generation-related reveni@sthe Utility the CPUC has proposed
that this be equal to 6.471 cents per kWh multipbg total kWh sales by the Utility to the Utilisyfetail customers), then subtracting the
result by each utility's total kWh sales. Eachitytd CPA rate will be used to determine the amafrtonds 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 calculations\stthat the CPA for the 11-month period Februargulgh 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 allitiseemental revenue from the 3.0 cent per kWh mseadiscussed above (approximately
$2.3 billion for 11 months), then the amount ausgasto the DWR for the CPA for the comparable 11lathgeriod, assuming the Utility were
allowed to recover its costs first, would be apjmeately $100 million. The Utility believes the methadopted by the CPUC is unlawful and
inconsistent with Section 360.5 because, among o#asons, it establishes a set rate that doegfett 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.

Initially, the DWR advised the CPUC that its revemaquirement for the DWR's power purchases wa&l$sillion and has asked the CPUC
to establish specific rates payable to the DWRoltect that revenue requirement as authorized by AB

1X. The DWR's stated revenue requirement is greager the revenues that would be provided by the8nt surcharge. Unless the CPUC
increases rates to provide sufficient revenueshii®DWR to recover its revenue requirement, nort@fevenues from the 3.0 cent surchi
will be available to the Utility to recover its pmarement costs incurred after March 27, 2001 (dlidlg any ISO charges for which the DWR
disclaims responsibility).

On July 23, 2001, the DWR filed information condagnits revenue requirements with the CPUC. The DtéRed that it seeks to collect
$13.072 billion from electric customers for theipdrJanuary 17, 2001 through December 2002. Ofafnisunt, the
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DWR seeks to collect approximately $5.2 billionrfrehe Utility's customers. The Ultility is requiredrrently to pay the DWR approximately
$0.10 per kWh for each kWh provided by the DWR|uding all of the 3.0cent surcharge approved byGR&C in March 2001. The DWR's
filing indicated that the average cost it is segkitom California utility customers is 10.8 centsr gWh for 2001 and 13.7 cents per kWh in
2002. On July 24, 2001, the Utility requested thatDWR hold a public hearing on its revised rexeraquirement because the DWR's filing
lacked sufficient detail to determine the impastrégvenue requirements may have on ratepayerdaridtility.

In March 2001, the CPUC also adopted TURN's prapgosaansfer on a monthly basis the balance ifhesiity's TRA to the utilities' TCB/
The TRA is a regulatory balancing account tharéslited with total revenue collected from ratepaytérough frozen rates and which tracks
under-collected power purchase costs. The TCBArégalatory balancing account that tracks the regpoef generation-related transition
costs. The accounting changes are retroactiventeadg 1, 1998. The Utility believes the CPUC isaattively transforming the power
purchase costs in the TRA into transition costhenTCBA. However, the CPUC characterized the actiog changes as merely reducing the
prior revenues recorded in the TCBA, thereby alifigconly the amount of transition cost recoveryiactd to date. The CPUC also ordered
that the utilities restate and record their gememanemorandum account balances to the TRA on ahhyobasis before any transfer of
generation revenues to the TCBA. The CPUC fountlthsed on the accounting changes, the conditmm®éeting the end of the rate 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 @iout providing adequate revenues
for such payments. The Utility filed an applicatimm rehearing of this decision. The Utility alsuested the Bankruptcy Court to enjoin the
CPUC from requiring the Utility to implement thegtgatory accounting changes.

On June 1, 2001, the Bankruptcy Court issued ssigcdenying the Utility's request and granting@IUC's motion to dismiss the
complaint. The Utility has filed an appeal of tharBruptcy Court's order. The Utility will contintie@ pursue all legal challenges to this
unlawful CPUC decision.

Qualifying Facilities Contracts

In early 2001, the Utility had been paying only 16%amounts due QFs. A number of QFs requesteBan&ruptcy Court to either terminate
their contracts requiring them to sell power to thiity or have the contracts suspended for thammer of 2001 so the QFs can sell power at
market-based rates. On March 27, 2001, the CPUf@dsa decision requiring the Utility and the otlatifornia investor-owned utilities to
pay QFs fully for energy deliveries made on andrafte date of the decision, within 15 days ofehd of the QFs' billing period. The decis
permits QFs to establish a 15-day billing period@spared to the current monthly period. The CPU@cahthat its change to the payment
provision was required to maintain energy relidpilh California and thus provided that failurentake a required payment would result in a
fine in the amount owed to the QFs. The decisien alopts a revised pricing formula relating toGadifornia border price of gas applicable
to energy payments to all QFs, including those doatot use natural gas as a fuel. Based on thigydtpreliminary review of the decision,
the revised pricing formula would reduce the Uti§t2001 average QF energy and capacity paymantsdpproximately 12.7 cents per kWh
to 12.3 cents per kWh. Since May 2001, the QFs uoaiatract to the Utility are being paid in fullrfpower purchased since early April 2001.

In July 2001, the Utility signed five-year agreensewith 131 of its QFs, ensuring the Utility ansl @dustomers receive a reliable supply of
electricity at an average energy price of 5.37 £get kilowatt-hour. Under the terms of the agressdghe Utility will assume the QF
contracts and pay the pngetition debt on these 131 QF contracts, totefing0 million, on the effective date of the plarr@drganization. Tt
total amount the company owed to QFs when it fitsdChapter 11 was approximately $1 billion. Theeggnents represent 75% of debt o

to QFs. For certain of these QFs, if the effectlate has not occurred by July 15, 2003, the Utilitly pay 2% of the principal amount of the
pre-petition debt per month until the effectiveedat the plan of reorganization or until July 1803, when it will pay the remaining pre-
petition debt. By locking into the average fixedtdhe Utility will help protect its customers fnathe price fluctuations in the wholesale
market. Each of the agreements requires formaloaapfrom the U.S Bankruptcy Court. Most of theesggnents have already been approved,
and the Utility will be making filings for the renmaler in the near future.

Bilateral Contracts

Under the terms of AB 1890, the Utility was reqdite purchase all of its power from the PX and kB@eet the needs of its customers. On
August 3, 2000, after the California energy crisasl begun, the CPUC approved the Utility's uselafdral contracts, subject to the Utility
reaching agreement with the CPUC on reasonabletasdards. After two months of
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unsuccessful discussions with the CPUC, on Octd6e2000, the Utility filed an advice letter seaki@PUC approval of specific
reasonableness standards in order to expediternmepition of the August 3, 2000 decision. In spftthe Utility's efforts, the CPUC has not
adopted reasonableness standards implementinguitnesf3, 2000 decision.

In October 2000, the Utility entered into multifdgateral contracts with suppliers for long-terrectticity deliveries. Some of these contracts
were terminated by the counterparties who werdledtio do so in the event of a the decline inltiéity's credit quality to below investment
grade, certain of these contracts were terminagatidocounterparties. The terms of the contraigire that at termination, the contracts be
settled at the then market-value of the contrane E€ontract has been settled with the countery part$405 million. Two others are in
negotiations and have combined estimated markaesat termination date that ranges from $126anitto $217 million. The settled contr
and lower end of the range of market values forcthrracts under negotiation total $552 million dasle been recognized as a reduction to
the Cost of Electric Energy in the ConsolidatedeSteent of Operations. As of June 30, 2001, remgimdividual contracts range in size
from approximately 61,200 MWhs to 3,504,000 MWhsopply annually. The contracts extend to 2003.

PX Energy Credits

In accordance with CPUC regulations, the Utilitpyides a PX energy credit to those customers (krnaswdirect access customers) who have
chosen to buy their electric energy from an enasrgyice provider (ESP) other than the Utility. Asolesale power prices began to increase
beginning in June 2000, the level of PX creditséskto direct access customers increased correisggiytb the point where the credits
exceeded the Utility's distribution and transmiasibarges to direct access customers. For theamths ended June 30, 2001, the PX credits
reduced electric revenue by $80 million. The Utieased paying most of these credits in Decenti@®,2and as of June 30, 2001, the total
of accumulated credits for direct access custothaitshave not been paid by the Utility is approxieha$513 million. The actual amount that
will be refunded to ESPs will be dependent uponmihe rate freeze ends and whether there are qmstagnts 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 proceedinglétermine the market value of the
hydroelectric generation assets. In this settleragreement, the Ultility indicated that it wouldriséer its hydroelectric generation assets, at a
negotiated value of $2.8 billion, to an affilialzue to the high wholesale prices and the correspgridcrease in the value of its hydroelectric
generation assets, in November 2000, as part application with the CPUC seeking approval of @firear RSP, the Utility withdrew its
support from the settlement agreement, eliminatifrgm 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 the December 15, 2000 FERC order, the FERC eddiivat ratemaking for the Utilty's remaining gextien be returned to the jurisdiction
of the CPUC. In January 2001, California Assembhily@was passed which prohibits disposal of anyhef Utility's generation facilities,
including the hydroelectric facilities, before Jany1, 2006. At June 30, 2001, the book value efulility's net investment in hydroelectric
generation assets was approximately $585 million.

On June 15, 2001, the Utility filed testimony is RSP proceeding to present its revenue requirefoendst-based rates for its retained
generation, including its hydroelectric and nuclieailities, qualifying facilities, bilateral corgtcts, and ancillary services. The Utility argued
that the revenue requirements for its hydroele¢aidities should be based on a market valuaticitschydroelectric assets, as required by
current law, at a minimum value of $4.1 billion.4&al on this valuation, the Utility argued thatéte freeze ended as early as April 2000,
notwithstanding the implementation of the retroaztthanges to the transition period ratemaking @weisms discussed above. Combined
with the revenue requirements for other retainategation and purchase power costs, the Utility psepl a 2001 revenue requirement of $6.7
billion. The Utility was directed by the CPUC toggent other revenue requirement scenarios. Thiesaatk scenarios produce 2001 revenue
requirements between $3.9 billion based on the anofuunrecovered capital costs at April 30, 2084 assuming the rate freeze ended
before January 1, 2001, to $9.9 billion which antassumes the rate freeze has not ended. It Iy tikat the CPUC will not act on the

Utility's 2001 revenue requirement filing until aftthe CPUC acts on the DWR's revenue requirerfrestich event, it is uncertain whether
current rates as they may be apportioned betweebftility and the DWR will be sufficient for the Illity to recover the revenue
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requirements that may eventually be adopted byCPigC.
Diablo Canyon Benefits Sharing

As required by a prior CPUC decision, on June 8002 the Utility filed an application with the CPU€questing approval of its proposal for
sharing with ratepayers 50% of the post-rate freezdenefits of operating Diablo Canyon. The metdfit 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 benediteperating Diablo Canyon based on the
auditedprofits from operations, determined constsiégth the prior CPUC decisions. If Diablo Canyexperiences losses, such losses would
be deferred and netted against profits in the taticun of the net benefits in subsequent periods¢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 considaetteenefit-sharing proposal. In the Utility's RpBities have proposed that the
requirement to establish a sharing methodologyebeinded and the Diablo Canyon be placed on cestmice ratemaking. In the Utility's
June 15, 2001 revenue requirement testimony imitsstabilization proceedings, the Utilty propotieat the revenue requirements for Diablo
Canyon should reflect the 50/50 sharing of net benigetween shareholders and ratepayers usinglketravenue benchmark and actual
ongoing costs. It is uncertain what future ratemgkuill be applicable to Diablo Canyon.

NOTE 3: VOLUNTARY PETITION FOR RELIEF UNDER CHAPTER 11

On April 6, 2001, the Utility filed a voluntary pgon for relief under Chapter 11 of the Bankrupt@gde in the Bankruptcy Court. Under
Chapter 11, the Utility retains control of its ass&nd is authorized to operate its business abtidin-possession while being subject to the
jurisdiction of the Bankruptcy Court. Subsidiargfghe Utility, including PG&E Funding LLC (whichdids Rate Reduction Bonds, discus
further in Note 2) and PG&E Holdings LLC (which Hbslstock of the Utility), are not included in thélity's petition. The Utility's
Consolidated Financial Statements have been préjrasecordance with the American Institute of @ied Public Accountants' Statement of
Position 90-7 (SOP 90-7), "Financial Reporting mtiies in Reorganization Under the Bankruptcy Gbded on a going concern basis,
which contemplates continuity of operation, realmaof assets and liquidation of liabilities iretbrdinary course of business. However, as a
result of the filing, such realization of assets] #iquidation of liabilities are subject to uncertty.

Certain claims against the Utility in existenceoptto the filing of the petition for relief are gtd while the Utility continues business
operations as a debtor-in-possession. These clien®flected in the June 30, 2001, balance shsétgbilities subject to compromise.”
Additional claims (liabilities subject to comprorajsmay arise subsequent to the filing date reguftiom (1) negotiations; (2) rejection of
executory contracts, including leases; (3) actlonthe Bankruptcy Court; (4) further developmentthwespect to disputed claims; (5) proofs
of claim; or (6) other events. Payment terms feisthamounts will be established through the bamgyygroceedings. Claims secured against
the Ultility's assets ("secured claims") also aaged, although the holders of such claims haveigiint to move the court for relief from the
stay. Secured claims are secured primarily by l@msubstantially all of the Utility's assets arydoedged accounts receivable from gas
customers. The Bankruptcy Court has approved makimgegular interest payments on the Utility'sused debt.

A creditors' committee has been appointed as aciaiftommittee and, in accordance with the prarisiof the Bankruptcy Code, will have
the right to be heard on all matters that comereetfte Bankruptcy Court. The Utility expects thHae treditors' committee will play an
important role in the negotiation of the terms o§ @lan of reorganization.

Since the filing, the Bankruptcy Court has approvadous requests by the Utility to permit the litiko carry on its normal business
operations, and pay certain pre-petition obligatigkdditionally, the Utility has secured approvai &pproximately $1.5 billion in capital
expenditures for on-going business needs suchgadipg and improving transmission lines and suiosts. The Utility's current actions are
intended to allow the Utility to continue to operathile the bankruptcy proceedings continue.

On January 10, 2001, the Utility suspended the marof its fourth quarter 2000 common stock dividiefi $109 million, declared in Octok
2000, to PG&E Corporation and its wholly owned sdiasy PG&E Holdings, LLC Until its financial coniion is restored, the Utility is
precluded from paying common stock dividends to BEGRorporation and PG&E Holdings, LLC In additionetUtility's Board of Directors
did not declare the regular preferred stock divitsefor the three-month period ended January 311, 280for the three- month period ended
April 30, 2001. Dividends on all Utility preferresdock are cumulative. Until cumulative dividendspraferred stock are paid, the Utility may
not pay any dividends on its common stock, nor thayUtility repurchase any of its common stock.

In July 2001, the Bankruptcy Court granted a motlat the Utility had filed requesting that the toextend until December 6, 2001, the
period during which the Utility has the exclusivght to file a plan of reorganization in its Chaptd case. Under the
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normal timeline, the exclusivity period would haareded on August 6, 2001, 120 days after the Uslifpril 6, 2001, Chapter 11 filing. The
Utility filed for an extension of the exclusivityepod in the event that additional time is neededantinue discussions with creditors and to
develop and file a comprehensive and feasible glanorganization. The Bankruptcy Court may confamlan of reorganization only upon
making certain findings required by the BankrupBryde, and a plan may be confirmed over the diggfambn-accepting creditors and equity
security holders if certain requirements of the Baptcy Code are met. The payment rights and ath8tlements of preetition creditors ar
the Ultility's shareholders may be substantiallgrell by any plan of reorganization confirmed byBaakruptcy Court. Although it is the
Utility's intent to pay all valid claims, pr@etition creditors may receive, under a plan, tkas 100% of the face value of their claims, dre
interests of the Utility's equity security holdengy be affected. A plan of reorganization coulderiatly change the amounts and
classification reported in the consolidated finahstatements.

The Utility is not able at this time to predict thetcome of its bankruptcy case, the terms andigians of any plan of reorganization, or the
effect of the Chapter 11 reorganization procestherclaims of the creditors of the Utility or thedrests of the Utility's equity security
holders. However, the Utility believes, based dorimation presently available to it, that cash klde from operations will provide sufficie
liquidity to allow it to continue as a going conndor the foreseeable future.

NOTE 4: PRICE RISK MANAGEMENT

PG&E Corporation's net gain (loss) on trading cacis for the three- and six- month periods endee 30, 2001 are $93 million and $121
million, respectively.

PG&E Corporation's and the Utility's ineffectiverpon of changes in fair values of cash flow hedgesimmaterial for the three- and six-
month periods ended June 30, 2001. PG&E Corporatand the Utility's estimated net derivative gaintosses included in accumulated
other comprehensive income

(loss) at June 30, 2001 that are expected to esmsfied into earnings within the next twelve mmnare net losses of $59 million and $38
million, respectively. The actual amounts reclasdifrom accumulated other comprehensive inconmes)lto earnings can differ as a result of
market price changes. PG&E Corporation expectscaqapately $20 million of these net derivative losse be offset when the items being
hedged are recognized in earnings.

The schedule below summarizes the activities affg@ccumulated other comprehensive loss from dgvie instruments for the three- and
six-month periods ended June 30, 2001.

Three months ended Six months ended

June 30, 2001 June 30, 2001
PG&E PG&E
(in millions) Corporation  Utility Corporation  Utility

Beginning derivative gains (losses) included in
accumulated other comprehensive income (loss)
$(315) $(52) $(243) $90

Net gain (loss) of current period

hedging transactions 178 (8) 149 )
Net gain (loss) reclassified to

earnings 31 19 (12) (124)

Ending derivative gains (losses)
included in accumulated other

comprehensive income (loss) (106) (41) (106) 41)
Foreign currency translation
adjustment 3) Q) 3) (1)

Ending accumulated other comprehensive
income (loss) at June 30, 2001 $(109) $(42)  $(109) $(42)

Credit Risk

The use of financial instruments to manage thesréssociated with changes in energy commodity piceates exposure resulting from the
possibility of nonperformance by counterpartiesspant to the terms of their contractual obligatidrtee 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 practicekliamts. PG&E Corporation assesses the
financial strength of its counterparties at leasirterly and requires that counterparties postriggdn the forms of cash, letters of credit,
corporate guarantees of acceptable credit qualitgligible securities if current net receivables aeplacement cost exposure exceed
contractually specified limits



PG&E Corporation experienced a loss of approxinge&8l million and $34 million due to the nonperformea of counterparties during the
three- and six-month periods ended June 30, 2@8pectively. Counterparties considered to be invest grade or higher comprise 84% of
the total credit exposure. At June 30, 2001, PG&IEpGration's and the Utility's gross credit rislpegure amounted to $1.1 billion and $142
million, respectively.

NOTE 5: 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% Cumulative Quarterly
Income Preferred Securities (QUIPS), with an agaetiquidation value of $300 million. Concurrentiwthe issuance of the QUIPS, the
Trust issued to the Utility 371,135 shares of comrsecurities with an aggregate liquidation valu&®million. The Trust in turn used the
proceeds from the QUIPS offering and issuanceettmmon stock securities to purchase subordirtbdntures issued by the Utility with
a face value of $309 million, due 2025. These stibated debentures are the only assets of the. Rusteeds from the sale of the
subordinated debentures were used to redeem anthege higher- cost preferred stock.

The Utility's guarantee of the QUIPS, consideragktber with the other obligations of the Utilityttvirespect to the QUIPS, constitutes a full
and unconditional guarantee by the Utility of the§t's contractual obligations under the QUIPSedsy the Trust. The subordinated
debentures may be redeemed at the Utility's ogit@ginning in 2000 at par value plus accrued intétgeugh 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.

On March 16, 2001, the Utility deferred quarteryerest 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 the
Trust due on April 2, 2001, have been similarlyedefd. Distributions can be deferred up to a peoidiive years under the terms of the
indenture. Per the indenture, investors will acclateuinterest on the unpaid distributions at the od 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 onrihp, 2001 filed a voluntary petition for reliehder Chapter 11 of the Bankruptcy Code.
Pursuant to the Trust Agreement, the bankruptaydfiby the Utility constitutes an Early TerminatiBrnent. The Trust Agreement directs that
upon the occurrence of an Early Termination Evigrgt, Trust shall be liquidated by the Trustees g&ditiously as the Trustees determine to
be possible by distributing, after satisfactiodiabilities to creditors of the Trust, to each Sétyuholder a like amount of the Utility's 7.90%
Deferrable Interest Subordinated Debentures, SAridsie 2025.

NOTE 6: COMMITMENTS AND CONTINGENCIES
Nuclear Insurance

The Utility has insurance coverage for property dgeand business interruption losses as a membarabdéar Electric Insurance Limited
(NEIL). Under this insurance, if a nuclear genemafiacility 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 interamtiin each case per policy period, in
the event losses exceed the resources of NEIL.

The Utility has purchased primary insurance of $20lion for public liability claims resulting frona nuclear incident. The Utility has
secondary financial protection, which provides ddiional $9.3 billion in coverage, which is marethby federal legislation. It provides for
loss sharing among utilities owning nuclear geregacilities if a costly incident occurs. If aclaar incident results in claims in excess of
$200 million, then the Utility may be assesseda176 million per incident, with payments in egelar limited to a maximum of $20
million per incident.

Workers' Compensation Security

On May 9, 2001, the Department of Industrial Reladi approved the Utility's security deposit of apimately $401 million in collateral
provided by surety bonds, providing backing for thdity's status as a self-insured for workersng@nsation. This represents a decrease of
approximately $55 million in security from the prews year, reflecting a reduction in estimates of
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workers' compensation obligations. These bondbacked up by an indemnity at the PG&E Corporatéwel.

The Utility has for several years utilized surepnltls as its method of providing security (othenfsrof acceptable security include LOC's,
cash, or securities.) In February 2001, severgi@turety bonds provided cancellation noticeg)gitoncerns about the Utility's financial
situation. However, under the state-developed lford, the canceling sureties are not releasedaif tbligation for workers' compensation
claims occurring before the effective date of thaaellation until released by the State.

The State has continued to apply the canceled aomalints totaling $185 million towards the $401 imillrequirement. The Utility was able
to supplement the difference through three addifiactive surety bonds totaling $216 million. Tb@cellation has not, to date, impacted the
Utility's self-insured status under California laov,its ability to meet current plan obligations.

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 an environmental remediatia@bllity when site assessments indicate remedidipnobable 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, 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 these costs at the lower end of this range.

As of June 30, 2001, the Utility expects to spe@d@million for hazardous waste remediation costdemtified 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 compliantradtives. If other potentially responsible paréee not financially able to contribute to
these costs or further investigation indicates tihatextent of contamination or necessary remextiasi greater than anticipated, the Utility
could spend as much as $459 million on these cbktsUtility estimates the upper limit of the ranggng assumptions least favorable to the
Utility, based upon a range of reasonably possibteomes. Costs may be higher if the Utility isrfduo be responsible for clean-up costs at
additional sites or expected outcomes change.

The Utility had an environmental remediation ligghibf $306 million and $320 million at June 30,00and December 31, 2000, respectiv
The $306 million accrued at June 30, 2001 inclyd@$139 million related to the pre-closing reméidia liability, associated with the

divested generation facilities discussed furtheéha"Generation Valuation" section of Note 2, §2d$167 million related to remediation
costs for those generation facilities that theityttill owns, manufactured gas plant sites, aad gathering compressor stations. Of the $306
million environmental remediation liability, the ility has recovered $139 million through rates, amgects to recover another $86 million in
future rates. The Utility is seeking recovery df tiemainder of its costs from insurance carrietsfesm other third parties as appropriate.

On June 28, 2001 the Bankruptcy Court entereddtsiér on Debtor's Motion for Authority to Continlie Hazardous Substances Cleanup
Program." The Utility is authorized to expend (p)to $22 million in each calendar year in whictst@Ghapter 11 case is pending to continue
its hazardous substance remediation programs aweégures, and (2) any additional amounts necegsamergency situations involving
post-petition releases or threatened releaseszaftious substances, if such excess expendituregeessary in the Utility's reasonable
business judgment to prevent imminent harm to pui#ialth and safety or the environment (provided the Utility seeks the Court's
approval of such emergency expenditures at théesagracticable time), in each case as describ#uei motion.

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 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 findings March 2000, the Central Coast Board requestettitiey to provide specific information
regarding the "backflush" procedure used at Mosgllrey. The
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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 diggleal water was higher than that of the ambientiveggwater. In December 2000, the
executive officer of the Central Coast Board madetlement proposal to the Utility under whickvduld pay $10 million, a portion of whic
would be used for environmental projects and thHertze of which would constitute civil penalties ttfanent 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 beneficsaisuof the water be protected. The beneficial obester 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 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 aadttie intake technology reflects the "best teabgphvailable”, under Section 316(b) of
the Federal Clean Water Act. As part of the settleinthe Utility will take measures to preservaaeracreage 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 owiitthe Utility's financial position or
results of operations.

PG&E National Energy Group

The U.S. Environmental Protection Agency ("EPA"} liieen conducting a nationwide enforcement invastig regarding the historical
compliance of coal-fueled electric generating statiwith various permitting requirements of theaDléir Act. Specifically, the EPA and the
U.S. Department of Justice have recently initi@afbrcement actions against a number of electilitied, several of which have entered into
substantial settlements for alleged Clean Air Aotations related to modifications (sometimes mibian 20 years ago) of existing coal-fired
generating facilities. In May 2000, PG&E NEG reesha request for information seeking detailed dpegaand maintenance histories for the
Salem Harbor and Brayton Point power plants an8lanember 2000, the EPA visited both facilities.SESNEG believes this request for
information is part of the EPA's industry-wide istigation of coal-fired power plants' compliancehathe Clean Air Act requirements
governing plant modifications. PG&E NEG also betisthat any changes it made to these plants wetie@anaintenance or repair and,
therefore, did not require permits. The EPA hasisgited a notice of violation or filed any enforernaction against PG&E NEG at this
time. Nevertheless, if the EPA disagrees with PG®ES's conclusions with respect to the changes PE&E made at the facilities, and
successfully brings an enforcement action agai@&EP NEG, then penalties may be imposed and furhgssion reductions might be
necessary at these plants.

From time to time various states in which our fitie are located consider the adoption of air sioiss standards that may be more stringent
than those imposed by EPA. On May 11, 2001, theshlidsusetts Department of Environmental ProtectidfR) issued regulations imposing
new restrictions on emissions of NOx and SO2, mgrand carbon dioxide from existing coal-fired poyéants. These restrictions will
impose more stringent annual and monthly limitdN@x and SO2 emissions than currently exist andtaié effect in stages, beginning in
October 2004 if no permits are needed for the chamgcessary to comply, and beginning in 2006ci germits are needed. DEP has
informed PG&E NEG that, based upon its current ustdeding of the facilities' plans for compliancighithe new regulations, it believes tl
permits will be needed and that the initial compdia date will therefore be 2006. However, the rfeegermits triggers an obligation to meet
Best Available Control Technology, or BACT, requirents. Compliance with BACT at the facilities coutdjuire implementation of controls
beyond those otherwise necessary to meet the emsssfandards in the new regulations. Mercury earissare capped as a first step and
must be reduced by October 2006 pursuant to staadabe developed. Carbon dioxide emissions @dated for the first time and must be
reduced from recent historical levels. PG&E NEGQewds that compliance with the carbon dioxide aapsbe achieved through
implementation of a number of strategies, includirquestrations and offsite reductions. Variousnigsind recordkeeping requirements are
also imposed.

By 2002, PG&E NEG plans to have approximately 5, of generating capacity in operation in New Eanrgl. The new Massachusetts
regulations affect primarily its Brayton Point aBdlem Harbor generating facilities, representingreximately 2,300 MW. Through 2006, it
may be necessary to spend approximately $265 mibaomply with these regulations. In additionthwiespect to approximately 600 MW
(or about 12%) of PG&E NEG's New England capad¢i$&E NEG may need to implement fuel conversionitlmperations, or install
additional environmental controls. These new retipia require that
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PG&E NEG achieve specified emission levels eatlian the dates included in a previous Massachuséttgive to which it had agreed.

The Federal Clean Water Act generally prohibitsdiseharge of any pollutants, including heat, iay body of surface water, except in
compliance with a discharge permit issued by @&savironmental regulatory agency and/or EPA. Athe facilities that are required to he
such permits either have them or have timely aggdbe extensions of expired permits and are opegati substantial compliance with the
prior permit. At this time, three of the fossil-fy#ants owned and operated by PG&E NEG's affillda&5en New England, Inc. (Manchester
Street, Brayton Point and Salem Harbor statiorespaerating pursuant to permits that have expkedthe facilities whose NPDES permits
have expired, permit renewal applications are pendind we anticipate that all three facilities| w# able to continue to operate in substa
compliance with prior permits until new permits &sued. It is estimated that USGen New Englarabsto comply with new permit
conditions could be approximately $60 million thgbu2005. It is possible that the new permits mayaio more stringent limitations than -
prior permits.

PG&E NEG anticipates spending up to approximat880bmillion, net of insurance proceeds, through&f@® environmental compliance at
currently operating facilities, which primarily agdses: (a) new Massachusetts air regulations pdaie on April 23, 2001 affecting the
Brayton Point and Salem Harbor Stations; (b) waatempermitting requirements that may apply toBhe&yton Point, Salem Harbor and
Manchester Street Stations; and (c) requirememightch we agreed, that are reflected in a condetitee concerning wastewater treatment
facilities at the Salem Harbor and Brayton Poi@tishs.

During April 2000, an environmental group servedhffiliate of PG&E NEG, USGen New England, Inc.dasther of its subsidiaries with a
notice of its intent to file a citizen's suit und®ERA. The group stated that it planned to allége USGen New England, as the generator of
fossil fuel combustion wastes at Salem Harbor aray®n Point, has contributed and is contributim¢hie past and present handling, storage,
treatment and disposal of wastes at those fasiltisich may present an imminent and substantizdmgerment to the public health or the
environment. During September 2000, USGen New HErgsigned a series of agreements with the MassatteuBEP and the environmental
group that address and resolve these matters.dgrheraents, which have been filed in federal coudtare now incorporated in a consent
decree, require, among other things, that USGen Bisgland alter its existing wastewater treatmeaitifees at both facilities by replacing
certain unlined treatment basins, submit and implena plan for the closure of such basins, andp@rtertain environmental testing at the
facilities. Although the outcome of such environtaesting could lead to higher costs, the totet ©f these activities is expected to be
approximately $21 million, and they are underway.

LEGAL MATTERS
Utility

The Utility's Chapter 11 bankruptcy on April 6, 20@iscussed in Note 3 automatically stayed tigaliton described below against the
Utility.

Chromium Litigation

Several civil suits are pending against the UtilityCalifornia State Court. The suits seek an ucisigel amount of compensatory and punitive
damages for alleged personal injuries resultinghfedleged exposure to chromium in the vicinity ko Utility's gas compressor stations at
Hinckley, Kettleman, and Topock, California. Cuttgnthere are claims pending on behalf of appratity 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@aws, and factual defenses, including lack of expotmchromium and the inability of
chromium to cause certain of the ilinesses allegéd. Utility has recorded a legal reserve in it&ficial statements in the amount of $160
million for these matters. PG&E Corporation and tthiity believe that, after taking into accoungtheserves recorded as of December 31,
2000, the ultimate outcome of this matter will hatve a material adverse impact on PG&E Corporationthe Utility's financial condition or
future results of operations.

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

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

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

In Wilson I, the plaintiff alleges that in 1998 ah@99, PG&E Corporation violated its fiduciary digtiand California Business and Profess
Code
Section 17200 by causing the Utility to repurchsisares of the Utility's common stock from PG&E
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Corporation at an aggregate price of $2,326 milliime complaint alleges an unlawful business agrractice under Section 17200 because
these repurchases allegedly violated PG&E Corpmratifiduciary duties, a first priority capital racement allegedly imposed by the CPUC's
decision approving the formation of a holding compaand also an implicit public trust imposed by A890, which granted authority for the
issuance of rate reduction bonds. The complairkssieenjoin the repurchase by the Utility of angrenof its common stock from PG&E
Corporation or other entities or persons unlessigause is shown, and seeks restitution from PG&p&@ation of $2,326 million, with
interest, on behalf of the Utility. The complaité@seeks an accounting, costs of suit, and atgtariees.

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 payd, the income taxes of PG&E
Corporation and participating subsidiaries. Accogdio the plaintiff, between 1997 and 1999, PG&Epooation 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 ine®taxes under the tax-sharing arrangement. Rfafiéges that PG&E Corporation
overcharged the Utility $663 million under the tshxaring arrangement and has declined voluntaritgtiern these monies to the Utility, in
violation of the alleged trust, the alleged firsopity 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 $66ion, with interest, on behalf of the Utilitfthe 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 s@ysépulations between PG&E Corporation and pléto stay all proceedings in the
cases as against PG&E Corporation. PG&E Corporatiohthe Utility are unable to predict whether dlécome of this litigation, if it were 1
proceed, will have a material adverse effect oir firancial condition or results of operation.

Federal Securities Lawsuit

A complaint, Gillam, et al v. PG&E Corporation aRdcific Gas and Electric Company, et al, is pendtirtpe U.S. District Court for the
Northern District of California. The complaint adles that PG&E Corporation and the Utility violafederal securities laws, genera

accepted accounting principles, and other regulatar accounting rules, by issuing allegedly falsd misleading financial statements in the
second and third quarters of 2000, reporting nedrime of $753 million for the nine-month period emgSeptember 30, 2000, instead of an
alleged net loss for that period of up to $2.1idmill According to the complaint, defendants fategroperly account in the second and third
quarters of 2000 for alleged under-collected popachase costs and PG&E Corporation announced eiv2001 that it intended to take a
$4.1 billion write-off. Plaintiff purports to brinthe action individually and on behalf of a clagédividuals who purchased PG&E
Corporation's common stock during the period frameJ1, 2000, to March 31, 2001, claiming that thegad misrepresentations caused tl

to pay inflated prices for the stock. Plaintiff keelamages in excess of $2.4 billion, punitive dgesainterest, injunctive relief, and attorneys'
fees.

The complaint was filed after the Ultility filed foeorganization under Chapter 11 of the U.S. BamtksuCode. The Utility informed plaintiff
that the action is stayed by the automatic stayigpians of the Bankruptcy Code and on or about IA28j 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 outcoiffrthise litigation will have a material
adverse effect on its financial condition or reswit operations.

PG&E National Energy Group

PG&E NEG is involved in various litigation matténsthe ordinary course of its business. PG&E NE@ascurrently 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.
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Recorded Liability for Legal Matters

In accordance with SFAS No. 5 "Accounting for Caggncies," PG&E Corporation makes a provision fialgility when both it is probable
that a liability has been incurred and the amoftit® 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
Corporat ion
and Util ity
(in millions)
Beginning balance, January 1, 2001 $185
Provisions for liabilities 4
Payments (2
Adjustments 3)
Ending balance, June 30, 2001 $184

NOTE 7: SEGMENT INFORMATION

PG&E Corporation has identified three reportablerafing segments, which were determined basedwifasties in economic
characteristics, products and services, types sthoters, methods of distributions, the regulatornyirenment, and how information is
reported to PG&E Corporation's key decision mak&ssdiscussed below, these segments represenngeiathe reportable segments. In
accordance with accounting principles generallyepted in the United States of America, prior yegmsent information has been restated to
conform to the current segment presentation. Tlilgys one reportable operating segment and thertwo are part of PG&E NEG. These
three reportable operating segments provide predardd services and are subject to different forbmegulation or jurisdictions. PG&E
Corporation's reportable segments are describexvbel

Utility

PG&E Corporation's Northern and Central Califoraneergy utility subsidiary, the Utility, providestoeal gas and electric service to its
customers.

PG&E National Energy Group

PG&E Corporation's subsidiary, PG&E NEG is an indéégd energy company with a strategic focus on p@&eeration, power plant
development, natural gas transmission, and whaesatrgy marketing and trading in North America&EQNEG has integrated its
generation, development and energy marketing atinty activities to increase the returns from fisrations, identify and capitalize on
opportunities to increase its generating and pigetiapacity, create energy products in responggrtamic markets and manage risks. The
newly combined business has been renamed PG&ErateebEnergy and Marketing (PG&E Energy), whicHudes PG&E Generating
Company, LLC and its affiliates, PG&E Energy Traglidoldings Corporation which owns PG&E Energy TradiPower, L.P., PG&E Ener
Trading-Gas Corporation, and their affiliates, &@&E Interstate Pipeline Operations (PG&E Pipelimgd)ich includes PG&E Gas
Transmission Corporation and its affiliates whinbluides PG&E Gas Transmission Northwest(PG&E GPB&E Gas Transmission, Texas
Corporation, and PG&E Gas Transmission Teco, brdd, their subsidiaries. During the fourth quarfe2@0, PG&E NEG sold its Texas
natural gas and natural gas liquids business @mkthtough PG&E Gas Transmission, Texas CorporathPG&E Gas Transmission Teco,
Inc. and their subsidiaries. Also during 2000, PGEEG sold its energy services unit, PG&E Energwiges Corporation.
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Segment information for the three and six montldedniune 30, 2001, and 2000 was as follows:

PG&E National Energy Group

PG&E

Integrated Interstate Co rporation

Energy and Pipeline NEG & other
(in millions) Utility Total NEG Marketing Operations Eliminations Eli minations (2) Total
Three months ended June 30, 2001
Operating revenues $ 2,305 $2,705 $2,637 $ 55 $13 $ - $5,010
Intersegment revenues (1) 4 48 39 9 - (52) -
Total operating revenues 2,309 2,753 2,676 64 13 (52) 5,010
Net Income (Loss) 696 71 53 19 1) (17) 750
Three months ended June 30, 2000(4)
Operating revenues 2,293 3,344 3,085 267 (8) - 5,637
Intersegment revenues(1) 3 17 4 13 - (20) -
Total operating revenues 2,296 3,361 3,089 280 (8) (20) 5,637
Net income 216 32 18 13 1 - 248
Six months ended June 30, 2001
Operating revenues 4,865 6,818 6,703 111 4 - 11,683
Intersegment revenues (1) 6 141 123 18 - (147) -
Total operating revenues 4,871 6,959 6,826 129 4 (147) 11,683
Net Income (Loss) (304) 125 88 38 1) (22) (201)
Total assets at June 30, 2001(3) 23,216 12,990 11,343 1,172 475 223 36,429
Six months ended June 30, 2000(4)
Operating revenues 4,507 6,132 5,594 537 1 - 10,639
Intersegment revenues (1) 7 55 30 25 - (62) -
Total operating revenues 4,514 6,187 5,624 562 1 (62) 10,639
Net Income (Loss) 444 84 56 27 1 - 528
Total assets at June 30, 2000(3) $22,124 $9,685 $7,290 $2,080 $315 $(143) $31,666

(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 Galpiand 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.

NOTE 8: LONG-TERM DEBT

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 constructionwftch 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 ¢yt support PG&E NEG's obligation
to the lessors during the construction and possttoation periods. In addition, PG&E NEG entereth ioperative agreements with a special
purpose entity that will own and finance constructof 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 commiteef PG&E NEG. The trusts holding the assetsdeint related to these facilities has
been consolidated in the accompanying financiaéstants.
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NOTE 9: REVISION FOOTNOTE

Subsequent to the issuance of PG&E Corporationteimber 31, 2000, March 31, 2001, and June 30, @ad%olidated Financial Statemel
management determined that the assets and liabit#iating to certain leases should have beerolidated. The facilities associated with
leases were under construction during 1999, 204 2801. A summary of the significant effects @ thvisions to the Condensed Statem
of Consolidated Operations, Condensed Consolidd#édaihce Sheets, and Condensed Statements of GiaiedliCash Flows are as follows:

As As
Previously As Previously As
Reported Revised Reported Revised

Three months ended June 30,

2001 2000
Condensed Statements of Consolidated Operations:
Total Operating Revenues $5,013 $5,010 $ 5,638 $ 5,637
Total Operating Expenses 3,566 3,563 5,016 5,015

Six months ended June 30,

2001 2000
Total Operating Revenues $11,688 $11,683 $10,646 $10,639
Total Operating Expenses 11,581 11,576 9,348 9,341

Balance at
Condensed Consolidated Balance Sheets: June 30, 2001 Dece mber 31, 2000
Cash and cash equivalents $ 683 $ 726 $ 899 $ 925
Net accounts receivable - customers 2,894 2,895 4,342 4,340
Property, plant and equipment - Construction
work-in- progress 617 1,606 900 1,605
Other noncurrent Assets 3,202 3,202 2,398 2,530
Total Assets 35,396 36,429 35,291 36,152
Accounts Payable - Trade 1,198 1,273 5,856 5,896
Other current liabilities 813 820 1,563 1,570
Long-term debt 6,398 7,349 4,736 5,550
Six months ended June 30,

Condensed Statements of Consolidated Cash Flows: 2001 2000
Accounts receivable - trade $1,448 $ 1,445 $ (505 ) $ (505)
Accounts payable 586 621 594 649
Capital Expenditures (818) (1,102) (670 ) (974)
Other-net, cash flow from investing activities (247) (115) (10 ) (20)
Long-term debt issued 2,138 2,275 54 316
Cash and cash equivalents at June 30 683 726 307 323
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS

PG&E Corporation is an energy-based holding compeeadquartered in San Francisco, California. PG&EpGration'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 tis Bankruptcy Code, the Utility retains
control of its assets and is authorized to opetateusiness as a debtor-in-possession while tmibgect to the jurisdiction of the Bankruptcy
Court. The factors causing the Utility to take taidion are discussed in this Management's Disoagsid Analysis (MD&A) and in Notes 2
and 3 of the Notes to the Condensed ConsolidateghEial Statements.

PG&E Corporation's subsidiary, PG&E National Ene@pup, Inc. (PG&E NEG) is an integrated energy pany with a strategic focus on
power generation, power plant development, natgealtransmission and wholesale energy marketindradiohg in North America. PG&E
NEG has integrated its generation, developmeneaedgy marketing and trading activities to increthgereturns from its operations, ident
and capitalize on opportunities to increase iteegating and pipeline capacity, create energy prsdnaesponse 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 affiliates) #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 Pipelinge@ations (PG&E Pipeline), which
includes PG&E Gas Transmission Corporation, PG&E Gansmission Northwest Corporation (PG&E GTN)&F35as Transmission,
Texas Corporation and PG&E Gas Transmission Tewo.and their subsidiaries. During the fourth geradf 2000, PG&E NEG sold its
Texas natural gas and natural gas liquids busimgssated through PG&E Gas Transmission, Texas Catipa and PG&E Gas Transmission
Teco, Inc. and their subsidiaries. Also during 20@G&E NEG sold its energy services unit, PG&E ggeBervices Corporation.

This is a combined Quarterly Report on Form 10-Qi&#G&E Corporation and the Utility. It includegpseate consolidated financial
statements for each entity. The Condensed Consatidénancial Statements of PG&E Corporation réflee accounts of PG&E Corporati
the Utility, and PG&E Corporation's wholly owneddacontrolled subsidiaries. This MD&A should be réadonjunction with the condensed
consolidated financial statements included hefeimther, this quarterly report should be read injeoction with PG&E Corporation's and 1
Utility's Consolidated Financial Statements anddsdb the Consolidated Financial Statements incated by reference in their combined
2000 Annual Report on Form 10-K/A.

Subsequent to the issuance of the PG&E Corporatfi00 and 1999 Consolidated Financial Statemawtsiaaudited report for the quarte
period ended June 30, 2001, management deterntinethe assets and liabilities relating to cerkaéises should have been consolidated. The
facilities associated with the leases were undesttoction during 2001 (see Note 9).

This combined Quarterly Report on Form 10-Q/A, uithg this MD&A, contains forward looking statemgmtbout the future that are
necessarily subject to various risk and uncertsntin addition, PG&E Corporation expects thahésincome from operations for 2001 will
be in the range of $2.70-$2.75 per share. Earrfiogs operations exclude items impacting compargbénd should not be considered an
alternative to net income or an indicator of a Camys operating performance. These statementsagesilon current expectations and
assumptions which management believes are reasoaatblon information currently available to managemThese forward looking
statements are identified by words such as "estisjatexpects,” "anticipates,” "plans," "believesytl other similar expressions. Actual
results could differ materially from those conteatptl 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 materiallynfirthose expressed or implied by the forward-looldtagements, 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 Systeerd®gr's (ISO) charges billed to the
Utility;

- the extent to which more information is revealbdut the recently released California Departmewater Resources' revenue requirem
and the impact such revenue requirements may hateeoUtility's financial condition and resultsageration;

- the terms and conditions of the reorganizati@mpghat is ultimately adopted by the Bankruptcy i€and the extent to which
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the Utility's bankruptcy proceedings affect the @piens of PG&E Corporation's other businesses;

- the regulatory, judicial, or legislative actiomsoluding ballot initiatives) that may be takenneet future power needs in California, mitig
the higher wholesale power prices, provide refuodgrior power costs, or address the Utility'saficial condition;

- the extent to which the Utility's under-collectetiolesale power purchase costs may be collected ustomers;

- any changes in the amount of transition costdtiléy is allowed to collect from its customei@d the timing of the completion of the
Utility's transition cost recovery;

- future market prices for electricity and fututef prices, which in part, are influenced by futweather conditions, the availability of
hydroelectric power, and the development of contipetmarkets;

- the method and timing of valuation and futurenaéking for the Utility's hydroelectric and othemanuclear generation assets;

- future operating performance at the Diablo CanMaclear Power Plant (Diablo Canyon), and the futatemaking applicable to Diablo
Canyon;

- legislative or regulatory changes, including plaee and extent of the ongoing restructuring ofleetric and natural gas industries across
the United States;

- future sales levels and economic conditions;

- the extent to which our current or planned geti@mapipeline, 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 anstrtiction riskssuch as PG&E NEG's
failure to obtain financing, necessary permitsguipment, the failure of third-party contractorgtrform their contractual obligations, the
failure of equipment to perform as anticipatedaotinability to obtain equipment or labor on acebje terms;

- the extent and timing of generating, pipeline] atorage capacity expansion and retirement byrgithe

- illiquidity in the commodity energy market and RE NEG's ability to provide the credit enhancemarmdsessary to support its trading
activities;

- PG&E NEG's ability to obtain financing for itsguined development projects and its ability to sefte PG&E NEG's and its subsidiaries'
existing indebtedness on reasonable terms;

- restrictions imposed upon PG&E NEG under certaim loans of PG&E Corporation;

- fluctuations in commodity gas, natural gas ligyidnd electric prices and the ability to succelysfnanage such price fluctuations;

- the effect of compliance with existing and futerevironmental laws, regulations, and policies,dbst 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 causeefafrnings to differ materially from rest
or outcomes we currently seek or expect. Eacheddlactors is discussed in greater detail inNHDEA.

In this MD&A, we first discuss the California engrgrisis and its impact on our liquidity. We theisaliss statements of cash flows and
financial resources, and our results of operatfonthe three and six-month periods ended Jun2@®1 and 2000. Finally, we discuss our
competitive and regulatory environment, our risknagement activities, and various uncertainties¢hatd affect future earnings. Our
MD&A applies to both PG&E Corporation and the Wjili
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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 brokesgaéaited electricity market. Because of this criBiS&E Corporation and the Utility have
experienced a significant deterioration in thejuldity and consolidated financial position. Thélitits credit rating has deteriorated to below
investment grade level. PG&E Corporation and thétitecognized 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 under- collected purchased power
costs were probable of recovery from ratepayeradtition, during the first quarter of 2001, thelitytrecognized after tax charges of $1.1
billion representing under-collected power costaiimed during that period. These charges resuttedé¢umulated 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 federaklatprs and California political leaders in
an effort to seek an overall solution to the Califa energy crisis. However, the ongoing uncerjaas to the timing and extent of any
solution, in addition to increasing debt and retpriachanges, caused the Utility to seek protedtiom its creditors through a Chapter 11
Bankruptcy Filing. The filing for bankruptcy protean and the related uncertainty around any redegdion plan, that is ultimately adopted,
will have a significant impact on the Utility's fue liquidity and results of operations. See N@esd 3 of the Notes to the Condensed
Consolidated Financial Statements for a detailedutision of the California Energy Crisis and thenés leading up to the charge incurred by
PG&E Corporation and the Utility. A discussion bé&tcurrent and future liquidity and financial resmms, and mitigation efforts undertaken
by the Utility and PG&E Corporation follows.

Pacific Gas and Electric Company

The California energy crisis described in Note 2haf Notes to the Condensed Consolidated FinaSta¢ments has had a significant
negative impact on the liquidity and financial neszes of the Utility. Beginning in June 2000, thieokesale price of electric power in
California steadily increased to an average co&8d? cents per kilowatt-hour (kwh) for the seveonth period of June 2000 through
December 2000, as compared to an average co2 oédts per kwWh 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 inefinaates resulted in an under-collection at Decer@bg2000, of approximately $6.6

billion, and rose to approximately $8.5 billion blarch 31, 2001.

The difference between the actual costs incurrguitohase power and the amount recovered from mgstowas 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 Octdk® 2000, the Utility obtained an additional $llidn, 364-day revolving credit facility
to support the issuance of additional commercipepaOn November 1, 2000, the Utility issued $lidil of shortterm floating rate notes al
$680 million of five-year notes. On November 220@0the Utility issued an additional $240 milliohahort-term floating rate notes. On
December 1, 2000, the size of the $1 billion, 36¢-rkvolving credit facility was reduced to $850limn in order to comply with the
syndication agreement. At December 31, 2000, tligy had borrowed $614 million against its fiveamrrevolving credit agreement, had
issued $1,225 million of commercial paper, and isaded $1,240 million of floating rate notes.

In response to the growing crisis, on January 812€he California Public Utilities Commission (CEWapproved an interim 1.0 cent per
kWh rate increase, which would raise approxima$d19 million in cash per month for three months. feifeall this cash had been available to
the Utility immediately, $210 million representegpaoximately one week's worth of net power purchagehe then-current prices. Thus, the
rate increase did not raise enough cash for tHeyt pay its ongoing wholesale electric energgqurement bills or make further borrowing
possible.

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 Janti@r2001, to PG&E Corporation and PG&E HoldingsCla wholly owned subsidiary
of the Utility. In addition, the Utility's Board ddirectors decided not to declare the regular pretestock dividends for the three-month
period ended January 31, 2001, normally payableatmuary 15, 2001. Dividends on all Utility prefedrstock are cumulative. Until
cumulative dividends on preferred stock are pdie,Utility may not pay any dividends on its comnstock, nor may the Utility repurchase
any of its common stock.

On January 16 and 17, 2001, the outstanding bonithe dJtility were downgraded to below-investmerade status. Standard and Poor's
(S&P) stated that the downgrade reflected the heigdd probability of the Utility's imminent insolvey and the

34



resulting negative financial implications for th&@&®E Corporation and affiliated companies becausgray other reasons, (1) some of the
Utility's principal trade creditors were demandthgt sizeable cash payments be made as a pre-oonit the purchase of natural gas and
electric power necessary for on-going businessatjpsis; (2) neither legislative nor negotiated sohs to the California utilities' financial
situation appeared to be forthcoming in a timelyhnex, which continued to impede access to finamsakets for the working capital needed
to avoid insolvency; and (3) Southern Californiased's (SCE) decision to default on its obligatiopay principal and interest due on
January 16, 2001, diminished the prospects foltiliy's access to capital markets.

This downgrade to below investment grade statusamasvent of default under one of the Utility'saling credit facilities and precluded the
Utility from additional access to the capital maskeéis a result, the banks stopped funding underekolving credit facility. On January 17,
2001, the Utility began to default on maturing coenaial paper obligations. In addition, the Utilitisas no longer able to meet its obligations
to generators, qualifying facilities (QFs), the |Sdd Power Exchange (PX), and began making padiahents 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. In February
2001, California Governor Gray Davis, acting un@atifornia’'s Emergency Services Act, commandedredbntracts valued at $243 million
for the benefit of the state. Under the Act, ttegesmust pay the Utility the reasonable value efdbntracts, although the PX may seek to
recover the monies that the Utility owes to thefRotn any proceeds realized from those contractsciBisions and negotiations on this issue
are currently ongoing between the state and tHayJirhe Utility has recently filed a complaint aigst the state to recover the value of the
seized contracts.

On January 19, 2001, the Utility was no longer ableontinue purchasing power for its customersahse of lack of creditworthiness and the
state of California authorized the DWR to purcheleetricity for the Utility's customers. AssemblyIBX (AB 1X) was passed on February
1, 2001, authorizing the DWR to enter into consdot the purchase and sale of electric power arigstie revenue bonds to finance
electricity purchases. The DWR has entered intgdenm contracts with several generators for the lyupfpelectricity. However, it continue

to purchase amounts of power on the spot mark@eatiling market prices.

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 tHiiesi.) On February 14, 2001, the Federal EnergglRatory Commission (FERC) ordered
that the ISO could only buy power on behalf of aredrthy entities. The FERC order also stated thatlSO could continue to schedule
power for the Utility as long as it comes fromatsn generation units and is routed over its ownsmaission lines. Despite the FERC orders,
the 1SO continued to bill the Utility for the 1ISOAsholesale power purchases. On April 6, 2001, thRE issued a further order directing the
ISO to implement its prior order, which the FER@rifled, applies to all third-party transactionseitrer scheduled or not. In light of the
FERC's April 6, 2001 order, the Utility has notosed any such estimated ISO charges after ApAD61, except for the ISO's grid
management charge, although the Utility has acciiuedull amount of the ISO charges up to Apri601 in the accompanying financial
statement. On June 13, 2001, the FERC denied s i8quest for rehearing of its April 6, 2001 arde

The Utility has filed a complaint in Bankruptcy Goagainst the 1ISO to prohibit the ISO from coniimguto bill the Utility for the 1ISO's
wholesale power purchases, unless and until tHeyUs permitted to recover the costs of such poprchases through retail electric rates.
On June 26, 2001, the Bankruptcy Court issued lanprary injunction prohibiting the 1ISO from chargj the Utility for the 1ISO's wholesale
power purchases made in violation of bankruptcy, in 1ISO's tariff, and the FERC's February 14 Apdl 6, 2001 orders. In issuing the
injunction, the Bankruptcy Court noted that the EE&ders permit the 1ISO to schedule transactioafsitivolve either a creditworthy buyer
or a creditworthy counterparty, but noted the exise of unresolved issues regarding how to enkesetcreditworthiness requirements for
real-time transactions and emergency dispatch sidsued by the ISO to power sellers. The Util#jidves that its only responsibility for
third party power delivered to its customers ip&y the DWR the amount collected from customersthdr the third party power is
purchased by a creditworthy buyer or whether thehmase is facilitated by a creditworthy counterpart

As a result of (1) the failure, at the time offfdi, by the state to assume the full procuremeporesibility for the Utility's net open position,
was provided under AB 1X, (2) the negative impdaegent actions by the CPUC that created new paywoigigations for the Utility and
undermined its ability to return to financial vilityi, (3) a lack of progress in negotiations wittetstate to provide a solution for the energy
crisis, and (4) the adoption by the CPUC of argdleand retroactive accounting change that woupkapto eliminate the Utility's true under-
collected purchased power costs, the Utility filedoluntary petition for
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relief under provisions of Chapter 11 of the U.&nBruptcy Code on April 6, 2001.

Under Chapter 11, the Utility retains control af #iIssets and is authorized to operate its busimegslebtor-in-possession while being subject
to the jurisdiction of the Bankruptcy Court. Subariges of the Utility, including PG&E Funding LLQvhich holds Rate Reduction Bonds,
discussed further in Note 2) and PG&E Holdings Ludich holds stock of the Utility), are not inclutlan the Utility's petition. The Utility's
Consolidated Financial Statements have been préjrasecordance with the American Institute of @ied Public Accountants' Statement of
Position 90-7 (SOP 90-7), "Financial Reporting mtiies in Reorganization Under the Bankruptcy Gbded on a going concern basis,
which contemplates continuity of operation, realmaof assets and liquidation of liabilities iretbrdinary course of business. However, as a
result of the filing, such realization of assets] iquidation of liabilities are subject to uncertty.

Certain claims against the Utility in existenceoptto the filing of the petition for relief are gt&d while the Utility continues business
operations as a debtor-in-possession. These chieneflected in the June 30, 2001, balance slsééinhilities subject to compromise.”
Additional claims (liabilities subject to comprorajsmay arise subsequent to the filing date reguftiom (1) negotiations; (2) rejection of
executory contracts, including leases; (3) actlonthe Bankruptcy Court; (4) further developmentthwespect to disputed claims; (5) proofs
of claim; or (6) other events. Payment terms feisthamounts will be established through the baméyuwroceeding.

Claims secured against the Utility's assets ("sgtulaims") also are stayed, although the holdessich claims have the right to move the
court for relief from the stay. Secured claims seeured primarily by liens on substantially altkoé Utility's assets. The Bankruptcy Court
approved making the regular interest payments erutility's secured debt and by pledged accourtsivable from gas customers.

A creditors' committee has been appointed as aciadftommittee and, in accordance with the prarisiof the Bankruptcy Code, will have
the right to be heard on all matters that comereetfte Bankruptcy Court. The Utility expects thHae treditors' committee will play an
important role in the negotiation of the terms o§ @lan of reorganization.

Since the filing, the Bankruptcy Court has approvadous requests by the Utility to permit the liiko carry on its normal business
operations, and pay certain pre-petition obligatiokdditionally, the Utility has secured approvai &pproximately $1.5 billion in capital
expenditures for on-going business needs suchgadipg and improving transmission lines and suiosts. The Utility's current actions are
intended to allow the Utility to continue to operathile the bankruptcy proceedings continue.

On January 10, 2001, the Utility suspended the mangrof its fourth quarter 2000 common stock dividiefi $110 million, declared in Octok
2000, to PG&E Corporation and its wholly owned sdiasy PG&E Holdings, LLC Until its financial coniion is restored, the Utility is
precluded from paying common stock dividends to BEGRorporation and PG&E Holdings, LLC In additionetUtility's Board of Directors
did not declare the regular preferred stock divitsefor the three-month period ended January 311, 280for the three- month period ended
April 30, 2001. Dividends on all Utility preferresdock are cumulative. Until cumulative dividendspreferred stock are paid, the Utility may
not pay any dividends on its common stock, nor thayUtility repurchase any of its common stock.

In July 2001, the Bankruptcy Court granted a motiwat the Utility had filed requesting that the toextend until December 6, 2001, the
period during which the Utility has the exclusiwght to file a plan of reorganization in its Chaptd case. Under the normal timeline, the
exclusivity period would have ended on August 2020 days after the Utility's April 6, 2001, @ker 11 filing. The Utility filed for an
extension of the exclusivity period in the everatthdditional time is needed to continue discussioith creditors and to develop and file a
comprehensive and feasible plan of reorganizafibe. Bankruptcy Court may confirm a plan of reorgatibn only upon making certain
findings required by the Bankruptcy Code, and a pfey be confirmed over the dissent of non-accgptieditors and equity security holders
if certain requirements of the Bankruptcy Coderast. The payment rights and other entitlementsefgetition creditors and the Utility's
shareholders may be substantially altered by aary pf reorganization confirmed by the Bankruptcy@oAlthough it is the Utility's intent 1
pay all valid claims, pre- petition creditors ma&geive, under a plan, less than 100% of the fakeee\ad their claims, and the interests of the
Utility's equity security holders may be affect@dplan of reorganization could materially change #mounts and classification reported in
the consolidated financial statements.

The Utility is not able at this time to predict thetcome of its bankruptcy case, the terms andiginns of any plan of reorganization, or the
effect of the Chapter 11 reorganization procestherclaims of the creditors of the Utility or thedrests of the Utility's preferred security
holders. However, the Utility believes, based dorimation presently available to it, that cash kldée from operations will provide sufficie
liquidity to allow it to continue as a going conndor the foreseeable future.

PG&E Corporation
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The liquidity and financial condition crisis fackyg the Utility also negatively impacted PG&E Corgtion. 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 Corporatiad borrowed $185 million against its five-yearalking credit agreement and had
issued $746 million of commercial paper. Due todfetit ratings downgrades of PG&E Corporation,lthaks refused any additional
borrowing requests and terminated their remainamgmitments under existing credit facilities. Commieg January 17, 2001, PG&E
Corporation began to default on its maturing conuiaépaper obligations.

Commencing on March 2, 2001, PG&E Corporation aefoed its debt obligations with $1 billion in agggée proceeds of two term loans
under a common credit agreement with General EteCorporation and Lehman Commercial Paper Inadeordance with the credit
agreement, the proceeds, together with other PG&fpdation 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 $109 million to PG&Eorporation shareholders of record as of Decerbbe2000, in satisfaction of a defaulted
fourth quarter 2000 dividend. Further, approxima®99 million was used to pre-pay the first yeanrtsrest under the credit agreement and to
pay transaction expenses associated with the dstoticturing.

PG&E Corporation itself had cash and short-ternegtments of $272 million at June 30, 2001, ancebes that the funds will be adequate to
maintain its continuing operations throughout 20@laddition, PG&E Corporation believes that thédirgy company and its non-CPUC
regulated subsidiaries are protected from the hgoiky of the Utility.

STATEMENTS OF CASH FLOWS

PG&E Corporation normally funds investing activitigom cash provided by operations after capitgliir@ments and, to the extent neces:
external financing. Our policy is to finance ouvéstments 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 $729 million and $1,732 millioarfthe six months ended June 30, 2
and 2000, respectively. The decrease of $1,003omiletween 2001 and 2000 is attributable to théd@aia energy crisis previously
discussed.

Cash Flows from Investing Activities

Cash used in investing activities was $1,217 nrillilwring the six months ended June 30, 2001, cazdpaith $984 million used during the
same period for 2000. In 2001, the primary useashdor investing activities was $1,102 million &aiditions to property, plant, and
equipment, compared with $974 million used for &ampurposes in 2000.

Cash Flows from Financing Activities

Cash generated through financing activities forsittemonth ended June 30, 2001, was $289 milliongared with $707 million used for the
same period in 2000. A loan in 2001 netted $90@amiin proceeds which together with cash on hamdifeom operating activities, were ut
to repay defaulted commercial paper and other laadsthe $109 million in dividends. The $707 milliosed in 2000 resulted from reduced
borrowings of $482 million and a dividend paymeoit$217 million.

Utility

The following section discusses the Utility's sfgraint cash flows from operating, investing, anthficing activities for the six-month periods
ended June 30, 2001.

Cash Flows from Operating Activities

Net cash provided by the Utility's operating adtds totaled $843 million and $1,298 million foetkix months ended June 30, 2001
2000, respectively. The decrease of $455 milliodmvben 2001 and 2000 is primarily attributable tghieir cost of gas, offset by partial down
payment of pre-petition obligations.

Cash Flows from Investing Activities
The primary uses of cash for investing activities additions to property, plant, and equipment. ULikty's capital
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expenditures for the six-month ended June 30, 208%,$575 million.
Cash Flows from Financing Activities

During the six months ended June 30, 2001, thétyJtild not declare any preferred or common stogidends, compared with a payment of
dividends on its common stock of $250 million, fbe six months ended June 30, 2000. The Utilitysuspended payment of its common
preferred dividends due to its financial conditiBividends on preferred stock are cumulative. Usiiinulative dividends on preferred stock
are paid, the Utility may not pay any dividendsitsrcommon stock. Until its financial conditionrisstored, the Utility is precluded from
paying dividends to PG&E Corporation and PG&E Hotgi, LLC

The Utility's long-term debt that either maturediswedeemed, or was repurchased during the siximended June 30, 2001, totaled $252
million. Of this amount, $141 million related tcetlutility's rate reduction bonds maturing, $93 mill related to mortgage bonds maturing,
and $18 million related to the maturities and repgom of various of the Utility's medium-term not@sd other debt.

The Utility maintained a $1 billion credit facilityvhich was due to expire in November 2002. Thesedportion of this facility was cancell
by the bank- lending group on January 23, 200ihgihe event of default on non-payment of matetet. This facility was previously used
to support the Utility's commercial paper programd ather liquidity requirements. At June 30, 20, Utility had drawn, and had
outstanding $938 million under this facility to egpmaturing commercial paper. In addition, theltdefaulted commercial paper outstanding
at June 30, 2001, formerly backed by both thisamather, now cancelled, facility, was $873 million.

There was no new long-term debt issued in the gesiwled June 30, 2001. In addition, there was diiedal commercial paper issued
during this same period.

As of August 1, 2001, the Utility is current with mterest and sinking fund payments on its magtgaonds.

Due to the bankruptcy filing, the Utility is unaldg¢this time to repay unsecured pre-petition ¢oesli The Utility has not made interest
payments on the following unsecured debt: pollutiontrol loan agreements, the 7.375% senior nties$1.24 billion floating rate notes,
commercial paper, bank loan drawdowns, and othseaured debt. Due to events of default under thdittagreements with letter of credit
banks, in April and May 2001, four letter of credi#nks accelerated and redeemed pollution comtanld totaling $454 million. All of these
redemptions were funded by the letter of creditkisaresulting in like obligations from the Utilitg the banks.

Four other banks have made the May 1, June 1, 1Jahd August 1, 2001, interest payments on the $6illibn principal amount of pollution
control bonds backed by letters of credit. The bimsdrance company has made the June 1, 2001esh{gayment for the pollution control
bond backed by bond insurance.

The Utility received notice from the QUIPS trusthat the Utility's bankruptcy filing was an everitdefault under the trust agreement and
that the trustee will take steps to liquidate tlusttand distribute 7.90% deferrable interest sdibated debentures to bondholders. As of June
30, 2001, the Company Obligated Mandatorily Reddxden@referred Securities of Trust Holding Solelylityt Subordinated Debentures have
been reclassified to liabilities subject to compiseron the Consolidated Balance Sheet.

PG&E National Energy Group
General

Historically, PG&E NEG has obtained cash from ofiers, borrowings under credit facilities, non-racge 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 requubstantial capital. To date, PG&E NEG has naadember of commitments
associated with the planned growth of owned androlied generating facilities, as well as pipelin€sese include commitments for projects
under construction, commitments for the acquisiiod maintenance of equipment needed for projexterudevelopment, payment
commitments for tolling arrangements, and forwag &nd purchase commitments associated with PGE&'8lenergy marketing and
trading activities.
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On May 22, 2001, PG&E NEG completed an offeringdtillion in senior unsecured notes and receiv&donoceeds after bond discount of
approximately $987 million. PG&E NEG used a portairthe proceeds and intends to use the balanteafenior notes issuance, net of $13
million of bond issuance costs, to pay down exgstievolving debt, fund investments in generatinglitees and pipeline assets, working
capital requirements, and other general corpoeatgirements. These Senior Notes have an aggregatgppl amount of $1 billion, bear
interest at 10.375% per annum, and mature on MagQHl.

In addition, PG&E Corporation historically has piged to the PG&E NEG credit support for a rangeaiftractual commitments. With

respect to generating facilities, this collateras included agreements to infuse equity in spepififects when these projects begin operations
or when a project that has been leased is purchB&®IE Corporation also has provided guarantedG&E NEG obligations under several
long-term tolling arrangements and as collaterabommitments under various energy trading condrantered into by PG&E Energy
operations to provide short-term collateral to eoparties. As of June 30, 2001, except for $108anibf guarantees relating to various
energy trading master contracts, all PG&E Corporagiquity infusion agreements and guarantees hese teplaced with PG&E NEG equity
infusion agreements, guarantees or other formsaifrty.

In connection with the replacement of PG&E Corporaguarantees with PG&E NEG guarantees, and Wwélcontinued growth of energy
trading and marketing positions, the PG&E NEG hgmeenced a substantial increase in the amoucasif it has been required to place on
deposit with various counterparties without a comsugate increase in margin deposits received froumterparties. The cash margin
deposits outstanding to counterparties net of oatyin received from counterparties increased 8a® million as of December 31, 2000 to
$92 million as of June 30, 2001. On June 15, 20@&E NEG established a $550 million revolving ctedcility (which includes the ability
to issue letters of credit) with a syndicate ofkmrThis new $550 million facility has an initia6&-day term that expires on June 14, 2002.

Cash Flows from Operating Activities

During the six months ended June 30, 2001, PG&E NEGerated net cash of $51 million in operatingvéigs. Net cash from operating
activities before changes in other working captadounts was $39 million, primarily driven by netéme. Net cash inflow related to certain
other working capital accounts was $37 millionydr primarily deliveries of previously held forwapdsitions in trading offset by an incre
in margin deposits related to PG&E NEG's tradingydies.

Cash Flows from Investing Activities

During the six months ended June 30, 2001, PG&E MNE€3# net cash of $675 million in investing actddt PG&E NEG's cash outflows
from investing activities were primarily attributalio capital expenditures on generating projettonstruction, turbine prepayments, and
advanced development.

Cash Flows from Financing Activities

Net cash generated by financing activities was $70Hon for the six months ended June 30, 200h@pally from the net proceeds relatec
the senior notes.
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RESULTS OF OPERATIONS

The table shows for the three- and six-months eddeéd 30, 2001 and 2000, certain items from thee®&nt of Consolidated Operations
detailed by Utility and PG&E NEG operations of PG&erporation. (In the "Total" column, the table slsahe combined results of
operations for this group.) The information for PE&orporation (the "Total" column) includes the aggpiate intercompany elimination.
Following this table we discuss our results of agiens.

PG&E National Energy Group

PG&E

Integrated Interstate Corporation

Energy and Pipeline NEG & Other
(in millions) Utili ty Total NEG Marketing Operations Eliminations Elimination(1) Total
Three months ended June 30, 2001
Operating revenues $2,3 09 $2,753 $2,676 $64  $13 $(52) $5,010
Operating expenses 9 73 2,628 2,595 25 8 (38) 3,563
Operating income 1,447
Reorganization interest income 32
Interest income 42
Interest expense (312)
Other income (expenses), net 4
Income taxes 463
Net income 750
Net cash provided by operating activities 54
Net cash used by investing activities (532)
Net cash provided by financing activities 522
EBITDA (2) 1,5 50 163 108 49 6 3) 1,710
Three months ended June 30, 2000(3)
Operating revenues 2,2 96 3,361 3,089 280 (8) (20) 5,637
Operating expenses 1,7 44 3,279 3,059 229 9) (8) 5,015
Operating income 622
Interest income 26
Interest expense (182)
Other income (expenses), net (14)
Income taxes 204
Net income 248
Net cash provided by operating activities 643
Net cash used by investing activities (615)
Net cash provided by financing activities 28
EBITDA (2) 6 02 111 52 58 1 (36) 677
Six months ended June 30, 2001
Operating revenues 4,8 71 6,959 6,826 129 4 (247) 11,683
Operating expenses 4,9 55 6,749 6,692 50 7 (128) 11,576
Operating income 107
Reorganization interest income 32
Interest income 77
Interest expense (559)
Other income (expenses), net (5)
Income taxes (147)
Net income (201)
Net cash provided by operating activities 729
Net cash used by investing activities (1,217)
Net cash provided by financing activities 289
EBITDA (2) 3 37 291 192 99 - 12) 616
Six months ended June 30, 2000(3)
Operating revenues 4,5 14 6,187 5,624 562 1 (62) 10,639
Operating expenses 3,3 92 5,995 5,534 460 1 (46) 9,341
Operating income 1,298
Interest income 50
Interest expense (365)
Other income (expenses), net (23)
Income taxes 432
Net income 528
Net cash provided by operating activities 1,732
Net cash used by investing activities (984)
Net cash used by financing activities (707)
EBITDA (2) $1,4 72 $253 $137 $116  $- $(34) $1,691
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(1) Net income on inter-company positions recoguhizg segments using mark-to- market accountingjrsmated. Inter-company
transactions are also eliminated.

(2) EBITDA is defined as income before provision iitcome taxes, interest expense, interest incoeggreciation and amortization. EBITL
is not intended to represent cash flows from opmratand should not be considered as an altern@timet income as an indicator of PG&E
Corporation's operating performance or to cashdlasa measure of liquidity. Refer to the Stateroé@ash Flows for the U.S. GAAP basis
cash flows. PG&E Corporation believes that EBITRAaistandard 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 hasrbeestated to conform with new segment presentésiee Note 7 of the Notes to the
Condensed Consolidated Financial Statements).

Overall Results

PG&E Corporation's financial position and result®perations continue to be impacted by the ong@atifornia energy crisis. Please see
Liquidity and Financial Resources section and Na@tasd 3 of the Notes to the Condensed Consolidétexhcial Statements for more
information on the California energy crisis.

PG&E Corporation's net income for the second quaneed June 30, 2001 was $750 million, compareetancome of $248 million for the
same period in 2000, representing an increase@# $illion. The Utility's net income available foommon stock for the quarter ended June
30, 2001 accounted for $480 million of the increase

PG&E Corporation incurred a net loss of $201 millfor the six-month period ended June 30, 2001 @watpto net income of $528 million
for the same period in 2000. Of the $729 million decrease from the prior six-month period in 2a886, Utility was responsible for virtually
all of the decrease, somewhat offset by an increaset income at PG&E NEG.

Subject to final resolution of regulatory and judienatters, PG&E Corporation and the Utility expiaure earnings to continue to reflect
increased volatility as a result of no longer beaiie to reflect the impact of generatimtated regulatory balancing accounts in theirrfmal
statements. As previously discussed, the Utilitynzd meet the accounting probability standard meglio defer generation costs for future
recovery. As such, costs and revenues historidaifgrred in regulatory balancing accounts now diyémpact net income. The Utility's net
income will be impacted by changes in electricityl @as costs, customer demand, weather, costeddtams, conservation and other related
items.

The changes in performance for the three and sixtimperiods ended June 30, 2001 and 2000 are digregteibutable to the following
factors:

- The Utility's earnings were impacted as a resliits under-collected purchased power costs. Bexafithe lack of a regulatory, legislative,
or judicial solution to the California energy csisthe Utility cannot defer for future recovery itsder-collected purchased power costs. These
costs have been expensed as incurred. For themikhrperiod ended June 30, 2001, the total undéreted purchased power costs were
$563 million, after-tax of which $8 million, prextare professional fees and expenses and refledtieuh the reorganization sections of the
consolidated statement of operations. During tleerse quarter of 2001, the Utility recognized after offsets of $552 million against
previously expensed purchased power costs. Théssgtofncluded $327 million related to the markaue of terminated bilateral contracts
and $155 million of adjustments to first quartetireates of ISO costs. The adjusted ISO costs rxfitom actual billings received in May
2001 for costs incurred in March 2001.

- As a result of the high cost of power, with nésefting revenues, the Utility and PG&E Corporati@mve a net loss for California tax
purposes through June 30, 2001. California law do¢permit carrybacks of such losses, and onlynjiercarryforwards of 55% of such
losses. As a result, for the six-month period entiete 30, 2001, PG&E Corporation was unable togmeize $8 million of state tax benefits
because of California law.

- As a result of the liquidity crisis attributalitethe California energy crisis, PG&E Corporati@sltsignificantly 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's financiasiion. The incremental cost of these borrowings %61 million, aftetax, for the quart
ended June 30, 2001, and $103 million, after-taitfe six-month period ended June 30, 2001.
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- The Utility's filing of a petition of reorganizati under Chapter 11 of the U.S. Bankruptcy Coderéssted in incremental external finant
and legal expenses associated with the developofi@nplan of reorganization. For the quarter entlate 30, 2001, these fees amounted 1
million after- tax of which $8 million, préax, are professional fees and expenses refledtathwhe reorganization section in the consolidi
statement of operations. For the six-month peritded June 30, 2001, total incremental externahfiied and legal fees were $25 million
after-tax.

- PG&E NEG increased earnings by $34 million fa three-month period ended June 30, 2001, ovesaime period in 2000. The increase
was a result of the impact of favorable market nmoeets on merchant generating plants and incredpeting utilization in the Pacific
Northwest.

Dividends

PG&E Corporation's historical quarterly common ktdwvidend was $0.30 per common share, which cpmeged 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 JanuaryQl8, @& shareholders of record as of
December 15, 2000. The California energy crisisdradted a liquidity crisis for PG&E Corporationhieh led to the suspension of payments
of dividends to conserve cash resources. TheseltEdadividends were later paid on March 2, 200&anjunction 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 termmf/ars with an option on behalf of PG&E Corponatio extend the term for an additional
year.

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, LLC Until its financial contilbn is restored, the Utility is
precluded from paying dividends to PG&E Corporationl PG&E Holdings, LLC

Utility
Overall Results

The Utility's net income was $696 million for theagter ended June 30, 2001, compared to $216 miltiothe same period in 2000. This
increase in net income was primarily the resuthefrecognition of the market value of terminatédtéral contracts and the change in the
amount of ISO accruals for purchased power costs.

The Utility had a net loss of $304 million for thix-month period ended June 30, 2001, comparduktptior year's net income of $444
million. The change in earnings was primarily theult of the $.9 billion charge to earnings for @ndollected purchased power costs in
excess of the amounts provided in customer rategéovery of such costs. The under-collected arsomclude 1SO charges incurred
between January 1 and April 6, 2001. Generally pteceaccounting principles require that the amobataccounted for as expenses unless
they can be deemed probable of recovery throughetindated rates. Due to uncertainty created betigegy crisis, the Utility cannot meet
the accounting probability standard. This charge patially offset by the recognition of the vahlfehe terminated bilateral contracts.

Operating Income

Operating income was $1,336 million for the secqudrter ended June 30, 2001, compared to opeiiatiogie of $552 million for the same
period in 2000. This increase in operating incomprimarily attributable to the recognition of thelue of the terminated bilateral contracts
worth $552 million and the change in the amourtheflSO accruals for purchased power costs.

The Utility had an operating loss of $84 milliorr tbe six months ended June 30, 2001, comparepgdmting income of $1,122 million for
the same period in 2000. This change is due tclthege to earnings for under-collected purchasegpaosts, as discussed above, which
was partially offset by the recognition of the \alf the terminated bilateral contracts.
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Operating Revenues

The Utility's operating revenues for the three rhergnded June 30 were $2.3 billion in both 20012000. Electric revenues decreased by
$304 million for the three months ended June 3012@rimarily due to the reduction of revenue résglfrom a portion of the Utility's billed
revenues being passed through to the DWR for th&k[B/Mlectricity purchases which was partially aftsg an increase in customer
revenues. Beginning in April 2001, the DWR begappdying electric power to the Utility's customensexcess of that power generated by or
contracted for by the Utility. The Utility acts sty as a billing agent for the DWR. Therefore, éimounts paid to the DWR for deliveries are
not recorded as expense and the revenue billeldebytility to its customers associated with thiergy is excluded from revenues.

Gas revenues increased $317 million for the threeths ended June 30, 2001, due to the increasedues from commercial and residential
customers due to higher gas costs resulting frash hatural gas prices. Such costs are passedextldito customers.

The Utility's operating revenues for the six morghsled June 30, 2001 were $4.9 billion comparexgpévating revenues of $4.5 billion for
the same period in 2000. Gas revenues increas8@3million while electric revenues decreased $®dBon. The increase in gas revenues
was primarily due to increased revenues from residleand commercial customers due to higher avecagt of gas resulting from higher
natural gas prices and increased usage during 2001.

The decrease in electric revenues of $646 millias yrimarily due to credits issued to direct accassomers and due to the reduction of
revenue resulting from a portion of the Utilityildd revenues being passed through to the DWRM®DWR's electricity purchases. As
discussed above, these revenues are not includbd latility's reported revenues.

In accordance with CPUC regulations, the Utilitpyides an energy credit to those customers (kneadiract access customers) who have
chosen to buy their electric generation energy fesnenergy service provider (ESP) other than thigyJtThe Utility bills direct access
customers based upon fully bundled rates (generalistribution, transmission, public purpose pargs, and a competition transition
charge). However, the direct access customer reseim energy credit equal to the average genenatice multiplied by customer energy
usage for the period, with the customer being @itéid to their ESP at their direct access contedet r

For the sixmonth period ended June 30, 2001, the estimatatidbaccumulated credits for direct access custsmiat have not been paid

the Utility is approximately $354 million. Such anrgs are reflected on the Utility's condensed clidat@d balance sheet. The actual amount
that will be refunded to ESPs or directly to thetomer will be dependent upon the outcome of thigyk bankruptcy proceeding, when the
rate freeze ends, and whether there are any adjnsdmmade to wholesale energy prices by FERC.

Operating Expenses
The table below summarizes the changes in thetyRilbperating expenses:

Three months
ended June 30

Percentag e
Increase Increase

(in millions) 2001 2000 (Decrease) (Decrease )
Cost of electric energy $(362) $ 975 $(1,337) (137)%
Cost of gas 429 182 247 136 %
Operating and maintenance 676 543 133 24 %
Depreciation, amortization, and decommissioning 222 44 178 405 %
Reorganization professional fees and expenses 8 - 8 -
Total operating expenses $973 $1,744 $ (771) (44)%

Six months Increase Increase

ended June 30 (Decrease) (Decrease )

2001 2000

Cost of electric energy $1,955 $1,488 $ 467 31%
Cost of gas 1,345 465 880 189 %
Operating and maintenance 1,208 1,094 114 10 %
Depreciation, amortization, and decommissioning 439 345 94 27 %
Reorganization professional fees and expenses 8 - 8 -
Total operating expenses $4,955 $3,392 $1,563 46%
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The cost of electric energy decreased by $1,33lfomilor the three months ended June 30, 2001 coedpa the same period in 2000. This
was attributable to the recognition of the marlatie of several electric bilateral contract terrtioras amounting to $552 million, a $261
million change in the amount of the ISO relateds@seviously accrued and the impact of the faat tlosts of electric energy procured by
DWR are no longer reflected by the Utility. In aodance with state legislation, the Utility does take title to the energy procured by the
DWR for delivery to its customers. Rather, the ititiacts solely as a billing agent for the DWR. féfere, the amounts paid to the DWR for
deliveries are not recorded as expense and thauweuslled by the Utility to its customers assoethwith this energy is excluded from
revenues.

The cost of electric energy increased by $467 omilfor the six months ended June 30, 2001 comgartite same period in 2000. This was
attributable to the higher average cost of eleityria 2001. Historically, the Utility generally wbd have deferred such under-collected
purchased power costs as a regulatory asset tolleeted from customers in future rates. Howeveag tb the lack of regulatory, legislative,
or judicial relief, the Utility cannot conclude thais probable that its under-collected purchpserer costs will be collected in future rates.
Therefore, in 2001 such costs are being expenseatased.

The higher costs were offset, in part, by the redamn of the market value of electric bilateraht@ct terminations and the costs being pa
through to the DWR for the DWR's electricity purshs, as discussed above.

The cost of gas increased by $247 million and $88lon for the three months and six months endatkJ30, 2001, respectively, compared
to the same periods in 2000. The average costoivga $7.80 per decatherm (DTh) for the six moatited June 30, 2001 compared to
$2.59 per DTh for the same period in the prior y&&e procurement costs for gas are passed direattythe customers.

The Utility's operating and maintenance expensagased $133 million in the three-month period, $ht¥4 million in the six-month period
ending June 30, 2001 compared to the same pend300. These increases are a result of a Diahty@arefueling outage with no such
outage in the similar periods of 2000, increasesiaaer energy efficiency expenses and higher figaaequirements fees resulting from
higher electric and gas revenue.

Depreciation, amortization, and decommissioningaased by $178 million in the three-month period] 94 million in the sixnonth periot
ending June 30, 2001 compared to the same perid300. These increases are due to the eliminafioegulatory asset deferrals for
generation-related transition costs in 2001. InN(R@then generatiorelated regulatory assets were amortized to degiienj amortization ar
decommissioning expense and when purchased poweswere under-collected, the Utility would defee tinder- collections by reducing
depreciation, amortization and decommissioning egpeSince the Utility wrote off its generationateld regulatory assets and under-
collected purchased power costs in 2000 and caeditw expense as incurred its under-collected pgezhpower costs in 2001, no such
deferral and reduction to depreciation, amortizgtand decommissioning expense occurs in 2001.

Dividends

The Utility has suspended payment of its commongeterred dividends. Dividends on preferred staickcumulative. 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&orporation and PG&E Holdings, LLC

PG&E National Energy Group
Operating Income

Operating income at PG&E NEG was $125 million foe second quarter ended June 30, 2001 compar@&2 tmilion for the same period in
2000. For the six-month period ended June 30, 20@drating income was $210 million, compared to2pd#llion for the same period in
2000.

Operating Revenues

Operating revenues were $2.8 billion in the thremtins ended June 30, 2001, a decrease of $.6hitlrol8%, from the three months ended
June 30, 2000.

Operating revenues for PG&E Energy decreased bhithign, or 13% primarily as the result of decredsommodity sales and a decline in
the market value of long-term gas transportatiantreets. Operating revenues for PG&E Pipeline desad by $216
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million. Short-term firm revenues earned by PG&BdHine operations increased, resulting from higlsarge and higher negotiated rates.
However, these increases were offset by the cormplef the sale of PG&E GTT in late 2000, which ladenues of $224 million for the
three months ended June 30, 2000.

Operating revenues were $7.0 billion in the six therended June 30, 2001, an increase of $.8 hillinh2%, from the six months ended J
30, 2000. Operating revenues for PG&E Energy irsgddy $1.2 billion as a result of increases inptfige of power and gas, and a focus of
trading efforts on asset management and higherimtiegles. These increases were partially offsetdnyeases in commodity sales and
declines in the market value of long-term gas farstion contracts during the second quarter. &tjppey revenues for PG&E Pipeline
decreased by $433 million. Short-term firm revene@sed by pipeline increased, resulting from higlsage and higher negotiated rates.
These increases were offset by the completioneoséte of PG&E GTT in late 2000, which had reverafe&149 million for the six months
ended June 30, 2000.

Operating Expenses

Operating expenses were $2.6 billion in the threatims ended June 30, 2001, a decrease of $.7bitlidi20%, from the three months ended
June 30, 2000. The decrease primarily resulted fremower quantity of PG&E Energy commodity sategrall reduced operational costs at
our facilities, and the reduction of costs assedatith the sale of PG&E GTT in late 2000 from PGRipeline segment.

Operating expenses were $6.7 billion in the six theended June 30, 2001, an increase of $.8 hilioh3%, from the six months ended J
30, 2000. The increase primarily resulted from bBigtpsts of commodities and fuel in the PG&E Enesggment, partially offset by overall
reduced operational costs at PG&E NEG facilities] #the reduction of costs as a result of the SARGRE GTT in late 2000.

Dividends

PG&E NEG currently intends to retain any futurendags to fund the development and growth of itdmess. Further, PG&E NEG is
precluded from paying dividends, unless it meettagefinancial 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 opedaats 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 significarégulatory proceedings at this time. The Utilitsignificant 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 Conde@musolidated Financial Statements.)

The Utility's General Rate Case (GRC)

The CPUC authorizes an amount known as "base regéma be collected from ratepayers to recovetdtiléy's basic business and
operational costs for its gas and electric distidruoperations. Base revenues, which include fuel-related operating and maintenance
costs, depreciation, taxes, and a return on inglesipital, currently are authorized by the CPUGRC proceedings.

In March 2000, two interveners filed applications fehearing of the Utility's 1999 GRC decisiorteging that the CPUC committed legal
errors by approving funding in certain areas thataanot adequately supported by record evidencéptit 2000, the Utility filed its response
to these applications for rehearing, defending@Re&C decision against the allegations of error. AJCRlecision on the applications for
rehearing is pending.

In the 1999 GRC decision, the CPUC ordered thattiliy file a 2002 GRC. As a result of the curtemergy crisis, the procedural schedule
has been delayed pending the CPUC's resolutidmedftility'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.

Order Instituting Investigation (Oll) into Holding Company Activities

On April 3, 2001, the CPUC issued an order instiuain investigation into whether the Californiaestor-owned utilities, including the
Utility, have complied with past CPUC decisionder) or orders authorizing their holding companyfations

45



and/or governing affiliate transactions, as welbpplicable statutes. The order states that the@WwIl investigate (1) the Utilities' transfer
money to their holding companies since deregulatfaine electric industry commenced, including dgriimes when their utility subsidiaries
were experiencing financial difficulties; (2) thaltire of the holding companies to financially as#he utilities when needed; (3) the transfer,
by the holding companies, of assets to unregukatédidiaries; and (4) the holding companies' adtidhingfence" their unregulated
subsidiaries. The CPUC will also determine whetuktitional rules, conditions, or changes are neéal@dequately protect ratepayers and
the public from dangers of abuse stemming fromhitiding company structure. The CPUC will investayathether it should modify, change,
or add conditions to the holding company decisiomsie further changes to the holding company siracalter the standards under which
the CPUC determines whether to authorize the faomatf holding companies, otherwise modify the dixis, or recommend statutory
changes to the California Legislature. As a resithe investigation, the CPUC may impose remeiireduding penalties), prospective rules,
or conditions, as appropriate.

PG&E Corporation and the Utility believe that thHegve complied with applicable statutes, CPUC denssirules, and orders. As described
above, on April 6, 2001, the Utility filed a volamy petition for relief under Chapter 11 of the UB&nkruptcy Code. PG&E Corporation and
the Utility believe that to the extent the CPUCkse® investigate past conduct for compliance psegothe investigation is automatically
stayed by the bankruptcy filing. Neither the Ujilitor PG&E Corporation can predict what the outcarhthe investigation will be or wheth
the outcome will have a material adverse effedheir results of operations or financial conditi@m April 13, 2001, the Utility filed an
application for rehearing of the classificatiortleé Oll as quasi- legislative, arguing that theéssof compliance, violations, and remedies for
past violations must be reclassified as adjudigator

On May 14, 2001, the CPUC issued an interim decitiat recategorized the proceeding from quasslative to the ratesetting category
because the ratesetting category is most appregdamixed factual and policy proceedings. In &ddi the CPUC noted that the proceeding
may be recategorized as adjudicatory at a later tithe CPUC finds that the Ultility violated pridecisions and other laws. On June 14,
2001, the CPUC denied the Utility's request foreaing of the interim decision placing this prodagdn the ratesetting category.

The Utility's 2001 Attrition Rate Adjustment (ARA)

In July 2000, the Utility filed an ARA applicatiomith the CPUC to increase its 2001 electric disttifin revenues by $189 million, effective
January 1, 2001. The increase reflects inflatichthe growth in capital investments necessary teeseustomers. The Utility did not request
an increase in gas distribution revenues. In Deeer20b00, the CPUC issued an interim order findirag & decision on the application could
not be rendered by January 1, 2001, and determihatgf attrition relief is eventually grantedatirelief will be effective as of January 1,
2001. On May 8, 2001, the CPUC's Office of Ratep&dvocates (ORA) submitted its report on the Wtifi request, recommending that the
CPUC deny the Utility's request. The Utility belgsvthat ORA's recommendations are unjustified &atlenged those recommendations in
hearings in June 2001.

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@silting in an authorized 9.12% overall rateatfirm (ROR). The Utility's earlier adopted
ROE was 10.6%. In May 2000, the Utility filed arpéipation with the CPUC to establish its authori®@dR 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 $7iftion and gas distribution revenues by approxeha$23 million. The application also
requests authority to implement an Annual Costapi@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-terrhtd®.8% preferred stock, and 48%
common equity. In March 2001, the CPUC issued agsed decision recommending no change to the durfiep2% ROE for test year 20!
This authorized ROE results in a corresponding%®.t@turn on rate base and no change in the Wsilitigctric or gas revenue requirement for
2001. A final CPUC decision is pending.

The Utility's FERC Transmission Rate Cases

Electric transmission revenues, and both wholesaderetail transmission rates are subject to aiztion 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 Wiz, 1999. During this period, somewhat higheesdtave been collected, subject to
refund. A FERC order approving this settlementxigeeted 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
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approved a settlement that permits the Utilityeoaver $298 million in electric transmission ratesoactively for the 10-month period from
May 31, 1999 to March 31, 2000. In September 262FERC approved another settlement that pertrététility to recover $340 million
annually in electric transmission rates and magerétroactive to April 1, 2000. Further, in JuR, the FERC approved another settlement
that permits, the Utility to collect $251 milliomaually in electric transmission rates beginningvay 6, 2001. This decrease in transmission
rates relative to previous time periods is duertoswally large balances paid to the Utility frore 15O for congestion management charges
and other transmission related services billechieyi 0.

In March 2001, PG&E filed at FERC to increase wsvpr and transmission related rates to the Weg#tega 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 contracvben the Utility and Western. In this filing, theility estimates that if FERC grants its
request, it will collect from Western an additio®dl, 125 million before the contract terminates @c@&nber 31, 2004, thereby reducing the
revenue that needs to be collected through existietric retail 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 6 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 withiérange of possible costs, the Utility
records the lower end of this range.

At June 30, 2001, the Utility expects to spend $80i6on, undiscounted, for hazardous waste renteliecosts at identified sites, including
divested fossil-fueled power plants. The cost eftithzardous substance remediation ultimately uskkamtby the Utility is difficult to
estimate. A change in the estimate may occur imé&ae term due to uncertainty concerning the Ylitesponsibility, 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 as3%4lion on these costs. The Utility estimates tipper limit of the range using assumpti
least favorable to the Utility, based upon a rapigeeasonably possible outcomes. Costs may be hifjtie Utility is found to be responsible
for clean-up costs at additional sites or expeotgdomes change.

The Utility had an environmental remediation ligghibf $306 million and $320 million at June 30,00and December 31, 2000, respectiv
The $306 million accrued at June 30, 2001 inclyd@$139 million related to the pre-closing reméidia liability, associated with divested
generation facilities (see further discussion m 'tBeneration Valuation " section of Note 2 of Mates to the Condensed Consolidated
Financial Statements), and (2) $167 million relatedemediation costs for those generation faegithat the Utility still owns, manufactured
gas plant sites, and gas gathering compressoorstatDf the $306 million environmental remediatiability, the Utility has recovered $139
million through rates, and expects to recover amo#i86 million in future rates. The Utility is seéed recovery of the remainder of its costs
from insurance carriers and from other third partie appropriate.

On June 28, 2001 the Bankruptcy Court entereddtsiér on Debtor's Motion for Authority to Continlie Hazardous Substances Cleanup
Program"”. The Ultility is authorized to expend (@) to $22 million in each calendar year in whictst@hapter 11 case is pending to continue
its hazardous substance remediation programs aeéqures, and (ii) any additional amounts necesaanergency situations involving
post-petition releases or threatened releaseszaftious substances, if such excess expendituneséssary in the Utility's reasonable
business judgment to prevent imminent harm to pui#alth and safety or the environment (provided the Utility seeks the Court's
approval of such emergency expenditures at théesagracticable time), in each case as describ#uei motion.

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 specifid¢tie plant's National Pollutant Discharge
Elimination System (NPDES) permit issued by thet@diCoast Regional Water Quality
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Control Board (Central Coast Board). The purchaséfied the Central Coast Board of its findingsMarch 2000, the Central Coast Board
requested the Utility to provide specific infornmatiregarding the "backflush" procedure used at Masgling. The Utility provided the
requested information to the Board in April 2000eTUtility's investigation indicated that whileotvned Moss Landing, significant amounts
of water were discharged from the cooling wateaket While the Utility's investigation did not ctBaindicate that discharged waters had a
temperature higher than ambient receiving water Utility believes that the temperature of the daaged water was higher than that of the
ambient receiving water. In December 2000, the atkee officer of the Central Coast Board made desaent proposal to the Utility under
which the Utility would pay $10 million, a portiasf which would be used for environmental projectd ¢he balance of which would
constitute civil penalties. Settlement negotiatians continuing.

The Utility's Diablo Canyon employs a "once throtigholing water system, which is regulated undBIPIDES 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 beneficiasusf 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 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#lilischarge of cooling water from the
Diablo Canyon plant protects beneficial uses aatlttie intake technology reflects "best technolaggilable" under Section 316(b) of the
Federal Clean Water Act. As part of the settleminat,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 subjegiublic comment and will be incorporated in a consktree 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) baen conducting a nationwide enforcement investigaegarding the historical
compliance of coal-fueled electric generating etagiwith various permitting requirements of thea@l@ir Act. Specifically, the EPA and the
U.S. Department of Justice have recently initisefbrcement actions against a number of electilities, several of which have entered into
substantial settlements for alleged Clean Air Aotations related to modifications (sometimes mibian 20 years ago) of existing coal-fired
generating facilities. In May 2000, PG&E NEG reemha request for information seeking detailed dpegand maintenance histories for the
Salem Harbor and Brayton Point power plants antilanember 2000, the EPA visited both facilities. SESNEG believes this request for
information is part of the EPA's industry-wide istigation of coal-fired power plants' compliancghathe Clean Air Act requirements
governing plant modifications. PG&E NEG also bediswhat any changes it made to these plants weti@eanaintenance or repair and,
therefore, did not require permits. The EPA hasisgied a notice of violation or filed any enforeraction against PG&E NEG at this
time. Nevertheless, if the EPA disagrees with PG®ES's conclusions with respect to the changes PE&E made at the facilities, and
successfully brings an enforcement action agai@&FP NEG, then penalties may be imposed and furhgission reductions might be
necessary at these plants.

From time to time various states in which our fitie# are located consider the adoption of air sioiss standards that may be more stringent
than those imposed by the EPA. On May 11, 2001ivthesachusetts Department of Environmental Prate¢DEP) issued regulations
imposing new restrictions on emissions of NOx a@® Smercury and carbon dioxide from existing caaef power plants. These restrictions
will impose more stringent annual and monthly Israh NOx and SO2 emissions than currently existvatidake effect in stages, beginning
in October 2004 if no permits are needed for trenges necessary to comply, and beginning in 208éci permits are needed. The DEP has
informed PG&E NEG that, based upon its current wstdading of the facilities' plans for compliancighathe new regulations, it believes tl
permits will be needed and that the initial comptia date will therefore by 2006. However, the neegermits triggers an obligation to meet
Best Available Control Technology (BACT) requirenerCompliance with BACT at the facilities couldjuére implementation of controls
beyond those otherwise necessary to meet the eméssiandards in the new regulations. Mercury earissare capped as a first step and
must be reduced by October 2006 pursuant to staadabe developed. Carbon dioxide emissions @dated for the first time and must be
reduced from recent historical levels. PG&E NEGéads that compliance with the carbon dioxide aapsbe achieved through
implementation of a number of strategies, includiequestrations and offsite reductions. Variousnigsnd recordkeeping requirements are
also imposed.

By 2002, PG&E NEG plans to have approximately 5,MW of generating capacity in operation in New Engl. The new Massachusetts
regulations affect primarily its Brayton Point aBdlem Harbor generating facilities, representingraximately
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2,300 MW. Through 2006, it may be necessary to dpgproximately $265 million to comply with thesgulations. In addition, with respe
to approximately 600 MW (or about 12%) of PG&E NE®ew England capacity, PG&E NEG may need to implanfuel conversion, limit
operations, or install additional environmentalttols. These new regulations require that PG&E NieGieve specified emission levels
earlier than the dates included in a previous Masssetts initiative to which it had agreed.

The Federal Clean Water Act generally prohibitsdiseharge of any pollutants, including heat, iaty body of surface water, except in
compliance with a discharge permit issued by &statvironmental regulatory agency and/or the EPPof&he facilities that are required to
have such permits either have them or have tinyghjied for extensions of expired permits and areraing in substantial compliance with
the prior permit. At this time, three of the fosiitl plants owned and operated by an affiliat®G&E NEG USGen New England, Inc.
(Manchester Street, Brayton Point and Salem Hastations) are operating pursuant to permits thag lexpired. For the facilities whose
NPDES permits have expired, permit renewal appboatare pending, and PG&E NEG anticipates thahedle facilities will be able t
continue to operate in substantial compliance witbr permits until new permits are issued. Itssimated that USGen New England's cost to
comply with new permit conditions could be approately $60 million through 2005. It is possible ttia new permits may contain more
stringent limitations than the prior permit.

PG&E NEG anticipates spending up to approximat8§0bmillion, net of insurance proceeds, through62fad environmental compliance at
currently operating facilities, which primarily agddses: (a) new Massachusetts air regulations maaie on April 23, 2001 affecting the
Brayton Point and Salem Harbor Stations; (b) waatempermitting requirements that may apply toBhayton Point, Salem Harbor and
Manchester Street Stations; and (c) requirememtshich PG&E NEG agreed, that are reflected inrsseat decree concerning wastewater
treatment facilities at the Salem Harbor and BrayRoint Stations.

During April 2000, an environmental group servedd$® New England, Inc., and other subsidiaries witlotice of its intent to file a citizel
suit under RCRA. The group stated that it planmealiege that USGen New England, Inc. as the géoreoéfossil fuel combustion wastes at
Salem Harbor and Brayton Point, has contributedisuedntributing to the past and present handbbgrage, treatment and disposal of wastes
at those facilities which may present an imminerd substantial endangerment to the public healtheenvironment. During September
2000, USGen New England, Inc. signed a series @eagents with the Massachusetts Department of &mwviental Protection and the
environmental group that address and resolve timesters. The agreements, which have been fileddarkl court and are now incorporated

in a consent decree, require, among other thihgs 1SGen New England, Inc. alter its existing wasiter treatment facilities at both

facilities by replacing certain unlined treatmeasims, submit and implement a plan for the closfiich basins, and perform certain
environmental testing at the facilities. Althoudjle butcome of such environmental testing could teddgher costs, the total cost of these
activities is expected to be approximately $21iomll and they are underway.

PRICE RISK MANAGEMENT ACTIVITIES

PG&E Corporation and its subsidiaries have estadtigisk management policies that allow derivatieelse used for both trading and non-
trading purposes (a derivative is a contract wivadee is dependent on or derived from the valugoofie underlying asset). We use
derivatives for non-trading (hedging) purposes prily to offset our primary market risk exposuregich include commaodity price risk,
interest rate risk, and foreign currency risk. Viaise derivatives, including those used for gdhon-hedging) purposes, to participate in
markets to gather market intelligence, create diijyi maintain a market presence, and enhanceahe of our trading portfolio. Such
derivatives include forward contracts, futures, gsyaptions, and other contracts. Net open positftirat is, positions that are either not
hedged or only partially hedged) often exist duevimership of physical assets (such as power plgatspipelines, etc.) and the obligation to
serve customers. Net open positions may also bhélestted based on the assessment of market carglibosiness objectives, and risk
tolerance limits set by management. To the extattRPG&E Corporation and its subsidiaries haveangosition, they are exposed to the
risk that fluctuating commodity prices, interederg and foreign currency exchange rates may aglyarspact their financial results.

PG&E Corporation and its subsidiaries may only grega the trading of derivatives in accordance \gitticies established by the PG&E
Corporation Risk Policy Committee. Trading is pated only after the Risk Policy Committee authosigeich activity subject to appropriate
financial exposure limits. Under PG&E Corporatibnth PG&E NEG and the Utility have their own Rislaiagement Committees that
address matters relating to those companies' régpduisinesses. These Risk Management Committeeaprised of senior officers.

Market Risk
Commodity Price Risk
Commodity price risk is the risk that changes inkeaprices will adversely affect earnings and déslvs. PG&E Corporation
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is primarily exposed to the commodity price risk@dated with energy commaodities such as electranid natural gas. Therefore, PG&E
Corporation's strategy for reducing its commoditigg@ risk exposure for its price risk managemetitvdies primarily involves buying and
selling fixed-price commodity commitments into floiture.

In compliance with regulatory requirements, thditytmanages price risk independently from the\aiiéis in PG&E Corporation's
unregulated business. Because of different regyl@aentives and rate-making methods, the Utilgorts its commodity price risk
separately for its electricity and natural gas hbesses. Price risk management strategies prinenilgist of the use of non-trading (hedging)
financial instruments to attain our objective adueing the impact of commodity price fluctuations &lectricity and natural gas associated
with the Utility's procurement obligations to méstretail electricity and natural gas loads. While use of these instruments has been
authorized by the CPUC, the CPUC has yet to establiles around how it will judge the reasonablsrEthese instruments for electricity
purchases. Gains and losses associated with thef thlse majority of these financial instrumentspairily affect regulatory accounts,
depending on the business unit and the specifigraro involved.

Utility Electric Commaodity Price Risk

The Utility has had a very limited ability to eniato forward contracts to hedge their exposurectmmodity price fluctuations because of the
reluctance of counterparties to extend credit.hesltility's credit rating dropped below investmgrade in January 2001, the DWR began
purchasing wholesale power for electric customarbehalf of the State of California. In Februarp20because the Utility was unable to
make payment to the PX for existing power purchabesPX sought to liquidate the Utility's remaigiblock-forward contracts. Before they
could do so, the PX block-forward contracts welizeskby California Governor Gray Davis for the biitnaf the State, acting under
California's Emergency Services Act. As a resultaitinued increasing purchased power costs inssxaerevenues from customers and |

of solutions to the energy crises, on April 6, 200& Utility sought protection from its creditafgough a Chapter 11 bankruptcy filing. Me
existing bilateral contracts were terminated infihst and second quarter of 2001 due to the doaahgyiof the Utility's credit rating and its
subsequent bankruptcy filing. As explained in Ndt&f the Notes to the Condensed Consolidated Fiag&tatements, the Utility believes
that it is no longer responsible for purchases nigdBWR to meet the Utility's net open position eTWtility is currently paying DWR the
amount of money it collects in retail rates forodliity (that is, excluding transmission, distrilmn, and other costs). The Utility believes that
it is only obligated to pass through the amounbltects in electricity rates, and therefore, therao price risk for electricity purchases to
serve the net open position.

Although responsibility for the net open positiarrrently lies with the DWR, it is anticipated thhts responsibility will be transferred bacl
the Utility at an unknown future date. As explairiedNote 2 of the Notes to the Condensed Consda@itikinancial Statements, the Utility
believes that the conditions required to end tie freeze on retail electricity rates were metG0@ after which time power purchase costs
would be included in retail electricity rates. Bhagity commodity price risks after the rate freez®ls would depend on how retail rates are
determined. If traditional cost-of-service ratenmgkimethods are used, electricity commodity prisksriwould not have a material impact on
PG&E Corporation's financial results.

Utility Natural Gas Commodity Price Risk

Under a rate-making method called the Core Procemn¢mmcentive Mechanism (CPIM), the Utility recosén retail rates the cost of

procuring natural gas for its customers as lonthagosts are within a 99% to 102% "dead-band"lmérechmark price. The benchmark price
reflects a weighting of spot and forward gas prited are representative of Utility gas purchaBedepayers and shareholders share costs or
savings outside the dead-band equally. In addittom Utility has contracts for capacity on the Ta@&astern gas pipeline. There is price risk
related to the Transwestern gas pipeline to thengésthat unused portions of the pipeline are bredket floating rates.

Under a ratemaking method called the Gas Accolatesiolders are at risk for any revenues from theecfacapacity on the Utility's pipelines
and gas storage fields held by the California Gasndmission (CGT) business unit. The Utility is geaily exposed to reduced revenues w
price spreads narrow, although this exposure igatéd through forward contracts.

PG&E NEG Commodity Price Risk

PG&E NEG is exposed to commaodity price risk ofptstfolio of electric generation assets and sugplytracts that serve wholesale and
industrial customers, in addition to various menthaants currently in development. PG&E NEG marsagiech risks using a cost effective
risk management program that primarily includeshttiging and selling of fixegrice commodity commitments to lock in future céisivs of
their forecasted generation. PG&E NEG is also exgds commodity price risk of net open positionghwi their trading portfolio due to the
assessment of and response to changing marketiomsdi

PG&E Corporation and its subsidiaries measure coditymprice risk exposure using value-at-risk andeotmethodologies that
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simulate future price movements in the energy ntarteeestimate the size and probability of futuoéeptial losses. We quantify market risk
using a variance/co-variance valuerigk model that provides a consistent measures&facross diverse energy markets and productsudé
of this methodology requires a number of impor@ssumptions, including the selection of a confidelewel for losses, volatility of prices,
market liquidity, and a holding period.

PG&E Corporation uses historical data for calcualgthe price volatility of our contractual posit®and how likely the prices of those
positions will move together. The model includdsdativatives and commodity instruments in our ingdand non-trading portfolios and only
derivative commodity instruments for PG&E NEG's ricading portfolio (not the related underlying hedgmsition). PG&E Corporation at
the Utility express value-atsk as a dollar amount of the potential loss i ftir value of our portfolios based on a 95% aberfice level usin
a one-day liquidation period. Therefore, there ¥@probability that PG&E Corporation and its sdlsiies portfolios will incur a loss in one
day greater than its value-at-risk.

The Utility's daily value-at-risk commaodity pricesk exposure for noirading activities as of June 30, 2001, was $1lioniffor its natural ge
business. The Utility believes that there is cuityemo commodity price risk associated with fluding electric power prices, because these
costs should be fully reflected in future retatbis

PG&E NEG's daily value-at-risk commodity price riskposure as of June 30, 2001, was $15 millionréating activities and $36 million for
non-trading activities.

Value-at-risk has several limitations as a meastiportfolio risk, including, but not limited tonalerestimation 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 activitiesaMe-at-risk also does not reflect the significagulatory, legislative, and legal risks currently
facing the Utility due to the Utility's bankruptpyoceedings and the current California energy<crisi

Interest Rate Risk

PG&E Corporation is exposed to changes in intesget primarily as a result of its variable ratenatercial paper, bonds, bank loans, floa
rate notes, project financing, and investing atiisi In addition, PG&E Corporation is exposedharnges in interest rates on interest accr
on loan payments and trade payables currentlyfautte For a complete discussion of the risk managy® strategies and financial
instruments used to manage interest rate riskP&&E Corporation's 2000 Annual Report on Form 1(RK&E Corporation uses sensitivity
analysis to measure its interest rate price riskdyputing estimated changes in cash flows asudt iflsassumed changes in market interest
rates. As of June 30, 2001, if interest rates adeaed 1% higher, PG&E Corporation's earnings bale decreased by approximately .
million.

Foreign Currency Risk

PG&E Corporation is exposed to foreign currencl dssociated with the Canadian dollar. For a coteéscussion of the risk management
strategies and financial instruments used to maf@agé@n currency risk, see PG&E Corporation's 28@0ual Report on Form 10-K. PG&E
Corporation uses sensitivity analysis to meassréoieign currency exchange rate exposure to tiladian dollar. As of June 30, 2001, if the
Canadian dollar experienced a 10% devaluatiomnastid losses would not have had a material impaBt@&E Corporation's consolidated
financial statements.

LEGAL MATTERS

In the normal course of business, both the Utditg PG&E Corporation are named as parties in a ruoficlaims and lawsuits. See Note 6
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 @any's primary market risk results from changesniargy prices and interest rates. We
engage in price risk management activities for ti@ting and non-trading purposes. Additionally,may engage in trading and non-trading
activities using forwards, futures, options, ané&p®/to hedge the impact of market fluctuationsr@rgy commodity prices, interest rates,
foreign currencies. (See Risk Management Activjtiesluded in Management's Discussion and Analgbisve.)
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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 Chafitedebtor. In general, the Utility may not pay ppetition debts without the Bankruptcy
Court's permission. Under the Bankruptcy Code Lty has the right to reject or assume executmptracts (contracts that require future
performance). The last day for non-governmental enaiditors to file proofs of claim is Septembef801 and the last day for government
entities to file proof of claims is October 3, 2001

Since the filing, the Bankruptcy Court has approvadous requests by the Utility to permit the ltito carry on its normal business
operations and to pay certain pre-petition oblzi For a discussion of some of these proceedmgshe Quarterly Report on Form 10-Q
filed by PG&E Corporation and Pacific Gas and Eied€ompany for the quarter ended March 31, 200dreMecently, the Bankruptcy Court
has approved the Utility's assumption of varioudrbglectric contracts with water agencies andatian districts, the implementation of a
management retention program, and the continuafi@mvironmental remediation and capital expendifunograms. Other recent proceed
are discussed below.

On May 18, 2001, the Bankruptcy Court vacated thigdd States Trustee's appointment of a ratepayemgnittee finding that the
Bankruptcy Code does not authorize the creatisuoh a committee. Under the Bankruptcy Code, ordgitors and equity security holders
are eligible for appointment to a committee by th8. Trustee. The Bankruptcy Court noted that utigeBankruptcy Code, there are
legitimate ways by which the ratepayers can beesspted and heard in the process, for examplayghrihe California Attorney General's
Office. In addition, the Bankruptcy Code providesibility and discretion to the court to allow pias to intervene in the case when they t
standing to do so. On July 10, 2001, the Bankru@toyrt denied the U.S. Trustee's motion to recansid earlier order.

On June 1, 2001, the Bankruptcy Court issued asiecdenying the Utility's request for an injunctiagainst the California Public Utilities
Commission (CPUC) and its Commissioners to prolit@timplementation or enforcement of the CPUC'sdd27, 2001 decision adopting
changes to the transition period accounting meshasi The Court also granted the CPUC's motionsimids the complaint. Although the
Court held that the Eleventh Amendment to the @@&hstitution did not bar the Utility's suit agaitisé individual Commissioners, the Court
concluded that the Utility was not entitled to aysbr an injunction to prevent implementation antbecement of the regulatory accounting
order. First, the Court held that, assuming thekBaotcy Code provision imposing an automatic stayre-petition proceedings might
ordinarily apply (an issue that the Court expresi&glined to decide), the Court determined thatibmmissioners were acting pursuant to
their police and regulatory power when issuingdhaer. Accordingly, the Court found that the ordexs exempt from the automatic stay
provision pursuant to a statutory exemption foracbemmencement or continuation of an action or prdo® by a governmental unit to
enforce such governmental unit's police and regolgiower. Second, the Court held that the Uthiad not shown any actual or threatened
violation of federal law sufficient to warrant imjative relief, nor did the balance of equities faaa injunction. The Ultility's application for
rehearing of the CPUC's decision remains pendiigeaCPUC. The Utility has initiated an appealtef Bankruptcy Court's decision to the
United States District Court for the Northern Didtof California, and the CPUC and its Commissisrgave initiated a cross-appeal, both of
which are pending.

The first meeting of creditors was held as schetialeJune 7, 2001. Senior executives of the Utiligde themselves available to respond to
guestions from the U.S. Trustee and participatieglitors about the Utility's assets, liabilitieslaadministration of the Chapter 11 estate.

As previously disclosed, the Utility filed a comipiafor injunctive and declaratory relief in the idauptcy Court asking the court to prohibit
the 1SO from charging the Utility for the 1SO's wWhsale power purchases made in violation of bartkyulaw, the ISO's tariff, and the

FERC's February 14 and April 6, 2001 orders. Indtder issued on February 14, 2001, the FERC egjettie 1ISO's January 5, 2001 proposed
tariff amendment which would have waived certaiedir standards relating to third party transactiang ordered that the 1ISO could only
engage in power purchases on behalf of creditwaattiifies. The Utility has not met the creditwontiss standards of the ISO tariff since
January 4, 2001. Despite the FERC orders, the EQcbntinued to bill the Utility for the ISO's wieshle power purchases.
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On June 18, 2001 the Bankruptcy Court granted gomdty Reliant Energy, Inc. and Reliant Energy 8&w, Inc. (collectively, Reliant) to
intervene in the Utility's action against the 1S€liant has intervened in the action to seek a peent injunction barring the 1ISO from
procuring power to meet the Utility's net shortiios in violation of its tariff and applicable FERorders. If the Bankruptcy Court decline:
issue such an injunction, Reliant has asked th&®gtcy Court in the alternative to declare that thility is liable to Reliant for power
procured by the ISO from Reliant and deliverechi Wtility's service area.

On June 26, 2001, the Bankruptcy Court issued lanpgrary injunction in the Utility's action againgite ISO, prohibiting the ISO from

violating the FERC orders discussed above and filamy administrative claims against the Utility the bankruptcy for ISO charges for
wholesale power purchases and other services itsthanarket. In issuing the injunction, the BankoypCourt noted that the FERC orders
permit the 1ISO to schedule transactions that irvelither a creditworthy buyer or a creditworthy miuparty, and noted the existence of
unresolved issues regarding how to ensure thed@wogthiness requirements for real-time transatiand emergency dispatch orders issued
by the ISO to power sellers. The Utility believhattits only responsibility for third party poweeltvered to its customers and related costs
since it ceased to be creditworthy is to pay theRDive amount collected from customers pursuantBd X.

In addition to alleging violations of the FERC orsland the creditworthiness provisions of the 18(@ift the Utility's complaint also seeks to
have the court declare that any action by the IBurchase wholesale power for or on behalf oLttty at costs the Utility is not permitted
to fully recover through the generation- relatedt@mmponent of retail rates, to compel the Utildyaccept and pay for such purchases, or to
accrue post-petition debt for such purchases foeccrue debts after April 6, 2001, when theitytfiled its petition under Chapter 11 of the
federal Bankruptcy Code), is automatically staygdbénkruptcy law and violates other provisionshaf Bankruptcy Code. In addition, the
complaint seeks a permanent injunction prohibithig SO from taking such actions.

On July 20, 2001, the Bankruptcy Court granteddtility's unopposed motion to extend the periodinigimwhich the Utility has the exclusive
right to file with the Bankruptcy Court a plan @forganization that specifies, among other thirgs tteatment of claims. Although the initial
120-day period was to expire on August 6, 2001 cthet extended the exclusivity period until Decem®, 2001. If the Utility files a plan of
reorganization before December 6, 2001, the exgtygderiod will be extended automatically untildfeary 4, 2002, giving the Bankruptcy
Court time to consider confirmation of the Utilgyplan. After the exclusivity period, and assuntimg Bankruptcy Court has not yet
confirmed the Utility's plan of reorganization, diters and other parties in interest may file thmim plan of reorganization.

Further, during July 2001, the Utility reached a&gnents with 131 of the Utility's QF suppliers, eg@nting about 1,600 MW of the average
annual 2,400 MW that the Utility receives from@§&s. Under the agreements, the Utility will assuhgeexisting QF contracts, as modifie
require the Utility to pay the QFs a fixed averagergy price of 5.37 cents per kWh for five ye&rgrrently, the contracts require the Utility
to pay the QFs a price that fluctuates with natgeal prices. In addition, the Utility has agreeg@dg the pre-petition debt on these 131
contracts, approximately $740 million, on the efifex date of the plan of reorganization. The tat@lount of debt the Utility owed to QFs
when it filed bankruptcy was approximately $1 bifli For certain QFs, if the effective date hasawaurred by July 15, 2003, the Utility has
agreed to pay 2% of the principal amount of thepettion debt per month until the effective datele plan of reorganization or until July
15, 2005, when the Utility would pay the remainprg-petition debt. The agreements require the appraivide Bankruptcy Court before th
can become effective. Most of the agreements hiagady been approved and the Utility has filed @t file motions asking the Bankruptcy
Court to approve the remaining agreements. Thegseghagreements contain modifications approvethiéy"PUC in a decision issued on
June 13, 2001, whereby certain QFs under Standffied €éntracts with the Utility who establish hangs may request that their contracts be
modified to replace the energy pricing term withree- year energy price that establishes the Uslfyll short-run avoided operating costs as
the lesser of (a) the energy price determined utideshort-run avoided energy price formula presipadopted by the CPUC for the Utility,
as in effect on March 1, 2001, or (b) the enerdgepdetermined under the short-run avoided enerigg lormula previously adopted by the
CPUC for the Utility, as in effect on March 1, 20®&ut with the QFs' actual California border gastssubstituted for the Malin and Topock
gas index prices otherwise used in such formula.

Federal Securities Lawsuit

By order entered on or about May 31, 2001, theoactntitled Jack Gillam; DOES 1 TO 5, Inclusived &l Persons similarly situated vs.
PG&E Corporation, Pacific Gas and Electric Compamnd DOES 6 to 10, Inclusive, described in the @urReport on Form 10-Q filed by
PG&E Corporation and Pacific Gas and Electric Comypfar the quarter ended March 31, 2001, was tearedfl from the U.S. District Court
for the Central District of California to the U Bistrict Court for the Northern District of Califoia.
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For a discussion of other pending legal proceedisgs the Annual Report on Form 10-K filed by PG&&rporation and Pacific Gas and
Electric Company for the year ended December 30028nd the Quarterly Report on Form 10-Q filed@&E Corporation and Pacific Gas
and Electric Company for the quarter ended MargH2801,

Item 3. Defaults Upon Senior Securities

The Utility has authorized 75 million shares ofgtiPreferred Stock ($25 par value) and 10 millibarss of $100 First Preferred Stock ($100
par value), which may be issued as redeemablererestieemable preferred stock. (The Utility hasisstied any $100 First Preferred Stock.)
At June 30, 2001, the Utility had issued and outditag 5,784,824 shares of non-redeemable prefstost and 5,973,456 shares of
redeemable preferred stock. The Utility's redeemphbgferred stock is subject to redemption at ttiktys option, in whole or in part, if the
Utility pays the specified redemption price plus@anulated and unpaid dividends through the redemputate. The Utility's redeemable
preferred stock with mandatory redemption provisioansists of 3 million shares of the 6.57 persenies and 2.5 million shares of the 6.30
percent series at December 31, 2000. The 6.57 qiesedes and 6.30 percent series may be redeentiesl dtility's option beginning in 2002
and 2004, respectively, at par value plus accuradlahd unpaid dividends through the redemption ddtese series of preferred stock are
subject to mandatory redemption provisions entjtlimem to sinking funds providing for the retirerhehstock outstanding. At December 31,
2000, the redemption requirements for the Utilitgdeemable preferred stock with mandatory redempgirovisions are $4 million per year
beginning 2002, and $3 million per year beginnif§4 for the series 6.57 percent and 6.30 peroespectively.

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

Due to the California energy crisis, the UtilitiBsard of Directors did not declare the regular @mnefd stock dividends for the three-month
periods ending January 31, 2001 (normally payablEebruary 15, 2001), April 30, 2001 (normally palgaMay 15, 2001), and July 31, 2C
(normally payable August 15, 2001).

Dividends on all Utility preferred stock are cuntita. All shares of preferred stock have votinghtgyand equal preference in dividend and
liguidation rights. Accumulated and unpaid dividsridr the three-month periods ending January 31Agmd 30, 2001, amounted to $12.7
million. Upon liquidation or dissolution of the Wty, holders of preferred stock would be entittedhe par value of such shares plus all
accumulated and unpaid dividends, as specifiethioclass and series. Until cumulative dividendgé®preferred stock are paid, the Utility
may not pay any dividends on its common stock,may the Utility repurchase any of its common stock.

The Utility's total defaulted commercial paper ¢aitsling as of June 30, 2001, was $873 million. Aume 30, 2001, the Utility had drawn
and had outstanding $938 million under the banHitfacility, which was also in default. For theagter ending June 30, 2001, the Utility has
not made any payments on its bank loan drawdowdgfaulted commercial paper.

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 Bopddity support for the underlying pollution coot bonds. These defaults included the
Utility's non-payment of other debt in excess 0d@million, the Utility's filing of a petition foreorganization under Chapter 11 of the U.S.
Bankruptcy Code and non-payment of interest. Assalt of these defaults, several of the letterredlit banks caused the acceleration and
redemption of four series of pollution control bendll of these redemptions were funded by theteadf credit banks resulting in like
obligations from the Utility to the banks, whichveanot been paid. As of June 30, 2001, the totatjwal of the bonds (and related loans)
accelerated and redeemed was $454 million. Asroé 30, 2001, the Utility did not make interest payts of $5.2 million on pollution
control bonds series 96C, E, F and 97B. As of Bh&001, the Utility did not make an interest paytof $2.7 million on pollution control
bond series 96A backed by bond insurance. Withrdegacertain pollution control bond-related debttee Utility backed by the Utility's
mortgage bonds, an event of default has occurrddrhe relevant loan agreements with the CaligoRuollution Control Financing Authori
due to the Utility's bankruptcy filing.

The Utility's filing of a petition for reorganizath 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% semotes ($680 million aggregate
amount outstanding), and floating rate notes ($biltién aggregate amount outstanding). In additas of June 30, 2001, the Utility has not
made interest payments on its 7.375% senior no@é®$1.24 billion floating rate notes. As of &80, 2001, the total arrearage of these
interest payments was $48.3 million. Also as ofe]88, 2001, the Utility did not make interest paptseon other long-term debt of $.5
million.
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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 agreertfemtyustee is required to take steps to liquittaerust and distribute the debentures to the
QUIPS holders.

Item 4. Submission of Matters to a Vote of Securityolders
PG&E Corporation:

On May 16, 2001, PG&E Corporation held its annuakting of shareholders. At that meeting, the stadeins voted as indicated below on
the following matters:

1. Election of the following directors to serve ilitiie next annual meeting of shareholders or uhélr successors are elected and qualified
(included as Item 1 in proxy statement):

For Withheld
David R. Andrews 258,499,976 17,939,124
David A. Coulter 261,767,229 14,671,871
C. Lee Cox 261,954,208 14,484,892
William S. Davila 261,901,022 14,538,078
Robert D. Glynn, Jr. 261,618,101 14,820,999
David M. Lawrence, MD 261,873,600 14,565,500
Mary S. Metz 261,742,063 14,697,037
Carl E. Reichardt 261,752,099 14,687,001
Barry Lawson Williams 261,728,932 14,710,168

2. Ratification of the appointment of Deloitte & 0@he LLP as independent public accountants for Zb@luded as Item 2 in proxy
statement):

For: 266,161,911
Against: 7,186,368
Abstain: 3,090,821

The proposal was approved by a majority of theeshagpresented and voting (including abstentiomsgwshares voting affirmatively also
constituted a majority of the required quorum.

3. Management proposal regarding increase in slaakable to be issued under the PG&E Corpordtmmg Term Incentive Program
(included as Item 3 in proxy statement).

For: 227,672,764
Against: 44,286,370
Abstain: 4,479,966
Broker non-vote: 0

The proposal was approved by a majority of theeshagpresented and voting (including abstentiomsgwshares voting affirmatively also
constituted a majority of the required quorum.

4. Consideration of a shareholder proposal reggrdimfidential shareholder voting (included as l#in proxy statement):

For: 57,869,881
Against: 165,503,947
Abstain: 6,072,815

Broker non-vote: (1) 46,992,457
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This shareholder proposal was defeated, as the ewnfishares voting affirmatively on the proposattituted less than a majority of the
shares represented and voting (including abstestahexcluding broker non- votes) with respech®proposal.

5. Consideration of a shareholder proposal reggrttia treatment of abstentions (included as ltém@Boxy statement):

For: 36,456,683
Against: 186,712,779
Abstain: 6,277,181
Broker non-vote: (1) 46,992,457

This shareholder proposal was defeated, as the euofishares voting affirmatively on the proposatstituted less than a majority of the
shares represented and voting (including abstesitah excluding broker non- votes) with respedhtproposal.

6. Consideration of a shareholder proposal reggraimulative voting (included as Item 6 in proxgtsment):

For: 32,248,291
Against: 190,607,501
Abstain: 6,590,851

Broker non-vote: (1) 46,992,457

This shareholder proposal was defeated, as the euofishares voting affirmatively on the proposatstituted less than a majority of the
shares represented and voting (including abstestahexcluding broker non- votes) with respech®proposal.

7. Consideration of a shareholder proposal reggrdtia minimum number of directors (included as I proxy statement):

For: 18,633,524
Against: 204,574,825
Abstain: 6,238,294

Broker non-vote: (1) 46,992,457

This shareholder proposal was defeated, as the ewofilshares voting affirmatively on the proposattituted less than a majority of the
shares represented and voting (including abstestahexcluding broker non- votes) with respech®proposal.

8. Consideration of a shareholder proposal reggrttia fair price provision (Article Eighth of theticles of Incorporation) (included as Item
8 in proxy statement):

For: 127,746,676
Against: 95,311,869
Abstain: 6,238,294
Broker non-vote: (1) 46,992,457

This shareholder proposal was approved as the nuofilsbares voting affirmatively on the proposatsiituted more than a majority of the
shares represented and voting (including abstemtiabhexcluding broker non- votes) with respedh®proposal, and the affirmative votes
constituted a majority of the required quorum.
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9. Consideration of a shareholder floor proposabiiuced at the annual meeting regarding compatgraents in opposition to shareholder
proposals was duly and properly conducted by hallot

For: 26,744
Against: 276,403,728
Abstain: 874
Broker non-vote: (1) 0

This shareholder proposal was defeated, as the ewofishares voting affirmatively on the proposatgtituted less than a majority of the
shares represented and voting (including abstesjtioith respect to the proposal.

10. Consideration of a shareholder floor propasbduced at the annual meeting regarding compecymmendations for voting on
shareholder proposals was duly and properly coeduay ballot.

For: 27,472
Against: 276,403,492
Abstain: 774
Broker non-vote: (1) 0

(1) A non-vote occurs when a broker or other nominelding shares for a beneficial owner indicatesta on one or more proposals, but
does not indicate a vote on other proposals bedhedaroker or other nominee does not have diseraty voting power as to such proposals
and has not received voting instructions from tbedsicial owner as to such proposals.

This shareholder proposal was defeated, as the ewofishares voting affirmatively on the proposattituted less than a majority of the
shares represented and voting (including abstesjtieith respect to the proposal.

11. Consideration of a shareholder floor propasbduced at the annual meeting regarding informnadin directors' business relationships
with PG&E Corporation was duly and properly coneéwicby ballot.

For: 29,824
Against: 276,401,140
Abstain: 774
Broker non-vote: (1) 0

This shareholder proposal was defeated, as the euofishares voting affirmatively on the proposatstituted less than a majority of the
shares represented and voting (including abstesjtioith respect to the proposal.

12. Consideration of a shareholder floor propassbduced at the annual meeting regarding informnadin executive and director
compensation was duly and properly conducted bipthal

For: 29,804
Against: 276,401,160
Abstain: 774
Broker non-vote: (1) 0

This shareholder proposal was defeated, as the ewofishares voting affirmatively on the proposattituted less than a majority of the
shares represented and voting (including abstesjtioith respect to the proposal.

13. Consideration of a shareholder floor propastabduced at the annual meeting regarding informnadin 2001 executive compensation was
duly and properly conducted by ballot.

For: 29,032
Against: 276,401,760
Abstain: 506
Broker non-vote: (1) 0
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This shareholder proposal was defeated, as the ewnfishares voting affirmatively on the proposattituted less than a majority of the
shares represented and voting (including abstesjtioith respect to the proposal.

Pacific Gas and Electric Company:

On May 16, 2001, Pacific Gas and Electric Compagly its annual meeting of shareholders. Shareapifal stock of Pacific Gas and
Electric Company consist of shares of common stoukshares of first preferred stock. As PG&E Caaifion and a subsidiary own all of the
outstanding shares of common stock, they hold aqmately 95% of the combined voting power of théstanding

capital stock of Pacific Gas and Electric Compda@&E Corporation and the subsidiary voted all @fitmespective shares of common stock
for the nominees named in the 2001 joint proxyestent and for the ratification of the appointmenbDeloitte & Touche LLP as independent
public accountants for 2001. The balance of thewshown below were cast by holders of sharesstffieferred stock. At the annual
meeting, the shareholders voted as indicated befothe following matters:

1. Election of the following directors to serveilitiie next annual meeting of shareholders or uhélr successors are elected and qualified:

For Withheld
David R. Andrews 338,304,620 637,790
David A. Coulter 338,321,293 621,117
C. Lee Cox 338,324,918 617,492
William S. Davila 338,331,671 610,739
Robert D. Glynn, Jr. 337,063,120 1,879,290
David M. Lawrence, MD 338,330,527 611,883
Mary S. Metz 338,327,998 614,412
Carl E. Reichardt 338,328,014 614,396
Gordon R. Smith 337,063,937 1,878,473
Barry Lawson Williams 338,324,783 617,627

2. Ratification of the appointment of Deloitte & 0ahe LLP as independent public accountants for 2001

For: 338,679,391
Against: 111,360
Abstain: 151,659

Item 5. Other Information
Ratio of Earnings to Fixed Charges and Ratio ohiegs to Combined Fixed Charges and Preferred Sdbdkends

Pacific Gas and Electric Company's earnings taffistearges ratio for the six months ended June @ ,2vas a negative 0.06. Pacific Gas
and Electric Company's earnings to combined fixeatges and preferred stock dividends ratio foistkenonths ended June 30, 2001, was a
negative 0.05. The negative ratios of earningsxexifcharges and earnings to combined fixed chaagdgreferred stock dividends indicates
a deficiency in earnings of $492 million and $51illion respectively. The statement of the foregoiagos, together with the statements of
the computation of the foregoing ratios filed a$ibiks 12.1 and 12.2 hereto, are included hereirthfe purpose of incorporating such
information and exhibits into Registration Statetigos. 33-62488, 33-64136, 33-50707, and 33-61888ting to Pacific Gas and Electric
Company's various classes of debt and first prefiestock outstanding.

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits:

Exhibit 10 PG&E Corporation Long-Term Incentive P rogram, as amended
effective May 16, 2001 (incorporated b y reference from PG&E
Corporation and Pacific Gas and Electr ic Company's Quarterly Report
on Form 10-Q for the quarter ended Jun e 30, 2001, Exhibit 10.)

Exhibit 11 Computation of Earnings Per Common Sha res (incorporated by
reference from PG&E Corporation and Pa cific Gas and Electric
Company's Quarterly Report on Form 10- Q for the quarter ended June

30, 2001, Exhibit 11.)
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Exhibit 12.1 Computation of Ratios of Earnings to Fixed Charges for Pacific Gas

and Electric Company (incorporated by reference from PG&E
Corporation and Pacific Gas and Elect ric Company's Quarterly
Report on Form 10-Q for the quarter e nded June 30, Exhibit 12.1.)

Exhibit 12.2 Computation of Ratios of Earnings to Combined Fixed Charges and
Preferred Stock Dividends for Pacific Gas and Electric Company
(incorporated by reference from PG&E Corporation and Pacific Gas
and Electric Company's Quarterly Repo rt on Form 10-Q for the
quarter ended June 30, 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. April 6, 2001 (as amended) filed by PG&E Corpimraonly Item 5. Other Events - Pacific Gas anediic Company Bankruptcy
2. April 6, 2001 (as amended) filed by Pacific @asl Electric Company only Item 3. Other Events RiBaptcy or Receivership.

3. May 2, 2001 Item 9. Regulation FD Disclosure

4. May 7, 2001 - filed by PG&E Corporation onlyrtté. Regulation FD Disclosure

5. May 8, 2001 Item 5. Other Events A. Federal LatnB. Pacific Gas and Electric Company Bankruptcy

6. June 6, 2001 Item 5. Other Events Pacific Gdstactric Company Bankruptcy Item 9. Regulation BiSclosure

7. July 9, 2001 Item 5. Other Events

8. July 30, 2001 Item 5. Other Events
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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)

Dat ed: March 5, 2002
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