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(Mark One)
UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C., 20549
FORM 10-Q/A
Amendment No. 1 to
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (Dif OHE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2002

OR

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Exact Name of

Commission Registrant State or other IRS Employer
File as specified Jurisdiction of Identification
Number in its charter Incorporation Number
1-12609 PG&E Corporation California 94-3234914
1-2348 Pacific Gas and Electric Company California 94-0742640
Pacific Gas and Electric Company PG&E Corporation
77 Beale Street One Market, Spear Tower
P.O. Box 770000 Suite 2400
San Francisco, California 94177 San Francisco, California 94105

(Address of principal executive offices) (Zip Code)
Pacific Gas and Electric Company PG&E Corporation
(415) 973-7000 (415) 267-7000

Registrant's telephone number, including area code

Indicate by check mark whether the registranthélje filed all reports required to be filed by $&ttl3 or 15(d) of the Securities Exchan¢
1934 during the preceding twelve months (or forhssitorter period that the registrant was requiodfilé such reports), and (2) have been
such filing requirements for the past 90 days.

Yes X No

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

Common Stock Outstanding, July 30, 2002:
PG&E Corporation 393,183,174 shares
Pacific Gas and Electric Company Wholly owned by PG&E Corporation

INTRODUCTORY NOTE

Subsequent to the issuance of its Quarterly RepoRorm 10-Q for the quarter ended June 30, 20G&,EPCorporation discovered a
mathematical error in the compilation of a tablétém 2. Management's Discussion and Analysis wak¢ial Condition and Results of
Operations - Liquidity and Financial Resourcesquidlity Resources. The error results in a chandgearamounts included in the rows titled
"Operating and debt service cost" and "Capital irequents for current construction program", andrémiltant subtotals and totals. This
Amendment No. 1 to PG&E Corporation's and Pacifis @nd Electric Company's joint Quarterly ReporForm 10-Q/A for the quarter
ended June 30, 2002, contains a revised tabldléztréhe correction of the mathematical error.ré&flect the change, this Amendment N¢



hereby amends Part I. Item 2 Management's Disaussid Analysis of Financial Condition and Resuft©perations - Liquidity and
Financial Resources - Liquidity Resources of thigioal filing. Although the full text of the amendé&orm 10-Q is contained herein, this
Amendment No. 1 does not update any other disassiorreflect developments since the original dafding.
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PART I. FINANCIAL INFORMATION
ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

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

June 30,
2002 2001

Operating Revenues
Utility $ 2,714 % 2,309
Energy commodities and services 3,038 2,701
Total operating revenues 5,752 5,010

Operating Expenses
Cost of energy for utility 703 67
Cost of energy commaodities and services 2,823 2,335
Operating and maintenance 833 894
Impairments and write-offs 265 -
Depreciation, amortization, and decommissioning 336 259
Reorganization professional fees and expenses 18 8
Total operating expenses 4,978 3,563
Operating Income 774 1,447
Reorganization interest income 19 32
Interest income 24 42
Interest expense (361) (312)
Other income (expense), net (22) 4
Income (Loss) Before Income Taxes 435 1,213
Income taxes provision (benefit) 156 463
Income (Loss) From Continuing Operations 279 750

Cumulative effect of a change in an accountingqipie

(net of income taxes of $42 million) (61) -
Net Income (Loss) $ 218 $ 750
Weighted Average Common Shares Outstanding 366 363

Earnings (Loss) Per Common Share,
from Continuing Operations, Basic $ 076 % 2.07

102
103

106

Six months ended

June 30,
2002 2001

$ 5,167 $ 4,8
5,352 6,81
10,519 11,6¢
852 3,3(
4,876 6,17
1,756 1,5¢

265
656 51

34
8,439 11,57
2,080 1C
41 3
44 7
(695) (55
3) (
1,467 (34
557 (14
910 (20

(61)
$ 849 $ (20
365 3€
$ 2.50 $ (0.5



Net Earnings (Loss) Per Common Share, Basic

Earnings (Loss) Per Common Share,
from Continuing Operations, Diluted

Net Earnings (Loss) Per Common Share, Diluted

The accompanying Notes to the Consolidated FinaBtéements are an integral part of these statesnen

PG&E CORPORATION
CONSOLIDATED BALANCE SHEETS
(in millions)

ASSETS
Current Assets
Cash and cash equivalents
Restricted cash
Accounts receivable:
Customers (net of allowance for doubtful accouffits o
$95 million and $89 million, respectively)
Regulatory balancing accounts
Price risk management
Inventories
Prepaid expenses and other

Total current assets

Property, Plant and Equipment
Utility
Non-utility:
Electric generation
Gas transmission
Construction work in progress
Other

Total property, plant and equipment (at original ccst)
Accumulated depreciation and decommissioning

Net property, plant and equipment

Other Noncurrent Assets
Regulatory assets
Nuclear decommissioning funds

2.07 2.33 $ (05
2.07 2.46 $ (0.5
2.07 2.29 $ (0.5
Balance at
June 30, December 31,
2002 2001
$ 5,100 $ 5,421
372 195
3,117 3,016
133 75
508 381
444 462
436 223
10,110 9,773
26,585 25,963
3,022 2,848
1,520 1,514
2,867 2,426
202 195
34,196 32,946
(14,295 (13,831
19,901 19,115
2,200 2,319
1,345 1,337



Price risk management
Other

Total other noncurrent assets

TOTAL ASSETS

PG&E CORPORATION
CONSOLIDATED BALANCE SHEETS

(in millions, except share amounts)

LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities Not Subject to Compromise
Current Liabilities
Short-term borrowings
Long-term debt, classified as current
Current portion of rate reduction bonds
Accounts payable:
Trade creditors
Regulatory balancing accounts
Other
Interest payable
Income taxes payable
Price risk management
Other

Total current liabilities

Noncurrent Liabilities
Long-term debt
Rate reduction bonds
Deferred income taxes
Deferred tax credits
Price risk management
Other

Total noncurrent liabilities

Liabilities Subject to Compromise
Financing debt
Trade creditors

Total liabilities subject to compromise

574 426

2,649 2,892

6,768 6,974

$ 36,779 $ 35,862

Balance at
June 30, December 31,
2002 2001

$ 344 $ 330
48 381
290 290
2,076 1,289
239 228
629 530
355 26
1,049 610
548 277
925 905
6,503 4,866
8,227 7,297
1,310 1,450
1,491 1,666
149 153
751 434
3,698 3,688
15,626 14,688
5,611 5,651
3,356 5,555
8,967 11,206



Commitments and Contingencies (Notes 1, 2, 3, an)l 6

Preferred Stock of Subsidiaries
Utility Obligated Mandatorily Redeemable Preferred Securities
of Trust Holding Solely Utility Subordinated Debentures
Common Stockholders' Equity
Common stock, no par value, authorized 800,000sb@des,
issued 390,713,785 and 387,898,848 shares, resggcti
Common stock held by subsidiary, at cost, 23,81b&tares
Accumulated deficit
Accumulated other comprehensive income (loss)

Total common stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

The accompanying Notes to the Consolidated FinaBtédements are an integral part of these statesnen

PG&E CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

Cash Flows From Operating Activities

Net income (loss)
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:
Depreciation, amortization, and decommissioning
Deferred income taxes and tax credits, net
Price risk management assets and liabilities, net
Other deferred charges and noncurrent liabilities
Loss on impairment of assets
Cumulative effect of a change in accounting pritecip
Reversal of ISO accrual (Note 2)
Net changes in operating assets and liabilities :
Accounts receivable
Accounts payable
Inventories
Income taxes payable
Regulatory balancing accounts, net
Other working capital
Net change in liabilities subject to compromise t\B)
Other, net

Net cash provided by operating activities

Cash Flows From Investing Activities
Capital expenditures

480 480
- 300
6,093 5,986
(690) (690)
(155) (1,004,
(45) 30
5,203 4,322
36,779 $ 35,862
Six months ended
June 30,
2002 2001
$ 849 $ (201)
656 514
(178) 120
238 (30)
620 (174)
265 -
61 -
(970) -
(55) 1,445
106 621
18 (1209)
439 1,241
47 332
(168) (791)
(972) -
(468) (116)
394 2,852
(1,680 (1,202



Proceeds from sale-leaseback

340

Other, net 85 (115)
Net cash used by investing activities (1,255 (1,217
Cash Flows From Financing Activities

Net borrowings (repayments) under credit facilitesl short-term

borrowings 14 (1,033

Long-term debt issued 1,546 2,275

Long-term debt matured, redeemed, or repurchased (1,081 (844)

Common stock issued 61 -

Dividends paid - (109)
Net cash provided by financing activities 540 289
Net change in cash and cash equivalents (321) 1,924
Cash and cash equivalents at January 1 5,421 2,430
Cash and cash equivalents at June 30 5,100 4,354
Supplemental disclosures of cash flow information

Cash received for:

Reorganization interest income 42 32

Cash paid for:

Interest (net of amounts capitalized) 874 302
Income taxes (net of refunds) 294 (1,241,
Reorganization professional fees and expenses 9 -
Transfer of liabilities and other payables subjeatompromise (to)
from operating payables and liabilities (475) 10,960
The accompanying Notes to the Consolidated FinaBtéements are an integral part of these statesnen
PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION
CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions)
Three months ended Six months
June 30, June 3
2002 2001 2002
Operating Revenues
Electric $ 2,193 $ 1,497 $ 3,971
Gas 521 812 1,196
Total operating revenues 2,714 2,309 5,167
Operating Expenses
Cost of electric energy 505 (362) 339
Cost of gas 198 429 513



Operating and maintenance
Depreciation, amortization, and decommissioning

Reorganization professional fees and expenses

Total operating expenses

Operating Income (Loss)

Reorganization interest income
Interest income
Interest expense
Contractual interest expense
Noncontractual interest expense
Other expense, net

Income (Loss) Before Income Taxes

Income tax provision (benefit)

Net Income (Loss)

Preferred dividend requirement

Income (Loss) Available for (Allocated to) Common fck

The accompanying Notes to the Consolidated FinaBtédements are an integral part of these statesnen

PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION

CONSOLIDATED BALANCE SHEETS
(in millions)

ASSETS

Current Assets
Cash and cash equivalents
Restricted cash
Accounts receivable:

Customers (net of allowance for doubtful accourfits o

$50 million and $48 million, respectively)
Related parties
Regulatory balancing accounts
Inventories:
Gas stored underground and fuel oil
Materials and supplies
Prepaid expenses and other

Total current assets

676 1,409
222 565
8 34
973 2,860
1,336 2,307
32 41
17 -
(195) (443)
(62) (103)
2) (6)
1,126 1,796
424 731
702 1,065
6 12
$ 696 1,053
Balance at
June 30, December 31,
2002 2001
$ 3,771 4,341
54 53
1,879 1,931
17 18
133 75
170 218
120 119
66 80
6,210 6,835



Property, Plant and Equipment

Electric 18,613
Gas 7,972
Construction work in progress 356
Total property, plant and equipment (at original cost) 26,941
Accumulated depreciation and decommissioning (13,325
Net property, plant and equipment 13,616

Other Noncurrent Assets

Regulatory assets 2,169
Nuclear decommissioning funds 1,345
Other 1,308
Total other noncurrent assets 4,822
TOTAL ASSETS $ 24,648

PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION
CONSOLIDATED BALANCE SHEETS
(in millions, except share amounts)

Balance at

June 30,
2002
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities Not Subject to Compromise
Current Liabilities
Long-term debt, classified as current $ -
Current portion of rate reduction bonds 290
Accounts payable:
Trade creditors 966
Related parties 102
Regulatory balancing accounts 239
Other 288
Interest payable 352
Income taxes payable 788
Deferred income taxes 4
Other 529
Total current liabilities 3,558
Noncurrent Liabilities
Long-term debt 3,019
Rate reduction bonds 1,310
Deferred income taxes 970

December 31,

2001

333
290

333

86
228
289



Deferred tax credits
Other

Total noncurrent liabilities

Liabilities Subject to Compromise
Financing debt
Trade creditors

Total liabilities subject to compromise
Commitments and Contingencies (Notes 1, 2, 3, anjl 6

Preferred Stock With Mandatory Redemption Provisiors
6.30% and 6.57%, outstanding 5,500,000 shares2002-2009
Company Obligated Mandatorily Redeemable Preferredsecurities
of Trust Holding Solely Utility Subordinated Debentures
7.90%, 12,000,000 shares, due 2025
Stockholders' Equity
Preferred stock without mandatory redemption plionis
Nonredeemable, 5% to 6%, outstanding 5,784,82%shar
Redeemable, 4.36% to 7.04%, outstanding 5,973 Haies
Common stock, $5 par value, authorized 800,000sb@0es,
issued 326,926,667 shares
Common stock held by subsidiary, at cost, 19,4& stares
Additional paid-in capital
Reinvested earnings (Accumulated deficit)
Accumulated other comprehensive income (loss)

Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

The accompanying Notes to the Consolidated FinaBtéements are an integral part of these statesnen

PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

Cash Flows From Operating Activities
Net income (loss)
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:
Depreciation, amortization, and decommissioning
Deferred income taxes and tax credits, net
Price risk management assets and liabilitites, net
Other deferred charges and noncurrent liabilities
Reversal of ISO accrual (Note 2)
Net changes in operating assets and liabilities:
Accounts receivable

149 153
2,882 2,724
8,330 8,374
5,611 5,651
3,559 5,733
9,170 11,384
137 137
- 300
145 145
149 149
1,606 1,606
(475) (475)
1,964 1,964
64 (989)
- )
3,453 2,398
24,648 $ 25,137

Six months ended

June 30,
2002 2001

$ 1,065 $ (292)
565 439

(123) 12

- (38)

592 (272)

(970) -

99 619



Income taxes receivable - 1,120

Inventories a7 (108)
Accounts payable (132) 606
Income taxes payable 493 -
Regulatory balancing accounts payable, net 47 332

Other working capital (35) (120)

Net change in liabilities subject to compromise t\B) (947) -
Other, net 23 366
Net cash provided by operating activities 630 2,664

Cash Flows From Investing Activities

Capital expenditures (743) (575)
Net proceeds from sale of assets 5 -
Other, net 13 34
Net cash used by investing activities (725) (541)

Cash Flows From Financing Activities
Net borrowings (repayments) under credit facilitesl short-term

borrowings - (28)
Long-term debt matured, redeemed, or repurchased 474) (252)
Other, net 1) Q)

Net cash used by financing activities (475) (281)
Net change in cash and cash equivalents (570) 1,842
Cash and cash equivalents at January 1 4,341 1,344
Cash and cash equivalents at June 30 $ 3,771 $ 3,186

Supplemental disclosures of cash flow information
Cash received for:

Reorganization interest income $ 42 $ 32
Cash paid for:

Interest (net of amount capitalized) 683 265

Income taxes (net of refunds) 353 (1,120

Reorganization professional fees and expenses 9 -
Transfer of liabilities and other payables subfect

Compromise (to) from operating payables and litbsi (297) 11,148

The accompanying Notes to the Consolidated FinhBtédements are an integral part of these statemen

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: GENERAL
Organization and Basis of Presentation

PG&E Corporation was incorporated in Californial®95 and became the holding company of PacificaasElectric Company, a debtor-in-
possession, and its subsidiaries (the Utility) anuary 1, 1997. The Ultility, incorporated in Calif@ in 1905, is the predecessor of PG&E
Corporation. The Utility delivers electric servimeapproximately 4.8 million customers and natges service to approximately 4.0 million
customers in Northern and Central California. BBG&E Corporation and the Utility are headquartéreBan Francisco. As discussed fur

in Note 2, on April 6, 2001, the Utility filed a ltotary petition for relief under the provisions@fapter 11 of the United States Bankruptcy
Code (Bankruptcy Code) in the United States Bartkgu@ourt for the Northern District of Californi8#énkruptcy Court). Pursuant to Chayj
11, the Utility retains control of its assets as@uthorized to operate its business as a c-in-possession while being subject to



jurisdiction of the Bankruptcy Cout

PG&E Corporation's other significant subsidiarfP{S&E National Energy Group, Inc. (PG&E NEG) andsitibsidiaries, headquartered in
Bethesda, Maryland. PG&E NEG was incorporated oceber 18, 1998, as a wholly owned subsidiary oc&.P@orporation. Shortly
thereafter, PG&E Corporation contributed variousssdiaries to PG&E NEG. PG&E NEG and its subsi@isi@re principally located in the
United States and Canada, and are engaged in g@neration and development, wholesale energy miag<end trading, risk management,
and natural gas transmission. PG&E NEG's prin@gpakidiaries include: PG&E Generating Company, Lad] its subsidiaries (collective
PG&E Gen), PG&E Energy Trading Holdings Corporatiom its subsidiaries (collectively, PG&E ET), &M@&E Gas Transmission
Corporation and its subsidiaries (collectively, PE&TC), which includes PG&E Gas Transmission, Nee$t Corporation and its
subsidiaries (collectively, PG&E GTN) and North 8&ipeline, LLC (NBP). PG&E NEG also has other kgsificant subsidiaries.

This Quarterly Report on Form 10-Q/A is a combinggiort of PG&E Corporation and the Utility. Therefpthe Notes to the unaudited
Consolidated Financial Statements apply to both E@&&rporation and the Utility. PG&E Corporationtsaudited Consolidated Financial
Statements include the accounts of PG&E CorporatienUtility, PG&E NEG, and other wholly owned atwhtrolled subsidiaries. The
Utility's unaudited Consolidated Financial Statetsenclude its accounts and those of its wholly ediand controlled subsidiaries.

PG&E Corporation and the Utility believe that thee@ampanying unaudited Consolidated Financial Statgsreflect all adjustments that are
necessary to present a fair statement of the dolasetl financial position and results of operatiforsthe interim periods. All material
adjustments are of a normal recurring nature urddssrwise disclosed in this Form 10-Q/A. All sificent intercompany transactions have
been eliminated from the unaudited Consolidateardral Statements.

This quarterly report should be read in conjunciigth PG&E Corporation's and the Utility's Consaelidd Financial Statements and Notes to
the Consolidated Financial Statements incorporayeference in their combined 2001 Annual ReporForm 10-K, and PG&E
Corporation's and the Utility's other reports filedh the Securities and Exchange Commission (Si@e their combined 2001 Annual
Report on Form 10-K was filed.

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

At December 31, 2001, amounts previously classdieghort-term investments were reclassified ds egsivalents in the balance sheets and
statements of cash flows of PG&E Corporation ardUlility. As a result, such amounts have beeragsified in the accompanying
statements of cash flows for the six months endeé 30, 2001, to be consistent with the current gessentation.

Earnings (Loss) Per Share

Basic earnings (loss) per share are computed liglidigvnet income (loss) by the weighted average lmemof common shares outstanding
during the period. Diluted earnings per share areputed by dividing net income, adjusted for cotilst note interest and amortization, by
the weighted average number of common shares adistaplus the assumed issuance of common share$ thlutive securities.

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

Three months ended Six months en
June 30, June 30,
(in millions, except per share amounts) 2002 2001 2002 .
Income (Loss) from continuing operations $ 279 $ 750 $ 910 $
Cumulative effect of accounting change (61) . (61)
Net Income (Loss) 218 750 849

Interest expense on 7.50% Convertible Subordinstsds®)

Net Income (Loss) for Diluted Calculations $ 218 $ 750 $ 849 $



Weighted average common shares outstanding, basic

366 363 365
Add: Employee Stock Options and PG&E Corporation
shares held by grantor trusts 5 . 5

PG&E Corporation Warrant$) - - -

7.50% Convertible Subordinated Notes 1 . .
Shares outstanding for diluted calculations 372 363 370
Earnings (Loss) Per Common Share, Basic
Income (Loss) from continuing operations $ 0.76 $ 207 $ 250 $
Cumulative effect of accounting change (0.16) i (0.17)

Net earnings (loss) $ 0.60 $ 207 $ 233 $
Earnings (Loss) Per Common Share, Diluted

Income (Loss) from continuing operations $ 0.75 $ 207 $ 246 $
Cumulative effect of accounting change (0.16) i (0.17)

Net earnings (loss) $ 059 $ 207 $ 229 $

@ Interest expense, including amortization of thedist, on the 7.50% Convertible Subordinated Nfiiethe three and six months ended June 30, 2082 $232,276, net of
of $159,724. These notes were issued in connewgtittnthe PG&E Corporation's amended and restateditagreement on June 25, 2002.

@ The incremental shares associated with PG&E Cotipor&Varrants, issued in connection with Tranchef BG&E Corporation's amended and restated crgdieanent (see
the three and six months ended June 30, 2002, 1##6t®95 and 79,433 shares, respectively.

The diluted share base for the six months ended 30n2001, excludes incremental shares of 290g&6&8&d to employee stock options and
PG&E Corporation shares held by grantor trusts,tdube antidilutive effect of the loss from conting operations. PG&E Corporation
reflects the preferred dividends of subsidiariestagr expense for computation of both basic ahdedi earnings per share.

Stock-Based Compensation

PG&E Corporation accounts for stock-based compemsasing the intrinsic value method in accordanié the provisions of Accounting
Principles Board Opinion No. 25, "Accounting foo&k Issued to Employees," as allowed by Statentefinancial Accounting Standards
(SFAS) No. 123, "Accounting for Stock-Based Compgias." Under the intrinsic value method, PG&E Gagtion does not recognize any
compensation expense, as the exercise price stogk options is equal to the fair market valuthattime the options are granted. Had
compensation expense been recognized using theafai-based method under SFAS No. 123, PG&E Catjoor's pro-forma consolidated
earnings (loss) and earnings (loss) per share wariks follows:

Three months ended Six months en
June 30, June 30,
(in millions, except per share amounts) 2002 2001 2002 ‘
Net Income (loss):
As reported $ 218 $ 750 $ 849 $

Pro-forma



Basic Earnings (loss) per share:
As reported

Pro-forma

Diluted earnings (loss) per share:
As reported

Pro-forma

Comprehensive Income (Loss)

0.60
0.58

0.59
0.57

2.07
2.05

2.07
2.05

2.33
2.30

2.29
2.27

PG&E Corporation's and the Utility's comprehensname (loss) consists principally of changes mrarket value of certain cash flow
hedges under SFAS No. 133, "Accounting for Denxatnstruments and Hedging Activities."

(in millions)

Three months ended June 30
Net income available for common stock

Net gain (loss) in other comprehensive income (OCI)
from current period hedging transactions andepric
changes in accordance with SFAS No. 133

Net reclassification from OCI to earnings

Comprehensive income (loss)

Six months ended June 30,
Net income (loss) available for (allocated to) coomnstock
Cumulative effect of adoption of SFAS No. 133

Net gain (loss) in OCI from current period hedging
transactions and price changes in accordance
with SFAS No. 133

Net reclassification from OCI to earnings

Comprehensive income (loss)

Significant Accounting Policies

PG&E Corporation

2002 2001
218 $ 750

©) 178

- 31

209 $ 959

849 $  (201)

- (243)

(84) 149

5 (12)

770 $  (307)

Utility
2002 2001

463 $ B¢

- (

- 1

463 $ 7C

1,053 $ (30

- e

- (]

- (12

1,053 $ (34

Accounting principles used include those necesarsateregulated enterprises, which reflect the ratemakgivlicies of the California Publ
Utilities Commission (CPUC) and the Federal EndRggulatory Commission (FERC). Except as disclosdovip, PG&E Corporation and tl
Utility are following the same accounting principldiscussed in their 2001 Annual Report on ForniK10-

Adoption of New Accounting Policie



Accounting for Goodwill and Other Intangible Assets- On January 1, 2002, PG&E Corporation adopted SRAS142, "Goodwill and Other
Intangible Assets." This Statement eliminates therdization of goodwill and requires that goodvia#t reviewed at least annually for
impairment. Upon implementation of this Statemémd, transition impairment test for goodwill wasfpemed as of January 1, 2002, and no
impairment loss was recorded. Goodwill amortizatapense for the three and six months ended Jurz08@, was $1 million and $2
million, respectively. Prospective elimination afagiwill amortization will not have a significant pact on the Consolidated Financial
Statements. The Utility has no goodwill on its Ioaka sheet at December 31, 2001, or June 30, 2002.

This Statement also requires that the useful lbfggeviously recognized intangible assets be esssezl and the remaining amortization
periods be adjusted accordingly. Adoption of thast&mnent did not require any adjustments to be natiee useful lives of existing intangil
assets and no reclassifications of intangible ageejoodwill were necessary.

Intangible assets other than goodwill are beingréimeal on a straight-line basis over their estirdatseful lives, and are reported under
noncurrent assets in the Consolidated Balance Sheet

The schedule below summarizes the amount of intdmaissets by major classes.

Balance at
June 30, 2002 December 31, 2001
Gross Gross
Carrying Accumulated Carrying Accumulated
(in millions) Amount Amortization Amount Amortization
PG&E NEG:
Service agreements $ 33 $ 6 $ 33 $ 6
Power sale agreements 41 9 44 8
Other agreements 26 7 27 5
Utility:
Hydro licenses and other
agreements 66 15 66 14
PG&E Corporation-Consolidated $ 166 $ 37 $ 170 $ 33

PG&E NEG's amortization expense on intangible adeetthe three and six months ended June 30, 2082 $2 million and $3 million,
respectively, compared to $1 million and $2 millfon the same periods in 2001. These amounts dmaloide amortization expense related
to intangibles for certain power sale agreemenisghvare recorded against the related revenuepmrese. The Utility's amortization expense
of intangible assets was $1 million for both theethand six months ended June 30, 2002, and alsioefeame periods in 2001.

The following schedule shows the estimated amditimaxpenses for intangible assets for full yef182 through 2006.

(in millions) 2002 2003 2004 2005 2006
PG&E NEG $ 6 $ 6 $ 6 $ 6 $ 6
Utility 3 3 3 3 3

Accounting for the Impairment or Disposal of Long-Lived Assets - On January 1, 2002, PG&E Corporation adopted SNAS144,

"Accounting for the Impairment or Disposal of Lohiyed Assets." SFAS No. 144 supersedes SFAS Ng."Btounting for the Impairme

of Long-Lived Assets and for Long-Lived Assets tobisposed of," but retains its fundamental pravidor recognizing and measuring
impairment of long-lived assets to be held and uFad Standard requires that all long-lived assetse disposed of by sale are carried at the
lower of carrying amount or fair value less cossédl, and that depreciation should cease to barded on such assets. SFAS No. 144
standardizes the accounting and presentation mrgaints for all long-lived assets to be disposdulyafale, and supersedes previous guidance
for discontinued operations of business segmeihis.atioption of the Statement did not have any ilnga¢he Consolidated Financial
Statements of PG&E Corporation and the Util



Changes to Accounting for Certain Derivative Contracts - On April 1, 2002, PG&E Corporation implementecbtimterpretations issued by the
Financial Accounting Standard Board's (FASB) Deiixes Implementation Group (DIG). DIG Issues C18 &16 changed the definition of
normal purchases and sales included in SFAS Nq."BE&8ounting for Derivative Instruments and Hedgictivities," as amended by SFAS
No. 138, "Accounting for Certain Derivative Instrants and Certain Hedging Activities" (collectiveBFAS No. 133). Previously, certe
derivative commodity contracts for the physicalily of purchase and sale quantities transactéideimormal course of business were
exempt from the requirements of SFAS No. 133 utlsenormal purchases and sales exception, andvingsnot marked to market and
reflected on the balance sheet like other derieatiinstead, these contracts were recorded oncanshbasis.

DIG C15 changed the definition of normal purchaemes sales for certain power contracts. DIG Cl6lldisaed normal purchases and sales
treatment for commodity contracts (other than posatracts) that contain volumetric variabilityaptionality. PG&E NEG determined that
five of its derivative commodity contracts for thiysical delivery of power and purchase of fuelov@mer qualified for normal purchases and
sales treatment under these interpretations. Begjrpril 1, 2002, these five contracts were regdito be recorded on the balance sheet at
fair value and marked to market through earninggse@ of the contracts had positive market valuésrasulted in pre-tax income of $125
million. The remaining two contracts had negativarket values that resulted in a pre-tax chargel@73nillion. The cumulative effects of
implementation of these accounting changes at Ap2002, resulted in PG&E Corporation recordiniggrisk management assets of $37
million, price risk management liabilities of $26%llion, and a reduction of out-of-market obligat®of $129 million reclassified to net price
risk management liabilities.

One of the contracts with a positive market vahaded above is for a power sales contract attagahip in which PG&E NEG has a 50%
ownership interest. PG&E NEG reflects its investtriarthis partnership on an equity basis (InvestménUnconsolidated Affiliates). Upon
adoption of C15 and C16, PG&E NEG recognized itatggshare of the gain from the cumulative changadcounting method and
correspondingly increased the book value of itstgdavestment in the partnership. However, thaifatnet cash flows from the partnership
do not support the increased equity investmentigalal herefore, PG&E NEG has recognized an impaitrciearge of $101 million to redu

its equity-method investment to fair value. The alative effect of the change in accounting prineifdr DIG C15 and C16 was a net charge
of $61 million, after-tax, and included the recdgmi of the fair market value of the five contrartgpacted by C15 and C16 and the resultant
impairment charge. The Utility was not impactedhwse accounting changes.

Implementation of these accounting changes willimgiact the timing and amount of cash flows asdediavith the affected contracts;
however, it will impact the timing and magnitudefofure earnings. Future earnings will reflect ¢inadual reversal of the assets and liabil
recorded upon adoption over the contracts' livesyell as any prospective changes in the markeewvaf the contracts. Prospective changes
in the market value of these contracts could rasudignificant volatility in earnings. However, ewthe total lives of the contracts, there will
be no net impact to total operating results afedtimg the cumulative effect of adoption against $libsequent years' impacts (assuming that
the affected contracts are held to their expiration

Related Party Transactions

In accordance with various agreements, the Utlitgl other subsidiaries provide and receive varseugices to and from their parent, PG&E
Corporation. The Utility and PG&E Corporation exnga administrative and professional support sesviicesupport of operations. These
services are priced either at the fully loaded cosit the higher of fully loaded cost or fair metrkalue depending on the nature of the
services provided. PG&E Corporation also allocatsain other corporate administrative and gersosis to the Utility and other
subsidiaries using a variety of factors that argedaupon the number of employees, operating expensduding fuel purchases, total assets,
and other cost causal methods. Additionally, thiétipurchases gas commodity and transmissionisesyfrom, and sells reservation and
other ancillary services to, PG&E NEG. These sewiare priced at either tariff rates or fair mankdtie depending on the nature of the
services provided. Intercompany transactions angrgdted in consolidation and no profit resultsnfrthese transactions. The Utility's
significant related party transactions were aofed:

Three months ended June Six months enc
30,

(in millions) 2002 2001 2002

Utility revenues from:

Administrative services provided to PG&E Corporatio $ 2 $ 2 $ 3
Gas reservation services provided to PG&E ET 3 4 6
Utility expenses from:

Administrative services received from PG&E Corpinat $ 23 $ 13 $ 50
Gas commodity and transmission services receivad PG&E ET 9 39 28
Transmission services received from PG&E GT 10 9 22

NOTE 2: THE UTILITY CHAPTER 11 FILING



Overview of Electric Industry Restructuring

In 1998, California implemented electric industegtructuring and established a market frameworleli@etric generation in which generators
and other power providers were permitted to chargeket-based prices for wholesale power. The retstring of the electric industry was
mandated by the California Legislature in Asseniily(AB) 1890. The mandate included a rate freard a plan for recovery of generation-
related costs that were expected to be uneconamierithe new market framework (transition costgjdifionally, the CPUC encouraged the
Utility to divest more than 50 percent of its fdggneration facilities and discouraged the Utifitgm continuing to operate remaining
generation facilities by reducing the allowed ratan such assets. The new market framework cadlethé creation of the Power Exchange
(PX) and the Independent System Operator (ISO)iBaf ceased operating in January 2001, the Pabkshhed market-clearing prices for
electricity. The ISO's role was to schedule delivairelectricity for all market participants andespte certain markets for electricity. Until
December 15, 2000, the Utility was required to alof its owned and contracted generation to, punethase all electricity for its retall
customers from, the PX. Customers were given tlogetof continuing to buy electricity from the Uil or buying electricity from
independent power generators or retail electrmifypliers. Most of the Utility's customers contidue buy electricity through the Utility.

Beginning in June 2000, wholesale spot prices ltacity sold through the PX and ISO began tcaéste. While forward and spot prices
moderated somewhat in September and October 20600 sices increased in November and December g0@¥els substantially higher
than during the summer months. The increased ¢ase@urchased electricity strained the finanaealources of the Utility because the CF
applied the rate freeze in a way which prohibitesl Wtility from passing on the increases in powasts to its customers. The Utility financed
the higher costs of wholesale electric power winterested parties evaluated various solutionbéddalifornia energy crisis. Consequently,
by December 31, 2000, the Utility had borrowed mthen $3 billion under its various credit facilgieo finance its wholesale energy
purchases.

Because of escalating wholesale electricity castisthe inability to pass on these costs to retatamers, the Utility accumulated
approximately $6.9 billion (pre-tax) in under-cafled purchased power costs and generation-rel@esition costs as of December 31, 2000.
The under-collected purchased power costs histiyia@re deferred for future recovery as a regulatisset subject to future collection from
customers in rates. However, due to the lack aiiledgry, legislative, and judicial relief, the Uty determined that it could no longer
conclude that its under-collected purchased powstscand remaining transition costs were probafbteamvery in future rates. Therefore, the
Utility charged $6.9 billion to expense for its wmnetollected purchased power costs and its rengimi@mortized transition costs at
December 31, 2000.

In January 2001, the CPUC increased electric rhte$0.01 per kilowatt hour (kWh), and in March 208y another $0.03 per kWh. In
addition, the price of wholesale electricity sta@tl. Accordingly, in 2001, the Utility's total genation-related electric revenues were greater
than its generation-related costs, resulting imiegs of $458 million (after-tax), which represeahtepartial recovery of previously written-off
under-collected purchased power and transitiorscasid included $327 million related to the maxkdte of terminated bilateral contracts.
On July 1, 2002, a CPUC Commissioner issued argAssgi Commissioner's Ruling seeking comments onhehéhe restrictions on applyil
the $0.01 per kWh and $0.03 per kWh surcharge r@&to "ongoing procurement costs" and "future pgwechases" should be modified to
allow the surcharge amount to be applied to imptbedfinancial health of the Utility. The rulingguests that one potentially just and
reasonable use of surcharge revenues is any pungesssary to restore financial health to the tytilihe Utility has filed comments in
support of this suggestion. However, other pahege filed comments requesting that the CPUC rethedltility's retail electric rates,
terminate the surcharges, or change the accoufatirije surcharge revenues in a manner which waddce the Utility's headroom
revenues. It is possible that at some future dete€CPUC may change the surcharges or the applicatithe surcharges, either prospectively
or retroactively, and any such change could mdke@éfect the Utility's earnings. The CPUC has set a schedule for deciding these issues,
and the Utility cannot predict the outcome of thessters.

During the six months ended June 30, 2002, thétykiltotal generation-related revenues exceedegkiterationelated costs by $542 millic
(after-tax). The Utility's previously written-offnaer-collected purchased power and transition @stsunted to $4.7 billion and $6.2 billion
(pre-tax) at June 30, 2002, and December 31, 2@8pectively. The recovery of these remaining woddlected purchased power costs and
transition costs is dependent on a number of factocluding but not limited to the ultimate outoeof the Utility's bankruptcy and future
regulatory proceedings.

Under AB 1890, the rate freeze was scheduled toerttie earlier of March 31, 2002, or the datelitility recovered all of its generation-
related transition costs as determined by the CR{#@ever, on January 2, 2002, the CPUC issued iagideavhich found that new Califorr
legislation, AB 6X, had materially affected the ilmmentation of AB 1890. Therefore, the CPUC schedifiirther proceedings to address the
impact of AB 6X on the AB 1890 rate freeze for thidity and to determine the extent and dispositidrthe Utility's remaining unrecovered
transition costs. Additionally, on January 11, 20@2a court proceeding involving a settlement hesgiv Southern California Edison Company
(SCE) and the CPUC, the CPUC represented to the @ it has the authority to allow the Utilitnéh SCE to recover their under-collected
purchased power and transition costs beyond thektig AB 1890 rate freeze. In fact, the settlemmeached by the CPUC and SCE
stipulated that SCE would maintain rates at theirant levels (beyond the end of the AB 1890 redeZe) until the earlier of the date that
SCE recovered its previously incurred transitiosts@r December 31, 2003. To the extent SCE's aostsot recovered by December 31,
2003, they are to be amortized and recovered operiad ending December 31, 2005.

On April 15, 2002, the CPUC filed an alternativampbf reorganization (Alternative Plan) in the [titls bankruptcy proceeding in U.S.
Bankruptcy Court, proposing that the Utility's cadéretail electric rates be maintained at curtenels through January 31, 2003, in order to
generate cash to repay in part the Utility's coeditinder the CPUC's plan. The CPUC representiiatBankruptcy Court that it was
authorized to propose and implement its plan ustie law. On July 12, 2002, in response to a lavikd in state court by a consumer
group challenging the legal authority of the CP@@®topose its plan, the CPUC represented that sitit@s are now required under t



state law to retain their generating assets, am@®UC has regained its traditional rate authanigr those assets, costs associated with thos
assets may be recovered by the utilities in thdittcanal way, under cost-based regulation. In addijtthe CPUC represented that its failure to
exercise its discretion to change rates to reflbanges in the Utility's costs after the AB 189@ faceze does not violate procedural
requirements of state law. Based on these CPUGidasiand representations, the Utility believesit continue to record revenues collected
under its existing overall retail rates, subsequerhe statutory end of the rate freeze. Howether CPUC's further proceedings to consider
the impact of AB 6X on the AB 1890 rate freeze #mldisposition of the Utility's unrecovered trdiosi costs are still pending, and it is
possible that at some future date the CPUC maygehis interpretation of law or otherwise seekhiarme the Utility's overall retail electric
rates retroactively. Any such change could matgréfect the Utility's earnings.

Finally, in one of the March 2001 decisions, thdJCPadopted an accounting proposal by The UtilityoRea Network (TURN), which
retroactively restates the way in which the Utititiransition costs are recovered. This retroaathange had the effect of extending the AB
1890 rate freeze and reducing the amount of pasteshle power costs that could be eligible for vecy from customers. The CPUC denied
the Utility's application for rehearing of this me@dctive accounting change. The Ultility also fieegetition for a writ of review with the
California Court of Appeal which also was denietieUtility has filed a petition with the Californfupreme Court to review the appellate
court action. Further, the Bankruptcy Court derhegl Utility's request for an order enjoining thel@Pfrom enforcing its retroactive order.
The Utility has appealed the Bankruptcy Court'siaest injunctive relief to the U.S. District Couidr the Northern District of California. Tt
Utility cannot predict the outcome of this matter.

Electricity Purchases

As a result of the Utility's inability to pass thugh wholesale electricity costs to customers ardékulting impact on the Utility's financial
resources, the Utility's credit rating deterioratedbelow investment grade in January 2001. Thegitdowngrade precluded the Utility from
access to capital markets. The Utility had no ¢redder which it could purchase wholesale eledjrich behalf of its customers on a
continuing basis. Consequently, generators wetiageb the Utility only under emergency action ¢éakby the U.S. Secretary of Energy.

In January 2001, the California Legislature and@oernor of California authorized the Departmédniater Resources (DWR) to begin
purchasing wholesale electric energy on behalfhefutility's retail customers. On February 1, 200&, Governor signed into law California
AB 1X authorizing the DWR to purchase power to ntbetUtility's net open position (the amount of goweeded by retail electric custon
that cannot be met by utility-owned generation @ver under contract to the Utility). The DWR purshd energy on the spot market until it
was able to enter into contracts for the supplgle€tricity. In addition to certain contracts tlitatas subsequently entered into, the DWR
continues to purchase power on the spot markeeahping market prices.

Initially, the DWR indicated that it intended toyopower only at "reasonable prices" to meet théity§ net open position, leaving the ISO to
purchase the remainder in order to avoid blackdtts.ISO billed the Utility for its costs to pura®power to cover the amount of the
Utility's net open position not covered by the DWiR2001, the Utility accrued approximately $1 ibifi for these ISO purchases for the
period from January 17, 2001, through April 6, 208awever, in February, April, and November 200% FERC issued a series of orders
directing the 1SO to buy power only on behalf additworthy entities. In its November 2001 ordee BERC directed the ISO to invoice the
DWR for all ISO transactions that the ISO entergd bn behalf of the Utility. On December 7, 20t DWR filed an application for
rehearing of the November 7, 2001, FERC order mtggamong other things, that the FERC order wagal and unconstitutional because it
restricted the DWR's unilateral discretion to deti@e the prices it would pay for the third-partyy@y under the 1SO invoices. On March 27,
2002, the FERC denied the DWR's application foeagimg and reaffirmed its previous orders findingtthe DWR is responsible for paying
such ISO charges.

On February 21, 2002, the CPUC approved a decilopting rates for the DWR that will allow the DWrcollect power charges and
financing charges from ratepayers to pay for th& ldillion in revenues needed by the DWR to proaleetricity for the customers of the
Utility and other California investor-owned utié for the two-year period ending December 31, 2062se revenues needed by the DWR
will be financed partially through a DWR bond issoa and partially through the DWR's total statewila=nue requirement, which is
allocated among the Utility and the other Califeririvestor-owned utilities. Accordingly, the CPUSablished a total statewide revenue
requirement for power charges of the DWR for the-fxear period ending December 31, 2002, of $9dniliind allocated $4.5 billion to the
Utility's customers. The February 21, 2002, CPU@ronoted that the DWR had been found by the FERt&tresponsible for ISO imbalar
energy (energy obtained from the market) purchfmse®001, and authorized the DWR to collect ratesifthe Utility's customers sufficient
to reimburse the DWR for these costs. In additnFebruary 28, 2002, the DWR and SCE enterectimtagreement under which the DWR
has assumed financial responsibility for similabatance energy costs incurred by SCE.

On March 21, 2002, the CPUC modified its Februdry2D02, revenue requirement decision, effectil@iering the amount allocated to the
customers of the Utility to $4.4 billion for thenx from January 2001 through December 2002. Basetie March 21, 2002, CPUC
decision, the Utility estimates that its total DVi¥enue requirement allocation for 2001 is $2.bdnil The Utility believes that the DWR's
revenue requirement incorporates the procurememgel previously billed by the ISO and accruedneyltility. In light of the March 27,
2002, FERC order and the February 21 and Marc@12, CPUC orders, in the first quarter of 2008, thility reversed the excess of the
ISO accrual (for the period from January 17, 2@Bdgugh April 6, 2001) over the amount of the DWRenue requirement applicable to
2001, for a net reduction of accrued purchased poogs of approximately $595 million, pre-tax.

The February 21, 2002, DWR revenue requiremensaetias modified by the March 21, 2002, decisiequires the DWR to submit true-
ups of differences between forecasted and acttaladmtained in its 2001-2002 revenue requiremdrenat submits its 2003 revenue
requirement. On June 14, 2002, the DWR releasemdisosed 2003 revenue requirement. In this prap8663 revenue requirement, |



DWR requested an increase in its revenue requirefoethe period from January 17, 2001, throughdeloer 31, 2002, to $9.1 billion, a
slight increase from the $9.0 billion originallyrézast. This revenue requirement reflects actugtkabrough April 2002 and projected costs
for the remainder of 2002. Under AB 1X, the DWRishibited from entering into new agreements tapase power to meet the net open
position of the California investor-owned utilitid®Us) after January 1, 2003. Under current FE&®Gf$, in order to purchase power
through the 1SO, the I0Us must meet the ISO's tredthiness standards for third party transactiartsch require that the IOUs have an
investment grade credit rating or meet certainatethl or prepayment requirements. The CPUC haatad a proceeding which is expecte
result in decisions in the second half of 2002 Wwhidll address the regulatory obligations and stadd under which the IOUs may be
required to resume procurement for the net opam aéinuary 1, 2003, including whether the 10Us ballrequired to procure power even if
they are not investment grade; the allocation efgraand operating responsibility for DWR's existppmver contracts among the I0OUs; and
the reasonableness standards applicable to the atsirement. In addition, it is possible that @f@UC may seek to compel each 10U to
accept assignment of legal and financial respalitgilidr existing DWR power contracts once the I@iHvestment grade credit rating is
restored. The Utility believes any such compellssignment of the DWR contracts would be unlawfal atends to challenge vigorously
any such attempt by the CPUC. If an IOU is unablmeéet the 1ISO's creditworthiness standards, therf@y be required to post significant
collateral or make significant cash prepaymentsiéet its net open position. It is possible thatltiéty will be required to post collateral or
make prepayments in order to resume procuremetiiéonet open prior to regaining its investmentgraredit rating, and procurement un
such conditions could materially affect the Utiityarnings and the amount of cash projected tvaiable for payment of creditors'
bankruptcy claims under the Utility's proposed péineorganization or the CPUC's alternative prepigglan of reorganization.

Chapter 11 Filing

On April 6, 2001, as a result of (1) the failurettoé DWR to assume the full procurement resporisilfdr the Utility's net open position, (2)
the negative impact of a CPUC decision that creaéyd payment obligations for the Utility and undered its ability to return to financial
viability, (3) the lack of progress in negotiationgh the State of California to provide a solutifmn the energy crisis, and (4) the adoption by
the CPUC of a retroactive accounting change thatidvappear to eliminate the Utility's true undelexted wholesale electricity costs, the
Utility filed a voluntary petition for relief undeChapter 11 of the Bankruptcy Code in the Bankmu@ourt for the Northern District of
California. Under Chapter 11, the Utility retairentrol of its assets and is authorized to opetatbusiness as a debtor-in-possession while
being subject to the jurisdiction of the Bankrup€@yurt. Subsidiaries of the Utility, including PG&minding LLC (which holds Rate
Reduction Bonds) and PG&E Holdings, LLC (which hofdock of the Utility), are not included in theilltif's petition. While the Utility's
parent, PG&E Corporation, and PG&E NEG have netfiior relief under Chapter 11 and are not includetie Utility's petition, PG&E
Corporation is a co-proponent of the Utility's pospd Plan of Reorganization.

The Utility's Consolidated Financial Statementsenbgen prepared in accordance with the Americditdtesof Certified Public Accountants'
Statement of Position (SOP) 90-7, "Financial Repgrby Entities in Reorganization Under the BankeypCode," and on a going-concern
basis, which contemplates continuity of operatiealization of assets, and liquidation of liabdgiin the ordinary course of business.
However, as a result of the Chapter 11 filing, stedlization of assets and liquidation of liabdgiare subject to uncertainty.

Certain claims against the Utility in existenceoptto its filing for bankruptcy are stayed whileetbtility continues business operations as a
debtor-in-possession. The Utility has reflectedatal estimate of all such valid claims on theel3A, 2002, Consolidated Balance Sheets as
$9.2 billion of Liabilities Subject to Compromisadaas $3.0 billion of Long-Term Debt. The followiaghedule summarizes the activity of
the Ultility's Liabilities Subject to Compromise fnathe period of December 31, 2001, to June 30, 2id0Ellions):

Liabilities Subject to Compromise at December 3P $ 11.4
Interest accrual for the six months ended Jun2@02 0.3
Claims paid pursuant to Bankruptcy Court order (0.9
Claims authorized by the Bankruptcy Court to belgaiansferred to

accounts payable or interest payable) (0.9
Reclassification of debt upon liquidation of trasiding solely Utility

Subordinated Debentures (Note 5) 0.3
Reversal of first quarter 2001 ISO accrual (1.0)
Liabilities Subject to Compromise at June 30, 2002 $ 9.2

Additional claims or changes to Liabilities SubjeztCompromise may subsequently arise from, amaomer ¢hings, resolution of disputed
claims and Bankruptcy Court actions. Payment tdonthese amounts will be established through @rekbuptcy proceedings. Secured
claims also are stayed, although the Utility hagireed authorization from the Bankruptcy Court take certain principal payments that have
matured. Secured claims are secured primarilydnslon substantially all of the Utility's assetd ag pledged accounts receivable from
natural gas customers. The Bankruptcy Court hasoapg certain payments and actions necessary éddtifity to carry on its normal
business operations (including payment of emplayages and benefits, refunds of certain customensiep use of certain bank accounts
cash collateral, assumption of various hydroelecointracts with water agencies and irrigationriditst, certain qualifying facilities (QF)
payments, interest on secured debt, and continuafienvironmental remediation and capital expemdiprograms) and to fulfill certain post-
petition obligations to suppliers and creditorsaétdition, the Bankruptcy Court has authorizedpghgment of pre- and post-petition interest
and low dollar items on certain claims prior to thidity's emergence from bankruptcy under a canéd plan



Through June 30, 2002, $49.1 billion of claims baeén filed. This amount includes claims filed byemtors (which the Utility believes he
been significantly overstated) and claims filedceytain financial creditors (some of which haverbdisallowed by the Bankruptcy Court,
based on a finding that such claims are duplicaifveaims filed by indenture trustees and othamgshnts or, in the case of commercial pa
claims scheduled by the Utility). This amount alstludes governmental claims which include, butrestlimited to, contingent
environmental claims, claims for federal, state lmodl taxes, and claims submitted by the DWR figraximately $430 million of energy
purchases made on behalf of the Utility's retasitomers. The Bankruptcy Court has, at presentllaligad $170 million of DWR energy
purchases as duplicative.

Approximately $20.4 billion of claims have beenalliswed by the Bankruptcy Court, confirmed as degtive, or withdrawn. Additional
objections to claims have been filed in the BantayCourt which the Utility believes to have mefiihese objections will be ruled upon by
the court in the future, which the Utility believes! further reduce the amount of the claims.

The claims resolution process in bankruptcy invsltree determination by the Bankruptcy Court ofwhkdity of the claim. In addition, it is
common to negotiate with creditors to achieve egtént. The Utility intends to explore settlementlaims wherever possible.

On September 20, 2001, the Utility and its parembgany, PG&E Corporation, jointly filed with the Bleauptcy Court a proposed plan of
reorganization (Plan) of the Utility under the Bamtcy Code and a related disclosure statementUTitity and PG&E Corporation filed
amendments to the Plan and the disclosure statemnesgveral occasions after the initial filing meffort to resolve objections filed by
various parties, to respond to the Bankruptcy Co@ebruary 7, 2002, decision regarding Federarmppgion of state law, and to update the
information in the Plan and disclosure statememéfi@ct other developments with respect to thditys business and restructuring efforts.
April 24, 2002, the Bankruptcy Court entered areor@pproving the Utility's disclosure statementdaipril 19, 2002. '

On June 7, 2002, PG&E Corporation and the Utililigdf a motion with the Bankruptcy Court to extendtil December 2002, the period
during which no third parties, other than the CPfay submit an alternate proposed plan of reorgdiniz. The exclusivity period was
scheduled to end on June 30, 2002, unless exte@aeduine 24, 2002, the Official Committee of UnsediCreditors (OCC) requested that
the exclusivity period be modified to enable the@i© formulate and be in a position to file an ml&dive plan of reorganization if the
proponents of the Utility's Plan and the CPUC'sAlative Plan fail to come to terms on a consendaal and it appears that neither plan as
currently proposed is likely to be confirmed by tmurt or implemented in an expeditious fashion.Jaly 9, 2002, the Bankruptcy Court
issued an order granting the OCC's request anddixig the exclusivity period to December 31, 20@2¢cept as to the CPUC and the OCC).

If the Utility's Plan, as amended, is confirmed aedomes effective, it would allow the Utility testructure its businesses, refinance the
restructured businesses, and use the proceedshsrefinancing to pay all allowed claims, witharest.

The Utility's Plan proposes that all allowed creditlaims would be paid in full with interest, ugia combination of cash and loterm notes
Creditors would receive payment as follows:

On the Effective
Date of the Plan,
Creditors Would Receive

Payment In
Long-term
Cash Notes
Majority of secured creditors 100% -
Majority of unsecured creditors with allowed claiofs$100,000 or less 100% -
Unsecured creditors with allowed claims in excedss160,000 60% 40%

The Utility, through a Bankruptcy Court approvedtleenent with a group of senior debtholders, haged to pay the holders of certain
allowed claims pre- and post-petition interestom principal amount of such claims at rates ofrggeas follows:

Amount Owed Agreed Upon Rate
(in millions) (per annum)
Commercial Paper claims $ 873 7.466%

Floating Rate Notes 1,240 7.583% (Implied yield of 7.690%)



Senior Notes 680 9.625%
Medium-Term Notes 287 5.810% to 8.450%
Revolving line of credit claims 938 8.000%

In addition, if the date on which the Plan becorfésctive (Effective Date) does not occur on ordpefFebruary 15, 2003, these interest rates
will be increased by 37.5 basis points. If the Efifee Date does not occur on or before Septembe?d®3, the agreed rates will be increased
by an additional 37.5 basis points. Finally, if thiéective Date does not occur on or before Marsh2D04, the agreed rates will be increased
by an additional 37.5 basis points. For other ckithe Utility has recorded the contractual or FER@fed interest rate, or when those rates
do not apply, the Utility has recorded the Feddualgment Rate.

Since December 2001, the Bankruptcy Court has &pprsupplemental agreements entered into betweeldtility and many QFs to resolve
the issue of the applicable interest rate to bdiegpo pre-petition amounts owed to QFs. The seimgintal agreements (1) set the interest rate
for pre-petition payables at 5 percent, (2) provimea "catch-up payment" of all accrued and unpaierest through the initial payment date,
and (3) depending on the amount owed, either peofadthe immediate payment of the principal amafrthe pre-petition payables (and
interest thereon) or payment in 12 equal monthjyjnpents commencing on the last business day of trehhduring which Bankruptcy Court
approval was granted, and continuing for 11 subsegoonths. In the event the Effective Date ofRtan occurs before the last monthly
payment is made, the remaining unpaid principalaswiued but unpaid interest thereon shall be ipaidl on the Effective Date.
Additionally, since January 2002, the Utility hagered into agreements with additional QFs to asstimair power purchase agreements,
which agreements also contained the same intandgb@yment terms contained in the supplementakageats described above. At June 30,
2002, $474 million and $55 million in principal aimderest, respectively, have been paid to the @Rough June 30, 2002, 253 of 313 ac
QFs have signed supplemental agreements. TheyUtditeves that some of the remaining QFs alsowigh to enter into similar
supplemental agreements.

On March 27, 2002, the Bankruptcy Court authorigagments of pre- and post-petition interest to éiddf certain other undisputed claims,
including creditors holding certain financial ingtments issued by the Utility (including certain iserdebtholders, as described above), trade
creditors, and other general unsecured creditasaathorized payment of fees and expenses of indetrustees and other paying agents
(subject to a procedure to permit objections t@ feebe made and resolved). Through July 1, 20@2Utility has paid approximately $562
million in pre- and post-petition interest relatedhese claims. The Utility estimates that paymgnirsuant to this authorization could be as
much as approximately $700 million, through thedfgjuarter of 2002, based on the claim amountmastd in the Utility's disclosure
statement; however, the Utility has withheld $150iom of this amount because it disputes the ulyileg claims and will not pay interest on
those disputed claims until the disputes are resblVhe actual amount of pre- and post-petitioargdt eventually payable may be different
than the Utility's estimates, depending on the amhoficlaims ultimately allowed by the Bankruptcgu®t. The Utility also repaid advances
and interest on advances of $21 million to bankwiding letters of credit backing pollution conttmdnds, which were separately authorized
by the Bankruptcy Court.

On March 25, 2002, the Bankruptcy Court authoritedUtility to pay all undisputed creditor clainfgat are $5,000 or less and undisputed
mechanics' liens and reclamation claims, for areggge amount of approximately $8 million. Theseants will be paid in the third quarter
of 2002.

The Utility's Plan is designed to align the bussessunder the regulators that best match the assfoactions. Retail assets would remain
under the retail regulator, the CPUC, and wholeasasets would be placed under wholesale regulater$;ERC and the Nuclear Regulatory
Commission (NRC). After this alignment, the refaitused, state-regulated business would be a ghsladtric distribution company
(Reorganized Utility) representing approximatelyp&cent of the book value of the Utility's assatd having approximately 16,000
employees. The wholesale businesses, which woulddezally regulated (as to price, terms, and dognB), would consist of electric
transmission (ETrans), interstate gas transmig&dnmans), and generation (Gen).

The Utility's Plan proposes that certain other &ssskthe Utility deemed not essential to operatiamuld be sold to third parties or transfe:
to Newco Energy Corporation (Newco), a consolidatgosidiary created by the Utility to hold the istraents in ETrans, GTrans, and Gen.
Additionally, the Utility would declare and, aftdre assets are transferred to the newly formeties)tpay a dividend to PG&E Corporation
of all of the outstanding common stock of Newcocleaf ETrans, GTrans, and Gen would continue tarbadirect wholly owned subsidia
of PG&E Corporation.

The Utility's 18,500 circuit miles of electric tremission lines and cable would be transferred tmB&g, a California company. ETrans would
operate as an independent transmission compaiygsglnsmission services to wholesale customailii@s) and to electric generators.

The Utility's 6,300 miles of gas transmission pipe$ and three gas storage facilities would besfeared to GTrans, a California company.
GTrans would hold the majority of the land, righfsvay, and access rights currently associated Wiility gas transmission pipelines.
GTrans also would assume certain continuing cotughobligations currently held by the Utility'sggaansmission operation. In addition, the
Reorganized Utility would hold a 10- to 15-yeamsportation and gas storage contract with GTrans.

The Utility's hydroelectric and nuclear generatimsets, and associated lands and the power cenirigltirrigation districts would be
transferred to Gen, a California company. In td&#n would have approximately 7,100 megawatts (M¥\generation. The facilities wou



be operated in accordance with all current FERCNIRG licenses. Gen would sell its power back toReerganized Utility under a 12-year
contract at a stable market-based rate approveldebyERC.

The Utility's Plan relies on the FERC and the Bapkry Court to authorize certain actions which@utside of management's control. These
actions include allowing a shift in regulatory gdiction of certain of the Utility's assets, appngvcontracts between and among the newly
formed entities, and preempting certain state aodlllaws. Specifically, the Plan asks the Banlay@ourt to:

o Approve the Utility's Plan, authorizing the Utility execute, implement, and take all actions necgss appropriate to give
effect to the transactions contemplated by the Rtahthe Plan documents;

o Approve the execution of, and find reasonable ¢nea$ and conditions of, the proposed service aled santracts between the
Reorganized Utility and one or more of the disaggted entities;

o Find that the CPUC affiliate transaction rules moeapplicable to the restructuring transactiong@mplated under the Plan;
and

o Find that neither PG&E Corporation nor the Utilisyrequired to comply with certain provisions o tBalifornia Corporations
Code relating to corporate distributions and tHe ehsubstantially all of a corporation's assetsause the Bankruptcy Code
preempts such state law.

Further, if the Bankruptcy Court determines that@PUC and/or the State as a whole have not waiaddsovereign immunity with respect
to the Plan, PG&E Corporation and the Utility irdeto amend the conditions to Plan confirmationuiossitute findings of fact or conclusions
of law for any declaratory or injunctive relief gpantly sought against the CPUC or the State.

Finally, the Utility's Plan contemplates that orasrsoon as practicable after the Effective DaBX[P Corporation would distribute the sha
of the Reorganized Utility's common stock it haldghe holders of PG&E Corporation common stoclagio rata basis (Spin-Off). The
preferred stock of the Utility that is currentlytetanding would remain outstanding preferred stifdke Reorganized Utility. It is
contemplated that holders of preferred stock oflttikty would receive in cash on the Effective Baany dividends unpaid and sinking fund
payments accrued in respect of such preferred stwolkigh the last scheduled payment date beforEffieetive Date. The common stock of
the Reorganized Utility would be registered unaelefral securities laws, and would be freely tragldlyl the recipients on the Effective Date
or as soon as practicable thereafter. The Reorgadmitility would apply to list the common stocktbe Reorganized Utility on the New York
Stock Exchange.

Key aspects of the Utility's Plan include: (1) theuance of investment-grade registered debt baisS[iIGTrans, and Gen, the proceeds of
which, along with additional notes, would be distited to the Reorganized Utility so that it coulty greditors, (2) a 19ear bilateral contra
whereby Gen would provide the Reorganized Utilitpnfcapacity and energy at an average rate of appedely $50 per megawatt-hour
(MWh), and (3) the assumption by the ReorganizélityJof responsibility for the net open positionly after certain conditions specified in
detail below are met.

In order to ensure the financial viability of thdillty's Plan, the Plan provides that the followiognditions must be fulfilled before the
Reorganized Utility will reassume the responsipitit purchase power to meet the net open positblineady provided through the DWR's
power purchase contracts:

1. The Reorganized Utility receives an investment graddit rating and receives assurances from tirggragencies that its credit rati
will not be downgraded as a result of the reassiomputf the obligation to meet the net open position

2. There is an objective retail rate recovery meigmrin place pursuant to which the Reorganizedtyis able to fully recover in a
timely manner its wholesale costs of purchasingtetdty to satisfy the net open position;

3. There are objective standards in place regangiegapproval of procurement transactions; and

4. After reassumption of the obligation to meetrtleé open position, the conditions in clauses (2) @) remain in effect.

The CPUC has initiated a proceeding which is inéehi address the Utility's resumption of the metroobligation as early as January 1,
2003.

On November 30, 2001, the Utility and PG&E Corpmrabn behalf of its subsidiaries ETrans, GTramsl, @en, filed various applications
with the FERC seeking approval to implement theppsed reorganization and the securities issuammkdebt financings contemplated by
the Plan. The FERC also must approve some of theugservice agreements to be entered into bettheeReorganized Utility and one or
more of the disaggregated entities. Additionaly SEC, as administrator of the Public Utility Halgl Company Act (PUHCA), must
approve the Plan. An application under PUHCA wieslfivith the SEC on January 31, 2002.

Also, on November 30, 2001, the Utility filed apgaltions with the NRC for approval to transfer tie@loperating licenses for the Diablo
Canyon Nuclear Power Plant (Diablo Canyon) to Gahane of its subsidiaries, and for the indireahsfer of the Humboldt Bay Nuclear
Power Plant, which is in the early stages of dec@simning, to the Reorganized Utility.

Additionally, because the reorganization is intehttequalify as a te-free reorganization and the S-Off is intended to qualify as a t-free



spin-off, PG&E Corporation and the Utility have gbtia private letter ruling from the Internal RewerService (IRS) confirming the tax-free
treatment of these transactions.

The Utility's Plan provides that it will not becoraffective unless and until the following conditiohave been satisfied or waived:

The Effective Date shall have occurred on or keflanuary 1, 2003;

All actions, documents, and agreements necetsamplement the Plan shall have been effectececwted;

PG&E Corporation and the Utility shall have reees all authorizations, consents, regulatory apgisywrulings, letters, no-action

letters, opinions, or documents that are determinyeEG&E Corporation and the Utility to be neceggarimplement the Plan;

4. Standard & Poor's (S&P) and Moody's InvestorviSer(Moody's) shall have established credit ragifag each of the securities to be
issued by the Reorganized Utility, ETrans, GTramsl Gen of not less than BBB- and Baa3, respegtivel

5. The Plan shall not have been modified in a materay since the confirmation date; and

6. The registration statements pursuant to whichnéve securities will be issued shall have beenadedleffective by the SEC, the

Reorganized Utility shall have consummated the shits new securities to be sold under the Plad,the new securities of each of

ETrans, GTrans, and Gen shall have been pricedhantlade date with respect to each shall haverpetu

wnh e

If one or more of the conditions described aboweh@t occurred or been waived by January 1, 2B@3confirmation order shall be vacated
and the Utility's obligations with respect to claiand equity interests shall remain unchanged.

In a February 7, 2002, decision, the Bankruptcyr€ajected PG&E Corporation's and the Utility'sqfonents) contentions that bankruptcy
law permits express preemption of state law in eation with the implementation of a plan of reorigation. The Bankruptcy Court
nonetheless held that "the Plan could be confirfhBdoponents are able to establish with partidtyidahe requisite elements of implied
preemption.” The Bankruptcy Court stated that Pnemés must show facts that would lead the Banky@turt to find that the "application
of those laws to the facts of the Debtor's propasedyanization are economic in nature rather thigected at protecting public safety or ot
non-economic concerns, and that those particular lasvgdsas an obstacle to the accomplishment and teseaf the purposes and objectiy
of Congress and the Bankruptcy Code." The Bankyu@trt noted that if the disclosure statement veenended consistent with the court's
memorandum decision, the court would approve itlehthe Proponents test preemption at confirmation

On March 18, 2002, the Bankruptcy Court enteredrder disapproving the disclosure statement for¢lasons set forth in the February 7,
2002, decision. On March 22, 2002, PG&E Corporatind the Utility appealed the Bankruptcy Court'séhal8, 2002, order to the United
States District Court for the Northern District@4lifornia. The CPUC, the City and County of Saarfeisco (City), and the California
Attorney General filed a motion to dismiss the ad@#guing, among other matters, that the Dis€itirt lacked appellate jurisdiction
because the Bankruptcy Court erred in certifyisgarch 18, 2002, order as immediately appeal&nelune 24, 2002, the District Court
issued a ruling finding that the Bankruptcy Couwgstification of its preemption order was proped &hat the District Court had appellate
jurisdiction. The District Court set a hearing fangust 16, 2002, to hear arguments regarding tpeay

The Utility's disclosure statement and Plan wereraaed consistent with the Bankruptcy Court's Felyrida2002, preemption decision. On
April 24, 2002, the Bankruptcy Court approved théity's disclosure statement dated April 19, 208@scribing the Utility's Plan. The
Bankruptcy Court's approval of the Utility's disslwe statement does not constitute approval oPlhe.

As authorized by the Bankruptcy Court, on April 2802, the CPUC filed its proposed Alternative Pdan disclosure statement with the
Bankruptcy Court, followed by an amendment on May2002. The Bankruptcy Court approved 'the CPUABsosure statement on May |
2002. The CPUC's Alternative Plan does not caltéatignment of the Utility's business, but inst@agvides for the continued regulation of
all of the Utility's current operations by the CPUe CPUC's Alternative Plan also includes thiofeing significant components:

o Provides for shareholders to contribute a projestea billion in cash earned by the Utility froms ieturn on equity for Utility
operations during 2001, 2002, and January 2003;

o Proposes to raise $3.9 billion through the issuafcew subordinated debt;
o Proposes to raise $1.75 billion through the salgtdity common stock;

o Assumes the Utility will satisfy the FERC's credithiness requirements and will resume purchasiagiet open position no
later than January 31, 2003;

o Requires the Utility to dismiss all claims agaitiet state, with prejudice;

o Assumes all valid claims (together with applicgbbst-petition interest at the lowest non-defautitcact rate, or if no contract
or nondefault rate exists, then the Federal Judgment) Rateding approximately $13.5 billion will be sgfied in full through
combination of cash (inclusive of the net procefeds the proposed sale of the new subordinatedshaied reinstatement of
certain of the Utility's long-term indebtedness attier obligations (approximately $4.3 billion);

o Becomes effective only if the Utility's new andnstiated debt securities receive investment gragtiitaatings; however, the
CPUC would retain the right to waive this conditiand



o Assumes the Utility will obtain a $1.9 billion ciiééhacility to fund operating expenses and seastinatuations of capital. A
portion of this facility will be used for letter$ oredit that may be needed to pay collateral fustipetition workers'
compensation liabilities.

The CPUC's proposed timeline for its AlternativarPprovides for a confirmation order to be issuewobefore October 31, 2002, and for
Alternative Plan to become effective on or befaeuhry 31, 2003.

PG&E Corporation and the Utility believe the CPUBIternative Plan is not credible or confirmabl&&E Corporation and the Utility also
do not believe the CPUC's Alternative Plan wouktaee the Ultility to investment grade status if #iernative Plan were to become
effective. Additionally, PG&E Corporation and théility believe the CPUC's proposal to require thdity to issue common stock, which
would significantly dilute equity and the Alternati Plan component seeking to eliminate any retaraquity for a 25-month span violate
federal and state law.

Further, on April 22, 2002, the CPUC initiated gulatory proceeding to consider the rate impacitssdilternative Plan and the Utility's Plan
and invited parties to file comments. The ordelofged a legal challenge before the California SopreCourt by the Foundation for
Taxpayers and Consumer Rights (FTCR) that the CBid@ot have the authority to propose a plan inkBaptcy Court. Also, on July 17,
2002, the CPUC instituted a proceeding regardiegstturities authorization necessary to implemenPUC Alternative Plan.

On June 17, 2002, solicitations of creditor appra¥dahe competing plans began. Most creditors talve the option of approving one plan,
both plans (with an option to indicate a preferefocene over the other), or neither plan. Acceptaor rejection of a plan is determined by
creditor class. The voting period is schedulednit @ August 12, 2002. In determining whether toficm either plan, the Bankruptcy Court
will consider creditor and equity preference, plaasibility, distributions to creditors and equiand the financial viability of the reorganized
entities. Various parties have filed objectionsaafirmation of either or both plans. PG&E Corparatand the Utility filed objections to the
CPUC Alternative Plan stating their belief that figernative Plan is neither feasible nor confirrieator the reasons discussed above. The
CPUC also filed an objection to the Utility's PldmMay 2002, the OCC issued a report recommenttiagcreditors vote in favor of both
plans, but declined to state a preference for ejitemn.

The Utility and the CPUC each have filed a propdeeah of protocol for the parties to follow in camtting discovery in preparation for the
confirmation hearings, and they each have requelstgdhe Bankruptcy Court begin the confirmatioalton November 12, 2002. The
Bankruptcy Court is expected to address the disggmetocol and scheduling matters at the statm$ecence to be held on August 1, 2002.

Neither the Utility nor PG&E Corporation are abtepredict which plan the creditors will approvewdrich plan, if any, the Bankruptcy Co
will confirm. Whichever plan is confirmed, implentation of the confirmed plan may be delayed duappeals, CPUC actions or
proceedings, or other regulatory hearings thatctcbelrequired in connection with the regulatoryrappls necessary to implement the plan,
and other events. Further, neither the Utility R&&E Corporation can predict whether the OCC wilhmit an alternative plan nor what the
terms of any such plan would be. Consideratiomadiléernative plan could cause delays in the ctiselnedule contemplated under the
Utility's Plan. The pendency of the bankruptcy eeding and the related uncertainty around the @i@aorganization that is ultimately
adopted and implemented will have a significantaatpn the Utility's future liquidity and resultsaperations. PG&E Corporation and the
Utility are not able at this time to predict the@ame of the Utility's bankruptcy case or the ffgfthe reorganization process on the claims
of the Utility's creditors or the interests of thglity's preferred shareholders. However, the itytibelieves, based on information presently
available to it, that cash and cash equivalentsaom at June 30, 2002, of $3.8 billion and casliahla from operations will provide
sufficient liquidity to allow it to continue as @igg concern through 2002.

NOTE 3: PRICE RISK MANAGEMENT

PG&E Corporation, primarily through its subsidiagriengages in price risk management (PRM) activftie both non-trading and trading
purposes. Non-trading activities are conductedptomize and secure the return on risk capital dggdowithin PG&E NEG's existing asset
and contractual portfolio. PG&E Corporation conducading activities principally through its unréaped lines of business. Trading activit
are conducted to generate profit, create liquidityd maintain a market presence. Net open positifian exist or are established due to
PG&E NEG's assessment of and response to changirigetrconditions. In addition, non-trading actiegtiexisted within the Utility in prior
years to hedge against price fluctuations of algttrand natural gas

Derivative instruments associated with non-tradingvities are accounted for in accordance with SF¥o. 133, "Accounting for Derivative
Instruments and Hedging Activities," as amendedd&RNo. 133) and ongoing interpretations of the FAIBIG. Derivatives and other
financial instruments associated with trading atiéis in electric power and other energy commoslitiee accounted for using the mark-to-
market method of accounting in accordance with FA$Bnerging Issues Task Force (EITF) Issue No.®8Accounting for Contracts
Involved in Energy Trading and Risk Management yitigs."

Non-Trading Activities

At June 30, 2002, PG&E Corporation had cash flodges of varying durations associated with commaglitye risk, foreign currency risk,
and interest rate risk, the longest of which extdmdugh December 2011, December 2004, and Marth,2@spectively. The fair value



commodity hedges included in Accumulated Other OQamgnsive Income or Loss (OCI), net of taxes, ae R0, 2002, was a gain of $98
million. The fair value of interest rate hedgeduiied in OCI, net of taxes, at June 30, 2002, wlassof $139 million. The fair value of
foreign currency hedges included in OCI, net oftat June 30, 2002, was a loss of $2 million.

PG&E Corporation's ineffective portion of changedair values of cash flow hedges was a $2 milgam after taxes for the three and six
months ended June 30, 2002, and an immaterial anfautihe three and six months ended June 30, ZBG&RE Corporation's estimated net
derivative losses included in OCI at June 30, 2@02 $43 million, of which net losses of $8 milliare expected to be reclassified into
earnings within the next 12 months. The actual art®reclassified from accumulated other comprelverisiss to earnings will differ as a
result of market price changes. The Utility hadcash flow hedges and therefore no balances in @Qhé three and six months ended June
30, 2002.

The schedule below summarizes the activities affg@ccumulated other comprehensive loss net offtamn derivative instruments:

Three months ended Six months ended
June 30, 2002 June 30, 2002
- PG&E PG&E
(in millions) Corporation Utility Corporation Utilit
Derivative gains (losses) included in accumulatégiocomprehensive $ (34) $ - $ 36 ¢
income (loss) at beginning of period
Net loss of current period hedging transactions
and price changes 9) - (84)
Net reclassification to earnings - - 5
Derivative losses included in accumulated other
comprehensive loss at end of period (43) - (43)
Foreign currency translation adjustment (2 - (2
Accumulated other comprehensive loss at end obgeri $ (45) $ - $ (45) ¢
Three months ended Six months ended
June 30, 2001 June 30, 2001
- PG&E PG&E
(in millions) Corporation Utility Corporation Utility
Derivative gains (losses) included in accumulated
other comprehensive income (loss) at
beginning of period $ (315) $ (52) $ - $
Cumulative effect of adoption of SFAS No. 133 - - (243)
Net loss of current period hedging transactions
and price changes 178 (8) 149
Net reclassification to earnings 31 19 (12) (
Derivative losses included in accumulated other
comprehensive loss at end of period (106) (42) (106)
Foreign currency translation adjustment 3) (1) )
Accumulated other comprehensive loss at end of
period $ (109) % (42) $ (109) %

Trading Activities

PG&E Corporation's net gains (losses) on tradiniyifies, recognized on a fair value basis, weréoflews:

Three months ended Six months ended



June 30, June 30,

(in millions) 2002 2001 2002 2001

Trading activities :

Unrealized gains and losses, net (48) 62 (53) |
Realized gains, net 34 31 78 1C
Total $ (14) $ 93 $ 25 $ 1

@ The Utility did not engage in trading activities.

Net unrealized gains and losses, including thersavef unrealized gains and losses previouslygeized on contracts that go to settleme:
delivery, are presented on a net basis in operatwgnues. Realized gains and losses are curigmeihented on a gross basis in operating
income. The realized amounts for sale contractpasented as operating revenues and the realiaedras for purchase contracts are
presented in operating expenses as costs of corhnsadies and fuel. The net realized gains of $34amiand $78 million for the three and
six months ended June 30, 2002, are composed ddtogerevenues of $2,387 million and $4,073 millicespectively, and operating
expenses of $2,353 million and $3,995 million, extjvely. Beginning in the third quarter of 2002¢$e realized gains and losses on trading
activities will be retroactively presented on a basis in the income statement to comply with thesensus reached by FASB's EITF, Issue
on No. 02-03, "Recognition and Reporting of Gaind hosses on Energy Trading Contracts under EI$&es No. 98-10, "Accounting for
Contracts Involved in Energy Trading and Risk Maaragnt Activities", and No. 00-17, "Measuring thérRé&lue of Energy-Related
Contracts in Applying Issue No. 98-10." PG&E Cougutaon has reviewed its trading activities for 2@0 2002 for potential instances of so-
called "wash trades," and determined that suctesratithe aggregate did not have a significant ahpa revenues or expenses in any of the
quarters in that period.

Gains and losses on trading contracts affect PG&Ep&ration's gross margin in the accompanying P@Siporation unaudited
Consolidated Statements ofOperations on an uneghiizark-to-market basis as the fair value of thevdéod positions on these contracts
fluctuates. Settlement or delivery on a contragieiserally not an event that results in incrememeéaincome recognition, as the profit or loss
on a contract is recognized in income on an urgedlimark-to-market basis during the periods befetdement occurs.

Gains and losses on trading contracts affect PG&Ep&ration's cash flow when these contracts atkedeiNet realized gains reported in the
table above primarily reflect the net effect of tants that have been settled in cash. Net reatjagts also include certain non-cash items,
including amortization of option premiums that weeed or received in cash in earlier periods bata@mnsidered realized when the related
options are exercised or expire.

Price Risk Management Assets and Liabilities

Price risk management assets and liabilities omtltempanying PG&E Corporation Consolidated BaleéBtoeets reflect the aggregation of
the fair values of outstanding contracts. Thesevigues are calculated on a mark-to-market basisdntracts that will be settled in future
periods. Price risk management assets and ligsilét June 30, 2002, include amounts for tradignam-trading activities, as described
below.

Assets Liabilities Ne
(in millions) Current Noncurrent Current Noncurrent (Liabili
Trading activities $ 220 $ 193 % (186) $ (228) $
Non-trading activities:
Cash flow hedges - offset to OCI 283 311 (331) (286)
Derivatives marked to market through
earnings 5 70 (32) (237)

Total consolidated PRM Assets and
Liabilities $ 508 $ 574 $ (548) $ (751) $



Non-trading activities include certain long-term cautis that are not included in PG&E Corporatioraditig portfolio but that, due to certain
pricing provisions and volumetric variability, araable to receive hedge accounting treatment ondh@al purchases and sales exception, as
outlined by interpretations of SFAS No. 133. PG&éargibration has certain other non-trading derivatemmodity contracts for the physical
delivery of purchases and sales quantities traedantthe normal course of business. These othetnading activities include contracts that
are exempt from SFAS No. 133 fair value requirememider the normal purchases and sales exempsiaigsaribed previously. Although 1

fair value of these other non-trading contractsasrequired to be presented on the balance steeetjues and expenses are generally
recognized in income using the same timing andstessis used for the non-trading activities accedifior as cash flow hedges. Hence,
revenues are recognized as earned and expenges@gaized as incurred.

Credit Risk

Credit risk is the risk of loss that PG&E Corpooatiand the Utility would incur if counterparties!fim perform their contractual obligations
(accounts receivable, notes receivable, and PRbtsssflected on the balance sheets). PG&E Cotiparand the Utility conduct business
primarily with customers in the energy industryglsas investor-owned and municipal utilities, egdrgding companies, financial
institutions, and oil and gas production compansated in the United States and Canada. Thisertration of counterparties may impact
PG&E Corporation's and the Utility's overall expiasto credit risk in that their counterparties naysimilarly affected by changes in
economic, regulatory, or other conditions. PG&E fiowation and the Utility mitigate potential creftisses in accordance with established
credit approval practices and limits by dealingraiily with creditworthy counterparties (countertiEs considered investment grade or
higher). PG&E Corporation and the Utility reviewedit exposure in relation to specified counterpimyts daily and, to the maximum extent
possible, require that all derivative contractsttle form of master agreements that contain csegiport provisions that require the
counterparty to post security in the form of cdstters of credit, corporate guarantees of accéptaledit quality, or eligible securities if
current net receivables and replacement cost exp@xeeed contractually specified limits.

PG&E Corporation and the Utility calculate grosedit exposure as the current fair value (what wdngldost if the counterparty defaulted
today) plus any outstanding net receivables, pdadhe application of credit collateral. In the pgsar, PG&E Corporation's and the Utility's
credit risk has increased partially due to credling downgrades of some of the counterpartiesarehergy industry to below investment
grade.

At June 30, 2002, PG&E Corporation had no singlenterparty that represented greater than 10 peadh&&E Corporation's net credit
exposure. At June 30, 2002, the Utility had twoeistvnent grade counterparties and one below investgnade counterparty that each
represented greater than 10 percent of the Usilitgt credit exposure.

The schedule below summarizes the exposure to eqarties that are in a net asset position, wighetkception of exchange-traded futures
(the exchange provides for contract settlement dailgt basis), at June 30, 2002:

Gross Credit Net
(in millions) Exposure® Collateral @ Exposure @
PG&E Corporation $ 1,084 $ 183 $ 901
Utility @ 143 101 42

(1) Gross credit exposure equals fair value (adjusiedfpropriate credit reserves), notes receivainld,net (payables)
receivables where netting is allowed.

(2) Net exposure is the gross exposure minus credittechl (cash deposits and letters of credit).

@) The Utility's gross exposure includes wholesaléviigtonly. Retail activity and payables prior toet Utility's bankruptcy
filing are not included. Retail activity at the litif consists of the accounts receivable from thle ®f gas and electricity to
millions of residential and small commercial custsm Reserves for uncollectible accounts receivatdecalculated for the
potential loss from nonpayment by these customasedbon historical experience.

At June 30, 2002, approximately $121 million orfE8cent of PG&E Corporation's net credit expossite ientities that have credit ratings
below investment grade. Approximately $17 milliardd percent of the Utility's net credit exposwged below investment grade entities.
Investment grade is determined using publicly adéd information including an S&P rating of at [eB8B-. Approximately $206 million or
23 percent of PG&E Corporation's net credit expesurPG&E NEG is not rated Subsequent to June@®I2,2he credit ratings of two large
counterparties (Williams Companies, Inc. and Dynegidings, Inc) were reduced to below investmeatdgr At June 30, 2002, PG&E
Corporation's and the Ultility's net credit expostaréhese companies was $36 million and $2 millr@spectively. By July 29, 2002, the |



exposure to these companies was reduced to les$thaillion for both PG&E Corporation and the il PG&E Corporation's regional
concentrations of credit exposure are to countégzathat conduct business primarily in the westémnited States and also to counterparties
that conduct business primarily throughout Northekira. In addition to the Utility's concentratiohooedit risk due to receivables from
residential and small commercial customers in tethern California, the Utility has a net regionahcentration of credit exposure totaling
$42 million to counterparties that conduct busiramarily throughout North America.

NOTE 4: DEBT FINANCING
PG&E Corporation

In November 2001 and March 2002, PG&E Corporatimeraded its March 1, 2001, Credit Agreement ( Oled@rAgreement) with General
Electric Capital Corporation ( GECC ) and Lehmam@ercial Paper Inc. (LCP 1) and their assigndesigting Lenders) . The amendments
provided PG&E Corporation the option to extenddhiginal $1 billion aggregate term loan credit fiagifor two one-year periods so that the
maturity date could be extended until as late ascMa, 2006, contingent upon PG&E Corporation mgldrprincipal repayment of $308
million by June 3, 2002. On June 3, 2002, PG&E Goapon made the principal repayment of $308 millintilizing current working capital
and reducing the principal balance outstanding utiaeOld Credit Agreement to $692 million.

On June 25, 2002, PG&E Corporation entered intAmended and Restated Credit Agreement (New Creglieément) with GECCTranche
A Lender) and LCPI and others (collectively, thaffeche B Lenders ), whidmended and restated the Old Credit AgreementNEweCredi
Agreement provides for loans in two tranches. Trenthe A has a principal amount of $ 600 millionaffiche A Loan), representing th692
million outstanding under the Old Credit Agreemieiss $92 million that has been converted to a TrafLoan. The Tranche B consists of
the $92 million converted loan plus $328 millionr&w borrowings, for a total of $420 million ( Tdre B Loan ). The Tranche A Loan will
continue to have the same maturity date and extenmsovisions as the Old Credit Agr eemenhe Tranche B Loan will mature on the eal
of (1) September 2, 2006, or (2) the date of anmy-sff of the shares of PG&E NEG by its indirectg@at, PG&E Corporation. The interest
rate for the Tranche A Loan is the Eurodollar Rates 2.5 percent for the period through AugustZ2)2 and will increase to the Eurodollar
Rate plus 4.0 percent beginning September 1, Z2Tranche B Loan has an interest rate of thedtlisr Rate plus 4.0 percent. In
addition, the Tranche B Loan has a 4.0 percent pag+im-kind interest compounded annually and addete principal of the note at
maturity. The Tranche A Loan and the Tranche B La@ncollectively referred to as the "Loans."

The Tranche A Loan continues to be secured bysagiiority lien on (1) PG&E Corporation's equitytérest in PG&E National Energy
Group, LLC, a Delaware limited liability companWNEG LLC , and together with its direct and indirsabsidiaries, the NEG Group ) and (2)
NEG LLC's equity interest iPG&E NEG. The Tranche A Loan is also secured kysariority lien on certain cash interest resasrvehe
Tranche B Loan is secured by a second priority dierthe equity interests in NEG LLC and PG&E NEG &y a first priority lien on certain
other cash interest reserves. In addition, thedfrarB Loan is subordinated to the Tranche A Loan.

PG&E Corporation issued to the Tranche B Lendensamés to purchase approximately 2.4 million shafesommon stock of PG&E
Corporation for an exercise price of $0.01 per slfgfarrants). The Warrants are recorded at thivédue as an unamortized discount to
long-term debt, and as additional paid-in capitatlte accompanying PG&E Corporation Consolidateldia Sheet at June 30, 2002.

In connection with the Old Credit Agreement, affiis of the Existing Lenders received an optigmutchase 3 percent of the shares of P(
NEG, determined on a fully diluted basis, at arreise price of $1.00. The option may be exercigezhg time until 45 days after the fi
repayment of the Tranche A Loan. In addition, urttlerOld Credit Agreement, PG&E Corporation's eiserof each of its one-year
extensions of the loan was conditioned upon NEG gi#hting affiliates of the Existing Lenders an iéiddal option to purchase 1 percent of
the common stock of PG&E NEG, determined on a fdilyted basis, at an exercise price of $1.00. Assalt of the reduction in the princiy
amount of the Tranche A Loan to $600 million frame $692 million in loans outstanding under the Otddit Agreement, the 1 percent has
been reduced to approximately .87 percent of tihencon stock of PG&E NEG. The option may be exerceseghy time from the relevant
extension date until 45 days after full repaymammaturity of the Tranche A Loan. The fair valddhe options granted are recorded as a
issuance cost on the balance sheet and amortizzdterexpected life of the loans. After the initecording, the options are marked to
market through an increase or decrease in earnings.

NEG LLC has the right to call the option after rgpant of the Tranche A Loan in full at a cash pasghprice equal to the fair market va

of the underlying shares or, at the election of NE® if an initial public offering of the shares BIG&E NEG (IPO) has occurred, by
delivering the underlying shardéan IPO has not occurred prior to repayment efThanche A Loan in full, the holders of the optiwave th
right to require NEG LLC or PG&E Corporation to tephase the option at a purchase price equal ttathmarket value of the underlying
shares (Put Price), which right is exercisablengttame after the earlier of full repayment of fhenche A Loan or 45 days before expiration
of the optionlIn addition to the grant of the additional opti®®G&E Corporation must pay a fee of 3 percent ofttiem outstanding balance
the Tranche A Loan as a condition of PG&E Corporas exercise of each of the one-year extensions.

The New Credit Agreement contains certain limitasion the ability of PG&E Corporation and certafiit® subsidiaries to grant liens,
consolidate, merge, purchase or sell assets, demigray dividends, incur indebtedness, or makarmchks, loans and investments. However,
the New Credit Agreement does not limit (1) PG&E @wation's ability to spin off its subsidiary, thiility, substantially in accordance with
the Ultility's proposed plan of reorganization; {{2¢ ability of the members of the PG&E NEG Grougtant liens, purchase or sell assets,
make investments, and incur indebtedness in acooedaith PG&E NEG's business plan or, PG&E Corporatior's ability to make



investments in the Utility to the extent requirgdiéw or regulatory requirements .

The New Credit Agreement also generally requireadatory prepayments of the Loans with the net gasbeeds from incurrence of
indebtedness, issuance or sale of equity and shiessets, the receipt of condemnation or insuranoeeeds, and distributions or dividends
paid to PG&E Corporation; provided, however, tHgtFG&E Corporation may make investments in thditytvith cash proceeds from
equity sales or issuances to the extent requirddvayr regulatory requirements , and (2) the PG¥EES Group may use such proceeds, or
hold such proceeds in cash, to purchase assetaka imvestments in accordance with PG&E NEG's lassiplan, except that proceeds from
an IPO must be used to the extent required to régayranche A Loan plus $20 million of the Tran&hkoan. Any mandatory prepayments
of the Loans will be applied first to the princigahount of the Tranche A Loan, and after the Transt.oan is paid in full, to the principal
amount of the Tranche B Loan.

The New Credit Agreement also requires PG&E Coramao maintain an interest reserve account fehes the Tranche A Loan and the
Tranche B Loan in an amount equal to one yeaimatgd interest. At June 30, 2002, the Tranche AnLand the Tranche B Loan interest
reserve balances, included in restricted cash, $@&8emillion and $27 million, respectively.

A breach of any covenants would entitle the Lendiedeclare the Loans to be due and payable. Thenemts include requirements that (1)
PG&E NEG's unsecured long-term debt have a cratitg of at least BBB- by S&P's or Baa3 by Mood{2j,the ratio of the fair market
value of PG&E NEG to the aggregate amount of ppalcihen outstanding under the Loans be not less2ho 1, and (3) PG&E Corporation
maintain cash or cash equivalents (including an®hatd in the interest reserves) of either 15 paroe10 percent (depending upon when
applicable) of the total principal amount of theabs outstanding plus the principal amount of théebl¢as described below) .

Concurrent with the refinancing described aboveJuame 25, 2002, PG&E Corporation issued $ 280aniliggregate principal amount of
7.50% Convertible Subordinated Notes (Notes) due B0, 2007, in a private offering. The Notes argecured and are subordinate to the
Loans. PG&E Corporation will pay interest on thet&osemi-annually at a rate of 7.50 percent per. yYa&E Corporation has the right,
subject to certain limitations, to pay interestis¥guing additional Notes in lieu of paying cashe Wew Credit Agreement prohibits PG&E
Corporation from paying cash interest on the N¢t¢gor 240 days after receipt by the Note trasi€notice delivered by the administrative
agent or the Tranche A Lender stating that a defaat would permit acceleration has occurred utiteNew Credit Agreement, or (2) if,
after such interest payment, PG&E Corporation'si easl cash equivalents are less than 20 percéiné edtal principal amount of the Loans
outstanding plus the principal amount of the Notesl,5 percent of such amount upon any extensigheof.oans. PG&E Corporation would
nevertheless retain its right to issue new Notdginof paying cash interest.

In addition to interesif PG&E Corporation pays cash dividends to holdsris common stock, Note holders are entitleceteive cash equ
to the dividends that would have been paid witlpeesto the number of shares that the holder wbealdntitled to receive if the Notes had
been converted on the dividend record date. ThedNwiay be converted by the holders into share§&&HCorporation's common stock at a
conversion price equal to 119 percent of the volwveighted average price of the common stock of EGSrporation for each of 43 trading
days beginning June 28, 2002. The conversion gisabject to adjustment under certain circumstgnoeludingupon consummation of ai
spin-off transaction of the Utility as proposedtsplan of reorganization or a spiff of the shares of PG&E NEG. Depending on theigaif
PG&E Corporation common stock used in the adjustroalculation, such an adjustment could have a mahtdverse impact on PG&E
Corporation's results of operation or financial aition.

The dilutive shares calculations for the three rhemnded June 30, 2002, include 1,014,332 shawessamed conversion from the 7.50
percent Convertible Subordinated Notes and 157/89®mental shares related to warrants issued uhdedld Credit Agreement. For the
months ended June 30, 2002, the dilutive shareslasibns include 509,968 shares of assumed caoweirom the 7.50 percent Convertible
Subordinated Notes and 79,433 incremental shal@gdeo warrants issued under the Old Credit Ages.

PG&E NEG

On April 5, 2002, GenHoldings I, LLC, an indirectibsidiary of PG&E NEG, increased its committed ficiag from $1.075 billion to $1.460
billion. The outstanding balance at June 30, 203 approximately $981 million. The increase infdmlity provides for additional
borrowing capacity and will provide funding for,cabe secured by, an additional project, Covertcivlis currently under construction. No
other terms of the facility were changed.

On May 2, 2002, PG&E GTN closed on a new $125 aiillievolving credit facility with a term of threegrs and an interest rate based on the
London Inter-bank Offer Rate (LIBOR) plus a cresfitead of initially 0.725 percent. The credit sgrparcentage corresponds to a rating
issued from time to time by Standard and Poor'sHi5& Moody's on PG&E NEG's senior unsecured l@amgrtdebt. This three-year facility
replaced a $100 million bank facility that was stiled to expire. At June 30, 2002, there were rietanding borrowings under this facility.

On June 6, 2002, PG&E GTN issued $100 million 6R&ercent senior notes in a private placementdeas were used to repay $90 mill
of debt on its revolving credit facility and theldace retained to meet general corporate needs.

Interest is capitalized as a component of projeatier construction. For the six months ended JOn2@2, and 2001, PG&E NEG
capitalized interest of approximately $86 milliamda$55 million, respectively.



NOTE 5: UTILITY OBLIGATED MANDATORILY REDEEMABLE PR EFERRED SECURITIES OF TRUST HOLDING SOLELY
UTILITY SUBORDINATED DEBENTURES

On November 28, 1995, PG&E Capital | (Trust), a ishowned subsidiary of the Utility, issued 12 rath shares of 7.90 percent Cumulative
Quarterly Income Preferred Securities (QUIPS) waithaggregate liquidation value of $300 million. €oment with the issuance of the
QUIPS, the Trust issued to the Utility 371,135 slsaof common securities with an aggregate liquadatialue of $9 million. The Trust, in

turn, used the net proceeds from the QUIPS offeaimgjthe proceeds from issuance of the common selkrities to purchase 7.90 percent
Deferrable Interest Subordinated Debentures (QUID& 2025, issued by the Utility with a face vadfié&309 million.

Distribution may be deferred up to 20 consecutivarters under the terms of the indenture. Purdoahe indenture, investors will
accumulate interest on the unpaid distributiorth@tate of 7.90 percent. Upon liquidation or diggon of the Utility, holders of QUIPS
would be entitled to the liquidation preference$@b per share plus all accrued and unpaid dividdreteon to the date of payment.

On March 16, 2001, the Utility deferred quarteryerest payments on the QUIDS until further noticaccordance with the indenture. The
corresponding quarterly payments on the 7.90 p&@EHPS issued by the Trust, due on April 2, 200&re similarly deferred.

As discussed in Note 2, on March 27, 2002, the Bgrtky Court issued an order authorizing the Wtild pay pre- and post-petition interest
to holders of certain undisputed claims, includ@idIPS, within 10 business days after Bankruptcyr€approval of the Utility's disclosure
statement. The disclosure statement was approvégoin24, 2002, and on May 6, 2002, the Utility deapayments to holders of QUIPS
representing interest accrued through Februarg@82. On May 31, 2002, and July 1, 2002, the Wtdiso paid interest for the month ended
March 31, 2002, and for the three months ended 30n2002. Interest payments will continue to belenan a quarterly basis.

On April 12, 2001, Bank One, N.A., as successantarest to The First National Bank of Chicago @ae), gave notice that an event of
default exists under the Trust Agreement due tdMiléy's Chapter 11 filing on April 6, 2001 (sépte 2). As a result of the event of default,
the Trust Agreement required the Trust to be ligtéd by the Trustee by distributing, after satisfacof liabilities to creditors of the Trust,
the QUIDS to the holders of the QUIPS. PursuarihéoTrustee's notice dated April 24, 2002, the ffwes liquidated on May 24, 2002. Up
liquidation of the Trust, the former holders of (A received a like amount of QUIDS. The terms atetést payments of the QUIDS
correspond to the terms and dividend paymentseoQUIPS.

The QUIDS are included in financing debt classifasda liability subject to compromise in the accampng PG&E Corporation's and the
Utility's Consolidated Balance Sheets at June 8022

NOTE 6: COMMITMENTS AND CONTINGENCIES
Commitments

PG&E Corporation has substantial financial commiiteén connection with agreements entered into sujng the Utility's and PG&E
NEG's operating, construction, and developmenvities. These commitments are discussed more fiulllfe PG&E Corporation and Utilit
combined 2001 Annual Report on Form 10-K. The felltg summarizes significant changes to commitmsimse the combined 2001
Annual Report on Form 10-K was filed.

Utility

Natural Gas Supply and Transportation Commitmer- Under current CPUC regulations, the Utility purasgaatural gas from its various
suppliers based on economic considerations, censigtith regulatory, contractual, and operatioraistraints. The Utility has long-term gas
transportation service agreements with various Gianaand interstate pipeline companies. The taaiahd charges that the Utility will pay
each year may change due to changes in tariff.rtesse agreements include provisions for paymefited demand charges for reserving
firm capacity on the pipelines.

The Utility also has long-term gas supply contracith various Canadian and interstate gas compahhes contracts commit the Utility to
purchase gas through May 2003, and total $238anilidn March 6, 2002, the CPUC authorized the tytib pledge its gas customer
accounts receivable and core gas inventory fopthipose of procuring core gas supplies until thibezaof:

o May 1, 2003;
o 15 days after an upgrade of the credit rating eflilility's mortgage bonds to at least BBB- by S&MBaa3 by Moody's;
o the effective date of the Plan of Reorganization; o

o the dismissal or conversion of the Utility's baniay proceeding



At June 30, 2002, total gas accounts receivabligelé amounted to $105 million.

At June 30, 2002, the Utility's obligations relatechatural gas transportation and supply commitsikald pursuant to long-term contracts
were as follows (in millions):

2002 $ 258
2003 188
2004 88
2005 77
2006 21
Thereafter 5
Total $ 637

The Utility uses a $10 million standby letter oédit to facilitate natural gas purchases in additmother credit arrangements with natural
suppliers.

El Paso Capacity Decisio- In May 2002, a FERC order directedfdso Natural Gas Company (El Paso) to change thdétakocates spac
on its pipeline. The order required El Paso's B&&alifornia customers to convert their capacights from unlimited "full requirement” to a
limited Contract Demand amount of firm capacitye$é customers must decide by July 31, 2002, hovihiBuPaso capacity rights they will
need in contract demand contracts and how muclcitgphey will relinquish.

In response, on July 17, 2002, the CPUC issueciside that requires California IOUs to sign up EdrPaso pipeline capacity relinquished
by the shippers and not subscribed to by replacestéppers serving California, and ppproves such costs as just and reasonable. The
are required to purchase a proportionate amouttteofeleased capacity. The decision stated thatelgjuirement would spread El Paso
reservation charges over as many ratepayers atblgossminimize the impact on any particular cusérs. The decision also addressed
current capacity issues. The decision orderedcilvaent capacity held by the IOUs on any interspépeline cannot be turned back and must
be retained for the benefit of California ratepay@mny capacity in excess of the IOU's need shbeldeleased under short-term capacity
release arrangements. The IOU's short-term capadégises ensure that the capacity is not withinefd the California market. The decision
also finds that to the extent the IOUs comply vifitl decision, they shall also receive full cosbreey for their costs associated with existing
capacity contracts.

In a future proceeding, the CPUC will address otbsuies that relate to these proposed rules. I$sumsresolved include cost allocation of
turned back capacity among the California IOUstauers for recovery, capacity releases, and detailserning the guaranteed recovery in
rates of the IOUs' costs for subscription to irteespipeline capacity.

In 1995, the CPUC issued a decision concludingitiveas unreasonable for the Utility to commit targhase gas pipeline capacity from
Transwestern Pipeline Company (Transwestern). Eeesibn ordered that costs for the capacity comenitts1in subsequent years of the
contract, be disallowed unless the Utility can dastiate that the benefits of the capacity commitroeitweigh the costs. As discussed be
under the Gas Accord, the Utility could not recoamy costs paid to Transwestern through 1997 anddawave limited recovery during the
period 1998 through 2002. In view of the El Pascislen which directs the utilities to retain thekisting capacity contracts and allows for
the recovery of the costs of existing capacity cmis, the Utility expects to fully recover itsdué purchases of gas pipeline capacity. This
recovery is expected to result in additional rexe=nof approximately $90 million over the remainaaptract period that ends in March of
2007.

PG&E NEG

Credit Ratings- On July 31, 2002, S&P downgraded PG&E NEG's ¢mading to BB+ with CreditWatch with negative ingaltions from
BBB with a stable outlook. As a result of this dawade, PG&E NEG may be required to post replacematzteral or fund cash under those
guarantees that either require an investment getd®y or contain more subjective thresholds.

Trading and non-trading hedging guaranteesPG&E NEG and its rated subsidiaries have providz8 billion of guarantees to
approximately 250 counterparties in support oéitergy trading and non-trading hedging operatidgpically, the overall exposure under
these guarantees is only a fraction of the faceevaf these guarantees, since not all counterpeetiit limits are fully utilized at any time. As
of July 31, 2002, PG&E NEG and its rated subsidiraggregate exposure under these guaranteepmragieately $360 million. Of this
exposure, the amounts subject to securitizationirements as a result of a downgrade to below inveist grade of PG&E NEG by S&P are
$115 million; of PG&E ET are $16 million; and of G8nNE are $1 million. In addition, $37 million dfi$ exposure is under guarantees that
have been issued by PG&E GTN with a ratings triggewever, the ratings trigger for PG&E GTN is affected by S&P's actions on July
31, 2002. The remaining $191 million could be sabje securitization requirements due to a cousttyfs concern with PG&E NEG's or its
subsidiary's creditworthiness. As of July 31, 20@@&E ET had sufficient cash to cover these ohiogest



Equity Commitments and Debt Repayment Guarant- PG&E NEG has guaranteed debt or equity commitmierndennection with the
following (in millions):

Lake Road $ 230
La Paloma 379
Equipment Revolving Credit Facility 230
GenHoldings | 505

PG&E NEG has replaced the ratings triggers in tliasiéities with financial covenants that are catsint with those contained in PG&E
NEG's revolving credit and other loan facilitiefi€Be covenants include requirements to exceedcifisdecash flow to fixed charges ra
and a specified net worth as well as maintaintleas a specified total debt to total capitalizatiatio and are set forth in PG&E NEG's
revolving credit agreement filed as Exhibit 10.8TPPIG&E NEG's Annual Report on Form 10-K filed witie SEC on March 5, 2002. PG&E
NEG is in compliance with these covenal

Not withstanding the above, if PG&E NEG is also dgnaded to below investment grade by Moody's, PG would be required to fur
construction draws under the GenHoldings | finaga@ntirely with equity until the equity commitmestfulfilled. This would result in PG&E
NEG being obligated to fund approximately $270 imrilof additional equity through December 2002 thatld have otherwise been func
through June 2003. After December 2002, the lenderdd fund the construction draws pursuant todteelit agreement. Failure by PG&E
NEG to fund any required equity would result inedadilt under the GenHoldings | credit facility asllhas a default under PG&E NEC
revolving credit facility.

Tolling arrangements PG&E NEG has entered into five long-term tollingrtsactions with third parties. Each tolling agreeni® supported
by a separate guarantee backing the payment abligatf the PG&E NEG affiliate over the term of skdong-term contracts (9-25 years).
PG&E NEG or its rated subsidiaries has extendedosgpately $620 million of such guarantees. Of thgearantees, $575 million have been
issued by PG&E NEG and contain a ratings triggat thquires PG&E NEG to replace the guaranteeavige alternative collateral as a
result of its credit rating dropping below BBB oa&. This amount increases by an additional $2lomif PG&E NEG's credit rating is als
downgraded to below investment grade by Moody'sddition, $24 million of these guarantees havenbiesued by PG&E GTN with a
ratings trigger. However, the ratings trigger f@&E GTN is not affected by S&P's actions on July 3302. The ratings downgrade by S&P
on July 31, 2002, has triggered the need for amfthtiguarantees, alternative collateral or otheepiable arrangements under these
agreements within a ten to 30 day cure periochénetvent that PG&E NEG does not replace the gusgaptovide alternative collateral or
agree on other acceptable arrangements as regthieedounterparty has the right to terminate theged tolling agreement and seek recovery
of damages to be determined in arbitration. Itaskmown whether the counterparties to the tollggeement would exercise their rights to
terminate the agreements. If a party did exert¢ssgght to terminate a tolling agreement, the agrents generally provide that any damages
are to be awarded based upon the difference ingh&act price for the power under the agreemeditlam market price for the power,
estimated by PG&E NEG to be $20 million under corieonditions. In the event of a dispute over thant of any termination payment tl
the parties are unable to resolve by negotiatiomtadlling agreements provide for mandatory arbdrg which could take as long as six
months to more than a year to complete, dependirthespecific procedures detailed in the tolliggegaments

Other Guarantees PG&E NEG has provided approximately $1.3 billiorgofarantees related to other obligations by PG&ENBmpanies
to counterparties for goods or services. Of thi8®illion, the amount subject to securitizatioguigements as a result of a downgrade to
below investment grade of PG&E NEG is $770 millamd of PG&E Gen is $9 million. The most significafthese guarantees relate to
performance under certain construction and equipm@turement contracts. In the event PG&E NEGhishle to provide the additional or
replacement security required in the event of sudowngrade, the counterparty providing the goadsovices could suspend performanc
terminate the underlying agreement and seek reg@mfatamages.

These guarantees represent guarantees of subgibiaggtions for transactions entered into in theéirary course of business. The first is for
guarantees related to the construction or develapofePG&E NEG's power plants and pipelines. Spestlify, these include guarantees for
the performance of the contractor building the Haltala and Covert power projects amounting to $8dlton. Any exposure under the
guarantees for construction completion is mitigdtgdjuarantees in favor of PG&E NEG from the camgsr and equipment vendors related
to performance, schedule and cost. Since the amtstrand various equipment vendors are perforraidgr their underlying contracts,
PG&E NEG does not believe that it has significaqgasure under these guarantees. Further, althdwgle guarantees contain ratings trige
the same lenders who are the beneficiaries of thearmntees are the funding banks for GenHoldings |

PG&E NEG has provided $343 million in guaranteefairor of the various contractors and equipmentiees for the payment of any
cancellation penalties in the event that projectsquipment contracts are cancelled and there reamgaid amounts. Of this amount,
approximately $58 million will be paid to these dens for cancellation of equipment contracts. k élvent that these vendors seek to
terminate the contracts sooner, this amount wolgll @present PG&E NEG's maximum exposure. Includédlde above amount is $100
million of guarantees to the constructor of theddmhala and Covert projects to cover certain sépamst-sharing arrangements. Failure to
fund a demand for collateralization would permé ttonstructor to terminate those separate coshghamangements. This would not have



impact on the constructors' obligations to compilkeéeHarquahala and Covert projects pursuant tedh&acts. Therefore, this would not
have a financial impact on PG&E NEG or its subsidma

PG&E NEG has provided a $300 million guaranteeufapsrt a tolling agreement that a wholly owned sdibsy, Attala Energy Company,
has entered into with Attala Generating CompanyalatGenerating Company entered into a $340 milimie-lease back transaction. The
tolling payments provide the lessee with sufficieash flows to pay rent under the lease. So lorAjtata Energy Company continues to
perform under the tolling agreement PG&E NEG dastshelieve it has any incremental liability or espee under this guarantee.

The balance of the guarantees are for commitmerttsrtaken by PG&E NEG or subsidiaries in the ondirtmurse of business for services
such as facility and equipment leases, pipe capash disposal rights, and surety bonds.

Other Commitments There is a total of $149 million in potential adaiital liquidity requirements related to other cortments.

In addition to the $360 million in trading expostinat is covered by guarantees and addressed abeve s an additional $73 million of
current exposure under trading agreements at Jylg@2. Some portion of this exposure is relabegigreements that contain subjective
language requiring additional securitization.

The remaining commitments included in the $149iamllare up to $16 million of surety bonds outstagdn behalf of PG&E NEG that m:
need to be replaced; transportation and storageagmt tariff provisions that may require an addai $38 million in security; incremental
security to power pools that could be as much dsnillion, and; miscellaneous guarantees for lapiibos and other contracts of $11
million.

The summary above identifies the potential demamdBG&E NEG's liquidity as a result of S&P's actidaken on July 31, 2002. As noted
above, only the GenHoldings | equity commitment and additional tolling agreement will be furtherpacted if Moody's reduces PG&E
NEG's credit rating to below investment grade. abtial calls on PG&E NEG's liquidity will dependdaly upon counterparties' reactions
the downgrade, the continued performance of PG&ENMBmpanies under the underlying agreements ancbilvgerparties' other
commercial considerations. Therefore, PG&E NEG oanuantify with any certainty the actual callsPB&E NEG's liquidity. In the past,
PG&E NEG has been able to negotiate acceptablagemaents and reduce its overall exposure to cquantées when PG&E NEG or its
counterparties have faced similar situations. Hawgthere can be no assurance that PG&E NEG cagdtiate acceptable arrangements in
the current circumstances.

As of July 31, 2002, PG&E NEG had $728 million imrestricted cash and $796 million of unused crétiis and letter of credit facilities.
Certain of PG&E NEG's financing instruments are ttumature in the near future. PG&E NEG is currerieking bank commitments to
renew $750 million of revolving credit that expias August 22, 2002. As of July 31, 2002, PG&E Ni#@ $431 million outstanding under
this facility. PG&E NEG is seeking to replace thiwort-term facility with a $750 million credit fdity containing a $500 million two-year
tranche and a $250 million 36l&y tranche. In addition, PG&E NEG is seeking finence $609 million of debt guaranteed by PG&E Nia
connection with the Lake Road and La Paloma féeslithat matures on March 31, 2003. PG&E NEG mayrtadble to obtain commitments
for substantial portions of these financings. IfESNEG is unable to do so or otherwise effect ataiele arrangements, PG&E NEG's
liquidity position will be materially and adversaippacted, and PG&E NEG may be unable to satisfgadels on its liquidity.

As described above, the downgrade of PG&E NEGHitcratings impacts certain PG&E NEG's guaranteekfmancial arrangements that
require PG&E NEG to maintain certain credit ratifigen S&P and/or Moody's. With respect to certailmgntees issued by PG&E NEG and
its affiliates to project lenders and tolling coentarties, the downgrade of PG&E NEG's credit gattbelow investment grade by S&P
triggers a requirement that PG&E NEG replace trerautees or provide alternative collateral withtemto thirty day cure period. The faill

of PG&E NEG to do so would entitle the holderstaf guarantees to demand payment of the guaranteaehss, or, in the case of tolling
counterparties, to terminate the tolling agreemantsseek damage payments to be determined byadidiit To the extent that PG&E NEG's
lenders or counterparties have the right to maké semands on PG&E NEG in an aggregate amountQ@f $iillion or more, this would
constitute an event of default under PG&E Corporesi New Credit Agreement with respect to the agafee$1.02 billion in Tranche A and
Tranche B loans outstanding thereunder, as disdusdéote 4 in the Notes to the Consolidated Firrigtatements.

Subject to their respective rights as set fortth&Intercreditor and Subordination Agreement, dlate of June 25, 2002, by and between the
Tranche A lenders, Tranche B lenders and cert&iergtarties thereto (the Intercreditor Agreemehs, Tranche A and Tranche B Lenders
(collectively, the Lenders) would, upon notice viitithree days of the triggering event, have thbtrig declare all amounts outstanding under
the New Credit Agreement to be immediately due @anhble. The failure of PG&E Corporation to replaig ficcelerated indebtedness would
entitle the Lenders, subject to the Intercreditgreement, to exercise certain remedies, includieg tights as secured parties against their
collateral, i.e., the pledged interests of PG&Ep@oation in NEG, Inc., NEG LLC's pledged interast®dlEG Inc., and a pledged interest in
interest reserve account with a current balan@ppfoximately $65 million.

In the event that Moody's Investors Service alsgrdpades PG&E NEG to below investment grade, tta downgrade would trigger an
event of default under the New Credit Agreement dbcurrence of this default would also entitleltbaders to exercise the remedies
described in the foregoing paragra



Further, loss of PG&E NEG's investment grade cnedihgs may prevent it from obtaining financingessary for the funding of various
project-related equity commitments. A failure taduequity commitments in an aggregate amount 00 $iillion or more would also cause a
cross default to the PG&E Corporation New Creditefggment.

With respect to the $280 million aggregate printgraount of 7.5% Convertible Subordinated Noteaesisby PG&E Corporation pursuant
an Indenture dated as of June 25, 2002 by and batRE&E Corporation and U.S. Bank, N.A., as trugtlee Notes), if PG&E Corporation
fails to pay the accelerated obligations undefNber Credit Agreement as described above and sulchef@ontinues for 30 days after receipt
of written notice from the trustee or holders ofegist 25% of the aggregate principal amount o$tanding Notes, the Notes would also be in
default. Thereupon, and subject to the subordingifovisions of the Indenture, the trustee or tlséeMolders would have the right to
accelerate the Notes.

If PG&E Corporation's debt obligations become scitfje acceleration as described above, PG&E Cotiporavould attempt to negotiate this
situation with its Lenders and Note holders; howeR&&E Corporation cannot predict whether, or ttatvextent, it would be successful in
such efforts. Current PG&E Corporation cash balaree insufficient to repay the full amount ofdtgstanding debt.

Letters of Credit- Certain of PG&E NEG's commitments are supportetetigrs of creditThe following table lists the various letters oédit
facilities that have the capacity to issue lettdrsredit (in millions):

Letter Letters of Credit
of Credit Outstanding

Borrower Maturity Capacity June 30, 2002
PG&E NEG 8/02 & 8/0: $ 650 $ 184
USGenNE 9/03 25 3
PG&E Gen 12/04 10 7
PG&E ET 12/02 25 21
PG&E ET (1) 50 25
PG&E ET 11/02 35 31

1. This letter of credit facility provides for up 0 million of non-domestic letters of credit te issued, available to PG&E Energy
Trading, Canada Corporation, an indirect subsididiyG&E NEG, to use to post nalomestic letters of credit to support counterg
trading, for periods no longer than 364 days. Tler® term for the facility, but the bank can ewifor termination each year.

Attala Lease- On May 10, 2002, Attala Generating Company, anr@adisubsidiary of PG&E NEG, completed a $340 willsale and
leaseback transaction whereby it sold and leasekl itsafacility to a third party special purposeign The related lease is being accounted for
as an operating lease and will amortize a defegaéal of approximately $5 million from the sale otlee lease period, which is 37 years. The
payment obligations under this agreement are &safsl(in millions):

2002 $ 49
2003 38
2004 28
2005 29
2006 27
Thereafter 631

$ 802

Attala Generating Company entered into a tollinteagent with Attala Energy Company, another whoWsned subsidiary of PG&E NEG.
Attala Energy Company's obligations under thisngllagreement are guaranteed by a $300 million PG&E guarantee.

Contingencies
PG&E Corporation Guarantees

At June 30, 2002, PG&E Corporation has a $16 mmlgoarantee for an office lease relating to PG&EI¢¥ESan Francisco office, a guarai
related to PG&E NEG's indemnification obligationgte purchaser of PG&E NEG's gas transmissiortsass@exas, and a guarantee related
to PG&E NEG's indemnification obligations to theghaser of PG&E Energy Services. PG&E Corporatien has a $.9 million guarantee
supporting the Utility's investment in l-income housing projects at June 30, 2(



Utility

Nuclear Insurance- The Utility has insurance coverage for property dgenand business interruption losses as a membarabéar Electric
Insurance Limited (NEIL). Under this insuranceaifiuclear generating facility suffers a loss due psolonged accidental outage, the Utility
may be subject to maximum retrospective assessrefb million (property damage) and $9 millioruginess interruption), in each case
per policy period, in the event losses exceedehleurces of NEIL. The maximum $26 million retrogperassessment can arise if any NEIL
member nuclear generating facility suffers a loss.

The Utility has purchased primary insurance of $20lion for public liability claims resulting frona nuclear incident. The Utility has
secondary financial protection, which provides ddional $9.3 billion in coverage, which is marethby the Price-Andersen Act. Under the
Price-Andersen Act, secondary financial protect®orequired for all nuclear reactors having a raigplacity of 100 MW licensed to operate
and designed for production of electrical energprovides for loss sharing among utilities ownmglear generating facilities if a costly
incident occurs. If a nuclear incident resultslairas in excess of $200 million, then the Utilityaynbe assessed up to $176 million per
incident, with payments in each year limited to@axmum of $20 million per incident.

Workers' Compensation SecurityFhe Utility must deposit collateral with the St&epartment of Industrial Relations (DIR) to maintés
status as a self-insurer for workers' compensafimms made against the Utility. Acceptable formsalateral include surety bonds, letters
of credit, cash, or securities. The Utility curdgrgrovides collateral in the form of approximat&$65 million in surety bonds.

In February 2001, several surety companies providedellation notices, citing concerns about thitys financial situation. The DIR has
not agreed to release the canceling sureties fneimn abligations for claims occurring prior to tb@ncellation and has continued to apply the
cancelled bond amounts, totaling $185 million, to¥gathe $365 million amount of collateral. The Itfilvas able to supplement the
difference through three additional active suraipds totaling $180 million. The cancelled bondsehaet, to date, impacted the Utility's self-
insured status under California law. PG&E Corpaoratias guaranteed the Ultility's reimbursement abibg associated with these surety
bonds and the Utility's underlying obligation toypaorkers' compensation claims.

Environmental Matters

The Utility may be required to pay for environmdmtamediation at sites where it has been, or may potentially responsible party under
the Comprehensive Environmental Response Compensatid Liability Act and similar state environmédnéavs. These sites include former
manufactured gas plant sites, power plant sitebséas used by the Ultility for the storage or disg of potentially hazardous materials.
Under Federal and California laws, the Utility nisg/responsible for remediation of hazardous substaeven if it did not deposit those
substances on the site.

The Utility records an environmental remediatia@bllity when site assessments indicate remedidgipnobable 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, egiens and maintenance, monitoring, and site ceosging (1) current technology, (2) enacted
laws and regulations, (3) experience gained atairsites, and (4) the probable level of involvetreemd financial condition of other
potentially responsible parties. Unless therehgtter estimate within this range of possible ¢cdkes Utility records the lower end of this
range.

The Utility had an environmental remediation ligghibf $312 million and $295 million (undiscounteaf) June 30, 2002, and December 31,
2001, respectively. The $312 million accrued a®Jad, 2002, includes (1) $139 million related te pne-closing remediation liability
associated with divested generation facilities, @)ds173 million related to remediation coststfarse generation facilities that the Utility
still owns, manufactured gas plant sites, gas gapsites, and compressor stations. Of the $31Bomenvironmental remediation liability,
the Utility has recovered $190 million through mtend expects to recover the balance in futuesrdihe Utility also is recovering its costs
from insurance carriers and from other third partie appropriate.

The cost of the hazardous substance remediationatély undertaken by the Utility is difficult tesmate. A change in the estimate may
occur in the near term due to uncertainty concerttie Utility's responsibility, the complexity ofirdronmental laws and regulations, and the
selection of compliance alternatives. If other ptitdly responsible parties are not financiallyeats contribute to these costs or further
investigation indicates that the extent of contation or necessary remediation is greater thagipated, the Utility's future cost could
increase by as much as $449 million. The Utility§ireates the upper limit of the range using assuomgtieast favorable to the Utility, based
upon a range of reasonably possible outcomes. @astde higher if the Utility is found to be respibie for cleandp costs at additional sit
or expected outcomes change.

On June 28, 2001, the Bankruptcy Court authorihed.tility to continue its hazardous waste reméairaprogram and to expend:

o Up to $22 million in each calendar year in which hapter 11 case is pending to continue its hamargubstance remediat|
programs and procedures; and

o Any additional amounts necessary in emergencytsitiginvolving post-petition releases or threatereleases of hazardous
substances subject to the Bankruptcy Court's spegiproval.



The California Attorney General, on behalf of vaiscstate environmental agencies, filed claims énUlility's bankruptcy proceeding for
environmental remediation at numerous sites aggiregapproximately $770 million. For most if not af these sites, the Utility is in the
process of remediation in cooperation with thevaht agencies and other parties responsible faribating to the clean-up or would be
doing so in the future in the normal course of bess. In addition, for the majority of the remeidiatclaims, the State would not be entitle
recover these costs unless it accepts respongitailitlean up the sites, which is unlikely. Sinlge Utility's proposed plan provides that the
Utility intends to respond to these types of claimthe regular course of business, and since thigyUhas not argued that the bankruptcy
proceeding relieves the Utility of its obligatiotsrespond to valid environmental remediation ogdére Utility believes the claims seeking
specific cash recoveries are invalid.

Moss Landing- In December 1999, the Utility was notified by theghaser of its former Moss Landing power plant tha Utility had
violated the plant's National Pollutant Dischardienthation System (NPDES) permit issued by the @dr€oast Regional Water Quality
Control Board (Central Coast Board). A tentativiélement has been reached with the Central CoastdB&nder the settlement, the Utility
will fund approximately $5 million in environmentpfojects related to coastal resources. The patesegotiating the documentation of the
settlement. The final agreement will be subjegiublic comment and will be incorporated in a congkatree to be entered in the California
Superior Court. A claim has been filed by the @atifa Attorney General in the Utility's bankruptosoceeding on behalf of the Central Cc
Board seeking unspecified penalties.

Diablo Canyon- In October 2000, the Utility reached a tentage¢tlement with the Central Coast Board conceralfeged violations under
the Utility's NPDES permit. Under the settlemehg Utility will take measures to preserve certaireage north of the plant and will fund
approximately $5 million in environmental projectdated to coastal resources. The parties are ia¢iggtthe documentation of the
settlement. The final agreement will be subjeqiublic comment and will be incorporated in a congiatree to be entered in the California
Superior Court. A claim has been filed by the @atifa Attorney General in the Utility's bankruptesoceeding on behalf of the Central Cc
Board seeking unspecified penalties and otherfri@lieonnection with Diablo Canyon's operationtsféooling water system.

Additionally, on April 9, 2002, the U.S. EnvironntahProtection Agency (EPA), proposed regulationdar Section 316(b) of the Clean
Water Act for cooling water intake structures. Tagulations would affect existing power generafaxcilities using over 50 million gallons
per day (mgd), typically including some form of tathrough” cooling. The Utility's Diablo Canyonuhters Point, and Humboldt Bay
power plants are among an estimated 539 plansmdtie that would be affected by this rulemakinge Timoposed regulations call for a se
performance standards that vary with the type démnaody and that are intended to reduce impads|ti@atic organisms. Significant capital
investment may be required to achieve the standftitls regulations are adopted as proposed. Ttz fegulations are scheduled to be
promulgated in August 2003.

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

PG&E NEG
Environmental Matters

In May 2000, USGen New England (USGenNE), an irdisebsidiary of PG&E NEG, received an InformatRequest from the EPA,
pursuant to Section 114 of the Federal Clean Air(8AA). The Information Request asked USGenNErtwvjgle certain information relative
to the compliance of its Brayton Point and Salembldaplants with the CAA. No enforcement action basn brought by the EPA to date.
USGenNE has had preliminary discussions with tha& EPexplore a potential settlement of this matkéanagement believes that it is not
possible to predict at this point whether any ssettilement will occur, or in the absence of a eetént, the likelihood of whether the EPA
bring an enforcement action.

As a result of this and related regulatory initias by the Commonwealth of Massachusetts, USGeaNkploring ways to achieve
significant reductions of sulfur dioxide and, ngem oxide emissions. Additional requirements fer¢bntrol of mercury and carbon dioxide
emissions will also be forthcoming as part of thesggulatory initiatives. Management believes th&G£&nNE would meet these requirements
through installation of controls at the BraytonfiR@nd Salem Harbor plants and estimates thatadapipenditures on these environmental
projects could approximate $332 million over thetrfeve years. These estimates are currently uneléew and it is possible that actual
expenditures may be higher. Based on an emissiainadglan filed for Brayton Point under the regidas implementing these initiatives, t
Massachussetts Department of Environmental Prote¢@EP) ruled that Brayton Point is required toetrtbe newer, more stringent emiss
limitations for sulfur dioxide and nitrogen oxidg B006. However, on June 7, 2002, the DEP ruledShem Harbor must satisfy these
limitations by 2004. USGenNE will not be able teeogte Salem Harbor unless it is in compliance tidse emission limitations. USGenNE
believes it may not be feasible to comply by 200 that in any event DEP improperly applied the22@eadline to the Salem Harbor
emission control plan. USGenNE filed with DEP aised plan for Salem Harbor in April that it belisumeets the DEP requirements for the
2006 compliance date. USGenNE has also filed arirastnative appeal of DEP's ruling that Salem Haneet the 2004 compliance date.

Various aspects of DEP's regulations allow for fuparticipation in the process through which DEfRedmines whether the 2004 or 2006
deadline applies and approves the specific adi/ifiat USGenNE will undertake to meet the newleatigms. A local environmental group
has made various filings with DEP requesting suatigipation.

The EPA is required under the CAA to establish negulations for controlling hazardous air pollusafrom combustion turbines and
reciprocating internal combustion engines. Althotlygh EPA has yet to propose the regulations, thA é@&&uired that they be promulgated



November 2000. Another provision in the CAA regsioempanies to submit ci-by-case Maximum Achievable Control Technology
(MACT) determinations for individual plants, if tl&PA fails to finalize regulations within 18 montbast the deadline. On April 5, 2002, the
EPA promulgated a regulation that extends this lifeaéor the case-by-case permits until May 2004e EPA intends to finalize the MACT
regulations before this date, thus eliminatingribed for the plant-specific permits. PG&E NEG wibt be able to accurately quantify the
economic impact of the future regulations until endetails are available through the rulemaking @sec

PG&E NEG's existing power plants are subject t@fatand state water quality standards with reqjpedischarge constituents and thermal
effluents. Three of the fossil-fueled plants owaad operated by USGenNE (Salem Harbor, ManchestgtSand Brayton Point) are
operating pursuant to NPDES permits that have edpifor the facilities whose NPDES permits haveregp permit renewal applications are
pending, and all three facilities are continuingpeerate under existing terms and conditions metiv permits are issued. On July 22, 2002,
the EPA and the DEP issued a draft NPDES permiBfayton Point that, among other things, substlytianits the discharge of heat by
Brayton Point into Mount Hope Bay. Based on itsiéhireview of the draft permit, USGenNE believiattthe draft permit is excessively
stringent. It is estimated that USGenNE's cosprofy with the new permit conditions could be aschnas $248 million through 2005, but
this is a preliminary estimate. There are variadmmiaistrative and judicial proceedings that mustbmpleted before the draft NPDES permit
for Brayton Point becomes final and these procegdare not expected to be completed during 200&2ddiition, it is possible that the new
permits for Salem Harbor and Manchester Streetatey contain more stringent limitations than ppermits, and that the cost to comply
with the new permit conditions could be greatenttiee current estimate of $4 million. In addititime issuance of any final NPDES permits
may be affected by the EPA's proposed regulatiodguSection 316(b) of the Clean Water Act, whighdiscussed below.

On March 27, 2002, Rhode Island Attorney Geneflagl@&n Whitehouse, notified USGenNE of his beledtt Brayton Point "is in violation
of applicable statutory and regulatory provisionseyning its operations...," including "protecticascorded by common law" respecting
discharges from the facility into Mt. Hope Bay. btated that he intended to seek judicial reliefdlbate these environmental law violations
and to recover damages..." within the next 30 dalge.notice purportedly was provided pursuant tdise 7A of chapter 214 of
Massachusetts General Laws. PG&E NEG believeBttsgtton Point Station is in full compliance with applicable permits, laws, and
regulations. The complaint has not yet been fileseoved. In early May 2002, the Rhode Island AitgrGeneral stated that he did not pla
file the action until the EPA issues a draft Cl&¥dater Act NPDES permit for Brayton Point. The ERAued its draft permit on July 22, 20
and the Rhode Island Attorney General has sintedsthat he has no intention of pursuing this maitgil he reviews USGenNE's respons
the draft permit. Management is unable to prediottiver he will pursue this matter and, if he ddies extent to which it will have a material
adverse effect on PG&E NEG's financial conditiomasults of operations.

On April 9, 2002, the EPA proposed regulations urgkxtion 316(b) of the Clean Water Act for coolimater intake structures. The
regulations would affect existing power generafarilities using more than 50 mgd typically inclndisome form of "once-through" cooling.
Brayton Point, Salem Harbor, and Manchester Sgreeérating facilities are among an estimated 588tpinationwide that would be affected
by this rulemaking. The proposed regulations aallaf set of performance standards that vary wightype of water body and that are inten
to reduce impacts to aquatic organisms. The fisglilations are scheduled to be promulgated in AUQE3. The extent to which they may
require additional capital investment will depemdtbe timing of the NPDES permit proceedings far diffected facilities. It is possible that
the regulations may allow greater flexibility inréeving specified permit limits and thereby redtlve cost of compliance.

During April 2000, an environmental group served@3$8NE and other PG&E NEG's subsidiaries with aceadf its intent to file a citizen's
suit under the Resource Conservation and RecoveryRCRA). In September 2000, PG&E NEG signed &seaf agreements with the DEP
and the environmental group to resolve these nsatttait require PG&E NEG to alter its existing wastter treatment facilities at its Brayton
Point and Salem Harbor generating facilities.

PG&E NEG began the activities during 2000, andkfgeeted to complete them in 2002. PG&E NEG incumegenditures related to these
agreements of approximately $5.8 million in 200B.4$million in 2001, and $2.0 million through Ju2@02. In addition to the costs
previously incurred in 2000 and 2001, PG&E NEG rwits a reserve in the amount of $8 million relgtio its estimate of the remaining
environmental expenditures to fulfill its obligat®under these agreements. PG&E NEG has deferstsl @gsociated with capital
expenditures and has set up a receivable for ammdinelieves are probable of recovery from insoeaproceeds.

PG&E NEG believes that it may be required to spgmtb approximately $592 million, excluding insucarproceeds, through 2008 for
environmental compliance to continue operatingdHasilities. This amount may change, however, thediming of any necessary capital
expenditures could be accelerated in the eventbhage in environmental regulations or the comrament of any enforcement proceeding
against PG&E NEG. In the event PG&E NEG does nehdpgequired amounts as of each facility's comp#adeadline to maintain
environmental compliance, PG&E NEG may not be &bleontinue to operate one or all of these faesiti

Legal Matters

In the normal course of business, PG&E Corporatioa Utility, and PG&E NEG are named as partiea mumber of claims and lawsuits.
The most significant of these are discussed belte. Utility's Chapter 11 bankruptcy filing on Ap6i| 2001, discussed in Note 2 of the N«
to the Consolidated Financial Statements, automiltistayed the litigation described below agathstUtility, except as otherwise noted.

Chromium Litigation - There are 15 civil suits pending against the Wtilit several California state courts. One of thasiés also name
PG&E Corporation as a defendant. One additionall siit filed against the Utility and PG&E Corpoi@t after the Utility's bankruptcy filing
was dismissed without prejudice while the plaistgkek the right to file and pursue late claimhienBankruptcy Court. The suits seek an
unspecified amount of compensatory and punitiveatges for alleged personal injuries resulting frdieged exposure to chromium in t



vicinity of the Utility's gas compressor stationidHinkley, Kettleman, and Topock, California. Curtly, there are claims pending on behal
approximately 1,290 individuals.

The Utility is responding to the suits in whicthds been served and is asserting affirmative deefihe Utility will pursue appropriate legal
defenses, including statute of limitations, exalitgiof workers' compensation laws, and factuakdsgs, including lack of exposure to
chromium and the inability of chromium to causeaierof the illnesses alleged.

There have been approximately 1,260 claims filetth Wie Bankruptcy Court (by most of the plaintifisthe 15 cases and other individuals)
alleging that exposure to chromium in soil, airnater near the Utility's compressor stations aikldiy, Kettleman, or Topock, California,
caused personal injuries, wrongful death, or oieries. Approximately 1,035 of these claimantséniled proofs of claim requesting an
approximate aggregate amount of $580 million amut@pmately another 225 claimants have filed claforsan "unknown amount." On
November 14, 2001, the Utility filed objectionsth@se claims and requested the Bankruptcy Codramsfer the chromium claims to t
federal District Court. On January 8, 2002, the lBaptcy Court denied the Utility's request to tif@nghe chromium claims and granted
certain claimants' motion for relief from stay battthe state court lawsuits pending before thhtyfiled its bankruptcy petition can procee

The Utility has recorded a reserve in its finanstattements in the amount of $160 million for thesters. PG&E Corporation and the Util
believe that, after taking into account the resereegorded at June 30, 2002, the ultimate outcdrttésomatter will not have a material
adverse impact on PG&E Corporation's or the Utdifinancial condition or future results of opeoas.

Natural Gas Royalties Litigatior- This litigation involves the consolidation of appimately 77 False Claims Act cases filed in various
federal district courts by Jack J. Grynberg (cale@lator in the parlance of the False Claims Aantpehalf of the United States of America,
against more than 330 defendants, including thityJéind PG&E GTN. The cases were consolidatecpfetrial purposes in the District of
Wyoming. The current case grows out of prior litiga brought by the same relator in 1995 that wamsised in 1998.

Under procedures established by the False Claimgie United States acting through the Departroédtistice (DOJ), is given an
opportunity to investigate the allegations andhterivene in the case and take over its proseciftibohooses to do so. In April 1999, the U
DOJ declined to intervene in any of the cases.

The complaints allege that the various defendamts{ of which are pipeline companies or their @ftfds) incorrectly measured the volume
and heat content of natural gas produced from &aerndian leases. As a result, it is alleged tha defendants underpaid, or caused others
to underpay, the royalties that were due to theddinttates for the production of natural gas frbosé leases. The complaints do not seek a
specific dollar amount or quantify the royaltieaiol. The complaints seek unspecified treble damaiéspenalties, and expenses associated
with the litigation.

The relator has filed a claim in the Utility's bamjatcy case for $2.5 billion, $2 billion of whick based upon the plaintiff's calculation of
penalties sought against the Ultility.

PG&E Corporation and the Utility believe the allégas to be without merit and intend to presenigmrous defense. PG&E Corporation and
the Utility believe that the ultimate outcome oé tlitigation will not have a material adverse effen their financial condition or results of
operations.

Federal Securities Lawsuit A complaint,Gillam, et al. v. PG& E Corporation, et al ., is pending in the U.S. District Court for therdern
District of California. An executive officer of P@&Corporation has also been named as a defendanfir$t amended complaint,
purportedly brought on behalf of all persons whochased PG&E Corporation common stock or certaameshof the Utility's preferred stock
between July 20, 2000, and April 9, 2001, claimet the defendants caused PG&E Corporation's Cidased Financial Statements for the
second and third quarters of 2000 to be matemalteading in violation of federal securities lassa result of recording as a deferred cost
and capitalizing as a regulatory asset the undégetimns that resulted when escalating wholesa& @y prices caused the Utility to pay far
more to purchase electricity than it was permittedollect from customers. On January 14, 2002[tis&rict Court granted the defendants'
motion to dismiss the plaintiffs' first amended gdamnt, finding that the complaint failed to statelaim in light of the public disclosures by
PG&E Corporation, the Utility, and others regardihg under-collections, the risk that they might In® recoverable, the financial
consequences of non-recovery, and other informdit@n which analysts and investors could assesthfanselves the probability of
recovery.

On February 4, 2002, the plaintiffs filed a secamiended complaint that, in addition to containirgngnof the same allegations as appeared
in the first amended complaint, contains many efshme allegations that appear in the CaliforniarAey General's complaint discussed
below. The plaintiffs seek an unspecified amourtaripensatory damages, plus costs and attornegs'@n March 11, 2002, the defendants
filed a motion to dismiss the second amended cantplafter a hearing held on June 24, 2002, thdri2gisCourt issued an order on June 25,
2002, dismissing the second amended complaintpréjudice. Plaintiffs have filed a notice of appefthe District Court's order with the
appellate court.

PG&E Corporation believes the allegations to béaut merit and intends to present a vigorous defdd&&E Corporation believes that the
ultimate outcome of the litigation will not havereaterial adverse effect on its financial conditaresults of operations.

Order Instituting Investigation (Oll) into HoldingCompany Activities and Related Litigatic- On April 3, 2001, the CPUC issued an !



into whether the California investomwned utilities, including the Utility, have comgdl with past CPUC decisions, rules, or orders aiting
their holding company formations and/or governiffdiate transactions, as well as applicable seguiThe order states that the CPUC will
investigate (1) the utilities' transfer of monejthieir holding companies since deregulation ofeleetric industry commenced, including
during times when their utility subsidiaries werperiencing financial difficulties, (2) the failugf the holding companies to financially as
the utilities when needed, (3) the transfer byttblkling companies of assets to unregulated subdjand (4) the holding companies' action
to "ringfence" their unregulated subsidiaries. TRUC will also determine whether additional rulesditions, or changes are needed to
adequately protect ratepayers and the public frangdrs of abuse stemming from the holding compangtsre. The CPUC will investigate
whether it should modify, change, or add condititmthe holding company decisions, make furthengea to the holding company structt
alter the standards under which the CPUC determitesher to authorize the formation of holding camies, otherwise modify the
decisions, or recommend statutory changes to thito@éa Legislature. As a result of the investigat the CPUC may impose remedies,
prospective rules, or conditions, as appropriate.

On January 9, 2002, the CPUC issued an interinsiecand order interpreting the “first priority abtion" adopted in the CPUC's holding
company decision. This condition requires thatdfgital requirements of the Utility, as determinedbe necessary and prudent to meet the
Utility's obligation to serve or to operate thelltitiin a prudent and efficient manner, be givastfpriority by the board of directors of the
holding company. In the interim order, the CPUQexta"the first priority condition does not prectuthe requirement that the holding
company infuse all types of 'capital’ into thespective utility subsidiaries where necessary filfthe Utility's obligation to serve." The
three major California investor-owned energy uéftand their parent holding companies had opptteetroader interpretation, first
contained in a proposed decision released for cathoreDecember 26, 2001, as being inconsistentthélprior 15 years' understanding of
that condition as applying more narrowly to a ftioon capital needed for investment purposes. TR&IC also interpreted the first priority
condition as prohibiting a holding company from} &tquiring assets of its utility subsidiary foa@tequate consideration, and (2) acquiring
assets of its utility subsidiary at any price itk acquisition would impair the utility's abilitg fulfill its obligation to serve or to operatean
prudent and efficient manner. The utilities' apgiens for rehearing were denied on July 17, 2002.

In a related decision, the CPUC denied the matiibex$ by the California utility holding companies dismiss the holding companies from the
pending investigation on the basis that the CPW&slgurisdiction over the holding companies. Howeuethe interim decision interpreting
the first priority condition discussed above, tHeUL separately dismissed PG&E Corporation (buttherautility holding company) as a
respondent to the proceeding. In its written decisidopted on January 9, 2002, the CPUC stated@®&E Corporation was being dismis
so that an appropriate legal forum could decidesditpusly whether adoption of the Utility's progdsPlan of Reorganization would violate
the first priority condition. The utilities' appétions for rehearing were denied on July 17, 2002.

On January 10, 2002, the California Attorney Gehiled a complaint in the San Francisco Superiou@ against PG&E Corporation and its
directors, as well as against the directors oltikity, alleging PG&E Corporation violated variogenditions established by the CPUC in
decisions approving the holding company formatiomag other allegations. The Attorney General alemeas that the December 2000 and
January and February 2001 ringfencing transactignshich PG&E Corporation subsidiaries compliedhwitedit rating agency criteria to
establish independent credit ratings violated thidihg company conditions.

Among other allegations, the Attorney General @fethat, through the Utility's bankruptcy procegdirPG&E Corporation and the Utility
engaged in unlawful, unfair, and fraudulent bussnasctices in alleged violation of California Busss and Professions Code Section 17200
by seeking to implement the transactions conteraglat the proposed Plan of Reorganization filetheUtility's bankruptcy proceeding. T
complaint also seeks restitution of assets allggedbngfully transferred to PG&E Corporation frohretUtility. On February 8, 2002, PG&E
Corporation filed a notice of removal in the Barpiey Court to transfer the Attorney General's camtlto the Bankruptcy Court. On
February 15, 2002, a motion to dismiss the lawsuih the alternative to stay the suit, was fil8dbsequently, the Attorney General filed a
motion to remand the action to state court. ThekBastcy Court held a hearing on April 24, 2002ctmsider the remand motion. On June
2002, the court issued a memorandum decision nefetite Attorney General's claim of sovereign imityrand ordered the Attorney
General to amend its complaint to drop or at lsaprate its plan of reorganization-related cldnm® its other claims by July 14, 2002. The
court indicated that it would then remand to statert the Attorney General's Section 17200 claimas tlid not relate to the plan of
reorganization. The Attorney General dropped tla@ jpif reorganization claims in the amended compfdad with the Bankruptcy Court on
July 22, 2002.

On February 11, 2002, a complaint entitt&tly and County of San Francisco; People of the Sate of California v. PG& E Corporation, and
Does 1-150 was filed in San Francisco Superior Court. The dampcontains some of the same allegations coethin the Attorney
General's complaint, including allegations of unémpetition. In addition, the complaint allegesises of action for conversion, claiming
that PG&E Corporation "took at least $5.2 billioorh the Utility," and for unjust enrichment. ThetyCseeks injunctive relief, the
appointment of a receiver, payment to ratepayésgpdgement, the imposition of a constructive trastil penalties, and costs of suit.

On March 4, 2002, PG&E Corporation filed a noti€eeamoval in the Bankruptcy Court to transfer thgyS complaint to the Bankruptcy
Court. Subsequently, the City filed a motion to agmh the action to state court. The Bankruptcy Cheld a hearing on April 24, 2002, to
consider the remand motion. On June 14, 2002,dhe cejected the City's claim of sovereign immuymind its request for remand as to the
unjust enrichment and conversion claims. In theesausting, the court remanded to the state courtitygs Section 17200 claims. PG&E
Corporation filed a notice of appeal regardingrgmand decision in the City's case, the only orth®three Section 17200 cases that is ripe
for appeal at this time.

In addition, a third case, entitlétynthia Behr v. PG& E Corporation, et al ., has been filed by a private plaintiff (who h#&sodiled a claim in
bankruptcy) in Santa Clara Superior Court alsogalig a violation of California Business and Profess Code Section 17200. The Behr
complaint also names the directors of the Utilgéydafendants. The allegations of the complainsandar to the allegations contained in-



Attorney General's complaint but adds allegatidifsaudulent transfer and violation of the Calif@mulk sales laws. Plaintiff requests the
same remedies as the Attorney General's case amtlition requests damages, attachment, and restrgion the transfer of defendants'
property. On March 8, 2002, PG&E Corporation filedotice of removal in the Bankruptcy Court to sfen the complaint to the Bankruptcy
Court. Subsequently, the plaintiff filed a moti@nremand the action to state court. The Bankru@myrt held a hearing on April 24, 2002, to
consider the remand motion. In its June 14, 2008gunentioned above as to the Attorney Generalbthe City's cases, the court rejected
Behr's claim for remand on her fraudulent convegarand bulk sales claims but remanded to staté tmSection 17200 claims. By
amended complaint, Behr has dropped her fraudatemteyance and bulk sales claims.

PG&E Corporation and the Utility believe that tHegve complied with applicable statutes, CPUC denssirules, and orders. Neither the
Utility nor PG&E Corporation, however, can predidtat the outcome of the CPUC's investigation wallds whether the outcome will have a
material adverse effect on their results of operetior financial condition. PG&E Corporation wilyerously respond to and defend the
litigation. PG&E Corporation cannot predict whetlige outcome of the litigation will have a mateaalerse effect on its results of
operations or financial condition.

William Ahern, et al. v. Pacific Gas and Electricdnpany- On February 27, 2002, a group of 25 ratepayerd &éleomplaint against the
Utility at the CPUC demanding an immediate reductdapproximately $0.035 per kilowatt-hour (kWh)allegedly excessive electric rates
and a refund of alleged recent overcollectiondeégtec revenue since June 1, 2001. The complééiines that electric rate surcharges adopted
in the first quarter of 2001 due to the high cdsivholesale power, surcharges that increased temge electric rate by $0.04 per kWh,
became excessive later in 2001. (In January 206@1CPUC authorized a $0.01 per kWh increase tdgagnergy procurement costs. In
March 2001, the CPUC authorized an additional $@&3kWh electric rate increase as of March 2712688 pay for energy procurement
costs, which the Utility began to collect in Jurd®2.) The only alleged over-collection amount chtad in the complaint is approximately
$400 million during the last quarter of 2001. Onrih@, 2002, the Utility filed an answer, arguirfzat the complaint should be denied and
dismissed immediately as an impermissible collderton and on the basis that the alleged fawtn ¢ assumed to be true, do not establish
that currently authorized electric rates are nasomable. On May 10, 2002, the Utility filed a roatio dismiss the complaint. The CPUC has
not yet issued a decision. PG&E Corporation and Mil@y believe that the ultimate outcome of thistter will not have a material adverse
effect on their financial condition or results gfevation.

Recorded Liability for Legal Contingencies

In accordance with SFAS No. 5, "Accounting for Gogéncies,” PG&E Corporation makes a provisionafdiability when it is both probable
that a liability has been incurred and the amotith@ loss can be reasonably estimated. Thesegioogi 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 for PG&E Corporation and the Utility:

(in millions) 2002

Beginning balance, January 1, $ 209
Provision for liabilities 17
Adjustments (5)
Ending balance, June 30, $ 221

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 makieraccordance with accounting principles generadigepted in the United States of
America, prior year segment information has bestated to conform to the current segment presentatihe Utility is one reportable
operating segment and the other two are part of PG&G. These three reportable operating segmeatsder different products and servic
and are subject to different forms of regulatiofusisdictions. PG&E Corporation's reportable segtaere described below.

Segment information for the three and six monttdednune 30, 2002 and 2001 was as follows:

PG&E National Energy Group

PG&E
Corpora-
PG&E tion &



Total Integrated Interstate NEG Other

PG&E Energy & Pipeline Elimi- Elimi-
(in millions) Utility NEG Marketing Operations nations nations (@ Total
Three months ended June 30, 2002
Operating revenues 2,711 3,041 $ 3,002 $ 4 3% (5) - 5,752
Intersegment revenué® 3 19 9 10 . (22) .
Total operating revenues 2,714 3,060 3,011 54 (5) (22) 5,752
Income (loss) from continuing operations 463 (180) (190) 17 ) 4) 279
Net income (loss) 463 (241) (251) 17 ) 4) 218
Three months ended June 30, 2001
Operating revenues 2,305 2,705 2,637 55 13 - 5,010
Intersegment revenuéY 4 48 39 9 ) (52) .
Total operating revenues 2,309 2,753 2,676 64 13 (52) 5,010
Income (loss) from continuing operations 696 71 53 19 1) a7 750
Net income (loss) 696 71 53 19 1) a7) 750
Six months ended June 30, 2002
Operating revenues 5,161 5,358 5,276 91 9) - 10,519
Intersegment revenué® 6 50 28 22 . (56) .
Total operating revenues 5,167 5,408 5,304 113 9) (56) 10,519
Income (loss) from continuing operations 1,053 (143) (164) 35 14) - 910
Net income (loss) 1,053 (204) (225) 35 14) - 849
Six months ended June 30, 2001
Operating revenues 4,865 6,818 6,703 111 4 - 11,683
Intersegment revenué® 6 141 123 18 . (147) .
Total operating revenues 4,871 6,959 6,826 129 4 (147) 11,683
Income (loss) from continuing operations (304) 125 88 38 1) (22) (201)
Net income (loss) (304) 125 88 38 1) (22) (201)
Total assets at June 30, 2009 24,648 11,422 9,953 1,355 114 709 36,779
Total assets at June 30, 2009 23,216 12,990 11,343 1,172 475 223 36,429
o) Intersegment electric and gas revenues are recattdedrket prices, which for the Utility and PG&ER's Interstate Pipeline Operations business seganenariffed rates

prescribed by the CPUC and the FERC, respectively.

@) Includes PG&E Corporation, PG&E Ventures LLC, afichmation entries.

@) Assets of PG&E Corporation are included in amoumigder the "PG&E Corporation & Other Elimination®glemn exclusive of investment in its subsidiaries.

NOTE 8: IMPAIRMENT OF PROJECT DEVELOPMENT, TURBINES , AND OTHER RELATED EQUIPMENT COSTS



PG&E NEG has reviewed its growth plans for its #legenerating business in light of the recentngfes in the energy and equity markets as
well as the slowdown of the U.S. economy. Furtbaergy prices, electric generating industry fundatale and financial market's support for
competitive energy companies have significantlylided, thereby constraining access to funds at@abée terms to PG&E NEG. Over
supply of electric generation in the current andrrfature has significantly decreased the valuglafined future development projects. In
response to these market changes and consideearaxpiected level of future electric generating $yfpG&E NEG has reconsidered the
extent of and reduced its planned investment digtsvin electric generating development projec@&E NEG has analyzed the potential ¢
flow from those projects that it no longer antig¢ggmpursuing and has recognized an impairmento@s$iset value it is carrying for those
development projects. The aggregate pre-tax imgaitroharge recorded by PG&E NEG for its developmaseets (excluding associated
equipment costs discussed below) is $19 milliore fldmaining asset value (recorded in Other NoneDurkssets) that PG&E NEG has
retained as of June 30, 2002 for its portfolio efelopment projects is $48 million. PG&E NEG amgates continuing to develop these
projects to completion or for future disposal aetidves that their unique characteristics providiei® that will enable recovery of the
capitalized costs over the useful lives of the grty. PG&E NEG has no material commitments (exoly@iquipment costs discussed below)
for the projects under continuing development.

To support PG&E NEG's electric generating develapmpeogram, PG&E NEG had contractual commitmentb@ptions to purchase a
significant number of combustion turbines and esladquipment. PG&E NEG's commitment to purchasebestion turbines and related
equipment exceeds the new planned developmenttesidiscussed above. The current electric geimgratarket is faced with an over
supply of facilities in operation and in constrocti The current and future market for combustiohihes and related equipment has also seer
an over supply and large cancellation of turbirgecs. The net realizability of PG&E NEG's investiiarand future committed payments for
its excess combustion turbine and related equipmentfolio, in light of current development plams doubtful. Based upon PG&E NEG's
current development plans and analysis of futurekeigrices for combustion turbines and relatedmgant, PG&E NEG has recognized a
charge of $246 million. The charge consists ofithgairment of previously capitalized costs assedatith prior payments made under the
terms of the turbine and equipment contracts iratheunt of $188 million and the accrual of $58 iwillfor future termination payments
required under the turbine and related equipmemtracts. Although PG&E NEG has impaired the valfithese turbines and related
equipment, it has not terminated its commitmentsptions with respect to this equipment. The reingimsset value (recorded in Other Non
Current Assets) that PG&E NEG has retained asmé 30, 2002, for its investment in turbines andtesl equipment is approximately $33
million. These turbine and equipment commitmentgehaeen retained to support the equipment need3G&E NEG's current portfolio of
advanced development projects discussed above. REEand its equipment vendors have agreed to sdsmey PG&E NEG payment
obligations, except for $19 million, for at lealseétnext twelve months. Thereafter, PG&E NEG mubieeirestart equipment payments or
terminate such commitments and pay the associaetedration costs.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF
OPERATIONS

OVERVIEW

PG&E Corporation is an energy-based holding compeadquartered in San Francisco, California. PG&EpGration's energy utility
subsidiary, Pacific Gas and Electric Company (ttiéty), delivers electric service to approximately8 million customers and natural gas
service to approximately 4.0 million customers. April 6, 2001, the Utility filed a voluntary petith for relief under Chapter 11 of the Uni
States Bankruptcy Code (Bankruptcy Code) in thaddntates Bankruptcy Court for the Northern Dastof California (Bankruptcy Court).
Under Chapter 11, the Utility retains control af #issets and is authorized to operate its busisegglebtor-in-possession while being subject
to the jurisdiction of the Bankruptcy Court. Thetfars causing the Utility to take this action aigcdssed in this Management's Discussion
and Analysis of Financial Condition and Result©gpkrations (MD&A) and in Note 2 of the Notes to ensolidated Financial Statements.

PG&E Corporation's other significant subsidiarf?iS&E National Energy Group, Inc. (PG&E NEG), heaaitered in Bethesda, Maryland.
PG&E NEG is an integrated energy company with aegjic focus on power generation, power plant adgwaknt, natural gas transmission,
and wholesale energy marketing and trading in Nartterica. PG&E NEG and its subsidiaries have irdaggt their generation, development,
and energy marketing and trading activities in fioreto create energy products in response tootnst needs, increase the returns from their
operations, and identify and capitalize on oppatiesito increase their generating and pipelineacap. PG&E NEG was incorporated on
December 18, 1998, as a wholly owned subsidiaR®@&E Corporation. Shortly thereafter, PG&E Corpmmatcontributed various
subsidiaries to PG&E NEG. PG&E NEG's principal sdizsies include: PG&E Generating Company, LLC #@sdubsidiaries (collectively,
PG&E Gen), PG&E Energy Trading Holdings Corporatéom its subsidiaries (collectively, PG&E Energwpding or PG&E ET), PG&E Gas
Transmission Corporation and its subsidiaries éotiNely, PG&E GTC), which include PG&E Gas Transsiwn, Northwest Corporation and
its subsidiaries (collectively, PG&E GTN) and NoBhja Pipeline, LLC (NBP). PG&E NEG also has otlesss significant subsidiaries.

PG&E Corporation has identified three reportablerafing segments, which were determined basedwifasties in economic
characteristics, products and services, types stbowers, methods of distribution, the regulatoryiremment, and how information is repori

to PG&E Corporation's key decision makers. Theitytit one reportable operating segment. The dilierreportable operating segments are
the Integrated Energy and Marketing (PG&E Energy) the Interstate Pipeline Operations (PG&E Pigglsegments of PG&E Corporatic
subsidiary, PG&E NEG. These three reportable opgyaegments provide different products and sesvic®l are subject to different forms
regulation or jurisdictions. Financial informatiabout each reportable operating segment is providéds MD&A and in Note 7 of the

Notes to the Consolidated Financial Stateme



This Quarterly Report on Form 10-Q/A is a combinggort of PG&E Corporation and the Utility. It incles separate Consolidated Financial
Statements for each entity. The Consolidated FiahdStatements of PG&E Corporation reflect the acts of PG&E Corporation, the

Utility, and PG&E Corporation's wholly owned andchtmlled subsidiaries. This MD&A should be reaccomjunction with the Consolidated
Financial Statements and Notes to the Consolidaiteahcial Statements included herein. Further,dbiebined Quarterly Report on Form
10-Q/A should be read in conjunction with PG&E Gungtion's and the Utility's Consolidated FinanS8tdtements and Notes to the
Consolidated Financial Statements incorporatecefgrence in their combined 2001 Annual Report omFb0-K.

This combined Quarterly Report on Form 10-Q/A, ulmithg this MD&A, contains forward-looking statemgnincluding statements regarding
management's guidance regarding 2002 earning$per,ghat are necessarily subject to various asksuncertainties. These statements are
based on current expectations and assumptions wiaclagement believes are reasonable and on infomwatrrently available to
management. These forward-looking statements ardiftbd by words such as "estimates," "expectititipates,” "plans," "believes," and
other similar expressions. Actual results couldedimaterially from those contemplated by the fadveboking 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 materiallynfrbiistorical results or those expressed or imphgthe forward-looking statements include:

o the quarterly amount of "headroom" (the currenbvecy in the Utility's existing electric rates afgr uncollected costs
previously written off according to accounting mipples generally accepted in the United Stateg)geized by the Utility,
which can fluctuate materially due to many factarsluding the outcome of regulatory proceedings atiher regulatory
actions, sales volatility, the impact of the endhaf rate freeze period and post-rate freeze rdti@gpaand changes in the
application of the surcharge revenues accrueddythity under rate increases approved by thef@alia Public Utilities
Commission (CPUC) in January and March 2001, aadnipact of the proceedings to determine the lef/edvenue
requirements for the California Department of Wéesources' (DWR) power procurement costs

o the pace and outcome of the Utility's bankruptcsecavhich will be affected by:

o whether the Bankruptcy Court confirms the Utilitpl®posed plan of reorganization (Utility Plan)toe CPUC's competing
alternative proposed plan of reorganization (Alatire Plan);

o whether regulatory or governmental approvals reglio implement either plan are obtained and thang of such approvals;

- the impact of any delays in implementation ofanmue to litigation related to regulatory, govesntal, or
Bankruptcy Court orders;

- future equity or debt market conditions, futungerest rates, future credit ratings, and otheofadhat may
affect the ability to implement either plan or aff¢he amount and value of the securities proptsée issued
under either plan;

- whether the Official Committee of Unsecured Credi (OCC) submits a proposed alternative plan of
reorganization and the terms and conditions ofsargh plan;

o whether the Utility is required to re-assume thigaition to purchase power for its retail customangler circumstances that
threaten to undermine the Utility's creditworthisiefinancial condition, or results of operation;

o whether the Utility is required to accept assignhweroperational responsibility of the DWR's powerchase contracts and
any ratemaking associated with that obligation;

o the outcome of the CPUC's pending investigation wihether the California investomwned utilities, including the Utility, har
complied with past CPUC decisions, rules, or or@erthorizing their holding company formations, thecomes of the lawsu
brought by the California Attorney General and @iy and County of San Francisco (City) against FE38orporation allegin
unfair or fraudulent business acts or practicesthas alleged violations of conditions establisimetthe CPUC's holding
company decisions, and the outcome of the Califoatiorney General's petition requesting revocatibRG&E Corporation's
exemption from the Public Utility Holding Companycttof 1935, and the effect of such outcomes, if, amyPG&E
Corporation, the Utility, and PG&E NEG;

o the outcome of the Utility's various regulatory geedings pending at the CPUC and at the FederayizRegulatory
Commission (FERC);

o whether the Utility will be successful in its filedte doctrine litigation and other claims agathst CPUC and the State of
California for recovery of costs that were not eoted from retail ratepayers;

o the CPUC's determination of the end of the ratezieeand the amount of under-collected power procent and transition
costs the Utility is allowed to collect from itsstamers after the end of the rate free



legislative or regulatory changes affecting thewie and natural gas industries in the United&taincluding the pace and
extent of efforts to restructure the electric aatlral gas industries and changes to rules arféstagplicable to energy
marketing and trading transactions, the markethiclvPG&E NEG operates, and changes in the acemutrigatment of such
transactions;

the volatility of commodity fuel and electricityipes and the spread between them (which may rieeuita variety of factors,
including: weather; the supply and demand for epemgnmodities; the availability of competitivelyiped alternative energy
sources; the level of production and availabilitynatural gas, crude oil, and coal; transmissiotramsportation constraints;
federal and state energy and environmental reguala@nd legislation; the degree of market liquidégd natural disasters, wa
embargoes, and other catastrophic events); anitingsimcreases in the cost of producing power decreases in prices of
power sold; and whether the Utility's and PG&E N&&tategies to manage and respond to such viylatie successful;

the extent to which the ability of PG&E Corporatitmnobtain financing or capital on reasonable teisvaffected by conditions
in the general economy, the energy or capital marksy restrictions imposed on PG&E Corporationerrits credit agreemet
by changes in PG&E NEG's credit ratings, and byinterpretation of the CPUC's holding company ctads;

PG&E NEG's ability to obtain financing from thiréuies or from PG&E Corporation while preserving8ENEG's credit
quality, which ability could be negatively affectey conditions in the general economy, the energykets, or the capital
markets; and the market's perceptions of the eriadpstry;

the extent to which PG&E NEG's current or plannedstruction of generation, pipeline, and storagdifies are completed
and the pace and cost of that completion, inclutlirgextent to which commercial operations of thesestruction projects are
delayed or prevented because of various developamehtonstruction risks such as PG&E NEG's faitarebtain necessary
permits or equipment, the failure of third-partyntractors to perform their contractual obligatiooisthe failure of necessary
equipment to perform as anticipated and the paklatss of permits or other rights in connectiottMRG&E NEG's decision
delay or defer construction;

the extent to which PG&E NEG's development plartssirategies are affected by changes in the ndtmeagy markets and
by the timing of generating, pipeline, and storagpacity expansion and retirements by others;

whether market conditions will require further inmp@ent or write-off of PG&E NEG assets, which mause PG&E NEG to
fail to comply with the net worth requirements tsf ioan agreements or which may cause PG&E Coiipardi fail to comply
with the debt covenant in its term loan agreemeqtiiring PG&E NEG to maintain a certain loan toueatatio;

restrictions imposed upon PG&E Corporation and PO&ES under certain term loans of PG&E Corporatinoluding
requirements for PG&E Corporation to comply wittbtleovenants regarding cash reserves, loan to vaties, and investme
grade credit ratings, among others;

future sales levels which are affected by genarahemic and financial market conditions, changesterest rates, weather,
conservation efforts, outages, and in the caskeobitility, the level of exit fees that may be inspd on direct access
customers;

volatility in income resulting from mark-to-markatcounting, changes in mark-to-market methodologied the extent to
which the assumptions underlying PG&E NEG's and.ttity's mark-tomarket accounting and risk management progran
not realized;

the effectiveness of PG&E NEG's and the Utilitygk management policies and procedures;

the ability of PG&E NEG's and the Utility's courfarties to satisfy their financial commitments 8&E NEG and the Utility,
respectively, and the impact of counterpartiespeoformance on PG&E NEG's and the Utility's liqtydiosition;

the effect of compliance with existing and futurerieonmental laws, regulations, and policies, thstof which could be
significant;

the impact of the recent or future downgrades éditiratings of PG&E NEG and other subsidiarie@&E NEG's and

PG&E Corporation's financial condition which wik affected by the extent to which PG&E NEG andiiissidiaries can meet
liquidity calls which may be made in connectiontwiitading activities, meet obligations to fund eals equity commitments,
provide other collateral to replace PG&E NEG gusgas, or obtain financing for planned developmeojagts, whether
PG&E NEG is able to renew a substantial portiofiofevolving credit lines otherwise due to exmreAugust 22, 2002; and
whether a default occurs under PG&E Corporatiorgditagreement;

the extent to which counterparties seek damage=ihgson credit downgrades and their ability to vecsuch damage



o the effect of new accounting pronouncements; and
o the outcome of pending litigation and environmentatters.

As the ultimate impact of these and other factersnicertain, these and other factors may causeefaarnings to differ materially from rest
or outcomes currently sought or expected.

In this MD&A, we first discuss our earnings guidanwe then discuss the impact of the Californiagpnerisis and the Utility's bankruptcy
on our liquidity, and then PG&E NEG's liquidity. Ween discuss statements of cash flows and finresaurces, and our results of
operations for the six months ended June 30, 2882 2001. Finally, we discuss our competitive aeglifatory environment, our risk
management activities, and various uncertaintiasdbuld affect future earnings. Our MD&A appliedioth PG&E Corporation and the
Utility.

2002 Guidance

PG&E Corporation expects 2002 corporate earnings foperations, excluding headroom, to be in thgeaf $2.25 to $2.35 per share on a
fully diluted basis. Earnings from operations, udihg headroom, are expected to exceed $4.75 pee &r 2002. Earnings from operations
with and without headroom exclude items impactiomparability, and should not be considered anratére to net income as prescribed by
accounting principles generally accepted in theté¢hBtates.

STATE OF INDUSTRY
Utility

The California energy crisis described in Note 2haf Notes to the Consolidated Financial Statenteadshad a significant negative impact on
the liquidity and capital resources of the UtiliBeginning in June 2000, the wholesale price aftelepower in California steadily increased
to an average cost of $0.182 per kilowatt-hour (kWéh the seven-month period June 2000 through Bxee 2000, as compared to an
average cost of $0.042 per kWh for the same p@nid®99. During this period, retail electric ratesre frozen. The Utility was only permitt

to collect approximately $0.054 per kWh in frozetail rates from its customers to pay for the titdi generationelated costs. While seeki
rate relief from the CPUC, the Utility financed ttiéference between its wholesale electricity castd the amount collected through frozen
retail rates. By December 31, 2000, the Utility tadrowed more than $3 billion. At December 31, @0a8e Utility had accumulated a total
of approximately $6.9 billion in under-collectedrpiased power costs and generation-related trangitists. This amount was charged to
earnings at December 31, 2000, because the Utdityd no longer conclude that such costs were etz collection through regulated
rates.

In January 2001, the CPUC granted an interim rateease of $0.010 per kWh. This increase, whiclidcoot be used to recover past
procurement costs, was not sufficient to coveratihgoing high wholesale electricity costs then bairgerienced. As a result of the higher
energy prices and the insufficient rate increa&&P Corporation's and the Utility's credit ratingsteriorated to below investment grade.
These credit downgrades, which occurred on Jariégnd 17, 2001, were events of default under dtieedUtility's revolving credit
facilities and precluded PG&E Corporation's andUhiéity's access to the capital markets. Accortiinthe banks stopped funding under the
Utility's revolving credit facility. On January 12001, the Utility began to default on maturing coetcial paper obligations. In addition, the
Utility was no longer able to meet its obligatidnsggenerators, qualifying facilities (QF), the Ip@adent System Operator (1SO), and the
Power Exchange (PX), and began making partial paysm& amounts owed.

As of January 19, 2001, the Utility had no creditier which it could purchase power for its cust@nand generators were only selling to the
Utility under emergency actions taken by the U.&r8tary of Energy. As a result, the State of Galifa authorized the DWR to purchase
electricity for the Utility's customers. Californfsssembly Bill (AB) 1X was passed on February 1020authorizing the DWR to enter into
contracts for the supply of electricity and to issavenue bonds to finance electricity purchadtésegh the DWR indicated that it intended
to buy power only at reasonable prices to meeUtiigy's net open position, leaving the 1SO to ghase the remainder in order to avoid
blackouts. (The net open position is the amoumtsfer needed by retail electric customers that aaba met by utility-owned generation or
power under contract to the Utility).

Throughout the energy crisis, the Utility sougHtafethrough various regulatory proceedings andtigh efforts to reach a negotiated solution
with the State of California (State). In late Maaud early April 2001, the CPUC issued a seriedegfsions that increased the Utility's
inability to recover past debts and increasedxposure to significant additional costs. On Mar@h 2001, the CPUC ruled on the Utility's
November 20, 2000, request for rate relief. Thisglen made permanent the $0.010 per kWh intercremse authorized in January 2001
granted an additional $0.030 per kWh (on averagejgy surcharge that would be effective immediatelyt that would not be included in
customer bills until June 2001. The revenue geadrhy the rate increase was to be used only fotrelgpower procurement costs incurred
after March 27, 2001. This decision ordered thditytio pay the DWR the full generation-related foam of retail rates for every kWh of
electricity sold by the DWR without regard to whettoverall retail rates were adequate to recoverdmainder of the Utility's cost of
service. In the same decision, the CPUC adoptetapunting proposal by The Utility Reform NetwofkJRN), which retroactively restates
the way in which transition costs are recovereds Tétroactive change had the effect of extendiegrate freeze and reducing the amout



past wholesale power costs that could be eligitMedcovery from customers. The CPUC denied thktyKiapplication for rehearing of this
retroactive accounting change. The Utility alsedik petition for a writ of review with the Califéa Court of Appeal, which also was denied.
The Utility has filed a petition with the CalifoaiSupreme Court to review the appellate court aclitie Utility's request filed with the
Bankruptcy Court for an order enjoining the CPU@nirenforcing its order was denied by the Bankru@owrt. The Utility has appealed the
Bankruptcy Court's denial of injunctive relief teetU.S. District Court for the Northern District Galifornia.

On July 1, 2002, a CPUC Commissioner issued argAsdi Commissioner's Ruling seeking comments onhende restrictions of applying
the $0.010 per kWh and $0.030 per kWh surchargenass only to "ongoing procurement costs" and teupower purchases" should be
modified to allow the surcharge amount to be appieeimprove the financial health of the Utilitye&further discussion in the Regulatory
Matters section of this MD&A.

Also on March 27, 2001, the CPUC issued a rulirag tequired the Utility to begin paying the QFduii and within 15 days of the end of the
QF's billing cycle. On April 3, 2001, the CPUC issla ruling which adopted a methodology for thditytio reimburse the DWR for power
purchases made to meet the Utility's net openipasiThe Utility believes that these actions takgrthe CPUC were illegal and the Utility
filed for rehearings and appeals with the CPUGederal court, and with the Bankruptcy Court. Tteduss of these proceedings is discussed
later in this MD&A.

As a result of (1) the failure of the DWR to assutme full procurement responsibility for the Ul net open position, (2) the negative
impact of a CPUC decision that created new paymbligations for the Utility and undermined its atyilto return to financial viability, (3) a
lack of progress in negotiations with the Stat€alifornia to provide a solution for the energys@j and (4) the adoption by the CPUC of an
illegal and retroactive accounting change that Wapear to eliminate the Utility's true under-eoled purchased power costs, the Utility
filed a voluntary petition for relief under Chapter of the Bankruptcy Code on April 6, 2001. Se¢d\bof the Notes to the Consolidated
Financial Statements for further discussion ofahergy crisis, the Utility's voluntary petition faglief under Chapter 11 of the Bankruptcy
Code, and the status of the proceedings.

Under AB 1X, the DWR is prohibited from enteringamew agreements after January 1, 2003, to pueghaser to meet the net open
position of the California investor-owned utilitid®Us). The CPUC has initiated a proceeding taresklthe regulatory obligations and
standards under which the IOUs may be requireddome procurement for the net open after Janu&9Q0B, including whether the I0Us
can be required to procure power even if they aténvestment grade; the allocation of power anerafing responsibility for DWR's existil
power contracts among the IOUs; and the reasoneddestandards applicable to the IOUs' procureriiéig.proceeding is further discussed
below under the Regulatory Matters sections of MiB&A.

PG&E NEG

The national markets in which PG&E NEG participaes experiencing the first sustained downturmdlectric power commodity busine
cycle since electric deregulation began in the 18i€l0's. Price spikes beginning in 1997 and 199iaated in peak prices in 2000 and early
2001. New supply additions begun during the highepperiod combined with a softening economy amidiced load growth have resulted in
excess energy supply in many regions. The excegdysoonditions have put downward pressure on tiee f electricity minus the cost of
fuel, or spark spread, available in most regionablesale energy markets. Furthermore, the econsimedown and a number of regulatory
events, many of which were consequences of théoDah energy crisis and the Enron bankruptcy, hiageeased uncertainty in the energy
sector.

Conditions in the national energy markets will dosis PG&E NEG's neaterm profitability and growth. The excess supplyditions reduct
operating margins for electric generators and Iguwie volatility for energy products, potentiatiyducing profits from energy trading
activities. In response to these market change&BEEG has reconsidered the extent of and redusgalanned investment activities in
electric generating development projects. PG&E Ni&6 analyzed the potential cash flow from thosgepts that no longer anticipates
pursuing and has recognized an impairment of thyiog value of those development projects andageociated turbine and equipment
assets. This impairment, described under "Invegiictiyities" below, reflects PG&E NEG's judgmenattihe market viability of these
development projects is uncertain. PG&E NEG is ioniing to seek purchasers or partners for theseldpment projects and the equipment
associated with them. PG&E NEG also initiated aypan to reduce administrative, general and otheraijmg costs, with a targeted annual
reduction of a minimum of $40 million.

In addition, a series of events and disclosureg lcawated a more difficult financial and regulatoliynate for the energy industry and its
participants, including PG&E NEG. S&P announced thhas changed its methodology to review enengistry participants, and has
recently issued several downgrades. On July 312,288P downgraded PG&E NEG to BB+ from BBB. Seeddit Ratings and Liquidity
Uses" below.

In addition, investigations are underway by staité f@deral authorities into energy trading mattersesponse to a data request order from
FERC, PG&E NEG conducted an investigation intoaiaractivities of its subsidiaries in the U.S. pantof the Western Systems
Coordinating Council ("WSCC") during the years 2@0@ 2001. FERC requested information regardingsaeations in which energy traders
simultaneously engaged in any purchase and sdfeesfame product at the same price with the samgteqarty in the WSCC during the
years 2000 and 2001. As a result of its investigatPG&E NEG identified 12 such instances. In addjtPG&E NEG has reviewed i
activities including those in other regions durthg period January 2000 through May 2002 usindg-#eC criteria and has identified 32
additional instances. These instances had no rabégfiect on PG&E NEG's reported revenues or firgmesults. Revenues associated v



these instances represent approximately 0.14 pest&G&E NEG's revenues during the same perio&PGorporation has adopted a
policy prohibiting participation in this type ofamsaction.

PG&E NEG maintains an insurance program includioggcage for power plant construction and operatisigs. Recent events have
adversely affected the insurance industry genegailtythe machinery and equipment segment in p&aticthis effect is especially acute for
insurance covering advanced gas turbine technolaglyding many of those PG&E NEG has in constarctiAs a result, PG&E NEG
expects that its insurance coverages will be aefdevels than PG&E NEG has historically procurezttain coverages (for example,
terrorism insurance) may no longer be availablemnmercially reasonable terms, deductibles wiliéase in size and premiums will be
significantly higher. Therefore, PG&E NEG will likecarry a greater percentage of self-insurangmtential risk of greater losses than in
prior periods.

LIQUIDITY AND FINANCIAL RESOURCES

In November 2001 and March 2002, PG&E Corporatimeded its March 1, 2001, Credit Agreement (Oldd@rgreement) with General
Electric Capital Corporation (GECC) and Lehman Caruial Paper Inc. (LCPI) and their assignees (Exgdtenders). The amendments
provided PG&E Corporation the option to extenddhiginal $1 billion aggregate term loan credit fiagifor two one-year periods so that the
maturity date could be extended until as late ascMa, 2006, contingent upon PG&E Corporation mgldrprincipal repayment of $308
million by June 3, 2002. On June 3, 2002, PG&E Gaapon made the principal repayment of $308 milliotilizing current working capital
and reducing the principal balance outstanding utideOld Credit Agreement to $692 million.

On June 25, 2002, PG&E Corporation entered intArmended and Restated Credit Agreement (New Creglieément) with GECC (Tranc
A Lender) and LCPI and others (collectively, tharfeche B Lenders) which amended and restated th€r@Mdit Agreement. The New Credit
Agreement provides for loans in two tranches. Trenthe A has a principal amount of $600 millionaffche A Loan), representing the $692
million outstanding under the Old Credit Agreemiesss $92 million that has been converted to a TrafLoan. The Tranche B consists of
the $92 million converted loan plus $328 millionnzfw borrowings, for a total of $420 million (TrdcB Loan). The Tranche A Loan will
continue to have the same maturity date and extenwovisions as the Old Credit Agreement. The @narB Loan will mature on the earlier
of (1) September 2, 2006, or (2) the date of anmy-sff of the shares of PG&E NEG by its indirect@at, PG&E Corporation. The interest
rate for the Tranche A Loan is the Eurodollar Rates 2.5 percent for the period through AugustZ2)2, and will increase to the Eurodollar
Rate plus 4.0 percent beginning September 1, Zf2Tranche B Loan has an interest rate of thedslisr Rate plus 4.0 percent. In
addition, the Tranche B Loan has a 4.0 percent pag+im-kind interest compounded annually and addete principal of the note at
maturity. The Tranche A Loan and the Tranche B Laamncollectively referred to as the "Loans."

The Tranche A Loan continues to be secured bysagiiority lien on (1) PG&E Corporation's equitytérest in PG&E National Energy
Group, LLC, a Delaware limited liability company & LLC, and together with its direct and indiregbsidiaries, the NEG Group), and (2)
NEG LLC's equity interest in PG&E NEG. The Trandhkoan is also secured by the first priority liem certain cash interest reserves.
Tranche B Loan is secured by a second priority dierthe equity interests in NEG LLC and PG&E NEG &y a first priority lien on certain
other cash interest reserves. In addition, thedfraf Loan is subordinated to the Tranche A Loan.

PG&E Corporation issued to the Tranche B Lendensamés to purchase approximately 2.4 million shafesommon stock of PG&E
Corporation for an exercise price of $0.01 per sif@arrants). The Warrants are recorded at thgivéue as an unamortized discount to
long-term debt, and as additional paid-in capitattte PG&E Corporation Consolidated Balance Shetelane 30, 2002.

In connection with the Old Credit Agreement, affiis of the Existing Lenders received an optigmutchase 3 percent of the shares of P(
NEG, determined on a fully diluted basis, at arreise price of $1.00. The option may be exercigezhg time until 45 days after the fi
repayment of the Tranche A Loan. In addition, urttlerOld Credit Agreement, PG&E Corporation's eiserof each of its one-year
extensions of the loan was conditioned upon NEG Qi#hting affiliates of the Existing Lenders an iéiddal option to purchase 1 percent of
the common stock of PG&E NEG, determined on a fdilyted basis, at an exercise price of $1.00. Assalt of the reduction in the princiy
amount of the Tranche A Loan to $600 million frame $692 million in loans outstanding under the Otddit Agreement, the 1 percent has
been reduced to approximately 0.87 percent of dinencon stock of PG&E NEG. The option may be execteeany time from the relevant
extension date until 45 days after full repaymemnnaturity of the Tranche A Loan. The fair valuetloé options granted are recorded as a
issuance cost and amortized over the expectedflifee loans. After the initial recording, the apts are marked to market through an incr
or decrease in earnings.

NEG LLC has the right to call the option after rgpant of the Tranche A Loan in full at a cash pasghprice equal to the fair market va

of the underlying shares or, at the election of NEH® if an initial public offering of the shares BIG&E NEG (IPO) has occurred, by
delivering the underlying shares. If an IPO hasaumurred prior to repayment of the Tranche A Loefull, the holders of the option have
right to require NEG LLC or PG&E Corporation to tephase the option at a purchase price equal ttathmarket value of the underlying
shares (Put Price), which right is exercisablengttame after the earlier of full repayment of fhenche A Loan or 45 days before expiration
of the option. In addition to the grant of the duidial option, PG&E Corporation must pay a fee @eBcent of the then outstanding balanc
the Tranche A Loan as a condition of PG&E Corporas exercise of each of the one-year extensions.

The New Credit Agreement contains certain limitasion the ability of PG&E Corporation and certafiit® subsidiaries to grant liens,
consolidate, merge, purchase or sell assets, demigray dividends, incur indebtedness, or makarmchks, loans and investments. However,
the New Credit Agreement does not limit (1) PG&E@wation's ability to sp-off its subsidiary, the Utility, substantially it@ordance witt



the Utility's proposed plan of reorganization, g&ythe ability of the members of the PG&E NEG Grdoagrant liens, purchase or sell ass
make investments, and incur indebtedness in aceoedaith PG&E NEG's business plan, or (3) PG&E ©@aafion's ability to make
investments in the Utility to the extent requirgdiéw or regulatory requirements.

The New Credit Agreement also generally requireedasory prepayments of the Loans with the net pasbeeds from incurrence of
indebtedness, issuance or sale of equity and sh#ssets, the receipt of condemnation or insuranoeeeds, and distributions or dividends
paid to PG&E Corporation; provided however, thgtfG&E Corporation may make investments in theitytiwith cash proceeds from equ
sales or issuances to the extent required by lawgulatory requirements, (2) the PG&E NEG Groujpy mnse such proceeds, or hold such
proceeds in cash, to purchase assets or makernmematst in accordance with PG&E NEG's business glarept that proceeds from an IPO
must be used to the extent required to repay thache A Loan, plus $20 million of the Tranche B hoAny mandatory prepayments of the
Loans will be applied first to the principal amowfthe Tranche A Loan and, after the Tranche ArLisgpaid in full, to the principal amount
of the Tranche B Loan.

The New Credit Agreement also requires PG&E Coramao maintain an interest reserve account fehe# the Tranche A Loan and the
Tranche B Loan in an amount equal to one yeaimatdd interest. At June 30, 2002, the Tranche AnLand the Tranche B Loan interest
reserve balances, included in restricted cash, $@&8emillion and $27 million, respectively.

A breach of any covenants would entitle the Lendiedeclare the Loans to be due and payable. Tyenemts include requirements that (1)
PG&E NEG's unsecured long-term debt have a cratiitg of at least BBB - by Standard & Poor's (S&PBaa3 by Moody's Investors
Service, Inc. (Moody's), (2) the ratio of fair matkvalue of PG&E NEG to the aggregate amount ofgipial then outstanding under the Lo
be not less than 2 to 1, and (3) PG&E Corporatiamtain cash or cash equivalents (including amoheld in the interest reserves) of either
15 percent or 10 percent (depending upon whenagpé) of the total principal amount of the Loansstanding plus the principal amount of
the Notes (as described below).

Concurrent with the refinancing described above)Jume 25, 2002, PG&E Corporation issued $280 milliggregate principal amount of
7.50% Convertible Subordinated Notes (Notes) due B0, 2007, in a private offering. The Notes argegured and are subordinate to the
Loans. PG&E Corporation will pay interest on thetdgosemi-annually at a rate of 7.50 percent per. yYWa&E Corporation has the right,
subject to certain limitations, to pay interesti¥guing additional Notes in lieu of paying cashe Tew Credit Agreement prohibits PG&E
Corporation from paying cash interest on the N¢t¢gor 240 days after receipt by the Note trusterotice delivered by the administrative
agent or the Tranche A Lender stating that a detaat would permit acceleration has occurred utidemNew Credit Agreement, or (2) if,
after such interest payment, PG&E Corporation'si easl cash equivalents are less than 20 percéiné edtal principal amount of the Loans
outstanding plus the principal amount of the Notesl,5 percent of such amount upon any extensigheokoans. PG&E Corporation would
nevertheless retain its right to issue new Notd®inof paying cash interest.

In addition to interest, if PG&E Corporation paysh dividends to holders of its common stock, Natielers are entitled to receive cash e
to the dividends that would have been paid witlpeesto the number of shares that the holder wbealdntitled to receive if the Notes had
been converted on the dividend record date. Thes\Noay be converted by the holders into share§S&HPCorporation's common stock at a
conversion price equal to 119 percent of the voluweéahted average price of the common stock of P@&SdEporation for each of 43 trading
days beginning June 28, 2002. The conversion Bisabject to adjustment under certain circumstanoeludingupon consummation of a
spin-off transaction of the Utility as proposedtsplan of reorganization or a spiff of the shares of PG&E NEG. Depending on theigaif
PG&E Corporation common stock used in the adjustroalculation, such adjustment could have a mdtadeerse impact on PG&E
Corporation's results of operation or financial dition.

Credit Ratings

As discussed below, the California energy crisis ingpacted the credit ratings of various debt andtg instruments. The credit ratings at
July 31, 2002, of the various debt and equity ursints of PG&E Corporation, the Utility, and PG&E® are summarized in the table
below:

Credit Rating

Standard Moody's
& Poor's Investors Service
PG&E Corporation
GECC/LCPI Loans Not Rated B2
Convertible Subordinated Notes Not Rated Not Rated
Utility
Mortgage Bonds CCcC B3
Pollution Control Bonds-Bond Insurance AAA Aaa

Pollution Control Bonds-Letters of Credit AA to AA-/A-1+ Not Rated



Medium-Term Notes D Caa2

San Joaquin Valley Power Authority Bond Not Rated Rating Withdrawn
DWR Loan Not Rated Not Rated
Senior 5-Year Note D Caa2
Revolving Credit Line Not Rated Not Rated
Floating Rate Notes D Not Rated
Matured Commercial Paper D Not Prime
Redeemed Pollution Control Bonds-Bank Loans Not Rated Not Rated
Deferrable Interest Subordinated Debentures [E3)I Rating Pending Caa3
Preferred Stock D Ca
PG&E NEG
Senior Unsecured Notes due 2011 (PG&E NEG) BB+ Baa2
Senior Unsecured Notes due 2005 (PG&E GTN) BBB+ Baal
Senior Unsecured Debentures due 2025 (PG&E GTN) BBB+ Baal
Medium-Term Notes (nonrecourse) (PG&E GTN) BBB+ Baal
Outstanding Credit Facilities Various Various
Term Loans-Gen Holdings | LLC BBB- Baa3
Mortgage Loans and Others Not Rated Not Rated
PG&E NEG

The PG&E Energy and PG&E Pipeline business segmeqtsre substantial amounts of liquidity and calpiesources to support
construction, working capital, and counterpartyddreequirements. PG&E NEG's strategy has beemtmte PG&E NEG operations using a
combination of funds from operations, equity, Idegn debt (secured directly by those assets wittendurse to other entities), long-term
corporate borrowings in the capital markets, arattsdnd medium term bank facilities that providerkiog capital, letters of credit and other
liquidity needs. PG&E NEG's credit ratings haverbeeportant to PG&E NEG's ability to provide counpiarty guarantees and to obtain
capital.

On July 31, 2002, S&P downgraded PG&E NEG to BBnfBBB. On the same date S&P downgraded PG&E E3B6 from BBB+,

PG&E GTN to BBB+ from A-, PG&E Gen to BB+ from BBBnd USGenNE to BB+ from BBB-. All of the rated qoamies have also been
placed on CreditWatch with negative implicatiomsAlpril 2002, Moody's affrmed PG&E NEG's Baa2 ngtj but changed the outlook for
PG&E NEG to negative from stable. The downgrade@&E NEG's credit ratings impacts certain guaranteal financial arrangements that
require PG&E NEG to maintain certain credit ratifigen S&P and/or Moody's. These provisions arerrefeto as "ratings triggers."”
Generally, the ratings triggers are linked to oneore investment grade ratings. PG&E NEG's copaities generally hold guarantees from
PG&E NEG or a rated subsidiary of PG&E NEG, usuBMy&E ET or PG&E GTN.

In addition to agreements containing ratings triggether agreements allow counterparties to sdd@kianal security for performance
whenever such counterparty becomes concerned BI@XE NEG's or its subsidiaries' creditworthinedse Bowngrades could give rise to
such concerns. As a result of the rating triggemstioer demand for security, PG&E NEG may be resfuto provide additional collateral in
the form of cash, letters of credit or replacengrarantees or to fund obligations in advance df thected schedules. The amount of this
additional security or funding varies dependingup&&E NEG's current exposure under its agreenmamighe reactions to the downgrades
of counterparties holding PG&E NEG's guaranteess fimding or provision of additional collateral ysignificantly deplete or exceed
PG&E NEG's liquidity resources.

Ratings triggers and additional security obligagi@ne generally a feature of five categories of BEQ®EG agreements: (1) trading and non-
trading hedging agreements and related guarar{®es]ling agreement guarantees, (3) debt repaymeaquity commitments in connection
with asset-specific debt arrangements, (4) guaeamelated to other obligations by PG&E NEG comgstd counterparties for goods or
services, and (5) other contractual commitmenthitd parties.

Trading and non-trading hedging guarantee®G&E NEG and its rated subsidiaries have providz $illion of guarantees to
approximately 250 counterparties in support oéitergy trading and non-trading hedging operatidgpically, the overall exposure under
these guarantees is only a fraction of the faceevaf these guarantees, since not all counterpeetit limits are fully utilized at any time. As
of July 31, 2002, PG&E NEG and its rated subsidiraggregate exposure under these guaranteepmragieately $360 million. Of this
exposure, the amounts subject to securitizationirements as a result of a downgrade to below inveist grade of PG&E NEG by S&P are
$115 million; of PG&E ET are $16 million; and of G8nNE are $1 million. In addition, $37 million dfi$ exposure is under guarantees that
have been issued by PG&E GTN with a ratings trigg@wever, the ratings trigger for PG&E GTN is affected by S&P's actions on July
31, 2002. The remaining $191 million could be sabje securitization requirements due to a cousttyfs concern with PG&E NEG's or



subsidiary's creditworthiness. As of July 31, 20@@&E ET had sufficient cash to cover these ohilogest

Equity Commitments and Debt Repayment Guaran- PG&E NEG has guaranteed debt or equity commitmiardsnnection with the
following (in millions):

Lake Road $ 230
La Paloma 379
Equipment Revolving Credit Facility 230
GenHoldings | 505

PG&E NEG has replaced the ratings triggers in tliasitities with financial covenants that are casint with those contained in PG&E
NEG's revolving credit and other loan facilitiefi€Be covenants include requirements to exceedcifisdecash flow to fixed charges ra
and a specified net worth as well as maintaintleas a specified total debt to total capitalizatiatio and are set forth in PG&E NEG's
revolving credit agreement filed as Exhibit 10.8TPPIG&E NEG's Annual Report on Form 10-K filed witie SEC on March 5, 2002. PG&E
NEG is in compliance with these covenal

Not withstanding the above, if PG&E NEG is also dgnaded to below investment grade by Moody's, PGE&E would be required to fur
construction draws under the GenHoldings | finaga@ntirely with equity until the equity commitmestfulfilled. This would result in PG&E
NEG being obligated to fund approximately $270 imrilof additional equity through December 2002 thatld have otherwise been func
through June 2003. After December 2002, the lenderdd fund the construction draws pursuant todteelit agreement. Failure by PG&E
NEG to fund any required equity would result inedadilt under the GenHoldings | credit facility asllhas a default under PG&E NEC
revolving credit facility.

Tolling arrangement -PG&E NEG has entered into five long-term tollingrtsactions with third parties. Each tolling agreeni® supported

by a separate guarantee backing the payment dbligatf the PG&E NEG affiliate over the term of $kdong-term contracts (9-25 years).
PG&E NEG or its rated subsidiaries has extendedoxppately $620 million of such guarantees. Of thgasarantees, $575 million have been
issued by PG&E NEG and contain a ratings triggat thquires PG&E NEG to replace the guaranteeaiige alternative collateral as a
result of its credit rating dropping below BBB oca&. This amount increases by an additional $2llomif PG&E NEG's credit rating is als
downgraded to below investment grade by Moody'sddition, $24 million of these guarantees havenbissued by PG&E GTN with a
ratings trigger. However, the ratings trigger f@&E GTN is not affected by S&P's actions on July 3002. The ratings downgrade by S&P
on July 31, 2002, has triggered the need for amfditiguarantees, alternative collateral or otheepiable arrangements under these
agreements within a ten to 30 day cure periochénetvent that PG&E NEG does not replace the gusgaptovide alternative collateral or
agree on other acceptable arrangements as reqthieechunterparty has the right to terminate thegted tolling agreement and seek recovery
of damages to be determined in arbitration. Itaskmown whether the counterparties to the toliiggeement would exercise their rights to
terminate the agreements. If a party did exer¢sseght to terminate a tolling agreement, the agrents generally provide that any damages
are to be awarded based upon the difference indh&act price for the power under the agreemedttla@ market price for the power,
estimated by PG&E NEG to be $20 million under cotieonditions. In the event of a dispute over thant of any termination payment tl
the parties are unable to resolve by negotiatiomtalling agreements provide for mandatory arbdra which could take as long as six
months to more than a year to complete, dependirth@specific procedures detailed in the tolliggegments

Other Guarantees PG&E NEG has provided approximately $1.3 billiorgofarantees related to other obligations by PG&ENBmpanies
to counterparties for goods or services. Of thi8$illlion, the amount subject to securitizatioguiements as a result of a downgrade to
below investment grade of PG&E NEG is $770 millaomd PG&E Gen is $9 million. The most significantleése guarantees relate to
performance under certain construction and equipm@turement contracts. In the event PG&E NEGhihle to provide the additional or
replacement security required in the event of sudowngrade, the counterparty providing the goodseovices could suspend performanc
terminate the underlying agreement and seek regmfatamages.

These guarantees represent guarantees of subsitiaggtions for transactions entered into in théirary course of business. The first is for
guarantees related to the construction or develapofePG&E NEG's power plants and pipelines. Spealif/, these include guarantees for
the performance of the contractor building the daftpla and Covert power projects amounting to $6#lfon. Any exposure under the
guarantees for construction completion is mitigdigdjuarantees in favor of PG&E NEG from the camgsr and equipment vendors related
to performance, schedule and cost. Since the eatstrand various equipment vendors are performaimdgr their underlying contracts,
PG&E NEG does not believe that it has significafgasure under these guarantees. Further, althdwgle guarantees contain ratings trige
the same lenders who are the beneficiaries of thpeamntees are the funding banks for GenHoldings |

PG&E NEG has provided $343 million in guaranteefairor of the various contractors and equipmentiees for the payment of any
cancellation penalties in the event that projecsquipment contracts are cancelled and there reampaid amounts. Of this amount,
approximately $58 million will be paid to these dens for cancellation of equipment contracts. i ¢lrent that these vendors see



terminate the contracts sooner, this amount wolsldl i@present PG&E NEG's maximum exposure. Includede above amount is $100
million of guarantees to the constructor of theddhala and Covert projects to cover certain s¢pamst-sharing arrangements. Failure to
fund a demand for collateralization would permé ttonstructor to terminate those separate coshghamangements. This would not have
impact on the constructors' obligations to complleéeHarquahala and Covert projects pursuant tedhé&racts. Therefore, this would not
have a financial impact on PG&E NEG or its subsid&a

PG&E NEG has provided a $300 million guaranteeugapsrt a tolling agreement that a wholly owned #libsy, Attala Energy Company,
has entered into with Attala Generating CompanyalatGenerating Company entered into a $340 milimle-lease back transaction. The
tolling payments provide the lessee with sufficieash flows to pay rent under the lease. So lorttasa Energy Company continues to
perform under the tolling agreement PG&E NEG daztshelieve it has any incremental liability or espee under this guarantee.

The balance of the guarantees are for commitmemsrtaken by PG&E NEG or subsidiaries in the ondircurse of business for services
such as facility and equipment leases, pipe capash disposal rights, and surety bonds.

Other CommitmentsThere is a total of $149 million in potential adaiital liquidity requirements related to other cortmeénts.

In addition to the $360 million in trading expostinat is covered by guarantees and addressed abeve,is an additional $73 million of
current exposure under trading agreements at Jylg@2. Some portion of this exposure is relabegigreements that contain subjective
language requiring additional securitization.

The remaining commitments included in the $149iomllare up to $16 million of surety bonds outstagdn behalf of the PG&E NEG that
may need to be replaced; transportation and st@ggEement tariff provisions that may require aditaghal $38 million in security;
incremental security to power pools that could denaich as $11 million, and; miscellaneous guararftedand options and other contract:
$11 million.

Liquidity Resources

The summary above identifies the potential demamdBG&E NEG's liquidity as a result of S&P's actidaken on July 31, 2002. As noted
above, only the GenHoldings | equity commitment and additional tolling agreement guarantee wilfuréher impacted if Moody's reduces
PG&E NEG's credit rating to below investment gralee actual calls on PG&E NEG's liquidity will deyaklargely upon counterparties’
reactions to the downgrade, the continued perfoomaf PG&E NEG companies under the underlying agesgs and the counterparties'
other commercial considerations. PG&E NEG has wesikits anticipated sources and uses of liquidityght of the impact of the S&P
downgrade and current market conditions. The falgwable provides an estimate of PG&E NEG's paaesburces and uses of cash for the
next twelve months and is based upon the assunsptémarding exposure and negotiations with and paysrto counterparties and calls on
PG&E NEG's liquidity set forth above (in millions):

Potential sources of cash

Cash on hand, July 31, 2002 $ 72
Estimated operating cash fldW 50
Financings
Available capacity under two-year $500 million réxey 31
Available capacity under one-year $750 million rereo to be renewed August 22, 2082 31
Available capacity under USGenNE $100 million ctédcility 2
Available capacity under PG&E GTN $125 million fitgi ) 12
Available capacity under other facilities with $12@lion capacity 2
Facility financing on GenHoldings | for constructioosts® 26
Refinancing of Lake Road/La Paloma required by Ma&t, 2003 60
Other non-recourse financings in progréss 12
Other sources of cash 6
Total potential sources of cash 3,08

Potential uses of cash

Operating and debt service cost 31
Capital requirements for current construction pangr 97
Payment for equipment termination and repaymeegoipment revolver 12

Potential collateral requirements for asset busiffés 7



Maximum cash collateral requirements on tradiig 32

Lake Road/La Paloma loan maturity 60
Total potential uses of cash 2,42
Net potential surplus liquidity $ 66

(1) Distributions and dividends from PG&E NEG subsiiar
20 One year revolver facility due for renewal on Aug2®, 2002: $431 million outstanding at July 31020
(3) PG&E GTN debt capacity is only available for a#ted entities to the extent PG&E NEG can meet icerta

ringfencing restrictions.
4 Five year facility, net of letters of credit and rkimg capital to support underlying projects.

(5) Non-recourse financing for operating projects veiish to be available to PG&E NEG under current itmms.
(6) Covers pipeline transport, gas storage, and poa@rgollateral requirements.

(7 Exposure for all trading agreements having findramaenants for subinvestment grade entities.

PG&E NEG cannot predict with certainty the actualscon PG&E NEG's liquidity. In the past, PG&E NB@s been able to negotiate
acceptable arrangements and reduce its overalbexpdo counterparties when PG&E NEG or its cogaidies have faced similar situations.
However, there can be no assurance that PG&E NE{E oegotiate acceptable arrangements in the ducemstances.

As the table above indicates, as of July 31, 2B@&E NEG had $728 million in unrestricted cash &@@6 million of unused credit lines a
letter of credit facilities. Certain of PG&E NEGisancing instruments are due to mature in the iigare. PG&E NEG is currently seeking
bank commitments to renew $750 million of revolvicrgdit that expires on August 22, 2002. As of Bily 2002, PG&E NEG had $431
million outstanding under this facility. PG&E NEG& $eeking to replace this short-term facility watB750 million credit facility containing a
$500 million two-year tranche and a $250 milliom3fy tranche. In addition, PG&E NEG is seekingetinance $609 million of debt
guaranteed by PG&E NEG in connection with the LBRkad and La Paloma facilities that matures on M&6cH2003. PG&E NEG may be
unable to obtain commitments for substantial pogiof these financings. If PG&E NEG is unable tosdar otherwise effect acceptable
arrangements, PG&E NEG's liquidity position will imaterially and adversely impacted, and PG&E NE beunable to satisfy demands
on its liquidity.

As described above, the downgrade of PG&E NEGHitcratings impacts certain PG&E NEG's guaranteekfmancial arrangements that
require PG&E NEG to maintain certain credit ratifiggn S&P and/or Moody's. With respect to certairagntees issued by PG&E NEG and
its affiliates to project lenders and tolling coentarties, the downgrade of PG&E NEG's credit gatbelow investment grade by S&P
triggers a requirement that PG&E NEG replace trera@utees or provide alternative collateral withitOato 30 day cure period. The failure of
PG&E NEG to do so would entitle the holders of go@rantees to demand payment of the guaranteedndésnou, in the case of tolling
counterparties, to terminate the tolling agreemantsseek damage payments to be determined byagidoit To the extent that PG&E NEG's
lenders or counterparties have the right to maké semands on PG&E NEG in an aggregate amountQ@f $iillion or more, this would
constitute an event of default under PG&E Corporesi New Credit Agreement with respect to the agapee$1.02 billion in Tranche A and
Tranche B loans outstanding thereunder, as disdusddote 4 of the Notes to the Consolidated Firgrigtatements.

Subject to their respective rights as set fortthaIntercreditor and Subordination Agreement, dlate of June 25, 2002, by and between the
Tranche A lenders, Tranche B lenders and cert&iergtarties thereto (the Intercreditor Agreemehs, Tranche A and Tranche B Lenders
(collectively, the Lenders) would, upon notice viitithree days of the triggering event, have thbtrig declare all amounts outstanding under
the New Credit Agreement to be immediately due @anhble. The failure of PG&E Corporation to replaig ficcelerated indebtedness would
entitle the Lenders, subject to the Intercreditgreement, to exercise certain remedies, includieg tights as secured parties against their
collateral, i.e., the pledged interests of PG&Ep@oation in NEG, Inc., NEG LLC's pledged interast®dlEG Inc., and a pledged interest in
interest reserve account with a current balanappfoximately $65 million.

In the event that Moody's also downgrades PG&E Ndé&Below investment grade, the dual downgrade wuigder an event of default unc
the New Credit Agreement. The occurrence of thfaulewould also entitle the Lenders to exercisergmedies described in the foregoing
paragraph.

Further, loss of PG&E NEG's investment grade credihgs may prevent it from obtaining financingaessary for the funding of various
project-related equity commitments. A failure taduequity commitments in an aggregate amount 00 $iillion or more would also cause a
cross default to the PG&E Corporation New Creditefggent



With respect to the $280 million aggregate printgraount of 7.5% Convertible Subordinated Noteaesisby PG&E Corporation pursuant

an Indenture dated as of June 25, 2002 by and batRE&E Corporation and U.S. Bank, N.A., as trugtiee Notes), if PG&E Corporation
fails to pay the accelerated obligations undeMNbe Credit Agreement as described above and silchef@ontinues for 30 days after receipt
of written notice from the trustee or holders ofeatst 25 percent of the aggregate principal amofiatitstanding Notes, the Notes would also
be in default. Thereupon, and subject to the subatidn provisions of the Indenture, the truste¢herNote holders would have the right to
accelerate the Notes.

If PG&E Corporation's debt obligations become scitffje acceleration as described above, PG&E Cotiporavould attempt to negotiate this
situation with its Lenders and Note holders; howeRP&&E Corporation cannot predict whether, or ttatvextent, it would be successful in
such efforts. Current PG&E Corporation cash balaree insufficient to repay the full amount ofdtgstanding debt.

PG&E Corporation
Operating Activities

Net cash provided by operating activities total8@84million and $2,852 million for the six monthsded June 30, 2002, and 20
respectively. The decrease of $2,458 million betw2@02 and 2001 was partially due to the $1.1dsilincome tax refund received in the six
months ended June 30, 2001, with no such refureved in 2002. In 2002, PG&E NEG recorded a losgmgrairment of assets of $265
million. In addition, the Utility made paymentssatisfaction of certain obligations classifiediabilities subject to compromise in the six
months ended June 30, 2002.

Investing Activities

Net cash used in investing activities was $1.3dwiland $1.2 billion for the six months ended J88g2002, and 2001, respectively. 1
increase of approximately $.1 billion between 2868 2001 was primarily due to increased capitaéegfures in 2002 for improvement of
the Utility's electric and gas transmission andritistion networks, along with construction on PG&IEG's generation facilities and
pipelines. Offsetting this increase in capital exgitures were proceeds of $340 million receivednfia sales/leaseback and a decrease in
PG&E NEG's development costs and turbine prepaysrerz002.

Financing Activities

Cash generated through financing activities wa©$8dlion and $289 million for the six months endiehe 30, 2002, and 2001, respectiv
Activity for 2002 resulted from the Utility's repanent of longterm debt, offset by PG&E NEG's increased borrowingder new and existir
credit facilities and the proceeds that PG&E Coagion received from the refinancing of its Old dteghreement. See Note 4 of the Notes to
the Consolidated Financial Statements for morerim&tion on PG&E NEG's new credit facilities and PE&orporation's refinancing of its
Old Credit Agreement. A loan by PG&E Corporatior2001 netted $906 million in proceeds, which weaedusith cash on hand to repay
defaulted commercial paper, other loans, and diddeln addition, the Utility and PG&E NEG paid doveng-term balances in 2001.

Utility

The Utility is currently operating as a debtor-inspession under Chapter 11 of the Bankruptcy Oifiide certain pre-petition debts are
stayed, the Utility does not have access to extéunding from the capital markets. Additionallfet Utility is in default under its credit
facilities, commercial paper, floating rate noteanior notes, pollution control reimbursement agets, and medium-term notes resulting
from its failure to pay certain of its obligatiorighe event of default under each security has btgred in accordance with the bankruptcy
proceedings. The Utility has been making the chpiteestment in its infrastructure out of cash @mti under supervision of the Bankruptcy
Court. It is uncertain whether the Utility will lzdle to continue to make such necessary capitakiment in the future. See Note 2 of the
Notes to the Consolidated Financial Statementa ftiscussion of the Chapter 11 bankruptcy fil

On March 27, 2002, the Bankruptcy Court issuedrdercauthorizing the Utility to pay pre- and postifion interest to holders of certain
undisputed claims, including commercial paper, @enotes, floating rate notes, medium-term notesn@ative Quarterly Income Preferred
Securities (QUIPS)rior bond claims, revolving line of credit claimgade creditors, and certain other general unsecereditors. Pursuant
the court's order, the Utility was required to makeinitial payment of pre- and post-petition ietgrto holders of financial debt (excluding
trade creditors and certain other general unseaurastitors) within 10 business days after the Baptay Court approval of the disclosure
statement related to the Utility's proposed PlaRebrganization. The Bankruptcy Court approveddikelosure statement on April 24, 2002.

In the second quarter of 2002, the Utility paid rapgmately $460 million in pre- and post-petitiontérest related to these claims. An interest
payment of $102 million also was made to holderSnaincial debt on July 1, 2002, for interest aectthrough June 30, 2002. Interest
payments will be made on a quarterly basis in tieré, on October 1, January 1, April 1, and Julgfleach year. The Utility also repaid
advances and interest on advances of $21 millidratks providing letters of credit backing polluticontrol bonds, which repayment was
separately authorized by the Bankruptcy Court.

The Utility estimates that payments made to theitwes pursuant to the Bankruptcy Court's authdioracould be as much as approximately
$700 million through the third quarter of 2002 ldhsa the claim amounts estimated in the Utility&cbsure statement; however, the Utility
has withheld approximately $150 million of this ambbecause it disputes the underlying claims ailidhat pay interest on these dispul



claims until the disputes are resolved. The acioadunt of pre- and post-petition interest evernyyadlid may be different, depending on the
amount of claims ultimately allowed by the BankaypCourt.

As the Utility has been accruing interest on its-@and post-petition debt at the approved ratespdyment of such interest is not expected to
have an adverse material impact on its financiatld@mn or results of operation.

Additionally, since January 2002, the Utility hagered into agreements with additional QFs to asstimeir power purchase agreements,
which also contained the same interest and payteems contained in the supplemental agreementsided@above. At June 30, 2002, $474
million and $55 million in principal and interesgéspectively, have been paid to the QFs.

As of June 30, 2002, the Utility had cash and stearh investments of $3.8 billion. The Utility belies that these funds will be adequate to
maintain its continuing operations through 2002.

The following section discusses the Utility's sfgr@int cash flows from operating, investing, anthficing activities for the six months ended
June 30, 2002, and 2001.

Operating Activities

Net cash provided by operating activities decreasé630 million for the six months ended JuneZ2, from $2,664 million for the sar
period in the prior year. The decrease is primatig to payments made in the six months ended3ur#002, pursuant to Bankruptcy Court
orders, which primarily consisted of principal anterest payments to QFs and interest on finamght and other general unsecured and
secured debt. See discussion of payment of lissilgubject to compromise in Note 2 of the NotethéoConsolidated Financial Statements.
Additionally, the 2000 income tax refund of $1.1libh was received in the first quarter of 2001thmio comparable refund received in the
months ended June 30, 2002.

Investing Activities

The primary uses of cash from investing activitiese additions to property, plant and equipmentil&\the Utility is in Chapter 11, these
expenditures will be funded from cash provided pgrating activities. Capital expenditures were $@dlion and $575 million for the six
months ended June 30, 2002, and 2001, respectaredywere primarily attributable to the improvemehthe distribution and transmission
networks for electric and gas operations. Planxgeérditures for 2002 are $1.6 billion, and maimiglude projects designed to upgrade and
improve the Utility's gas and electric transmissionl distribution system

Financing Activities

Net cash used by financing activities in the sixithe ended June 30, 2002, was $475 million, réflganainly the repayment of lo-term
debt. Repayment of matured long-term debt consst&333 million related to mortgage bonds, pursuam Bankruptcy Court order, and
$141 million related to the Rate Reduction Bondsiciv are held by PG&E Funding LLC, a wholly ownedbsidiary of the Utility.

Except as discussed in Note 2 of the Notes to thes@lidated Financial Statements, the Utility haplans to seek external financing
alternatives as a source of funding. In additiartil its financial condition is restored, the Ujliis precluded from paying dividends to its
shareholders. Dividends on preferred stock are tatiaa. Until cumulative dividends on preferredatare paid, the Utility may not pay any
dividends on its common stock.

Net cash used by financing activities in the sixithe ended June 30, 2001, was $281 million, reéflganainly the net repayment under cr
facilities and short-term borrowings of $28 milliand repayment of long-term debt of $252 millioepRyment of londerm debt consisted
payments of $93 million and $18 million made ptiothe filing for Chapter 11 related to maturitefamortgage bonds and medium-term
notes, respectively, and payments totaling $14flianitelated to the Utility's Rate Reduction Bonds.

Other Commitments and Contingencies

The Utility has substantial financial commitmeni&l@ontingencies in connection with its operatingesting, and financing activities. See
Note 6 of the Notes to the Consolidated Finandiate®nents for further discussion of commitments @nttingencies

PG&E NEG
Operating Activities

PG&E NEG's funds from operations come from distiidns from PG&E NEG's subsidiary companies. CagW fllistributions from
subsidiaries are subject to various debt covenargsnizational byaws, and partner approvals that can restrict teatées from distributin
cash to PG&E NEG unless, among other things, dalrice, lease obligations, and any applicable predepayments are current, the
applicable subsidiary or project affiliate meetg@ia debt service coverage ratios, a majorityhef participants approve the distribution, i



there are no events of default. In addition, PG&BNGnd the subsidiaries that own PG&E NEG's enénaping businesses cannot pay
dividends unless the subsidiary's board of dirscborboard of control, including its independemédior, unanimously approves the dividend
payment and the subsidiary has either a specifieestment grade credit rating or meets a conselitliaterest coverage ratio of greater than
or equal to 2.25 to 1.00 and a consolidated leweratio of less than or equal to 0.70 to 1.00.

During the six months ended June 30, 2002, PG&E NE®erated net cash from operations of $18 mitimmpared to net cash from
operations of $34 million for the same period i®200r decrease of $16 million. Increases in nedime including adjustments to reconcile
net income to net cash provided in operations #ietsy improved operating cash flow by $69 milliperiod to period. The increase from
period to period was primarily due to net pricd risanagement activities. Offsetting this increaseash flow from operations was a decrease
due to the net effect of changes in operating ass# liabilities of $85 million period to periddcluded in investing activities is a cash flow
of $42 million related to the long-term receivafiiem New England Power Company associated withasamption of power purchase
agreements. These cash flows offset cash paymes to New England Power Company, which are reftet operating activities.

Investing Activities

PG&E NEG's cash outflows from investing activita® primarily attributable to capital expendituogsgenerating and pipeline assets in
construction and advanced development and turbyegayments. During the six months ended June 3B, G&E NEG used net cash of
$530 million in investing activities compared to/86million for the same period in 2001, or a deseeaf $143 million. The decrease in
investing activities from period to period was paitity due to proceeds from the Attala Generatingn@any sale/leaseback transaction
providing $340 million in the second quarter of 200ffsetting the sale/leaseback proceeds wereased construction expenditures of $900
million for the six months ended June 30, 2002sugi$473 million for the six months ended June2801. Advanced development and
turbine prepayments were $6 million and $173 millior the six months ended June 30, 2002, and 2@8pectively. Other net expenditures
were $39 million and $27 million for the six montlisded June 30, 2002, and 2001, respectively. Ty B&&E NEG has made a number of
commitments associated with the planned growthaafeml and controlled generating facilities and piped. These include commitments for
projects under construction, commitments for theuggition and maintenance of equipment neededh®ptojects under development,
payment commitments for tolling arrangements, amaidird sale and purchase commitments associatadP@&E NEG's energy marketing
and trading activities.

Generating Projects in Construction

PG&E NEG currently owns five generating faciliti@sder construction. The table below outlines theeeted dates that these projects will be
completed.

Percentage Projected
Projects Location Completion In-Service Date
Athens New York 53% 3rd Quarter 2003
Covert Michigan 41 3rd Quarter 2003
Harquahala Arizona 45 3rd Quarter 2003
La Paloma California 98 4th Quarter 2002
Mantua Creek New Jersey 18 Undetermined

A local intervenor group has contested in fedeoalrcthe issuance of a U.S. Army Corps of Enginé&0OE) permit for the Athens facility
alleging, among other things, that the ACOE vidldtee National Environmental Policy Act. The intemer group sought preliminary and
permanent injunctive relief. The court denied thaiminary relief and the intervenor group has agee.

PG&E NEG has entered into a construction contracttfe Mantua Creek project and released the adoiréo perform early construction
activities; however, full mobilization of the consttion contractor has not taken place and unmstriconstruction has been delayed. As of
June 30, 2002, PG&E NEG had recorded assets of ®##idn for Mantua Creek, representing equipmesypents, construction activities,
and development costs. The interconnection arrapgtstior the Mantua Creek project currently reqthet Mantua Creek achieve
commercial operation by June 2004. PG&E NEG isisge&n extension of this deadline. If PG&E NEG m&hle to obtain such an extension,
PG&E NEG may be required to accelerate currenttoocison activities and increase expenditures atiogty in order to preserve its
investment in Mantua Creek. This acceleration at€could put additional pressure on PG&E NEGldiity position. PG&E NEG continu

to explore its options to find a partner for, offittance or sell, the project.

PG&E NEG has executed construction contracts, eecldrom above, for its Smithland and Canneltoneats for up to 163 megawatts
(MW) at two hydroelectric facilities on the Ohiover in Kentucky. PG&E NEG had commenced constructibthe first 16 MW of turbines
for the Smithland project, but has suspended cactidn because recently stated seismic requirenoanised a re-evaluation of the project's
design in connection with the ACOE permit. PG&E NE@ieves that satisfying the new seismic criteirilnot require any design changes
and the ACOE will concur. Pending such concurreRe&&E NEG has not restarted constructi



Generating Projects in DevelopmenPG&E NEG has reviewed its growth plans for itsc#fic generating business in light of the recent
changes in the energy and equity markets as wéfleaslowdown of the U.S. economy. Further, engmiges, electric generating industry
fundamentals, and financial market's support fongetitive energy companies have significantly dexdi thereby constraining access to
funds at acceptable terms to PG&E NEG. Over suppsfectric generation in the current and nearrfutias significantly decreased the value
of planned future development projects. In respanskese market changes and considering the eegbtmtel of future electric generating
supply, PG&E NEG has reconsidered the extent ofraddced its planned investment activities in elecfenerating development projects.
PG&E NEG has analyzed the potential cash flow ftbose projects that it no longer anticipates pmg@and has recognized an impairment
of the asset value it is carrying for those develept projects. The aggregate pre-tax impairmentgeheecorded by PG&E NEG for its
development assets (excluding associated equiprost discussed below) is $19 million. The remar@aset value (recorded in Other Non
Current Assets) that PG&E NEG has retained asmé 30, 2002, for its portfolio of development paigeis $48 million. PG&E NEG
anticipates continuing to develop these projectotapletion or for future disposal and believeg thair unique characteristics provide value
that will enable recovery of the capitalized caster the useful lives of the projects. PG&E NEG hasnaterial commitments (excluding
equipment costs discussed below) for the projeniieucontinuing development.

Turbine Purchase CommitmentsTo support its electric generating development mog PG&E NEG had contractual commitments and
options to purchase a significant number of combnstirbines and related equipment. PG&E NEG's cament to purchase combustion
turbines and related equipment exceeds the newmgdadevelopment activities discussed above. Thewruelectric generating market is
faced with an over supply of facilities in operatiand in construction. The current and future migidecombustion turbines and related
equipment has also seen an over supply and largeeldation of turbine orders. The net realizabitfyPG&E NEG's investment in and future
committed payments for its excess combustion terbind related equipment portfolio, in light of @nt development plans, is doubtful.
Based upon PG&E NEG's current development plansaaatysis of future market prices for combustiomitues and related equipment,
PG&E NEG has recognized a charge of $246 millidre €harge consists of the impairment of previoaalyitalized costs associated with
prior payments made under the terms of the turbimeequipment contracts in the amount of $188 anillind the accrual of $58 million for
future termination payments required under theitdand related equipment contracts. Although PGEIS has impaired the value of th
turbines and related equipment, it has not terrathds commitments or options with respect to #yjgipment. The remaining asset value
(recorded in Other Non Current Assets) that PG&ESNTAS retained as of June 30, 2002, for its investrim turbines and related equipment
is approximately $33 million. These turbine andipment commitments have been retained to supperediuipment needs for PG&E NEG's
current portfolio of advanced development projelissussed above. PG&E NEG and its equipment veritirs agreed to suspend any
PG&E NEG payment obligations, except for $19 millifor at least the next 12 months. Thereafter, EG&G must either restart equipm
payments or terminate such commitments and pagdbeciated termination costs, if any. PG&E NECGtsmed liability reflects these
termination costs.

PG&E GTN Pipeline Expansior- PG&E GTN is in the process of completing its 200®&nsion Project, which when completed will exp
its system by approximately 217 million cubic f@Mcf) per day. Approximately 40 MMcf per day ofahexpansion capacity was placed in
service in November 2001 and the remaining capacisgheduled to be placed in service by the erRDOP. The total cost of the expansio
estimated to be $122 million of which $118 millibas been spent through June 30, 2002. FERC hasliagoreliminary determination on
non-environmental matters authorizing PG&E GTNamplete a second expansion of approximately 150 fMidc day of additional
capacity, at a cost of approximately $111 milliBG&E GTN is evaluating plans for the timing of econd expansion and may defer its
construction. PG&E GTN expects to fund these exjpassrom cash provided by operations, externalrfoing, and capital contributions
from PG&E NEG.

PG&E GTN regularly solicits expressions of interfestthe acquisition or development of additionglgine capacity and may develop
additional firm transportation capacity as suffitidemand is demonstrated. PG&E GTN has also tedia preliminary assessment of a
Washington lateral pipeline that would originatereg PG&E GTN mainline system and extend to metitgyoareas in the Pacific Northwest.

North Baja Pipeline- PG&E NEG has begun construction of a new 500 MMxfgay gas pipeline, North Baja, to deliver natgeasd to
Northern Mexico and Southern California. The Nd#ja project is expected to be completed by theodra02. At June 30, 2002, PGé
NEG had spent approximately $100 million on thigjgct. PG&E NEG owns all of the United States sectf this cros-border project.
PG&E NEG's share of the costs to develop this ptajéll be approximately $140 million.

The California State Lands Commission is a defehdad, along with North Baja, is a real party itemest in an action brought by the County
of Imperial and the City of El Centro alleging thlagé environmental impact report prepared for toettNBaja pipeline in California failed to
address environmental justice and other issuescasred by the California Environmental Quality A&EQA). The claim seeks an injuncti
restraining construction of the pipeline, but nquest for a temporary restraining order was filgterefore, construction of the project is
underway. PG&E NEG intends to vigorously particgat the lawsuit. A hearing on the merits of theecs scheduled for August 30, 2002.

Financing Activities

PG&E NEG's cash outflows from financing activitigere primarily attributable to increases in bornogs under PG&E NEG's credit
facilities relating to the continuing completionPG&E NEG's construction facilities and borrowinggler construction financing. For the six
months ended June 30, 2002, and 2001, PG&E NEGQdmdwet cash flows from financing activities o585million and $702 million,
respectively. This decrease is primarily relatethtotiming of construction funding needed for &tbens, La Paloma, Covert, and Harqua
projects.



RISK MANAGEMENT ACTIVITIES

PG&E Corporation and the Utility have establishist management policies that allow the use of gndngancial, and weather derivative
instruments (a derivative is a contract whose valependent on or derived from the value of sanderlying asset) and other instruments
and agreements to be used to manage its exposmaket, credit, volumetric, regulatory, and opieral risks. Such derivatives include
forward contracts, futures, swaps, options, anératbntracts.

o Forward contracts are commitments to purchasellbesergy commodities in the future.

o Futures contracts are standardized commitmentsrhpse or sell an energy commodity or financisirirment at a specific
price and future date.

o Swap agreements require payments to or from cquanties for a quantity based upon the differen¢esden agreed upon
prices, at least one of which is an index.

o Option contracts provide the right to buy or sekkigy or a financial instrument at a price.

PG&E Corporation uses derivatives for both tradiiog profit) and non-trading purposes. Tradingétgs may be done for purposes of
generating profit, gathering market intelligenaeating liquidity, maintaining a market presenag] gaking a market view. Non-trading
activities may be done for purposes of hedgingigies associated with an asset, liability, comrditi@nsaction, or probable forecasted
transaction.

The activities affecting the estimated fair valdi¢rading activities and the non-trading activitteance, included in net price risk
management assets and liabilities, are presentedibe

Three Months Ended Six Months
June 30, 2002V June 30,
(in millions)
Fair values of trading contracts at beginning ofquk $ 31 $
Net gain on contracts settled during the period 34
Changes in fair values attributable to changesloation
techniques and assumptions -
Other changes in fair values (66)
Fair values of trading contracts outstanding ata@fkeriod Q)
Fair value of non-trading contracts at the enchefperiod (216)
Net Price Risk Management Asset at end of period $ (217) $

@ For the three and six months ended June 30, 2B82atr value of all new contracts when entered imas zero.

PG&E Corporation estimated the fair value of itltng contracts at June 30, 2002, using the midpdiquoted bid and ask prices, where
available, and other valuation techniques when gtatkta was not available (e.g., illiquid marketpmmducts). When market data is not
available, PG&E Corporation utilizes alternativecjprg methodologies, including, but not limited tbird-party pricing curves, the
extrapolation of forward pricing curves using histally reported data, or interpolating betweersérg data points. Most of PG&E
Corporation's risk management models are reviewaat purchased from third-party experts with extem&xperience in specific derivative
applications. The fair value of trading contradspancludes deductions for time value, credit, elpend other reserves necessary to
determine fair value.

The weighted average maturity of the entire poidfof trading contracts was approximately one yasaof June 30, 2002. The following table
shows the fair value of PG&E Corporation's tradbogtracts by maturity at June 30, 2002.



Fair Value of Trading Contracts @

Maturity Maturity Maturity Maturity Total
Source of Prices Used in Less than One-Three Four-Five in Excess of Fair
Estimating Fair Value One Year Years Years Five Years Value
(in millions)
Actively quoted markets $ 59 $ (38) $ @) $ 4) $ 10
Provided by other external sources - - (43) 66 23
Based on models and other
valuation methodgl) (21) (29) 1 15 (34)
Total Mark-to-Market $ 38 $ (67) $ (49) $ 77 $ 1)

(@) In many cases, these prices are an input into mptiodels that calculate a gross mark-to-marketeverom which fair value is
derived.

() Excludes all non-trading contracts including naaming contracts that receive mark-to-market acéngriteatment.

The amounts disclosed above are not indicativékely future cash flows, as these positions majnigacted by changes in underlying
valuations, new transactions in the trading podfol response to changing market conditions, ntdifgeidity, and PG&E Corporation's risk
management portfolio needs and strategies.

Market Risk

Market risk is the risk that changes in market dtoowals will adversely affect earnings or cash fldsuch risks include price risk, credit risk,
interest rate risk, and foreign currency risk arayyimpact PG&E Corporation and its subsidiariesetsand trading portfolios.

Commodity Price Risk

Commodity price risk is the risk that changes inkeiprices of a commodity for physical deliveryiaidversely affect earnings and cash
flows.

Utility Electric Commodity Price Risk

In compliance with regulatory requirements, thditytmanages commodity price risk independentlyrirthe activities in PG&E
Corporation's unregulated businesses. The Utiiports its commodity price risk separately forlsctricity and natural gas businesses. S
January 2001, the DWR has been responsible fohpaieg wholesale power for the Utility's retailate customers on behalf of the State of
California. The Utility is currently passing thrdugevenues to the DWR based on the amount of pswaglied by the DWR to cover the
Utility's net open position and the per kWh rate&blshed by the CPUC's March 21, 2002, revenueiregent decision. Future revisions to
the DWR's revenue requirement as a result of, anotmgy things, changes in the market price of geenergy, may impact the amount of
revenues allocated from the Ultility to the DWR. Bese the Utility's electric rates are frozen, thiityis exposed to commodity price risk as
changes in the amount of revenues allocated tBWR as pass through revenues impact the amouenhudining revenues the Utility has
available to recover its generation, transmissiml, distribution costs.

Under AB 1X, the DWR is prohibited from enteringdmew power purchase contracts and from purchgsimger on the spot market after
January 1, 2003. The CPUC has opened a rulemakingg@ding to consider the ratemaking mechanisnisitiaapply to the California
IOUs' power procurement costs incurred to meet tieti open position after January 1, 2003. Seaudsson of the Generation Procurement
OIR in the Regulatory Matters section of this MD&A.

Utility Natural Gas Commodity Price Risk

Under a ratemaking method called the Core Procuneimeentive Mechanism (CPIM), the Utility recovémsretail rates the cost of procuring
natural gas for its customers as long as the ewstwithin 99 percent to 102 percent "dead-band! lsénchmark price. The CPIM benchmark
price reflects a weighting of prescribed daily amonthly gas price indices that are representatfivdtitity gas purchases. Ratepayers i



shareholders share costs or savings outside tlael‘lolend" equally. In addition, the Utility has c@wts for capacity on various gas pipelines.
Although the Utility recovers most of the cost bé tcapacity contracts in retail rates, there iseprisk related to the unused portions of the
pipeline capacity to the extent that it is brokea¢floating rates, which are reset monthly toeetfichanges in commodity prices.

Under a ratemaking pact called the Gas Accordeotly scheduled to be in effect through Decembé@228hareholders are at risk for any

revenues from the sale of capacity on the Utilipjfgelines and gas storage fields. According tai¢hnens of the Gas Accord, a portion of the
pipeline and storage capacity is sold at competitharket-based rates. The Utility is generally exgaloto reduced revenues when the price
spreads between two delivery points narrow. Intialdithe Utility is generally exposed to reducedanues when throughput volumes are

lower than expected, primarily caused by tempeeatind precipitation effects or by economy-drivepagts. On October 9, 2001, the Utility
filed another Gas Accord application with the CPtéGuesting a two-year extension without modificatio existing terms and conditions of
the existing Gas Accord. In return, the Utility Witaintain gas transmission and storage ratesaat3@02 levels during the two-year period.

On February 26, 2002, the CPUC issued a rulinggéiahn expedited schedule of hearings. On Mag@lR, on behalf of itself and a wide
cross-section of parties, the Utility filed a jombtion for approval of a "Gas Accord Il Settlemégtreement." If approved, the Settlement
Agreement would extend terms and conditions oftkisting Gas Accord for one year. The SettlementAment also would provide an open
season for any new or relinquished Utility transsina and storage capacity for the first year ofGaes Accord Il period. The Settlement
Agreement would postpone until 2004 any changesntiight result from litigation of issues raisedibglividual parties in response to the
Utility's October 2001 application. On July 23, 20the ALJ issued a draft decision that would aperihe Settlement Agreement. A decision
is expected in late August 2002. The Utility canpitdict what the outcome of the final decisiothis proceeding will be, or whether the
outcome will have a material adverse effect omdssilts of operations or financial condition.

PG&E NEG Commodity Price Ris

PG&E NEG is exposed to commodity price risk fordtstfolio of electric generation assets and sujgplytracts that serve wholesale and
industrial customers, and with respect to varioesatmant plants currently in development and coottrn. PG&E NEG manages such risks
using a risk management program that primarilyudek the buying and selling of fixed-price commpdiimmitments to lock in future cash
flows of its forecasted generation. PG&E NEG imasposed to commodity price risk for net open s within its trading portfolio due
the assessment of and response to changing mariditions.

Value-at-Risk

PG&E Corporation and the Utility measure commogitice risk exposure using value-at-risk and othethmdologies that simulate future
price movements in the energy markets to estinm@tsize and probability of future potential losddarket risk is quantified using a
variance/co-variance value-at-risk model that ptesia consistent measure of risk across diversgyenerkets and products. The use of this
methodology requires a number of important asswmgtiincluding the selection of a confidence Idoelosses, volatility of prices, market
liquidity, and a holding period.

PG&E Corporation uses historical data for calcualgthe price volatility of its contractual posit®and how likely the prices of those
positions will move together. The model includdgativatives and commodity instruments over thererength of the terms of the
transaction in the trading and non-trading port®liPG&E Corporation and the Utility express vadtieisk as a dollar amount of the poten
loss in the fair value of their portfolios basedaof5 percent confidence level using a one-dayilglderiod. Therefore, there is a 5 percent
probability that PG&E Corporation and its subsiiiar portfolios will incur a loss in one day greatean their value-at-risk. For example, if
the value-atisk is calculated at $5 million, there is a 95qgett confidence level that if prices moved agatmstent positions, the reduction
the value of the portfolio resulting from such atey price movements would not exceed $5 million.

The following table illustrates the daily valueratk exposure for commodity price risk at June BT02.

(in millions)
Utility

Non-Trading Activities?) $ 35
PG&E NEG

Trading Activities 3.8

Non-Trading Activities:
Non-Trading Contracts that Receive Mark-to-Marketounting Treatmer® 3.9
Non-Trading Contracts Accounted for as Hedges 13.9



(@ Includes the Utility's gas portfolio only.

@ Includes derivative power and fuels contracts ttwanot qualify to be accounted for as cash flowgesd due to certain pricing
provisions, or exempted from SFAS No. 133 as nopoathases and sales.

@) Includes only the risk related to the financiatinments that serve as hedges and does not inttiadelated underlying hedged
item.

Value-at-risk has several limitations as a meaetiportfolio risk, including, but not limited to,nalerestimation of the risk of a portfolio with
significant options exposure, inadequate indicatibthe exposure of a portfolio to extreme priceveraents, and the inability to address the
risk resulting from intra-day trading activitiesaMe-at-risk also does not reflect the significagulatory, legislative, and legal risks currently
facing the Utility or the risks relating to the litti's bankruptcy proceedings.

Interest Rate Risk

Interest rate risk is the risk that changes inrggerates could adversely affect earnings and ftasis. Specific interest rate risks for PG&E
Corporation and the Utility include the risk of irasing interest rates on short-term and Itng: debt, the risk of decreasing rates on floe
rate assets which have been financed with fixegldabt, the risk of increasing interest rates fanped new fixed long-term financings, and
the risk of increasing interest rates for planrefthancing using long-term fixed rate debt. In diddi, the Utility is exposed to changes in
interest rates on interest accruing on loan paysnemd trade payables currently in default.

PG&E Corporation uses the following interest ratgtiuments to manage its interest rate exposuerest rate swaps, interest rate caps,
floors, or collars, swaptions, or interest ratevfard and futures contracts. Interest rate riskiteitg analysis is used to measure interest rate
risk by computing estimated changes in cash flosva gesult of assumed changes in market intereest. vt June 30, 2002, if interest rates
change by 1 percent for all variable rate debt@&P Corporation and the Utility, the change woulfitet net income by approximately

$30 million and $29 million, respectively, basedvamiable rate debt and derivatives and other ésterate sensitive instruments outstanding.

Foreign Currency Risk

Foreign currency risk is the risk of changes irueadf pending financial obligations in foreign @mcies that could occur prior to the
settlement of the obligation due to a change inviliee of that foreign currency in relation to thes. dollar. The Utility and PG&E
Corporation are exposed to foreign currency rigoemted with foreign currency exchange variati@ated to Canadian denominated
purchase and swap agreements. However, for thigyldfilanges in gas purchase costs due to fluctugiiothe value of the Canadian dollar
would be passed through to customers in ratesdditian, PG&E Corporation has translation expogsesailting from the need to translate
Canadian-denominated financial statements of itk PG&E Energy Trading Canada Corporation ibt&. dollars for PG&E NEG's
Consolidated Financial Statements. PG&E Corporaimhthe Utility use forwards, swaps, and optiankedge foreign currency exposure.

PG&E Corporation and the Utility use sensitivityaysis to measure their foreign currency exchaatge exposure to the Canadian dollar.
Based on a sensitivity analysis at June 30, 200D, gercent devaluation of the Canadian dollar @dngl immaterial to PG&E Corporation's
and the Utility's Consolidated Financial Statements

Credit Risk

Credit risk is the risk of loss that PG&E Corpooatiand the Utility would incur if counterparties!fim perform their contractual obligations
(accounts receivable, notes receivable and pritemnanagement assets reflected on the balance.9Re&E Corporation and the Utility
conduct business primarily with customers in thergy industry, and this concentration of counteipammay impact the overall exposure to
credit risk in that its counterparties may be samyl affected by changes in economic, regulatongtber conditions. PG&E Corporation and
the Utility manage credit risk pursuant to theisiRManagement Policies, which provide processestigh counterparties are assigned cr
limits in advance of entering into significant espoe. These procedures include an evaluation ofenfial counterparty's financial condition,
net worth, credit rating, and other credit critextadeemed appropriate, and are performed atdeastlly. Credit exposure is calculated daily
and, in the event that exposure exceeds the esiablliimits, PG&E Corporation and the Utility takemediate action to reduce exposure
and/or obtain additional collateral. Further, PG&E&rporation and the Utility rely heavily on mastgreements that allow for the netting of
positive and negative exposures associated withuaterparty, under certain circumstances.

At June 30, 2002, PG&E Corporation had no singlenterparty that represented greater than 10 peadh&&E Corporation's net credit
exposure. At June 30, 2002, the Utility had twoeistvnent grade counterparties and one below investgnade counterparty that each
represented greater than 10 percent of the Usilitgt credit exposure.

The schedule below summarizes the exposure to eqarties that are in a net asset position, wighetkception of exchange-traded futures
(the exchange provides for contract settlement dailgt basis), at June 30, 2002:



Gross Credit Net

(in millions) Exposure® Collateral @ Exposure @
PG&E Corporation $ 1,084 $ 183 $ 901
Utility @ 143 101 42

(1) Gross credit exposure equals fair value (adjusiedgpipropriate credit reserves), notes receivainld net receivables (payables)
where netting is allowed.

(2) Net exposure is the gross exposure minus credittechl (cash deposits and letters of credit).

©) The Utility's gross exposure includes wholesaléviigtonly. Retail activity and payables prior tfeet Utility's bankruptcy filing are
not included. Retail activity at the Utility consif the accounts receivable from the sale ofagakelectricity to residential and small
commercial customers. Reserves for uncollectibb®awts receivable from these customers exist amtbased on their historical
experience of nonpayment.

At June 30, 2002, approximately $121 million org3cent of PG&E Corporation's net credit expossite ientities that have credit ratings
below investment grade. Approximately $17 milliardd percent of the Utility's net credit exposwged below investment grade entities.
Investment grade is determined using publicly adéd information, including S&P's rating of at IeB8B-. Approximately $206 million or
23 percent of PG&E Corporation's net credit expesurPG&E NEG is not rated. Subsequent to Jun2@I2, the credit ratings of two large
counterparties (Williams Companies, Inc. and DynEgidings, Inc.) were reduced to below investmeaatlg. At June 30, 2002, PG&E
Corporation's and the Ultility's net exposure tstheompanies was $36 million and $2 million, resipely. By July 29, 2002, the net
exposure to these companies was reduced to las$thaillion for both PG&E Corporation and the il PG&E Corporation has regional
concentrations of credit exposure to counterpattiasconduct business primarily in the westerntéthStates and also to counterparties that
conduct business primarily throughout North Americeaddition to the Utility's concentration of dierisk due to receivables from
residential and small commercial customers in reorttCalifornia, the Utility has a net regional centration of credit exposure totaling $42
million to counterparties that conduct businesmgrily throughout North America.

RESULTS OF OPERATIONS

The following table shows for the three months sixdnonths ended June 30, 2002 and 2001, cer&sifrom the accompanying
Consolidated Statements of Operations detailedtiigpyland PG&E NEG operations of PG&E Corporatigm the "Total" column, the table
shows the combined results of operations for tliteses.) The information for PG&E Corporation (tHeotal" column) includes the
appropriate intercompany elimination. Results adfraions are discussed following this table.

PG&E National Energy Group

PG&E
Corpora-
PG&E tion &
Total Integrated Interstate NEG Other
PG&E Energy & Pipeline Elimi- Elimi-
(in millions) Utility NEG Marketing Operations nations nations @ Total
Three months ended June 30, 2002
Operating revenues $ 2,714 % 3,060 $ 3011 % 54 $ 5) $ 22) $ 5,752
Operating expenses 1,655 3,340 3,320 25 (5) a7 4,978
Operating income (loss) 1,059 (280) (309) 29 - (5) 774
Interest income 43
Interest expense (361)
Other income (expenses), net (21)
Income taxes 156
Income from continuing operations 279

Net income 218



Net cash used by operating activities
Net cash used by investing activities

Net cash provided by financing activities

EBITDA @

Three months ended June 30, 2001
Operating revenues

Operating expenses

Operating income (loss)

Interest income

Interest expense

Other income (expenses), net
Income taxes

Income from continuing operations

Net income

Net cash provided by operating activities
Net cash used by investing activities

Net cash provided by financing activities

EBITDA @

Six months ended June 30, 2002
Operating revenues

Operating expenses

Operating income (loss)

Interest income

Interest expense

Other income (expenses), net
Income taxes

Income from continuing operations

Net income

Net cash provided by operating activities
Net cash used by investing activities

Net cash provided by financing activities

EBITDA @

Six months ended June 30, 2001
Operating revenues

Operating expenses

Operating income (loss)

Interest income

Interest expense

Other income (expenses), net
Income taxes (benefits)

Loss from continuing operations

Net loss

1,346

2,309
973

(245)

2,753
2,628

(285)

2,676
2,595

44

64
25

4 (12

13 (52)
8 (38)

(837)
(518)

668

1,089

5,010
3,563

1,336

125

81

39

5 (14)

1,550

5,167
2,860

163

5,408
5,627

108

5,304
5,576

49

113
51

6 ©)

© (56)
- (48)

1,447

74
(312)

463
750
750

900
(532)
522

1,710

10,519
8,439

2,307

(219)

(272)

62

© ®)

2,854

4,871
4,955

(133)

6,959
6,749

(214)

6,826
6,692

90

129
50

) 12

4 (147)
7 (128)

2,080

85
(695)
(3)
557
910
849

394
(1,255)
540

2,733

11,683
11,576

(84

210

134

79

(©) (19)

107

109
(559)

(5)
(147)
(201)
(201)



Net cash provided by operating activities 2,852

Net cash used by investing activities (1,217)
Net cash provided by financing activities 289
EBITDA @ $ 337 % 291 % 192 $ 9 $ - 8 12) $ 616

@) Allinter-segment transactions are eliminated.

2) EBITDA is defined as income before provision focame taxes, interest expense, interest incomegedigpion, and amortization. EBITDA is not intendedepresent cash flows
from operations and should not be considered @dtamative to net income or as an indicator of FE38orporation's operating performance or to casivslas a measure of
liquidity. Refer to the Statement of Cash Flowstfte U.S. GAAP basis cash flows. PG&E Corporatielidves that EBITDA is a standard measure commuoepyprted and widely
used by analysts, investors, and other interestetiep. However, EBITDA as presented herein maybeotomparable to similarly titled measures rembbe other companies.

PG&E Corporation - Consolidated
Overall Results

PG&E Corporation's consolidated results of operaticontinue to be impacted by California’s eledtritustry and the Utility's Chapter 11
filing. See the "Liquidity and Financial Resourcesttion of this MD&A and Note 2 of the Notes te Bonsolidated Financial Statements
more information. In addition, results of operaidar the Utility and PG&E NEG are discussed below.

PG&E Corporation's net income for the three moetided June 30, 2002, was $218 million, compareetincome of $750 million for the
same period in 2001, representing a decrease @ ®HBon. The Utility and PG&E NEG accounted fa233 million and $312 million,
respectively, of this decrease.

PG&E Corporation's net income for the six monthdezhJune 30, 2002, was $849 million, comparedrnetdoss of $201 million for the sai
period in 2001. Substantially all of this changeswaétributable to the Utility.

PG&E Corporation and the Utility expect future éags to continue to reflect increased volatilityaaesult of no longer being able to reflect
the impact of generation-related regulatory balageiccounts in their financial statements, sinesghamounts cannot be deemed probable of
recovery. As such, these amounts are accountebfexpenses and now directly impact net income.

The changes in performance for the three and sintlnscended June 30, 2002, and 2001, are genetiaibugable to the following factors:

e The Utility's electric operating revenues increa$686 million and $1.2 billion for the three and sionths ended June 30, 2002,
respectively, mainly due to an increase in CPUQwaited generation-related surcharges and a deciedse amount of pasgkrough
revenues for electricity procured by the DWR. Theant of revenue passed through to the DWR dealedise to the overall
reduction in the Utility's net short position off¢s/ additional revenues available to pass thrquglrided by the surcharges. Reven
collected on behalf of the DWR and the relatedscast not reflected in the financial statementshadJtility is a collection agent for
the DWR.

e The Utility's cost of electric energy increased $&dillion for the three months ended June 30, 2@80fpared to the same period in
2001, primarily due to a 2001 reduction in previgusccrued 1SO related purchased power costs, amdfset in 2001 against
previously expensed purchased power costs relatégttmarket value of terminated bilateral consact

e The Utility's cost of electric energy decreasedihy6 billion for the six months ended June 30, 2@@2npared to the same period in
the prior year, primarily due to a lower averagstad electric energy purchased, along with thet fijuarter 2002 net reversal of
previously expensed ISO electricity costs.

e The Utility's depreciation, amortization and decassioning increased $72 million and $126 milliom floe three and six months
ended June 30, 2002, compared to the same pen@ML, primarily due to the amortization of theereeduction bond regulatory
asset.

e PG&E NEG's net loss for the three and six montliedrdune 30, 2002, was $241 million and $204 millrespectively. Net income
decreased $312 million and $329 million for theethand six months ended June 30, 2002, respectoatypared to the same periods
in 2001. The 2002 results included a net lossHerdumulative effect of a change in accountinggipile of $61 million, impairments
and write-offs of long-term turbine prepayments agldted capitalized development costs of approtein&®265 million, and lower
gross margins and higher operating and maintenzosts due to the timing of major overhauls on gatireg facilities. In addition



higher depreciation expenses were incurred, dpéatts that were either acquired or began opemiin2001.

Dividends

On January 10, 2001, the Board of Directors of PG&#poration 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 Januar2QI8,, to shareholders of record as of
December 15, 2000. These defaulted dividends ve¢ee paid on March 2, 2001, in conjunction with tbBnancing of PG&E Corporation
obligations, discussed above under the Liquidity Bimancial Resources section. No dividends wectaded in 2001. The New Credit
Agreement described under "Liquidity and FinanBlakources" above prohibits PG&E Corporation fromlaténg or paying dividends until
the term loans have been repaid.

Utility
Overall Results

The Utility's income available for common stock v63 million for the three months ended June 8022 compared to $696 million for the
three months ended June 30, 2001. The decreast iimcome was primarily due to an increase in doerded cost of electric energy partially
offset by an increase in electric revenues. Alsardouting to the decrease in net income was arease in depreciation, amortization, and
decommissioning expenses.

The Utility's income available for common stock v#s053 million for the six months ended June 3W2 compared to a loss of $304
million for the six months ended June 30, 2001. ificeease in net income was primarily due to ameiase in electric revenues and a decr
in the cost of electric energy. Other factors dffecnet income between the periods were increiasegerating and maintenance,
depreciation, amortization, and decommissioning, iaterest expenses.

Electric Operations
Electric Revenue:

The following table shows the components of thditys electric revenue by customer class:

Three months ended Six months ended
June 30, June 30,
(in millions) 2002 2001 2002 2001
Residential $ 814 $ 738 $ 1,759 $ 1,542
Commercial 1,115 889 1,996 1,567
Industrial 370 333 627 631
Agricultural 155 134 221 180
Total electric revenue 2,454 2,094 4,603 3,920
Direct access credits (82) (32) (112) (354)
DWR pass-through revenue (363) (862) (743) (1,153
Miscellaneous 184 296 223 343
Total electric operating
revenues $ 2,193 $ 1,497 $ 3,971 $ 2,756

Electric revenues for the three months ended JOn2®2, increased by $696 million, or 46 perciom the three months ended June 30,
2001. Likewise, electric revenues for the six merghded June 30, 2002, increased by $1.2 billioA4@ercent, from the six months ended
June 30, 2001. The variances in electric revenuestmoth periods were significantly affected byrféactors.

First, the amount of CPUC-authorized generatioateel surcharges increased by $396 million and $&6®n for the three and six months
ended June 30, 2002, respectively, compared teaime periods in the prior year. The increases batteattributable to the fact that a tf-



cent surcharge, effective June 2001, was colleated the entire three and six months ended Jun2@®2, whereas it was only in effect for
one month during the three and six months ended 30n2001.

Second, conservation efforts by the Utility's casos in response to the California energy crisif] meather, and higher prices from the
three-cent surcharge implemented in June 2001 eedelectric sales volumes by 2.1 and 2.6 percerihéthree and six months ended June
30, 2002, respectively, compared to the same peiiothe prior year.

Third, the amount of pass-through revenues fortedéty procured by the DWR decreased by $499 orilland $410 million for the three and
six months ended June 30, 2002, respectively, cordga the same periods in the prior year. Revenalscted on behalf of the DWR and
the related costs are not reflected in the Utligbnsolidated Statements of Operations, as thigyldia collection agent for the DWR. See
"Electricity Purchases" under Note 2 of the Notethe Consolidated Financial Statements. DWR pgassigh revenues declined in 2002 in
comparison to 2001 due to the overall reductiothéUtility's net short position covered by the DWaRghtly offset by the additional
revenues available to pass through to the DWR gealby the generation-related surcharges. ThetyKilet short position has been reduced
in 2002 in comparison to 2001 due to (1) an in@eagpower supplied by Energy Service ProvidersAE8 direct access customers; (2) an
increase in the power purchased from QFs due tegiated payment terms through the Utility's bapkey proceeding; (3) an increase in
the amount of power supplied by the Utility's hydoilities and irrigation districts which were lewin 2001 due to abnormally dry
conditions; and (4) a decrease in overall conswmgty the Utility's customers.

Finally, there were $51 million more direct accesdits for the three months ended June 30, 2@0&mparison to the same period in 2001,
and $242 million less direct access credits forsikenonths ended June 30, 2002, in comparisonetaame period in 2001. In accordance
with CPUC regulations, the Utility provides an egecredit to those customers (known as direct accestomers) who have chosen to buy
their electric generation energy from an ESP, othan the Utility. (See discussion of Direct Acc&€ssdits in the "Regulatory Matters"
section of this MD&A.) The Utility bills direct aess customers based upon fully bundled rates (ggoer distribution, transmission, public
purpose programs, and a competition transitionggjaHowever, direct access customers receive amgeredit equal to the per kwh
average generation price multiplied by customergnasage for the period.

The increase in direct access credits for the thhreeths ended June 30, 2002, in comparison toaime period in the prior year was due to a
significant increase in the total GWh provided i@dt access customers by ESPs offset by a decdiretise average per kWh generation pr
During the three months ended June 30, 2002, ERR&Ipd approximately 2,322 GWh to the Utility'sedit access customers compared to
222 GWh provided in the three months ended Jun2@@.. Because of lower market prices for ele@riergy, the average, direct access
credit in the three months ended June 30, 2002$@&85 per kWh compared to an average credit df4f0per kWh for the three months
ended June 30, 2001.

The decrease in direct access credits for the sixins ended June 30, 2002, in comparison to the g@mod in the prior year, was due to an
increase in the total GWh provided to direct acaestomers by ESPs offset by a significant decraaee average per kWh generation pr
During the six months ended June 30, 2002, ESRsde approximately 3,805 GWh to the Utility's dit@ccess customers compared to
1,643 GWh provided in the six months ended Jun®301. Because of lower market prices for ele@riergy, the average direct access
credit issued in the six months ended June 30,,2082 $0.029 per kWh compared to an average aé&id.215 per kWh in the six months
ended June 30, 2001.

Cost of Electric Energy

The following table shows the components of thditys cost of electric energy:

Three months ended Six months ended
June 30, June 30,

(in millions) 2002 2001 2002 2001
Cost of electric energy purchased $ 481 $ 440 $ 886 $ 2
Fuel used in own-generation 24 11 48

Adjustment to purchased power accruals - (261) (595) (
Market value of terminated bilateral contracts - (552) - (
Total cost of electric energy $ 505 $ (362) % 339 $ 1
Average cost of electric energy purchased per kWh $ 0.077 $ 0.093 $ 0.073 $ 0

Total electric energy purchased (GWh) 6,232 4,720 12,116 11



The cost of electric energy for the three monttdedniune 30, 2002, increased by $867 million, agpeoed to the three months ended June
30, 2001. This increase was primarily due to am®uedtorded in the three months ended June 30, 2@1(1) reduced the Utility's
previously accrued ISO related purchased powesgcast (2) were recognized as an offset againstqualy expensed purchased power ¢
related to the market value of terminated bilatecaitracts.

The cost of electric energy for the six months ehilene 30, 2002, decreased by $1.6 billion, as eoadpto the six months ended June 30,
2001. The significant variance between the twoqakis attributable to several factors.

First, the Utility's average cost of electric enepgirchased per kWh decreased to $0.073 per kWitbgesix months ended June 30, 2002,
from $0.230 for the same period in 2001. The maw®fable price was primarily due to the stabilizatof the energy market in the second
half of 2001. Also reducing the average cost oftele energy in 2002 was the impact of the Utifityrchasing more electricity from QFs,
bilaterals and irrigation districts and less pusg®aof imbalance energy (energy obtained from thkaet) through the PX as these amounts
were purchased by the DWR.

Second, in March 2002, the CPUC approved a decaiopting a revenue requirement for the DWR foctelgty costs for the two-year
period ending December 31, 2002, and the FERC dptseprevious decisions requiring the DWR to paylS0 electricity costs previously
invoiced by the 1SO to the Utility. As a resulttbe FERC and CPUC decisions, the Utility recordedduction to cost of electric energy of
$595 million. See Note 2 of the Notes to the Cadsiéd Financial Statements for further discussibiihe FERC and CPUC decisions.

Finally, offsetting these impacts were amounts méed during the six months ended June 30, 2001 (thaeduced the Utility's previously
accrued ISO related purchased power costs, arah(@jfset against previously expensed purchase@powsts related to the market value of
terminated bilateral contracts.

Gas Operations
Gas Revenues

For the three and six months ended June 30, 2@82eyenues decreased by $291 million and $91®&millespectively, due to a lower
average price of gas, which was passed on to cessoamd refunded in gas revenues. The averagedilpdte of gas sold for the three and
six months ended June 30, 2002, was $9.14 and $erdhousand cubic feet (Mcf), respectively, coragddo $15.61 and $12.66 per Mcf for
the same periods in 2001, respectively.

Cost of Gas

For the three and six months ended June 30, 2B82/tility's cost of gas decreased by $231 milkma $832 million, respectively,
principally due to the decrease in the unit coglad to an average of $3.41 and $2.93 per Mcf duhia three and six months ended June 30,
2002, respectively, from $7.91 and $8.09 per Mcftfie same periods in 2001, respectively.

Other Operating Expenses
Operating and Maintenance

For the three months ended June 30, 2002, theydtibperating and maintenance expenses decregsf6bmillion compared to the same
period in the prior year. For the six months endiage 30, 2002, the Utility's operating and maimeraexpenses increased by $201 million
compared to the same period in the prior year pilyndue to increased spending in public purpossgmms and customer related costs of
$64 million, increased expense for environmentdl lagal related costs of $37 million, and increaaenhinistrative and general costs of $55
million. In addition, there was a general incremsmcurred costs for the six months ended Jun€302, compared to the same period in
2001 because of cash conservation efforts that inexffect in 2001.

Depreciation, Amortization, and Decommissionil

Depreciation, amortization, and decommissioningdased by $72 million and $126 million for the #hend six months ended June 30, 2!
respectively, from the same periods in 2001. Tleesiase was mainly due to amortization of the ratieiction bond regulatory asset, which
began in January 2002, and totaled $71 million&tiB million in the three and six months ended Bhe2002. The rate reduction bond
regulatory asset is discussed further in the ReégyldMatters section of this MD&A.

Interest Income

In accordance with the American Institute of CétifPublic Accountants’ SOP 90-7, the Utility hegarted reorganization interest income
separately on the Condensed Consolidated Statemie@fserations. Interest income decreased by $8®mand $15 million for the three
and six months ended June 30, 2002, respectivefgpared to the same periods in 2001. The decradsterest income in 2002 was due t



lower average interest rate and the liquidatiostafrtterm investments held by the Utility during the sionths ended June 30, 2002, in o
to make payments for settlement of certain oblayeticlassified as Liabilities Subject to Compromiee discussion of Liabilities Subject to
Compromise in Note 2 of the Notes to the Consatiddtinancial Statements.

Interest Expense

For the three and six months ended June 30, 2682/tility's interest expense increased by $26ioniland $88 million, respectively,
compared to the same period in 2001. The increasarsboth periods were due to the Utility's bankeyproceeding which has resulted in
higher negotiated interest rates and an increased df unpaid debts accruing interest beginnintpensecond quarter of 2001. See discussion
of interest rates in Note 2 of the Notes to thesodidated Financial Statements.

Reorganization Fees and Expenses

In accordance with SOP 90-7, the Utility has regdrteorganization fees and expenses separateheddansolidated Statements of
Operations. Such costs primarily include profesaidees for services in connection with the Chapfieproceedings totaling $18 million and
$34 million for the three and six months ended BMe2002.

PG&E NEG
Overall Results

PG&E NEG's net loss (after cumulative effect oharmge in accounting principle) was $241 million thee three months ended June 30, 2!
a decrease of $312 million from the three montltedrlune 30, 2001.

PG&E NEG's pre-tax operating income decreased $40idn mainly due to impairments and write-offslohg-term turbine pre-payments
and related capitalized development costs of apmprabely $265 million. Also contributing to the dex in pre-tax operating income were
lower gross margins principally related to opemaiacn New England and PG&E ET, higher operatiorsraaintenance costs and higher
depreciation due to the stamp-of new plants. Interest expense was higher piliyrdue to the PG&E NEG $1 billion Senior Notesialhwere
issued late in the second quarter of 2001.

The three and six months ended June 30, 2002 dedla net loss for the cumulative effect of a cleangaccounting principle of $61 million.
The cumulative effect was based on PG&E NEG's adiopis of April 1, 2002, of interpretations issusdthe Derivatives Implementation
Group (DIG), DIG C15 and DIG C16, reflecting ther#éo-market value of certain contracts that had preWolieen accounted for under-
accrual method as normal purchases and sales.

PG&E NEG's pre-tax operating income for the six therended June 30, 2002, compared to the samalpetioe prior year decreased $429
million mainly due to impairments and write-offslohg-term turbine prepayments and related capédldevelopment cost of approximately
$265 million. Also contributing to the decline ingptax operating income were lower gross margingcjpally related to operations in New
England and PG&E ET; higher operations and maimeaaosts and higher depreciation due to the gpadf new plants. Offsetting these
declines in pre-tax operating income was a dedfirelministrative and general costs primarily retbto lower employee related expenses in
the first quarter of 2002. Interest expense wakériglue to the PG&E NEG $1 billion Senior Notesahhivere issued late in the second
quarter of 2001.

Operating Revenues

PG&E NEG's operating revenues were $3.060 billiothe three months ended June 30, 2002, an incoé&387 million from the three
months ended June 30, 2001. This increase occimtéd Integrated Energy and Marketing Activitiegmsent with a slight decline in rever
from Interstate Pipeline Operations. PG&E NEG's l@kale energy trading revenues, included in theghasited Energy and Marketing
Activities segment, increased as a result of gkttidume increases compared to the prior yearlegetblume increases were somewhat o
by declines in commodity prices and continued casped spark spreads through the second quart@fdfséd compared to the same period
last year. Interstate Pipeline Operations operatnwgnues declined $10 million due to weak pridimgdamentals on gas transportation to the
California and Pacific Northwest gas markets coragdo the same period last year.

PG&E NEG's operating revenues were $5.408 billiothe six months ended June 30, 2002, a decredse5H1 billion from the six months
ended June 30, 2001. These declines occurred figiritathe Integrated Energy and Marketing Actiedisegment. The principal driver in this
decrease was in PG&E NEG's wholesale energy trdsismess, primarily due to a decline in commogiiges and significantly compressed
spark spreads in 2002 as compared to the samalpastoyear. Interstate Pipeline Operations opegatvenues declined $16 million due to
weak pricing fundamentals on gas transportatidheédCalifornia and Pacific Northwest gas marketsgared to the same period last year.

Operating Expenses

PG&E NEG's operating expenses were $3.340 billiothé three months ended June 30, 2002, an incoé&3d.2 million from the same
period in the prior year. These increases occupriedarily in the Integrated Energy and Marketingment. The cost of commodity sales



fuel increased $458 million in line with, but greathan, the increases in operating revenues witt@nwholesale energy trading business
discussed above. During the second quarter of Z0B&E NEG recognized an impairment charge of apprately $265 million of
previously capitalized turbine prepayments andieel@apitalized development costs. In additionyajens, maintenance and management
costs increased $20 million in the second quaift@062 as compared to the same period last yeacipslly due to the operations of new
plants coming on line. In addition, depreciationl @amortization costs increased $4 million in theqekalso mainly due to the new plants
coming on line. Offsetting these increases in apegaosts was a decline in other operating expense

PG&E NEG's operating expenses were $5.627 billohé six months ended June 30, 2002, a decre&ke1#2 billion from the same peri

in the prior year. These declines occurred primanilthe Integrated Energy and Marketing segmehé dost of commodity sales and fuel
declined $1.389 billion in line with the declinesaperating revenues within the wholesale eneyitig business. Included in operating
expenses is approximately $265 million of impairinemarges related to previously capitalized turlgrepayments and related capitalized
development cost. In addition, operations, maimeraand management costs increased $35 milliaA0d2 as compared to the same period
last year principally due to the operations of m@ants coming on line. In addition, depreciation amortization costs increased $14 million
in the period also mainly due to new plants contindine. Offsetting these increases in operatirgixwas a decline in administrative and
general operating costs principally associated leitker employee related expense in the first quaft@002 and reduced other operating
expenses in the second quarter of 2002.

REGULATORY MATTERS

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

Utility

The Utility is the only subsidiary with significartégulatory proceedings or issues at this time. Otilgy's significant regulatory proceedings
and issues are discussed below. Regulatory praugedssociated with electric industry restructudangdiscussed further in Note 2 of the
Notes to the Consolidated Financial Stateme

DWR Rate Agreement and Revenue Requirement

In January 2001, the California Legislature and@oeernor of California authorized the DWR to beginmchasing wholesale electric energy
on behalf of the Utility's retail customers. On Redry 1, 2001, the Governor signed into law CatifarAB 1X authorizing the DWR to
purchase power to meet the Utility's net open posithe amount of power needed by retail elecustomers that cannot be met by utility-
owned generation or power under contract to thktyJtiThe DWR initially purchased energy on thesmarket until it was able to enter into
contracts for the supply of electricity.

On February 21, 2002, the CPUC approved a dec#siopting rates for the DWR that will allow the DV¥rcollect power charges and
financing charges from ratepayers to recover ttgelsllion in funds needed by the DWR to procurectleity for the California investor-
owned utilities (IOUs) for the two-year period emgliDecember 31, 2002. These funds needed by the @WWBe financed partially through
a DWR bond issuance (see "DWR Bond Charges Allondiroceeding" below) and partially through the D¥/Rtal statewide revenue
requirement that is allocated among the Utility aitter California IOUs. Accordingly, the CPUC edisiied a total statewide revenue
requirement for power charges of the DWR for the-fwear period ending December 31, 2002, of $9lbibnd allocated $4.5 billion to the
Utility's customers. The February 21, 2002, CPU@ronoted that the DWR had been found by the FERgetresponsible for ISO imbalar
energy purchases for 2001, and authorized the Dd\®Itect revenues from the Utility's customerdisignt to reimburse the DWR for these
costs. On March 21, 2002, the CPUC modified itsriaty 21, 2002, revenue requirement decision, tffely lowering the amount allocated
to the Utility's customers to $4.4 billion (approdtely $0.092 per kwWh) for the two-year period egddecember 31, 2002. Based on the
March 21, 2002, CPUC decision, the Utility estinsateat its total DWR revenue requirement allocafa002 is $1.8 billion.

On May 10, 2002, the Sacramento Superior Courdriiiat the DWR must hold a public hearing beforearining that its power purchases
are "just and reasonable" under the law that gaaethority to buy electricity. The court also miénat the result is subject to judicial review,
and that the hearings must occur before the CPUWérado add the DWR's power expenses to rates. Waywhe court stated that the reve
requirements covering the DWR's power costs forl22002 approved by the CPUC would not be revokeutlipgg completion of required
public proceedings.

The February 21, 2002, DWR revenue requiremensietias modified by the March 21, 2002, decisiequires the DWR to submit true-
ups of differences between forecasted and acttalabmtained in its 2001-2002 revenue requiremdrenat submits its 2003 revenue
requirement. On June 14, 2002, the DWR releasgmdtsosed 2003 revenue requirement. The proposedue requirement will allow the
DWR to collect power charges and bond charges fatepayers to recover the estimated $5.5 billioreienues needed by the DWR to
procure electricity for the California IO0Us in 2008 addition to its proposed 2003 revenue requingtithe DWR requested an increase in its
revenue requirement for the period from Januan209]1, through December 31, 2002, to $9.1 billeslight increase from the $9.0 billion
originally forecast. This revenue requirement m@feactual costs through April 2002, and projectests for the remainder of 2002.

The DWR identified a number of uncertainties thatymequire material changes to its 2003 revenuginegent. These uncertainties include
assumptions regarding direct access participaiti®mnole in the procurement of the California 10kkt short (including residual net sho



developments with its bond financing, and poterdienges in California's electricity market degigoposed by the 1SO.
DWR Bond Charges Allocation Proceeding

The February 21, 2002, rate agreement decisiorigedvior future recovery by the DWR of just andse@able bond-related costs. The
decision deferred the allocation among servicétoeres or customer classes to future CPUC decssi@m June 6, 2002, a CPUC
Commissioner issued a ruling scheduling a procegdirdetermine how the DWR will recover bond-redatests through bond charges
imposed on the California IOUs' customers. Basetheranticipated bond sale schedule, the collectfdhe bond charges must commence
before January 1, 2003. The proceeding will comdite amount of bond charges, how the bond chavgelse allocated among the service
territories and/or customer classes of the |OUs, dasign and other issues necessary to levy buanrgies in an amount sufficient to provide
for the timely repayment of the DWR's bond-relatedts. The ruling stated that the bond charge woelinposed based on the aggregate
amount of electric power sold to customers in BE/$' service territories, regardless of whethepidweer is sold by the DWR, the IOUs, or
ESPs. Hearings began July 30, 2002, and a findideds expected to be issued in mid-October 2002.

On June 14, 2002, the DWR notified the CPUC opitgected $840 million in bond related charges2@®3. Bond related charges include
debt service, credit enhancement and liquiditylifaes charges, and costs relating to other finalnicistruments and servicing arrangements
entered into in connection with the bonds.

Retained Generation Revenue Requirement

On April 4, 2002, the CPUC issued a decision egsthinlg the Utility's utility retained generation R&) revenue requirement for 2002. The
decision adopted a cost-based 2002 generationuevenuirement for the Utility of $2.9 billion st to adjustment to reflect actual
recorded regulatory costs (based on recorded Deme®ih 2000, net regulatory value). In accordanitie the decision, on April 24, 2002, t
Utility filed an advice letter with the CPUC updadithe adopted revenue requirement to reflect ¢heagulatory value of generation assets as
of December 31, 2000. The CPUC approved the adivitar, effective June 3, 2002. As a result of tipslate, the Utility's 2002 generation
revenue requirement increased by $106 million, timtal of $3 billion.

The April 4, 2002, decision allows the Utility teaover reasonable costs for retained generatiamried in 2002, subject to reasonableness
review in the Utility's 2003 General Rate Case (GR@ceeding. The decision does not change rd&atrec rates and the Utility does not
expect it to have a current earnings impact. lstdee decision defers consideration of future ca@nges until such time as the CPUC
addresses the status of the retail rate freezeCPC also noted in its decision that recovenhefWtility's past unrecovered generation-
related costs will not be addressed in this ph&deeorate stabilization proceeding. In additidre April 4, 2002, decision stated that the
Utility's 2003 URG revenue requirement will be ciolesed in the Utility's 2003 GRC proceeding. Onel@n2002, the Utility filed additional
testimony requesting the CPUC to authorize a $8i8rb2003 revenue requirement for its generatiaisiness. (See "2003 GRC" below.)

Divestiture of Retained Generation Facilities

In response to the energy crisis, in January 20@l1California Legislature passed AB 6X, which adeshPublic Utilities Code (PUC)
Section 377 to prohibit utilities from divestingethretained generating plants before January 06 28B 6X did not amend PUC Section 3
which requires the CPUC to market value the gemgratssets of each utility by no later than Decen®ie 2001, based on appraisal, sale, or
other divestiture. However, on December 21, 2002P&IC Commissioner issued a ruling requesting contsnen the impact of AB 6X on

the valuation obligation and indicating that in b@inion AB 6X supersedes PUC Section 367 to delejerequirement of market valuation
for utility generation assets. On January 15, 2802 Utility filed comments reiterating the reaseositained in previous pleadings as to why
the enactment of AB 6X did not supersede or refieaCPUC's statutory obligation to market valuelitiéty's generation assets by
December 31, 2001. The CPUC has not yet issuedisiale on this matter.

On January 17, 2002, the Utility filed an admirasiire claim with the State of California Victim Cpensation and Government Claims Bc
(Board) alleging that the January 2001 enactmeAB6X violates the Utility's contractual rightsder AB 1890. The Utility's claim seeks
compensation for the denial of the Utility's rigbtat least $4.1 billion market value of its retdrgenerating facilities in FERC-regulated
interstate power markets. On March 7, 2002, the®&mmally denied the Utility's claim. The Utilityas six months from the date of the
denial to file suit on this claim in the CaliforrBuperior Court.

The Utility cannot predict what the outcome of arfifhese proceedings will be or whether they walt& a material adverse effect on its
results of operations or financial condition.

Direct Access Suspension OIR

Until September 20, 2001, California's restructuzksttricity market gave customers the option dissuibing either to "bundled service" fr
the Utility or "direct access" service from an E€Rstomers receiving bundled services receiveildigion, transmission, and generation
services from the Utility. Direct access custonrecive distribution and transmission service ftbmUtility, but purchase electricity
(generation) from their ESP. On September 20, 20@1LCPUC, pursuant to AB 1X, suspended the ri§etail end-use customers to acquire
direct access service, thereby preventing additicunstomers from entering into contracts to purehglsctricity from ESPs. The decision did
not address agreements entered into before Sept@®p2001, including renewals of such contractagreements, and stated that such is
would be addressed in a subsequent deci



In the subsequent decision issued on March 21,,2062CPUC decided to allow all customers with cigccess contracts entered into on or
before September 20, 2001, to remain on directsac¢dowever, the CPUC proposed to assess an exibif@on-bypassable charge, on those
direct access customers to avoid a shift of costs flirect access customers to bundled servicemess. On March 29, 2002, an
administrative law judge (ALJ) issued a ruling fimgl that, in addition to the DWR's costs, the Wtifi energy procurement and generation
costs would be considered in determining the edsf

On June 6, 2002, the Utility filed testimony projpgsthat two non-bypassable charges (NBCs) be iegbos certain customers to recover an
estimated $346 million in ongoing portfolio cosfslre DWR and $409 million in ongoing Competitiorefisition Charges (ongoing CTC).
Both NBCs would be adjusted annually and beginasmudry 1, 2003. First, a DWR NBC would be imposediivect access and departing
load customers to ensure that bundled service mgstoare indifferent to the level of direct acqeasicipation after July 1, 2001. The

Utility's illustrative estimate of this charge 2003 is 3.277 cents per kWh in 2003, declining.8¥& cents per kwh by 2007. The Utility
proposed that the actual 2003 DWR NBC be set ir@@3 DWR Annual Revenue Requirement Proceeding.Utiity proposed to collect
this NBC and pass it through directly to the DWR.

Second, an ongoing CTC NBC would be imposed oaustomers to recover the uneconomic costs assdaidtie QF and other power
purchase agreement contracts entered into befarerilger 20, 1995, and employee transition costsUkitiey estimated this charge to be a
half-cent per kWh and proposed that the rate fisrMBC be established in this proceeding.

Finally, the Utility proposed that larger electcigstomers be allowed to return to bundled sentiemg time. However, once returned, these
customers would remain on bundled service for amim of one year. These customers comprise appaigign95 percent of current direct

access load. These larger customers would be ptateadransitional tariff for one year. Under themsitional tariff, the customer would pay

the higher of the generation charge applicableutadled service customers or the charge for eneaggdon the spot market price. Rules for
smaller customers would need to be revisited iretrent they come to represent a significant poriodirect access load in the future.

The Utility cannot predict what the outcome of ariyhese proceedings will be or whether they walv@ a material adverse effect on its
results of operations or financial condition.

Hearings on this matter ended in July 2002. Thearae of this proceeding will not be known until BBUC issues its decision, expected
later this year.

Direct Access Credits

When the direct access credit was established;tdiczess customers paid the full bundled ratedessdit based on the Schedule PX price.
Under this methodology, when the Schedule PX priceeded the bundled rates, the direct accessweisteceived a bill credit. As a result,
during the energy crisis, direct access customdraat contribute to the Utility's transition castcovery nor did they pay for transmission
distribution services. Under the interim directesx credit methodology in place since the PX ceapedhtions in January 2001, the Utility
has calculated the Schedule PX price using an atiof its cost of service for its retained genieraaind the Utility's generation component
of the frozen rate for energy provided by the DVi&ditionally, direct access customers pay the cer@-surcharge but are exempt from the
three-cent surcharge.

On May 31, 2002, the Utility filed its proposal fealculating the post-PX direct access creditwhaild continue allowing direct access
customers to receive a credit for generation-rdlatests avoided as a result of their ggticurement. Specifically, the Utility proposestttie
credit be based on avoided procurement costs. Tiligy groposes to use the Dow Jones Daily Index asoxy for the short-term market
price paid by the DWR. On a going forward basis, ¢redit would be limited to the generation chargmponent of the Utility's total bundled
rate, including surcharges, less any non-bypasshtaet access charges. Consequently, direct acasssmers would pay at least the same
nonprocurement charges that are applicable to buralstbmers. This prospective methodology for catoudathe direct access credit wot
end when the CPUC ends the rate freeze and esimbliates to recover specific revenue requirements.

The Utility proposes to adjust the direct accesslitiretroactively to December 28, 2000, usingDio&v Jones Index after January 18, 2001.
The Utility proposes to limit the amount of the diteat the price cap established by the FERC.

Generation Procurement OIR

Under AB 1X, the DWR is prohibited from enteringdmew power purchase contracts and from purchgsiager on the spot market after
January 1, 2003. Under current FERC tariffs, ineottd purchase power through the 1SO, the IOUs mmesit the 1ISO's creditworthiness
standards for third party transactions, which regjthat the I0Us have an investment grade cretitity@r meet certain collateral or
prepayment requirements. The CPUC has initiatesbeeeding which is expected to result in decisiartbe second half of 2002 which will
address the regulatory obligations and standardsrumhich the IOUs may be required to resume peroent for the net open after Janua
2003, including whether the I0Us can be requireprazure power even if they are not investment gréue allocation of power and
operating responsibility for DWR's existing powentracts among the 10Us; and the reasonablenassastis applicable to the IOUs
procurement. In addition, it is possible that tHeUT may seek to compel each IOU to accept assignofidgeggal and financial responsibility
for existing DWR power contracts once the IOU'sstynent grade credit rating is restored. The Wtilglieves any such compelled
assignment of the DWR contracts would be unlavéat] intends to challenge vigorously any such attdapphe CPUC. If an IOU is unable
to achieve investment grade credit ratings, the Ky be required to post significant collaterah@ke significant cash prepayments to meet
its net open position. It is possible that theitjtilvill be required to post collateral or make pagments in order to resume procuremen



the net open prior to regaining its investment grekdit rating, and procurement under such canditcould materially affect the Utility's
earnings and the amount of cash projected to bi&abimto pay creditors' bankruptcy claims under tthility Plan or the Alternative Plan.

On May 1, 2002, the Utility filed testimony propogia framework for generation procurement for 2808 beyond. While the Utility's
customer demand forecast indicates the need fatautinl dispatchable capacity during the peak $iotithe day, the Utility indicated that it
cannot provide a definitive procurement plan arrédast of its net open position until the DWR'stcactual commitments to purchase power
are allocated operationally to the IOUs and a bidtaxit fee as well as conditions for customegimn to bundled service are established.
Utility's filing was made subject to any limitati@mvhich might exist by virtue of its Chapter 11 wekin-possession status.

The Utility also stated that as to any power preowent by the Utility, the CPUC must adopt prospecsitandards that would be used to
determine whether a reasonableness review is resge§inly deviations from the approved purchasgsocurement methodologies outlined
in the procurement plan would be subject to redslemass review. The Utility also proposed a ratdngaknechanism that provides for
monthly rate changes in response to changing peavemt costs.

On May 15, 2002, the CPUC issued a ruling directirggCalifornia IOUs to file supplemental testimamy Southern California Edison's
(SCE's) May 6, 2002, motion requesting the CPUGeism interim decision approving contracts to pasehelectricity for 2003 and beyond.
In supplemental testimony filed on May 24, 2002, tthility indicated that SCE's request to enteo idispatchable capacity contracts through
the DWR was worth exploring as an option for eacthe IOUs, provided that other conditions are méese conditions include having the
DWR serve as the initial contract counterpartylthg I0Us achieve investment grade status angrmpt recovery of the contract costs
without after-the-fact reasonableness reviews.

On May 31, 2002, the Utility filed additional supptental testimony further clarifying that the Wyilivould be willing to enter into capacity
contracts, if:

o all three California IOUs received authorizatioritet same time;
o the Utility receives approval from the Bankruptcguet for its resumption of procurement;

o while the DWR is the buyer under the contractsldhné IOUs achieve investment grade credit stahese costs must be
recovered through the DWR's revenue requirement; an

o the Utility receives authorization to engage in gadging transactions.

On July 19, 2002, and July 26, 2002, the Utilitgdicomments regarding the allocation of DWR caritpmwer. The Utility stated that power
should be allocated on a prorata basis to all ousts of the IOUs, consistent with the genesis aiginal purpose for DWR's contracting
activities.

The Utility cannot predict what the outcome of thisceeding will be or whether it will have a mé&éeadverse effect on its results of
operations or financial condition.

One-Cent and Three-Cent Surcharge Revenues

On January 4, 2001, the CPUC allowed the Utilitgstablish an interim energy procurement surchef§®.010 per kWh, to remain in effect
for 90 days from the effective date of the decision March 27, 2001, the CPUC authorized the Ytiitadd an average of $0.030 per kwWh
surcharge to its current rates and made the Ja®0aB¢0 per kWh surcharge permanent. The Marc2@71, order directed the Utility to
apply these new rates solely to power costs induafeer the decision date and to reflect the newtsarges in customers' bills beginning in
June 2001. For each month that the revenues frerautcharge exceed procurement costs, the Utigrds a reserve for such excess. At
June 30, 2002, the total amount of the reserveappsoximately $75 million.

In May 2001, the CPUC authorized an "incrementateay average surcharge of $0.52 per kWh" for a @é@timperiod beginning June 1,
2001, to recover revenues not collected betweertiviar, 2001, when the three-cent surcharge wasepprand June 1, 2001, when the
Utility began collecting the three-cent surcharfjeis "half-cent surcharge" had been projected tbMay 31, 2002.

In an advice letter dated April 15, 2002, the lttifiroposed to eliminate the half-cent surchargacicordance with the May 2001 decision,
and to calculate new surcharges for each rate astdbg reducing each surcharge on an equal pegebtsis. On June 6, 2002, the CPUC
instead issued a resolution that the Utility andESBould continue collecting the half-cent surckargtil a later unspecified date. The CPUC
ordered the Utility to record the surcharge in lbang account beginning June 1, 2002, until frrttonsideration by the CPUC. The Utility
has recorded a reserve for the surcharge of appedgly $34 million at June 30, 2002. The Utilityliveontinue to reserve for these surcha
until further CPUC action.

On July 1, 2002, a CPUC Commissioner issued aguaeking comments on whether the restrictiongppiyang the one-cent and three-cent
surcharge revenues to "ongoing procurement caats,"future power purchases" should be modifiealltaw the surcharge amount to be
applied to improve the financial health of the It}til The ruling suggests that one potentially jaistl reasonable use of surcharge reve



would be any purpose necessary to restore finaheith to the Utility. The Utility has filed commis in support of this suggestion.
However, other parties have filed comments argtliagy under applicable California law the surchamges not be used in this fashion and
requesting that the CPUC reduce the Utility's tetigictric rates, terminate the surcharges, or ghdhne application of the surcharge revenues
in a manner which would reduce the Utility's headnarevenues. It is possible that at some future ttet CPUC may change the surcharges
or the application of the surcharges, either protpely or retroactively, and any such change canéterially affect the Utility's earnings. T
CPUC has not set a schedule for deciding thesesssaimd the Utility cannot predict the outcomeheke matters.

1999 General Rate Case

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 distitbuoperations. Base revenues, which include n@i+felated operating and maintenance
costs, depreciation, taxes, and a return on ingespital, currently are authorized by the CPUGRC proceedings.

The 1999 GRC Decision, issued on February 17, 20@®&red the CPUC's Energy Division to contrachwitconsultant to assess the
contribution of the Utility's 1999 electric and gdistribution capital additions to system relialyilicapacity, and adequacy of service. The
CPUC's consultants began the engineering audielimrary 2002 and are expected to issue a drafttrepar before October 1, 2002. This
report may recommend adjustments to the Utilitissrithution rate base.

The CPUC issued a rehearing decision in Octobet #0#t, among other matters, orders the recorderl®99 GRC to be reopened to receive
evidence of the actual level of 1998 electric distion capital spending in relation to the fore¢aased to determine 1999 rates. This could
possibly result in an adjustment of the adoptedBl&pital spending forecast level to conform to1B88-recorded level.

On November 15, 2001, the Utility filed a petitifor a review of the October 2001 rehearing decisiith the California Court of Appeal, as
well as an application for rehearing decision wvtite CPUC. On January 9, 2002, the CPUC denied titiey'd application for rehearing of tl
rehearing decision. The Court of Appeal summardygidd the Utility's petition for rehearing on Mag, 2002.

Following the 1998 capital spending rehearing asblution of all other outstanding matters, a fieglult of operations analysis will be
performed, and a final revenue requirement wiltdbeermined. The rehearing decision apparently dgdhat the revised revenue requirement
would be made retroactive to January 1, 1999. Ttilgyloes not expect a material impact on itsafigial position or results of operations
from the remaining proceedings.

2003 GRC

On April 15, 2002, the Utility tendered its NotioéIntent (NOI) to file its 2003 GRC applicatioifh'e NOI was submitted pursuant to the
Utility's proposal, accepted by the CPUC, to resdhe CPUC's order to show cause issued on Decertib8001, relating to the Utility's
failure to submit a NOI by November 14, 2001. Parguo the accepted proposal, the Utility paid kuntary fine of $48,000.

In the 2003 GRC, the CPUC will determine the amadrtuthorized base revenues to be collected faiapayers to recover the Utility's
basic business and operational costs for its ga®kctric distribution operations for the perid@D3 through 2005. These revenue
requirements are determined based on a forecaststf for 2003 (the "test year"). The NOI indicdtes the Utility's GRC application will
request an increase in electric and gas distribugenue requirements of $407 million and $7 liamillrespectively, over the current
authorized amounts to maintain current servicel$eteeexisting customers, and to adjust for wageksiaflation. The Utility also has indicat
that it will seek an attrition rate adjustment (ARiAcrease for 2004 and 2005. The ARA mechanisdessgned to avoid a reduction in
earnings in years between GRCs to reflect increiasede base and expenses.

The Utility's requested 2003 electric distributi@venue requirement increase would not increaset\mindled electric rates over their
current authorized level. The Utility is seekingiacrease in a typical residential customer's tgéal bill of approximately 2.6 percent or $(
per month.

On June 3, 2002, the Utility submitted additiorgtimony, as directed by the CPUC in its 2002 URG&geding, addressing the costs of
operating the Utility's generation facilities amdated costs. The Utility requested an increassppfoximately $301 million or 10 percent o
the interim 2002 URG revenue requirement authorigethe CPUC. The revenue requirement increasétsdsom reflecting the Utility's
estimated market valuation of $4.6 billion foriitsn-nuclear generation assets, and results innth@®the Utility's rate freeze as of August 1,
1999. (See "Divestiture of Retained GenerationlFigs" above for a related discussion of the ttii market valuation claim.)

After addressing any deficiencies that may be ifiedtand after acceptance for filing by the Ex@oeiDirector of the CPUC, the Utility must
wait 60 days to file the actual GRC applicationhattie CPUC. Hearings will then be held and a decigsued setting the 2003 revenue
requirement and addressing other issues. On Ju8, the CPUC issued a decision, adopting a@fd#ving the Utility's 2003 GRC
processed by June 1, 2003. The decision does aciuple the Utility from requesting an interim rélieechanism for its 2003 GRC. The
Utility intends to request that any revenue requigat change be effective January 1, 2003.

The Utility cannot predict what amount of revenagquirements, if any, the CPUC will authorize foe 2003 through 2005 period, nor when
such decision will be mad



2002 ARA Request

In light of the postponement of a 2002 GRC, on Nwoler 9, 2001, the Utility informed the CPUC ofritsed for a 2002 Attrition Revenue
Adjustment (ARA) to allow for recovery of escalainosts of providing electric and gas distributs@nvices. On January 17, 2002, the Ut
requested an interim decision to ensure that wieat&RA adjustment was ultimately approved woulceHective as early in 2002 as possi

On April 22, 2002, the CPUC issued a decision atghig the Utility's request for interim relief. €decision sets the effective date of inte
relief at either the effective date of the intedecision, or such later date as may be determipedebCPUC. The decision provides the
Utility the opportunity to present arguments regragdvhich interim relief date should be adopted whesubmits substantive arguments for
adoption to its 2002 ARA request. On June 11, 2@82 Utility filed its 2002 ARA application. In itgpplication, the Utility requests an
increase of $76.7 million to its electric distritmut revenue requirement, and an increase of $18ldmrto its gas distribution revenue
requirement. A prehearing conference will be helddogust 26, 2002, and a final decision is not exge before the last quarter of 2002.

FERC Prospective Price Mitigation Relief

The FERC issued a series of significant orderhénspring and summer of 2001 that prescribed potiseprice mitigation relief for the
extreme wholesale energy prices which were in exidén 2000 and 2001. On April 26, 2001, the FEBSiéd an order that prescribed price
mitigation for those hours in which the ISO dectham emergency. The order also imposed a requireimaineffectively all generators in
California offer available generation for salelie 1SO's real-time energy market during all howhile the Utility recognized the importance
of the FERC's action, it sought rehearing of theil&6, 2001, order on the premise that the prigégation methodology could be made m
comprehensive, both in terms of the hours in witieves to be applied and the types of transactibasit covered. The Utility also has sou
rehearing of the FERC orders on price mitigatiorgomunds that recent disclosure of Enron tradingtesgies and similar activities by others
should be considered by the FERC to increase tlmianof refunds owed or the time period for whiefunds are due.

In July 2002, the FERC modified the maximum mainete methodology for spot market sales in all kduwm a variable formula based cap
to a fixed price cap of $91.87 per megawatt-houW([\M. This market clearing price limit and other REBrdered mitigation measures are
scheduled to expire on September 30, 2002.

On July 17, 2002, the FERC further ordered prospegrice mitigation for the wholesale spot markbét®ughout both California and the
Western Electricity Coordinating Council (WECC, fearly known as Western Systems Coordinating Coutiwlt established the current
mitigation methodology going forward. Featuresto$ tturrent methodology, effective October 1, 2062lude:

1. abid cap of $250 per MWh;

2. the reaffirmation of FERC's requirement that effesly all generators in California offer availalyeneration for sale to the 1SO's real-
time energy market; and

3. adoption of the ISO's Automatic Mitigation Proaess (AMP) using conduct, price and impact screleaswill, when triggered,
reduce bids to a reference price for each generatalifornia to be determined by an independeganization. The AMP will apply
only to bids above the cap of $91.87 per MWh.

The FERC also directed the ISO to use ReliabiliysRun (RMR) units to alleviate intra-zonal contges and then apply AMP procedures
if local market power still exists. The FERC alsdered the 1SO to file its integrated day-aheadketgoroposal, ancillary service reforms,
and hour-ahead and rehe reforms by October 21, 2002, for implementatiy January 1, 2003. The FERC also placed a Indt&30 pe
MWh on negative decremental bids.

In June and July 2001, the FERC's chief ALJ coretlisettlement negotiatioasnong power sellers, the State of California, dedGalifornie
investor-owned utilities in an attempt to resolgpdtes regarding past power sales. The negotgt@hnot result in a settlement, but the
judge recommended that the FERC conduct furtheingsato determine possible refunds and what thveepsellers and buyers are e:

owed. These hearings, in which the State of Califois seeking up to $8.9 billion in refunds foeetticity overcharges on behalf of buyers
included in investor-owned utilities, are currergbheduled to start in August 2002. The Utility sloet believe these matters will be resolved
until late 2002 or early 2003, nor can it predittather a refund will be ordered or the amount thiktyJmight receive. In connection with tt
proceeding, on August 17, 2001, the 1ISO submittgd thdicating that a PG&E NEG affiliate, PG&E EgeiradingPower, L.P. (ET Powe
may be required to refund approximately $26 milliblowever, the FERC has indicated that unpaid artsommwed by the ISO and the PX n

be used as offsets to any refund obligations. Riatesffsets would significantly reduce any potahtiefund required to be made by ET Poy
Finalization of any refunds and offsets are suliiethe ongoing FERC proceeding.

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 adopteédrmeon common equity (ROE) has been
11.22 percent on electric and gas distribution afp@ns, resulting in an authorized 9.12 percentalleate of return (ROR). The Utility's
earlier adopted ROE was 10.6 percent. In May 20@0Utility filed an application with the CPUC tatablish its authorized ROR for electric
and gas distribution operations for 2001. The appilbn requests a ROE of 12.4 percent and an ®\R@R of 9.75 percent. If granted, the
requested ROR would increase 2001 electric andlig&gbution revenues by approximately $72 milleamd $23 million, respectively. The
application also requests authority to implemenfanual Cost of Capital Adjustment Mechanism fo02@hrough 2006 that would replace
the annual cost of capital proceedings. The prapas@stment mechanism would modify the Utilityéstcof capital based on changes ir



interest rate index. The Utility also proposes w@intain its currently authorized capital structafel6.2 percent long-term debt, 5.8 percent
preferred stock, and 48 percent common equity. &mdi 2001, the CPUC issued a proposed decisiommending no change to the current
11.22 percent ROE for test year 2001. A final CRIéCision is pending.

On May 8, 2002, the Utility filed an applicationttvithe CPUC to establish its authorized ROR foctele and gas distribution operations for
2003. The application requests a ROE of 12.5 peaaeh 12.25 percent for electric and gas distrisutiperations, respectively. The
application also requests an authorized ROR of PeB8ent and 9.76 percent for electric and gasiliigion operations, respectively. If
granted, the requested ROR would increase 200&ielaad gas distribution revenues by approxima$dl§1.2 million and $22.3 million,
respectively. Hearings are set for mid-August 2002.

FERC Transmission Rate Cases

Electric transmission revenues and both wholegaderatail transmission rates are subject to authtian 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, througtaiM31, 1999. During this period, somewhat hightes&ave been collected, subject to
refund. A FERC order approving this settlemeniisested by the end of 2002. The Utility has accr&2@ million for potential refunds
related to the 14-month period ended May 31, 1999.

In July 2001, the FERC approved a settlement thahijts the Utility to collect $262 million annual{pet of the 2002 Transmission Revenue
Balancing Account) in electric transmission rategibning on May 6, 2001. The level of transmisgates relative to previous time period:
due to unusually large balances paid to the Utiitythe ISO for congestion management charges tiraat stansmissiomelated services bille
by the ISO that are booked in the Transmission Rexd3alancing Account. These balances paid by3fedre offset against the Utility's
transmission revenue requirement. The Utility doatsexpect the outcome of these settlements to hawaterial adverse effect on its results
of operations or financial condition.

In March 2001, the Utility filed at the FERC to mease its power and transmission-related rategetdo the Western Area Power
Administration (WAPA). The majority of the requedtecrease is related to passing through markeepgwices billed to the Utility by the
ISO and others for services, which apply to WAPAlema pre-existing contract between the Utility S®dPA. On September 21, 2001, the
FERC ALJ issued an Initial Decision denying thelitytithe ability to increase the rates as requestedOctober 24, 2001, the FERC
confirmed the ALJ's Initial Decision in its entiyjefThe FERC denied the Utility's November 21, 20@huest for rehearing, and that decision
has been appealed to the U.S. Court of AppealthéobD.C. Circuit. Pending a decision from the Countil December 31, 2004, the date the
WAPA contract expires, WAPA's rates will contineelte calculated on a yearly basis pursuant todhmaila specified in WAPA's contract.
Any revenue shortfall or benefit resulting fromsticontract is included in rates through the entth@fcontract period as a purchased power
cost. The difference between the Utility's costieet its obligations to WAPA and revenues it reegifrom WAPA cannot be accurately
estimated since both the purchase price and therinod energy that WAPA will need from the Utilithrough the end of the contract are
uncertain.

Scheduling Coordinator Costs

In connection with electric industry restructurittige ISO was established to provide operationalrobover most of the state's electric
transmission facilities and to provide comparalgeroaccess for electric transmission service. Tiil#gyserves as the scheduling coordinator
to schedule transmission with the 1SO to facilitaw@tinuing service under existing wholesale trassian contracts that the Utility entered
into before the ISO was established. The 1SO tiksUtility for providing certain services assoe@tvith these contracts. These ISO charges
are referred to as the "scheduling coordinator (@8})s."

As part of the Utility's Transmission Owner ratsediled at the FERC, the Utility established thhanEmission Revenue Balancing Account
(TRBA) to record these SC costs in order to rectlvese costs through transmission rates. Cermsnission-related revenues collected by
the 1SO and paid to the Utility are also recordethe TRBA. Through June 30, 2002, the Utility madorded approximately $102 million of
these SC costs in the TRBA. The Utility has alspdted approximately $27 million of these costmasrrectly billed by the 1ISO. Any
refunds that ultimately may be made by the 1SO wdnd credited to the TRBA.

In September 1999, an ALJ of the FERC issued agsegbdecision denying recovery of these SC cosits fetail and new wholesale
customers in the TRBA. The ALJ indicated that thiity should try to recover these costs from erigtwholesale customers. The proposed
decision is subject to change by the FERC in italfdecision. The FERC is expected to issue a flnaision in 2002. In January 2000, the
FERC accepted a proposal by the Utility to estaltlie Scheduling Coordinator Services (SCS) Tartie SCS Tariff would serve as a back-
up mechanism for recovery of the SC costs fromtiexjsvholesale customers if the FERC ultimatelyides that these costs may not be
recovered in the TRBA. The FERC also conditiongliginted the Utility's request that the SCS Tariffeffective retroactive to March 31,
1998. However, the FERC suspended the proceduratiste until the final decision is issued regardhmginclusion of SC costs in the
TRBA. The Utility has accrued a $64 million resemesonnection with the potential unrecoverabletgos

The Utility does not expect the outcome of thisgaeding to have a material adverse effect on $iglt®of operations or financial condition.

Gas Accord Il Application



Under a ratemaking pact called the Gas Accord,emphted in March 1998, the Utility's gas transmissind storage services were separ
or unbundled from its distribution services, anel thrms of service and rate structure for gas p@mastion were changed. The Gas Accord
also allows core customers to purchase gas fronpebny suppliers, establishes an incentive mechanisereby the Utility recovers its core
procurement costs, and establishes gas transmisdesthrough 2002 and gas storage rates throagbh\V2003. On October 9, 2001, the
Utility filed an application with the CPUC, knows &as Accord Il, requesting a two-year extensiathout modification to the terms and
conditions of the existing Gas Accord. As parthoé tapplication requesting the two-year extensioe,Utility proposed to maintain gas
transmission and storage rates at current levelaglthe two-year extension period.

On February 26, 2002, the CPUC issued a rulingsbiaan expedited schedule of hearings. On Mag@l®, on behalf of itself and a wide
cross-section of parties, the Utility filed a jombtion for approval of a "Gas Accord Il Settlem@greement (Settlement Agreement).” If
approved, the Settlement Agreement would extemdsend conditions of the existing Gas Accord fae gaar. The Settlement Agreement
also would provide an open season for any newlimguashed Utility transmission and storage capaftt the first year of the Gas Accord Il
period. The Settlement Agreement would postponid 2004 any changes that might result from litigatof issues raised by individual
parties in response to the Utility's October 20pfliaation. On July 9, 2002, the ALJ issued a milimodifying the procedural schedule,
delaying hearings until after the CPUC rules onSk#lement Agreement. On July 23, 2002, the Akded a draft decision approving in la
part the Settlement Agreement. A final decisioaxpected in late August 2002. The Utility does exjiect the outcome of the final decision
in this proceeding will have a material adverseetfbn its results of operations or financial ctiodi

El Paso Capacity Decision

In May 2002, a FERC order directed El Paso NatGad Company (El Paso) to change the way it allscgiace on its pipeline. The order
required El Paso's East of California customestovert their capacity rights from unlimited "fuéquirement” to a limited contract demand
amount of firm capacity. These customers must @elsidJuly 31, 2002, how much EI Paso capacity sitfieey will need in contract demand
contracts and how much capacity they will relinguis

In response, on July 17, 2002, the CPUC issueciside that requires California IOUs to sign up EdrPaso pipeline capacity relinquished
by the shippers and not subscribed to by replaceshépmpers serving California, and pre-approves swsts as just and reasonable. The
utilities are required to purchase a proportiomai®unt of the released capacity. The decisiondstht this requirement would spread El
Paso reservation charges over as many ratepaypossible to minimize the impact on any particldd's customers. The decision also
addressed current capacity issues. The decisi@rextdhat current capacity held by the utilitiesaol interstate pipeline cannot be turned
back and must be retained for the benefit of Calitoratepayers. Any capacity in excess of the #0id'ed should be released under short-
term capacity release arrangements. The I0Us'-¢iont capacity releases ensure that the capaaiiytiwithheld from the California market.
The decision also finds that to the extent the I@btmply with the decision, they shall also recdiyvecost recovery for their costs associated
with existing capacity contracts.

In a future proceeding, the CPUC will address otbsues that relate to these proposed rules. I$suesresolved include cost allocation of
turned back capacity among the California IOUst@uers for recovery, capacity releases, and detailserning the guaranteed recovery in
rates of the IOUs' costs for subscription to irteespipeline capacity.

In 1995, the CPUC issued a decision concludingitiveas unreasonable for the Utility to commit targhase gas pipeline capacity from
Transwestern Pipeline Company (Transwestern). Eeesidn ordered that costs for the capacity comenitts1in subsequent years of the
contract be disallowed unless the Utility can desti@ie that the benefits of the capacity commitnoemiveigh the costs. Under the Gas
Accord, the Utility could not recover any costscotn Transwestern through 1997 and would havedidniecovery during the period 1998
through 2002. In view of the El Paso decision, Whatlows for recovery of existing capacity contsadhe Utility expects to fully recover its
future purchases of gas pipeline capacity, resuitiradditional revenues of approximately $90 roilliover the remaining contract period that
ends in March of 2007.

Rate Reduction Bonds

AB 1890 mandated a rate freeze and a 10 percentaduction for residential and small commerciatomers. Under the original mandate,
the Utility expected the 10 percent rate reductand the earlier of March 31, 2002, or whenrassition costs were fully recovered.

To pay for the 10 percent rate reduction, the tytfinanced $2.9 billion of its transition coststiwthe proceeds of rate reduction bonds. The
bonds allow for the rate reduction by lowering tlagrying cost on a portion of the transition ca@sid by deferring recovery of a portion of
these transition costs until after the transitieniqd. The transition costs financed by the bondeevdeferred to the Rate Reduction Bond
regulatory asset and are to be recovered in thedtihrough separate NBCs mandated by AB 1890ct&ileed Transition Amount (FTA)
charges. The Utility stopped deferring transitiosts to the Rate Reduction Bond regulatory ass#eirfirst quarter of 2002, when the
financed transition costs in the regulatory asqaetked the remaining principal balance of the Raduction Bonds. At this time, the Utility
started amortizing the regulatory asset concuméhtthe amortization of the Rate Reduction Bonidigpal. At June 30, 2002, the Rate
Reduction Bond regulatory asset amounted to $1n%idn. The Utility recorded net amortization expe of $71 million for the three
months ended June 30, 2002.

Annual Earnings Assessment Proceeding (AEAP)

The Utility administers general and I-income energy efficiency programs funded througlilalic goods component in customers' rates.



Utility has been authorized to receive incentivassiuccessful past programs, including incentivaesell on a portion of the net present value
of the savings achieved by the programs, incentrasgd on accomplishing certain tasks, and incentiased on expenditures. Annually, the
Utility files an earnings claim in the AEAP, a fonudfor stakeholders to comment on and for the CPRetify the Utility's claim. On March
21, 2002, the CPUC issued a decision that prosgteliminated the opportunity for shareholdereintves in connection with the Califorr
IOUs' 2002 energy efficiency programs.

In May 2000 and 2001, the Utility filed its annugEAP applications, which establish incentives tacbected during 2001 and 2002,
respectively. The CPUC has combined the two prdogsdind delayed action on them. The Ultility's tartding claim for shareholder
incentives in this combined proceeding is approxatye$80 million. The Utility has not included aegrnings associated with incentives in
the Utility's Consolidated Statements of Operations

On May 1, 2002, the Utility filed its 2002 AEAP dfmation requesting $25.6 million in shareholdeméags. In its filing, the Utility proposed
to increase its electric and gas distribution rexserequirements by $15.8 million and $3.3 milliogspectively, and to recover $6.5 million
from electric Public Goods Charge funds. The eledlistribution increase would be incorporated irates established in the next Revenue
Adjustment Proceeding (RAP). The gas distributioroant would be incorporated into rates establishede next gas transportation rate
change, such as the Biennial Cost Allocation Prdicee

On March 13, 2002, an ALJ for the CPUC requestedments on whether incentives adopted for pre-19@8gy efficiency programs should
be reduced or eliminated. The CPUC has not yetroitethe comments.

The Utility cannot predict what the outcome of ga@soceedings will be, or whether the outcome hdle a material adverse effect on its
results of operations or financial condition.

Baseline Allowance Increase

On April 9, 2002, the CPUC issued a decision tegtired the Utility to increase baseline allowarfoesertain residential customers by May
1, 2002. An increase to a customer's baselinenadiot increases the amount of their monthly usagiewtiil be covered under the lowest
possible rate and that is exempt from surcharges.dEcision deferred consideration of corresponditgychanges until Phase 2 of the
proceeding and ordered the utilities to track thdeu-collections associated with their respectiagetine quantity changes in an interest-
bearing balancing account. The Utility estimatesahnual revenue shortfall to be approximately i®86on for electric, and $6 million for
gas. The Utility cannot predict what the outcom@bése 2 will be, nor can it conclude that recowée electric related balancing account
is probable. Therefore, the revenue shortfall bélicharged to earnings and reduce revenue avaitabdeover previously written-off under-
collected purchase power costs and transition costs

Nuclear Decommissioning Cost Triennial Proceeding pplication

On March 15, 2002, the Utility filed its 2002 NuateDecommissioning Cost Triennial Proceeding (NDELaBplication, seeking to increase
its nuclear decommissioning revenue requirememtthfoyears 2003 through 2005. The Utility seekevery of $24 million in revenue
requirements relating to the Diablo Canyon Nuc2ecommissioning Trusts and $17.5 million in revereguirements relating to the
Humboldt Bay Power Plant Decommissioning Trustse Thility also seeks recovery of $7.3 million in @€-jurisdictional revenue
requirements for Humboldt Bay Unit 3 SAFSTOR opegatnd maintenance costs, and escalation assteidte that amount in 2004 and
2005. The Utility proposes continuing to colleat fievenue requirement through an NBC in electtiestaand to record the revenue
requirement and the associated revenues in theeBlublecommissioning Adjustment Mechanism Balangiogount. Until post-freeze
ratemaking is implemented, the increase in reveageirements would reduce the amount of revenuaitadle to offset electric generation
costs. The CPUC held a prehearing conference oappkcation and established a schedule that shesldt in hearings in September 2002
and a final decision during April 2003.

ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTE D

In August 2001, the Financial Accounting Standddard (FASB) issued Statement of Financial Acconstandards (SFAS) No. 143,
"Accounting for Asset Retirement Obligations." TRigtement is effective for fiscal years beginraftgr June 15, 2002. SFAS No. 143
provides accounting requirements for obligatiorsbamted with the retirement of tangible loihgd assets and the associated asset retire
costs. Under the Statement, the asset retiremdigatbn is recorded at fair value in the periodaihich it is incurred by increasing the
carrying amount of the related lofiged asset. The liability is accreted to its préselue in each subsequent period and the caathost i
depreciated over the useful life of the relatedda$3G&E Corporation is currently evaluating thepanot of SFAS No. 143 on its Consolidated
Financial Statements.

In April 2002, the FASB issued SFAS No. 145, "Resitin of FASB Statements No. 4, 44, and 64, Amemtime-FASB Statement No. 13,
and Technical Corrections." This Statement elirdaahe current requirement that gains and losseglonextinguishment must be classified
as extraordinary items in the income statemente&ts such gains and losses will be classifiekia@dinary items only if they are deemed
to be unusual and infrequent, in accordance witctirrent GAAP criteria for extraordinary classifion. In addition, SFAS No. 145
eliminates an inconsistency in lease accountingelyiring that modifications of capital leases ttesult in reclassification as operating le:



be accounted for consistent with sale-leasebaabuating rules. This Statement also contains otbhesuabstantive corrections to authoritative
accounting literature. The changes related to detiiguishment will be effective for fiscal yearsginning after May 15, 2002, and the
changes related to lease accounting will be effedtr transactions occurring after May 15, 200doption of this statement will not have i
immediate effect on the Consolidated Financiale3tents of PG&E Corporation or the Utility. PG&E @oration will apply this guidance
prospectively.

On June 20, 2002, the FASB's Emerging Issues TastleREITF) reached a partial consensus on Issu@®XN0o3, "Recognition and Reportil
of Gains and Losses on Energy Trading ContracteuBtrF Issues No. 98-10, "Accounting for Contrdotglved in Energy Trading and
Risk Management Activities," and No. 00-17, "Measgithe Fair Value of Energy-Related Contracts ppking Issue No. 980." The EITF
concluded that, effective for periods ending afidy 15, 2002, mark-toaarket gains and losses on energy trading contfiactisiding those t
be physically settled) must be retroactively préséon a net basis in earnings. Also, companieg disidose volumes of physically settled
energy trading contracts. PG&E Corporation is eatiihg the impact of this new consensus on the ptaten of its Consolidated Statement
of Operations, but believes it will have a mateiiabact on total revenues and expenses. The camserits have no impact on net income.

In June 2002, the FASB issued SFAS No. 146, "Actingrior Costs Associated with Exit or Disposal kittes," which addresses account
for restructuring and similar costs. SFAS No. ldpessedes previous accounting guidance, princifatigrging Issues Task Force Issue
(EITF) No. 94-3. PG&E Corporation will adopt theopisions of SFAS No. 146 for restructuring actedtinitiated after December 31, 2002.
SFAS No. 146 requires that the liability for coassociated with an exit or disposal activity beogeized when the liability is incurred. Under
EITF No. 94-3, a liability for an exit cost was ogmized at the date of the Company's commitmeantexit plan. SFAS No. 146 also
establishes that the liability should initially beeasured and recorded at fair value. AccordinghAS No. 146 may affect the timing of
recognizing future restructuring costs as wellhesamounts recognized.

NEW ACCOUNTING POLICIES

On April 1, 2002, PG&E Corporation implemented tinterpretations issued by the FASB's DIG. DIG IssG45 and C16 changed the
definition of normal purchases and sales include8FAS No. 133, "Accounting for Derivative Instrum®and Hedging Activities," as
amended by SFAS No. 138, "Accounting for Certaimizzive Instruments and Certain Hedging Activitiésollectively, SFAS No. 133).
Previously, certain derivative commodity contrdotsthe physical delivery of purchase and sale tjtias transacted in the normal course of
business were exempt from the requirements of SRASL33 under the normal purchases and sales ésephd thus were not marked to
market and reflected on the balance sheet liker aivatives. Instead, these contracts were retbosh an accrual basis.

DIG C15 changed the definition of normal purcheemes sales for certain power contracts. DIG C16lidiwad normal purchases and sales
treatment for commodity contracts (other than posatracts) that contain volumetric variabilityaptionality. PG&E NEG determined that
five of its derivative commodity contracts for thiysical delivery of power and purchase of fuelor@mer qualified for normal purchases and
sales treatment under these interpretations. Bagjnkpril 1, 2002, these five contracts were regdito be recorded on the balance sheet at
fair value and marked to market through earningse@ of the contracts had positive market valuésrasulted in pre-tax income of $125
million. The remaining two contracts had negativarket values that resulted in a pre-tax chargel@73million. The cumulative effects of
implementation of these accounting changes at Ap2i002, resulted in PG&E Corporation recordiniggrisk management assets of $37
million, price risk management liabilities of $268llion, and a reduction of out-of-market obligat®of $129 million reclassified to net price
risk management liabilities.

One of the contracts with a positive market vahauded above is for a power sales contract attagahip in which PG&E NEG has a 50%
ownership interest. PG&E NEG reflects its investtriarthis partnership on an equity basis (InvestménUnconsolidated Affiliates). Upon
adoption of C15 and C16, PG&E NEG recognized itstgeghare of the gain from the cumulative chamgadcounting method and
correspondingly increased the book value of itdtggavestment in the partnership. However, theifatnet cash flows from the partnership
do not support the increased equity investmentigalalherefore, PG&E NEG has recognized an impaitrciearge of $101 million to redu
its equity-method investment to fair value. The alative effect of the change in accounting pringifdr DIG C15 and C16 was a net charge
of $61 million, after-tax, and included the recdgmi of the fair market value of the five contractgpacted by C15 and C16 and the resulting
impairment charge. The Utility was not impactedhwse accounting changes.

Implementation of these accounting changes willimgiact the timing and amount of cash flows asdediaith the affected contracts;
however, it will impact the timing and magnitudefofure earnings. Future earnings will reflect ¢inadual reversal of the assets and liabil
recorded upon adoption over the contracts' livesyell as any prospective changes in the markeevall the contracts. The net reversal of
these assets and liabilities (using the April Y20mplementation amounts and assuming no marie phanges) would provide
approximately $44 million of pre-tax net income ptlee next five years, and a total of $45 millidrpee-tax net income thereafter, with no
offsetting expenses. However, any prospective oisinmgthe market value of these contracts couldtressignificant volatility in earnings.
Value-at-risk provides a measure of PG&E NEG's syp®to volatility in future earnings related te tmarket risk associated with these
contracts. PG&E NEG estimates a combined valuésktfor these contracts of $3.9 million, based @baercent confidence level using a
oneday liquidation period. Over the total lives of ttwntracts, there will be no net impact to totadiging results after netting the cumula
effect of adoption against the subsequent yeapadts (assuming that the affected contracts acetbeheir expiration).



CRITICAL ACCOUNTING POLICIES

Effective 2001, PG&E Corporation and the Utilityopded SFAS No. 133, "Accounting for Derivative hushents and Hedging Activities,"
amended by SFAS No. 138, "Accounting for Certaimizzive Instruments and Hedging Activities" (callvely, SFAS No. 133), which
required all financial instruments to be recognizethe financial statements at market value. Sethér discussion in "Quantitative and
Qualitative Disclosure about Market Risk" above] &lotes 1 and 3 of the Notes to the Consolidatadrgial Statements. PG&E NEG
accounts for its energy trading activities in adeorce with EITF 98-10 and SFAS No. 133, which rexjaertain energy trading contracts to
be accounted for at fair values using mark-to-miaskeounting. EITF 98-10 also allows two methodseabgnizing energy trading contracts
in the income statement. The "gross" method previlat the contracts are recorded at their full@ah revenues and expenses. The other
method is the "net" method in which revenues aqmbpses are netted and only the trading margin kenwealized sometimes trading loss
reflected in revenues. PG&E NEG uses the grossadétir those energy trading contracts for which EEEG has a choice. However, as
discussed above, beginning in the third quart@06R, PG&E NEG will be required under EITF 00-1¥use the net method of presentation.

PG&E Corporation also has derivative commaodity caxts for the physical delivery of purchase ané galantities transacted in the normal
course of business. These derivatives are exempttine requirements of SFAS No. 133, under the abpurchases and sales exception, and
are not reflected on the balance sheet at fairev@ee further discussion in "New Accounting PeBtiabove.

PG&E Corporation and the Utility apply SFAS No. 7Accounting for the Effects of Certain Types ofgéation,” to their regulated
operations. This standard allows capitalizing obat that otherwise would be charged to expensésiprobable that the cost is recoverable
through regulated rates. This standard also allawsunts to be recorded as liabilities for ratecmstiof a regulator that will result in amounts
that are to be credited to customers through tteenaking process. At June 30, 2002, the Utilityorégd regulatory assets of $2.2 billion and
regulatory liabilities of $1.1 billion.

PG&E Corporation's commodities and service revemnlagived from power generation are recognized upgdput, product delivery, or
satisfaction of specific targets. Regulated gasededtric revenues are recorded as services avédpobbased upon applicable tariffs and
include amounts for services rendered but not jedb Unbilled revenues amounted to $512 milliadane 30, 2002.

The Utility's 2001 financial statements are preseémn accordance with SOP 90-7, which is usediitities in reorganization under the
Bankruptcy Code. As of June 30, 2002, the Utiléparted liabilities subject to compromise of $9il2dm. See Note 2 of the Notes to the
Consolidated Financial Statements for further disn.

PG&E Corporation and the Utility have recorded awimnmental remediation liability associated whibth owned and divested generation
facilities, gas sites, and compressor stationsluise 30, 2002, this liability amounted to $312 imill See Note 6 of the Notes to the
Consolidated Financial Statements for further dismn.

The amount of headroom recognized by the Utility factuate materially due to many factors, inchgithe outcome of regulatory
proceedings and other regulatory actions, salegiligl, and the impact of the end of the rate ieperiod and post-rate freeze ratemaking,
and the impact of the proceedings to determindeti of revenue requirements for the DWR's powecprement costs. For the six months
ended June 30, 2002, total headroom recorded wisiflion. See Note 2 of the Notes to the Consabd Financial Statements.

See Note 1 of the Notes to the Consolidated FimdStatements for further discussion of accounpiolices and new accounting
developments.

TAXATION MATTERS

The Internal Revenue Service (IRS) has completedlitiit of PG&E Corporation's 1997 and 1998 codatdid U.S. federal income tax
returns and has assessed additional federal intaas of $66.5 million. PG&E Corporation has filgwtests contesting certain adjustments
made by the IRS in that audit and is currently assing those adjustments with the IRS' Appealsc®ffihe IRS is also auditing PG&E
Corporation's 1999 and 2000 consolidated U.S. &decome tax returns, but has not issued its fiegbrt. In addition, PG&E Corporation is
utilizing the IRS pre-filing agreement processéelsadvance determinations of a 2001 tax returitiposvith respect to energy tax credits.
The resolution of these matters with the IRS isexptected to have a material adverse effect on PG&fporation's earnings. All of PG&E
Corporation's federal income tax returns prior@7 have been closed.

In addition, California and certain other state aathorities are currently auditing various statereturns. The results of these audits are not
expected to have a material adverse effect on PG&fporation's earnings.

ENVIRONMENTAL AND LEGAL MATTERS

PG&E Corporation and the Utility are subject to $aand regulations established to both maintainimpdove the quality of the environme



Where PG&E Corporation's and the Utility's propestcontain hazardous substances, these laws andtiegs require PG&E Corporation
and the Utility to remove those substances or rgne#fécts on the environment. Also, in the normalrse of business, PG&E Corporation
and the Utility are named as parties in a numbetaiins and lawsuits. See Note 6 of the Notesédbnsolidated Financial Statements for
further discussion of environmental matters andifigant pending legal matters.

ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

PG&E Corporation's and Pacific Gas and Electric Gany's (the Utility) primary market risk resultefin changes in energy prices and
interest rates. PG&E Corporation engages in pistemanagement activities for both trading and trading purposes. Additionally, PG&E
Corporation and the Utility may engage in trading aon-trading activities using forwards, futuregtions, and swaps to hedge the impact of
market fluctuations on energy commodity pricesriest rates, and foreign currencies. (See Risk ly@mant Activities, included in
Management's Discussion and Analysis of Finanataddtion and Results of Operations.)

PART Il. OTHER INFORMATION

ITEM 1 - LEGAL PROCEEDINGS

Pacific Gas and Electric Company Bankruptcy

As previously disclosed in PG&E Corporation's amel ttility's Annual Report on Form 10-K for the yemded December 31, 2001, and
Quarterly Report on Form 10-Q for the quarter endedch 31, 2002, on April 6, 2001, Pacific Gas &tekctric Company (Utility) filed a
voluntary petition for relief under the provisioosChapter 11 of the United States Bankruptcy Q@#mnkruptcy Code) in the United States
Bankruptcy Court for the Northern District of Calihia (Bankruptcy Court). On June 17, 2002, theldsure statements relating to the
proposed plan of reorganization sponsored by PG&ip&ation and the Utility (Utility Plan) and anternative proposed plan of
reorganization sponsored by the California Publititiés Commission (CPUC) were sent to creditansited to vote on the plans. All ballots
must be received by August 12, 2002. Neither plaihbwcome effective unless it is confirmed by B&nkruptcy Court.

On May 7, 2002, the CPUC, the City and County af Beancisco (City), and the California Attorney @eal (AG) filed a motion to dismiss
PG&E Corporation's and the Utility's appeal of Bankruptcy Court's March 18, 2002 order to the LDStrict Court for the Northern
District of California. The Bankruptcy Court's Mard8, 2002 order disapproved PG&E Corporation'staadJtility's December 19, 2001
disclosure statement for the reasons set fortharBankruptcy Court's February 7, 2002 memorandeeisibn and entered final judgment
thereon. In the February 7, 2002 decision, the Bgrtky Court rejected the proponents' contentibas thankruptcy law permits express
preemption of state law in connection with the iempéntation of a plan of reorganization. The Bantay©ourt nonetheless held that "the
Plan could be confirmed if Proponents are ablestat®ish with particularity the requisite elemeotsmplied preemption.” The Bankruptcy
Court stated that proponents must show facts tbatdlead the Bankruptcy Court to find that theplgation of those laws to the facts of |
Debtor's] proposed reorganization are economi@tane rather than directed at protecting publietyadr other non-economic concerns, and
that those particular laws stand as an obstadleetaccomplishment and execution of the purposé®hjectives of Congress and the
Bankruptcy Code."

In the motion to dismiss the appeal, the CPUCCitg and the California AG argued, among otherterat that the District Court lacked
appellate jurisdiction because the Bankruptcy Cetmdd in certifying its March 18, 2002 order asrediately appealable. On June 24, 2002,
the District Court issued a ruling finding that Bankruptcy Court's certification of its preemptiorder was proper and, on two different
grounds, that the District Court had appellatesgigtion. The District Court has set a hearingXagust 16, 2002 to hear arguments regarding
the appeal.

On June 7, 2002, PG&E Corporation and the Utililigdfa motion with the Bankruptcy Court to extendtil December 31, 2002, the period
during which no third parties, other than the CPbfay submit an alternative proposed plan of redmgdion. The exclusivity period was
scheduled to end on June 30, 2002, unless exte@dedune 24, 2002, the Official Committee of UnsediCreditors (OCC) filed a response
in the Bankruptcy Court requesting that the exesitssperiod be modified to enable the OCC to forataland be in a position to file an
alternative plan of reorganization if the proposenitthe Utility's proposed plan of reorganizationd the CPUC's alternative proposed plan of
reorganization fail to come to terms on a consdndaa and it appears that neither plan as cuygtposed is likely to be confirmed by the
court or implemented in an expeditious fashionpleviously disclosed, in May 2002, the OCC condiicteeview of both plans and issued a
report for inclusion in the solicitation packageil®é to creditors recommending that creditors votiavor of both plans but declining to sti

a position on a preference vote for either planJa@yg 9, 2002, the Bankruptcy Court issued an ogdanting the OCC's request and exten
the exclusivity period until December 31, 2002,eptcas to the CPUC (which the court previously pieg) and the OCC. Neither the Utility
nor PG&E Corporation can predict whether the OC{Cswibmit an alternative plan nor what the termswth plan would be.

Objections to the competing plans were requireoktéiled with the Bankruptcy Court by July 17, 20@h July 17, 2002, PG&E Corporation
and the Utility submitted a summary of their pradi objections to confirmation of the CPUC planhntihte Bankruptcy Court, identifyir



elements of the CPUC plan that PG&E CorporationtaedJtility believe render the CPUC plan not feési Among other elements, the
CPUC plan proposes to require the Utility to s&li7 billion of Utility common stock. PG&E Corporah and the Utility believe that the
proposed stock sale would violate the Bankruptcgig®orequirement that a plan of reorganizatiorelreahd equitable in its treatment of
equity holders. PG&E Corporation and the Utilitylieee that the proposed stock sale would signifilyadilute shareholder equity constituti
an illegal confiscation of property. Further, PG&Brporation and the Utility believe that the CPU&ns proposed Utility debt offering is
not feasible, given, among other concerns, thedfitke proposed offering and the likelihood the tlebt would be rated below investment
grade because of the failure of the CPUC plan maio provisions ensuring that the Utility wouldclhene an investment grade rated
company.

The CPUC filed objections to the Utility Plan anther parties filed objections to both plans. TheUCPand the State of California fil
objections to the Utility Plan, arguing, among athbkings, that the Utility Plan should not be comiéd because it is based on
impermissible federal preemption of state environtalkand public health laws, necessitates a raéagd without authorization from 1
CPUC, improperly impinges on the State's sovergmgnunity by seeking declaratory and injunctive eEhgainst the State and constitute
improper attempt by PG&E Corporation and the Wtitin manipulate the bankruptcy process to effedhange in regulation. The CPUC ¢
contends in its objection that PG&E Corporation #mal Utility have engaged in improper solicitatiofivotes for the Utility Plan and that 1
Utility Plan is not feasible because it is deperidam contingent and speculative approvals from ri@deegulatory bodies and there is
assurance that PG&E Corporation and the Utilityt bl able to consummate the financings requirethbyJtility Plan or that the Long Te!
Notes to be issued to certain creditors under ttilgyPlan will trade at par. Other creditors hafiled objections to the Utility Plan based
among other things, the particular treatment ofrtivedividual claims under the Utility Plan, whicARG&E Corporation and the Utili
anticipate will be resolved through negotiationthvihe holders of such claims.

On July 22, 2002, the Bankruptcy Court denied tR&JC's request to require the Utility to pay thesfeéthe CPUC's financial advisor in
connection with the CPUC's proposed plan.

With respect to the application filed with the Nemt Regulatory Commission (NRC) for permissiorramsfer the NRC operating licenses
held by the Utility for its Diablo Canyon nucleaswer plant to Electric Generation, LLC (Gen) (whiglil become a subsidiary of PG&E
Corporation after consummation of the Utility Plas)contemplated by the Utility Plan, on June 282 the NRC issued a Memorandum
Order denying various petitions to intervene argliests for hearing that had been filed by the CRBECounty of San Luis Obispo, and the
OCC, among others. In particular, with respechis€PUC, the NRC found that the CPUC did not héaeding to participate at the NRC

with respect to public health and safety mattesg@posed to economic regulatory matters. In asgithe NRC found that the CPUC did not
raise any litigable issues within the NRC's jurisidin and that the CPUC's issues were being maneeply addressed in other forums, such as
the Bankruptcy Court and the Federal Energy Regula@ommission (FERC).

Several other parties also had filed petitionsitervene expressing concerns solely with regatibw the antitrust conditions in the current
licenses will be addressed in the proposed licelasesfers. These parties supported the Utilityegppsal to make the reorganized Utility, Gen,
and Electric Transmission LLC (ETrans) (the newitigd liability company formed to operate the electransmission business of the Utility
as contemplated in the Utility's Plan) jointly asel/erally responsible to comply with the antitrushditions. These parties seek intervention
only if the NRC decides not to adopt the Utilitgl®posal. The NRC indicated that it will reseneeritling as to these petitions. If the NRC
orders a hearing, the NRC stated that it wouldaatltoe CPUC and San Luis Obispo County to partieipltit that their participation will be
limited specifically to the antitrust matters.

With respect to the application filed with the FER approval of the bilateral power sales agrednmbe entered into between the
reorganized Utility and Gen as contemplated inUtikty Plan, the FERC must find that the poweresahgreement is just and reasonable
before the agreement could become effective. lera@ demonstrate that the pricing, terms and dimmdi of the proposed power sales
agreement are just and reasonable, Gen submittedhiveirk evidence of contemporaneous sales maderbgffiliated parties for similar
services in the California electric market. On Juge2002, the FERC ordered that an expeditedingae held on the narrow issues of (1)
whether the power sales agreement is comparalie teelected benchmark contracts, and (2) whetkaruSed an appropriate set of contr
for the benchmark analysis. The FERC ordered treatiministrative law judge (ALJ) hold a hearing &8sue an initial decision for
consideration by the FERC within 120 days of thdeor At a prehearing conference held on June 1& ,20e ALJ set a procedural schedule
that calls for discovery to be concluded by Audi&t2002, for the parties' proposed findings of &aw conclusions of law to be filed by
August 20, 2002, for hearings to begin August Z82 and for the ALJ's initial decision to be issiy October 10, 2002.

The confirmation hearings are scheduled to begigusu 1, 2002 with a status conference. The Utdityl the CPUC each filed a propc
form of protocol for the parties to follow in contting discovery in preparation for the confirmatioearings and they have each reque
that the Bankruptcy Court begin the confirmatioialton November 12, 2002. It is expected that tlalBuptcy Court will consider tl
discovery protocols and scheduling matters at thi®is conference to be held on August 1, 2002.

Neither PG&E Corporation nor the Utility can predichat the outcome of the Utility's bankruptcy preding will be

Pacific Gas and Electric Company vs. California Pulic Utilities Commissioners

As previously disclosed in PG&E Corporation's amel tility's Annual Report on Form 10-K for the yemded December 31, 2001, and
Quarterly Report on Form 10-Q for the quarter endedch 31, 2002, the Utility filed a lawsuit in theS. District Court for the Northern
District of California against the CPUC Commissimneasking the court to declare that the fedemggroved wholesale power costs that



Utility has incurred to serve its customers ar@vecable in retail rates (Filed Rate Case). ThedHRtate Case has been deemed a related cas
to the Utility's pending appeal of the Bankruptoyu@t's denial of the Utility's request for injunatiand declaratory relief against the
retroactive accounting order adopted by the CPUKRIanch 2001. Both matters are pending before theedaistrict Court judge.

On April 18, 2002, the Utility filed a motion foummary judgment requesting the court to order ¢fiefrsought in the Filed Rate Case. Also,
on April 18, 2002, the CPUC Commissioners and ThEtyJReform Network (TURN), a ratepayer advocagpup which filed a request to
intervene in the Filed Rate Case, filed motiondismiss the Utility's claim as well as motions $ommary judgment asking the court to rule
against the Utility on its federal preemption claasia matter of law. The principal ground for tHeUC's and TURN's motions is that, by
adopting the retroactive change in the accountieghanisms for recovery of transition and power prement costs in March 2001, the
CPUC has already allowed the Utility to recovemitsolesale procurement costs. (The retroactivewatony change, adopted by the CPUC in
March 2001, appeared to eliminate the Utility'stwnder-collected wholesale electricity costs kglyipg amounts that were previously
applied first to transition cost recovery to undettected procurement costs, effectively transfoigninder-collected procurement costs to
under-collected transition costs. The Utility resgeel the Bankruptcy Court to enjoin the CPUC frarfoecing the accounting order but the
Bankruptcy Court denied the Utility's request. Thdity's appeal of the Bankruptcy Court's ordes leen deemed a related case to the Filed
Rate Case and has been transferred to Judge Véélitex District Court.

On July 25, 2002, the District Court issued an odmying the CPUC's and TURN's motions to disitiiesFiled Rate Case, as well as
motions for summary judgment that had been filedigyCPUC, the Utility, and TURN. TURN's requesiritervene in the Filed Rate Case
was also granted.) However, much of the Districti€s order is a discussion of the merits of thiéitys federal preemption claims. The cc
rejected every argument advanced by the CPUC amINlabainst the application of the filed rate dawtristating: "in most instances today a
utility must purchase the power delivered to constmpursuant to the rate filed with the appropriatieral agency."

After concluding that the Utility's federal preenapt claims as pleaded are meritorious, the motiordismiss were denied without substantial
discussion. The court stated that despite the erfigatures of the regulatory context underlyingihed Rate Case, and the lack of precedent
specifically on point, "the filed rate doctrine dipp in this case in much the same way as it dodgtua cost-of-service regime." The rule
adopted by the court was stated: "Costs of whadesiagrgy, incurred pursuant to rate tariffs filathwrERC, whether these rates are market-
based or cost-based, must be recognized as rebbvemsts by state regulators and may not be tchppexcessively low retail rates or other
limitations imposed at the state level." The caadognized that under the dual system of utiliutation, adherence to the filed rate
requirement, in conjunction with the requiremerat thtilities provide electricity to end users, phots state regulators from trapping the costs
prudently incurred pursuant to FERC-filed tarifffie court also noted that "allowing a utility tospahrough these costs to consumeifs¢hat

is what is requiree- would not provide a windfall to the utility, but wigl merely properly allocate the burden of resplifigi for the expense

of providing a mandated service to the public."

The court found, however, that the Utility's prediomp claims could not be decided on summary judgrbenause two factual issues rema
dispute: (1) the appropriate period for consideridpther a net under-collection has occurred, 8hthé determination of which revenue
sources, within constitutional bounds, may be &gpéigainst the Utility's operating costs.

As to the first issue, the court concluded thatréssonable period for measuring the existence ofhaer-collection may involve considering
such factual issues as the understanding of thiepat the beginning of the four-year electricustily restructuring transition period, the
parties' reasonable expectations, the reasonablehése Utility's use of surplus revenues durimg first years of the transition period, and
availability of these and other revenues duringGhéfornia energy crisis.

Regarding the determination of appropriate revesugces for the Utility to apply against operatugts, the court suggested that the proper
standard to be applied is the "overall impact témsaking orders."” The court will need to considgatdrs such as the availability of certain
revenues to the Utility during the relevant peribdr example, the revenue from rate reduction bendom sales from the Utility's power
plants may be available to offset the costs of lpased power. The court stated that if revenue wiagply not available to sustain PG&E's
operations, and if this unavailability was reasdeamd not due to financial mismanagement, the CRtillance upon the existence of that
revenue 'on the books' is insufficient to meebligations under the filed rate doctrine."

The court set a case management conference forsA@§u2002The court had previously set a trial date in tHed~Rate Case for March
2003 .

Neither PG&E Corporation nor the Utility can predihat the outcome of the Filed Rate Case litigatidl be.

Federal Securities Lawsuit

As previously disclosed in PG&E Corporation's amel ttility's Annual Report on Form 10-K for the yesmded December 31, 2001, and
Quarterly Report on Form 10-Q for the quarter endadch 31, 2002, the plaintiffs filed a second adethcomplaint in the case entitled
Gillam, et al. v. PG&E Corporation, and Robert D. Glynn, Jr ., pending in the U.S. District Court for the Nath District of California. In
addition to containing many of the same allegatiasisvere contained in the first amended complahitiwvthe court dismissed, the second
amended complaint contained allegations similahéoallegations made in the AG's complaint agd*@&&E Corporation discussed below.
After a hearing on June 24, 2002, the court issuedrder granting the defendants' motion to disthissecond amended complaint. The
dismissal is with prejudice, prohibiting the plaffst from filing a further amended complaint. Thiaptiffs filed a notice of appeal on July 16,
2002.



PG&E Corporation believes the case is without raerid intends to present a vigorous defense. PG&RdZation believes that the ultimate
outcome of this litigation will not have a materéalverse effect on PG&E Corporation's financialditton or results of operations.

In re: Natural Gas Royalties Qui Tam Litigation

For information regarding this matter, see PG&Egooation's and the Utility's Annual Report on FarK for the year ended December .
2001.

Baldwin Associates

As previously disclosed in PG&E Corporation's amel Wtility's Annual Report on Form I{or the year ended December 31, 2001, Balc
Associates, Inc. (Baldwin) filed a notice of appiathe U.S. District Court for the Northern Distrbf California. Baldwin sought to appeal
the Bankruptcy Court's decision sustaining PG&Bjedion to Baldwin's bankruptcy claim. In a wriiterder dated May 6, 2002, the District
Court granted the Utility's motion to dismiss Bald\w appeal. On May 29, 2002, the court enterednaended order holding Baldwin and its
counsel of record jointly and severally liable foe attorneys' fees and costs related to the appeal

PG&E Corporation and the Utility believe that tHémate outcome of this matter will not have a miagleadverse effect on PG&E
Corporation's or the Utility's financial conditian results of operations.

Wayne Roberts

For information regarding this matter, see PG&Epooation's and the Utility's Annual Report on FakK for the year ended December .
2001.

Moss Landing Power Plant

For more information regarding this matter, see BG&orporation's and the Utility's Annual Reportkorm 10-K for the year ended
December 31, 2001, and the Quarterly Report on RdH® filed by PG&E Corporation and the Utility fre quarter ended March 31, 2002.

Diablo Canyon Power Plant

On June 13, 2002, the Utility received a draft Eoément Order from the California Department of iEd&ubstances Control (DTSC)

alleging that the Diablo Canyon Power Plant fatledhaintain an adequate financial assurance mesmatoi cover closure costs for its
hazardous waste storage facility for several modthisig 2001. Under the California Health and Safebde, operators of hazardous waste
facilities must demonstrate to the DTSC (usingratéd number of alternative methods specified lmukation) that the operator can close and
clean up the facility at the end of its useful liféne Utility has used a "balance sheet" methatiénpast, but was unable to do so after the
Utility's financial condition deteriorated in ea001. Nevertheless, the Utility was able to seemrendorsement to its existing insurance
policy that met the DTSC's requirements. The dvafer seeks $340,000 in civil penalties for thequbduring which the Utility was unable
comply with the DTSC's requirements. The draft omlso directs the Utility to maintain appropriéiteancial assurance on a going forward
basis.

PG&E Corporation believes that the ultimate outcarhthis matter will not have a material adversgact on its financial condition or resL
of operations.

Compressor Station Chromium Litigation

As previously disclosed in PG&E Corporation's amel ttility's Annual Report on Form 10-K for the yemded December 31, 2001, the
Utility has been named in several civil lawsuitatieg to alleged chromium contamination. There@naently 15 of such civil actions
pending in California courts against the Utility.

The case entitledearney v. Pacific Gas and Electric Company , pending in Los Angeles County Superior Court, filasd November 15,
2001, after the Utility's April 6, 2001bankruptdlirfg. On March 26, 2002, the case was dismissélout prejudice as to the Utility and to
PG&E Corporation. Currently, the plaintiffs are lsiag the right to file and pursue late claims ie 8ankruptcy Court.

PG&E Corporation and the Utility believe that, ight of the reserves that have already been acaitedespect to this matter, the ultimate
outcome of this matter will not have a materialede impact on PG&E Corporation's or the Utilifi'rmncial condition or results of
operations. See Note 6 of the "Notes to Consoliikteancial Statements."

California Energy Trading Litigation



PG&E Energy Trading Holdings Corporation and vasiofiits affiliates (collectively ET-Power) havedrenamed as defendants, along with
other generators and market participants in thédZaia electricity market, in connection with ariety of claims arising out of the California
energy crisis. ET-Power has been served with camtplan the following cases. It is possible thawill be served with additional complaints
and that all of these cases will be consolidatet wther cases in which similar allegations havenbmised respecting other market
participants. These proceedings are administratiaejudicial in nature.

As previously disclosed in PG&E Corporation's amel ttility's Annual Report on Form 10-K for the yemded December 31, 2001, ET-
Power has been named, along with multiple othegraients, in four class action lawsuits against stark and other unnamed sellers of
electricity in California markets. These casespamading in the U.S. District Court for the SouthBiistrict of California. Plaintiffs have a
filed motion to remand the proceedings to statetcéu addition, the judge has established Septerh®e2003 as the deadline for filing
motions to dismiss the plaintiffs' complaint. Theahing on the motion to remand is also set for&aper 19, 2003.

On May 13, 2002, ET-Power was named, along withtipialother defendants, in a complaint filed by &am. Millar, individually and on
behalf of the general public and as a represesmtédixpayer against energy suppliers and other uedaellers of electricity in the California
market, in San Francisco Superior Court. In his glaint, plaintiff asserts the defendants violatedeslaws against unfair and fraudulent
business practices by entering into certain lomgrtenergy contracts with the DWR. The plaintiffiola that the contracts were made under
circumstances that resulted in excessively highuaridir prices and, as a result, refunds shoulchade to the extent that the prices in the
contracts were excessive. In addition, plaintiflss among other remedies, an order enjoining eafoent of the allegedly unfair terms and
conditions of the long-term contracts, declaratetief, and attorneys' fees. The FERC is curreatlgressing the DWR contracts in the
administrative actions before the FERC broughttey@PUC and California Electricity Oversight BoardFebruary 25, 2002. On June 13,
2002, the defendants removed the case to the Us8idDCourt for the Northern District of Califambased on federal preemption. Plaintiffs
filed a motion to remand the case to state courtJa@ly 12, 2002 the Judicial Panel on Multidisttiittgation entered a conditional order
transferring this case to the Southern DistricCafifornia. The panel determined that the Millaseaas well as seven other pending lawsuits,
involved common questions of law and fact. ET-Poiweurrently not a defendant in any of these ollnsuits.

On July 15, 2002, ET-Power was named among otllersef power in an action filed by the Public It District No. 1 of Snohomish
County,Public Utility District No. 1 of Shohomish County v. Dynegy Power Marketing, et al. , in the U.S. District Court for the Central Dist
of California. Plaintiff alleges various theorielsmanipulation of the deregulated California elmity market by the defendants in violation
state antitrust laws and state laws against unleavfd fraudulent business practices. Plaintiffrogihat the defendants manipulated the
energy market, resulting in higher electricity psand seeks, among other remedies, disgorgerastitiition, injunctive relief, treble
damages. Plaintiff also claims that defendantgdstib file their rates in advance with the FERCichHailure plaintiff asserts was a violation
of the Federal Power Act.

By letter dated May 7, 2002, ET-Power was advisethb AG of California that it believes ET-Powelofag with numerous other generators
and market participants) violated state laws gawgrnnfair and fraudulent business practices aatiuhless ET-Power settled the matter the
AG would by June 1, 2002 file suit against ET-Pawdre AG stated that he will claim that ET-Powelef@ to have its rates on file with
FERC and that accordingly any sales made underrsties violated the Federal Power Act (a claim thatAG has made before FERC and
which FERC has rejected) and that ET-Power exateisarket-power in charging unjust and unreasonaiides. ET-Power has not yet been
served with a complaint in this matter.

In addition to these judicial proceedings, on Ma26h 2002 the California AG filed a complaint a¢ tRERC against ET-Power and other
named and unnamed public utility sellers of enenggt ancillary services. The AG alleges that whaéesallers of energy to the California
ISO, PX and the DWR failed to file their rates atardance with the requirements of Section 20fhefRederal Power Act. Specifically, the
California AG claims that the FERC has not beer abldetermine whether the rates charged by suighssare just and reasonable; that the
FERC's reporting requirements are insufficientrmvjge the FERC the information necessary to mhlseedetermination and that even if the
FERC's policies and procedures did comply with i8ac205 of the Federal Power Act, the wholesalkegefailed to comply with its quarte!
reporting requirements. As a result, the Califorkia requests that: (1) sellers should be direatetbtnply, on a prospective basis, with the
requirements of Section 205 of the Federal Powey (% sellers should be required to provide tratisa-specific information regarding their
short-terms sales to the ISO, PX and the DWR feryémars 2000 and 2001 to the FERC; (3) if rateg wkarged that were not just and
reasonable, refunds should be ordered; (4) the F&RGId declare that markb&sed rates are not subject to the filed rate ihegtand (5) th
FERC should institute proceedings to determine dvediny further relief would be appropriate. On N8dy 2002, the FERC issued a deci:
denying most of the relief requested and on JuB0OD2 the AG filed a petition with the FERC seekiagearing of its order, which petition is
now pending.

PG&E Corporation believes that the outcome of theaters will not have a material adverse affecP@&E Corporation's financial
condition or results of operations.

California Attorney General Complaint

As previously disclosed in PG&E Corporation's amel ttility's Annual Report on Form 10-K for the yemded December 31, 2001, and the
Quarterly Report on Form 10-Q for the quarter enddedch 31, 2002, the California AG filed a comptaaigainst PG&E Corporation alleging
violations of California’'s unfair business practicatute (California Business and Professions Gea¢ion 17200), in state court. Af



removing the AG's complaint to the Bankruptcy Cpart February 15, 2002, PG&E Corporation filed aioroto dismiss, or in the
alternative, to stay, the AG's complaint with thenRruptcy Court. Subsequently, the AG filed a motio remand the action to state court.
The Bankruptcy Court held a hearing on April 240200 consider the remand motion. On June 14, 20@2Bankruptcy Court issued a
memorandum decision rejecting the AG's claim thaeseign immunity barred the removal of the casenfstate court to federal court. The
Bankruptcy Court also found that what the courtechthe "Plan Claims" - those alleging that PG&E@@wation had manipulated the
bankruptcy process in a manner constituting anwfoleor unfair business practice - are exclusivadynkruptcy issues to be heard in
bankruptcy court and cannot be heard by the statd.c

With respect to the claims related to the transbérsaoney from the Utility to PG&E Corporation (fexample, by way of dividends and stock
repurchases), rinfencing transactions, and related issues (whatahet referred to collectively as the "First PrigrClaims"), the court four
that these claims should be returned to the statg.cThe court reasoned that the AG's First RyicZlaims, based on alleged violation of
California Business and Professions Code Secti@0@,Avas a civil actions brought by a governmemtét to enforce such governmental
unit's police or regulatory power. Under the Bampkey Code, the court found, such an action maypeatemoved to the Bankruptcy Court.
The Bankruptcy Court ordered the AG to amend itagaint to delete or at least separate its PlaimSland its First Priority Claims into
distinct causes of action by July 14, 2002. Thedx@oped the Plan Claims in the amended complagnAth filed with the Bankruptcy Court
on July 22, 2002.

PG&E Corporation believes that the allegationshef¢omplaint are without merit and will vigorousgspond to and defend the litigation.
PG&E Corporation is unable to predict whether thecome of this litigation will have a material adse affect on its financial condition or
results of operations.

Complaint filed by the City and County of San Franésco, and the People of the State of California

As previously disclosed in the Quarterly Reporframm 10-Q filed by PG&E Corporation and the Utilfr the quarter ended March 31,
2002, on March 4, 2002, the City filed a complamstate court against PG&E Corporation allegimgations of California's unfair business
practices statute (California Business and PradessCode Section 17200), and for unjust enrichrardtconversion. After removing the
City's action to the Bankruptcy Court PG&E Corpamatthereafter filed a motion to dismiss the corrgléSubsequently, the City filed a
motion to remand the action to state court. ThekBastcy Court held a hearing on April 24, 2002 ¢émsider the remand motion. On June 14,
2002, the Bankruptcy Court rejected the City'sral#iat sovereign immunity barred the removal ofdage from state court to federal court.
The Bankruptcy Court also rejected the City's retjfer remand as to the City's unjust enrichmedt@mversion claims. Nevertheless, the
court remanded the City's Section 17200 claimsate ourt finding that the action was brought lgosernmental unit to enforce such
governmental unit's police or regulatory power. &ntthe Bankruptcy Code, the court found, such doramay not be removed to the
Bankruptcy Court. PG&E Corporation filed a notideappeal regarding the remand decision in the €igse.

PG&E Corporation believes that the allegationshaf tomplaint are without merit and will vigorouskspond to and defend the litigati
PG&E Corporation is unable to predict whether thicome of this litigation will have a material adse affect on its financial condition
results of operations.

Sierra Pacific Industries v. Pacific Gas and Elecic Company

As previously disclosed in PG&E Corporation's amel tility's Annual Report on Form 10-K for the yemded December 31, 2001, Sierra
Pacific Industries, Inc. (SPI), a qualifying fatil(QF) generator, filed a complaint in Sacrameabéanty Superior Court on April 2, 2001,
against the Utility and the ISO alleging variousitact, tort, unfair business practice, and argitalaims against the defendants. SPI claimed
the Ultility breached four power purchase agreem@s) with SPI by making only partial payments3&1's December 2000 through
March 2001 energy deliveries. In addition, SPIrokad the Utility and the ISO conspired to prevenit f&®m terminating the PPAs and selling
its power into the California wholesale energy neésk SPI's claims for tortuous interference, urifasiness practices, and antitrust claims
based on this alleged conspiracy. SPI filed a $illibn proof of claim in the Utility's bankruptgyroceeding, seeking, among other things, $1
billion in punitive damages under its tort theory.

On June 4, 2002, PG&E reached a settlement agreéemitbnSPI that calls for reinstatement of SPI'srf@PA's with certain modifications
increase SPI's flexibility in meeting contractuatmamitments. The Utility has agreed to pay SPI adiprice of 5.37 cents per kWh for ene
delivered for four years. In addition, the Utilityas agreed to pay for the energy and capacity 8Rieded but for which the Utility had r
paid when its bankruptcy petition was filed on Agiri 2001. SPI has agreed to dismiss its $1.1oniltomplaint claim and to withdraw
bankruptcy claim. The settlement is subject toixéeg CPUC and Bankruptcy Court approval withindimnonths after June 4, 2002. This
can be extended if both parties agree to the extenis the meantime, the parties have placed fhaiding litigation on hold.

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



William Ahern, et al v. Pacific Gas and Electric Canpany

As previously disclosed in PG&E Corporation's amel ttility's Annual Report on Form 10-K for the yemded December 31, 2001, and the
Quarterly Report on Form 10-Q filed by PG&E Corgama and the Utility for the quarter ended March 2002, a group of 25 ratepayers
filed a complaint against the Utility at the CPUénhtbnding an immediate reduction of approximatebycgnts per kwWh in allegedly excess
electric rates and a refund of alleged recent cedlections in electric revenue since June 1, 2001.

On April 2, 2002, the Utility filed an answer, aigg that the complaint should be denied and dissdigsimediately as an impermissible
collateral action and on the basis that the alldget$, even if assumed to be true, do not estatiist currently authorized electric rates are
not reasonable. On May 10, 2002 the Utility filethation to dismiss the complaint. The CPUC hasyebissued a decision.

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

PG&E NEG's Brayton Point Generating Station

As previously disclosed in the Quarterly Reporfranm 10-Q filed by PG&E Corporation and the Utilfty the quarter ended March 31,
2002, on March 27, 2002, the Attorney General ef$ttate of Rhode Island notified USGenNE of hiseb@hat Brayton Point is operating in
violation of applicability statutory and regulatgoyovisions, including what he characterized astgmstions afforded by common law." The
Attorney General purported to provide notice urtierMassachusetts General Laws of his intentiaeék judicial relief within the followin
thirty days to abate the alleged violations antetmver damages and to obtain other unexplainéatsip and equitable remedies. PG&E
NEG believes that Brayton Point Station is in fidimpliance with all applicable permits, laws angulations. The complaint has not yet b
filed or served. In late May 2002, the Attorney @&t stated that he did not plan to file the actiatil the EPA issues a draft Clean Water
National Pollutant Discharge Elimination System NES) permit for Brayton Point. On July 22, 2002 #PA and the Massachuse
Department of Environment (DEP) issued a draft NB@Ermit for Brayton Point that, among other thjrmgstantially limits the discharge
of heat by Brayton Point into Mt. Hope Bay. Basedts initial review of the draft permit, USGenNElieves that the draft permit is
excessively stringent. It is estimated that USGesNBst to comply with the new permit conditionsildobe as much as $267 million through
2005, an increase of $200 million from previous estimakes this is a preliminary estimate. For more infation, see Note 6 of the "Note:
Consolidated Financial Statements."

PG&E Corporation is unable to predict whether thienate outcome of this matter will have a mateadVerse affect on its financial condit
or results of operations.

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS

As disclosed in a Current Report on Form 8-K filgdPG&E Corporation with the Securities and Exclea@gmmission (SEC) on June 26,
2002, PG&E Corporation obtained term loans from &ahElectric Capital Corporation (GECC), Lehmam@aercial Paper Inc. (LCPI) and
their assignees (collectively the "Existing Lendeo March 1, 2001 under a credit agreement (@le ‘Credit Agreement"). On June 25,
2002, PG&E Corporation entered into an AmendedRestated Credit Agreement with the Existing Lenders additional lenders that
amended and restated the Old Credit Agreementtee Credit Agreement”).

The New Credit Agreement provides for loans in tremches. The Tranche A has a principal amoun6603$nillion (the "Tranche A Loan"),
representing the $692 million outstanding underQie: Credit Agreement less $92 million that hasrbeenverted to a Tranche B Loan. The
Tranche B consists of the $92 million convertedhlptus $328 million of new borrowings, for a totdl$420 million (the "Tranche B Loan").

In connection with these loans, PG&E Corporaticués to the Tranche B lenders warrants to purciiggeximately 2.4 million shares of
common stock of PG&E Corporation at an exerciseepof $0.01 per share (Warrants). The issuandeediarrants by PG&E Corporation
was not registered under the Securities Act of 1838liance on the exemption afforded by Secti#) 4

As previously disclosed, in connection with the Qlekdit Agreement, affiliates of the Existing Lengleeceived an option to purchase 3
percent of the shares of NEG, Inc., determined fullyadiluted basis at an exercise price of $1.00. The option may lEased at any time
until 45 days after the full repayment of the Trha@@ Loan. In addition, under the Old Credit Agresiy PG&E Corporation's exercise of
each of its one-year extensions of the loan waditioned upon PG&E National Energy Group, LLC, ddYeare limited liability company,
(NEG LLC) granting affiliates of the Existing Lendean additional option to purchase one percetii@mtommon stock of NEG, Inc.,
determined on a fullgliluted basis, at an exercise price of $1.00. Aesalt of the New Credit Agreement, the one perbestbeen reduced
approximately .87 percent of the common stock oG\Ec. (reflecting the reduction in the princiathount of the Tranche A Loan to $600
million from the $692 million in loans outstandingder the Old Credit Agreement). The option magkercised at any time from the
relevant extension date until 45 days after fydlaament or maturity of the Tranche A Loi



NEG LLC has the right to call the option after rgpeent of the Tranche A Loan in full at a cash passhprice equal to the fair market va
of the underlying shares, or, at the election ofaNH_C if an initial public offering of the share§ NEG, Inc. (IPO) has occurred, by
delivering the underlying shares. If an IPO hasaumurred prior to repayment of the Tranche A Loefull, the holders of the option have
right to require NEG LLC or PG&E Corporation to tephase the option at a purchase price equal ttathmarket value of the underlying
shares (the "Put Price"), which right is exercieadt any time after the earlier of full repaymeithe@ Tranche A Loan or 45 days before
expiration of the option. The issuance of the ptiam by PG&E Corporation was not registered urtderSecurities Act of 1933 in reliance
on the exemption afforded by Section 4(2).

Under the terms of the New Credit Agreement, PG&HEpGration may not declare or pay any dividendd bioth the Tranche A and Tranc
B loans have been repaid in full.

Concurrent with the refinancing described aboveJuame 25, 2002, PG&E Corporation issued $280 milliggregate principal amount of
7.50% Convertible Subordinated Notes due June @07 2 Notes) , in a private offering. The Notesamsecured and are subordinate to the
Loans. PG&E Corporation will pay cash interest lo& Notes semannually at a rate of 7.50 percent per year. PG&Ep@ration has the rigt
subject to certain limitations, to pay interestis¥guing additional Notes in lieu of paying cashatidition to interest, if PG&E Corporation
pays cash dividends to holders of its common sticite holders are entitled to receive cash equildalividends that would have been paid
with respect to the number of shares that the noldelld be entitled to receive if the Notes hadrbeenverted on the dividend record date.
The Notes may be converted by the holders intoeshair PG&E Corporation's common stock at a conwarprice equal to 119 percent of the
volume-weighted average price of the common stddk@&E Corporation for each of 43 trading days begig three days after the closing
of the transactionThe conversion price is subject to adjustment ueddrin circumstances, including upon consummatfamy spin-off
transaction of the Utility as proposed in its ptdmeorganization or a spin-off of the shares ofGyHnc.

PG&E Corporation has agreed to provide, followioggummation of a plan of reorganization of theitytilregistration rights in connection
with the shares issuable upon conversion of the®Nahd exercise of the Warrants.

The net proceeds of the Loans and the Note issuaitidee used to fund corporate working capitapag certain indebtedness, and fund two
interest reserve accounts.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

The Utility has authorized 75 million shares ofsEiPreferred Stock ($25 par value) and 10 millioarss of $100 First Preferred Stock ($100
par value), which may be issued as redeemablereregeemable preferred stock. (The Utility hasisstied any $100 First Preferred Stock.)
At June 30, 2002, the Utility had issued and ouatitag 5,784,825 shares of non-redeemable prefstomk and 5,973,456 shares of
redeemable preferred stock. The Utility's redeempbtferred stock is subject to redemption at ttitys option, in whole or in part, if the
Utility pays the specified redemption price plus@niulated 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 June 30, 2002. The 6.57 peregassand 6.30 percent series may be redeemed Hitithy's option beginning in 2002 and
2004, respectively, at par value plus accumulatedumpaid dividends through the redemption dates&lseries of preferred stock are sut
to mandatory redemption provisions entitling thensinking funds providing for the retirement ofck@utstanding. At June 30, 2002, the
redemption requirements for the Utility's redeemagireferred stock with mandatory redemption provisiare $4 million for 2002 and 2003
and $3 million per year beginning 2004, for theese6.57 percent and 6.30 percent, respectively.

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

Due to the California energy crisis and the Utiitpending bankruptcy, the Utility's Board of Dit@s has not declared the regular preferred
stock dividends since the dividend paid with respecthe three-month period ended October 31, 2001.

Dividends on all Utility preferred stock are cuntita. All shares of preferred stock have votinghtgyand equal preference in dividend and
liquidation rights. Accumulated and unpaid divideridrough June 30, 2002, amounted to $37.9 millitpon liquidation or dissolution of tt
Utility, holders of preferred stock would be ertitlto the par value of such shares plus all accatediland unpaid dividends, as specified for
the class and series. Until cumulative dividendgé®preferred stock are paid, the Utility may pay any dividends on its common stock, nor
may the Utility repurchase any of its common stock.

The Utility's total defaulted commercial paper ¢atsling at June 30, 2002, was $873 million. At J8@e2002, the Utility had drawn and had
outstanding $938 million under the bank creditlfgciwhich was also in default. Per the termshd# Amended and Restated Settlement and
Support Agreement, the Utility made interest paytséotaling $179.7 million on May 6, 2002, May 2002, and July 1, 2002 for the perit
starting April 1, 2001, for the commercial paped &farch 31, 2001, for the bank credit facility wpand including June 30, 2002.

With regard to certain pollution control bond-reldtdebt of the Utility, the Utility has been in deft under the credit agreements with the
banks that provide letters of credit as credit kopddity support for the underlying pollution coot bonds. These defaults included the
Utility's non-payment of other debt in excess od@illion, the Utility's filing of a petition foreorganization under Chapter 11 of the
Bankruptcy Code, and non-payment of interest. Assalt of these defaults, several of the lettarretlit banks caused the acceleration and
redemption of four series of pollution control bendll of these redemptions were funded by thestaif credit banks, resulting in loans frc



the banks to the Utility, which have not been paidJune 30, 2002, the total principal of the bofaiwd related loans) accelerated and
redeemed was $454 million. Per the Amended andaResESettlement and Support Agreement, the Utitiagle interest payments on these
loans totaling $43.0 million on May 6, 2002, May, 2002, and July 1, 2002.

On June 18, 2002 and July 1, 2002, the Utility maddances and interest on advances of $20.5 mitlidranks providing letters of credit on
pollution control bonds series 96C, 96E, 96F, ar.Ihe Utility also made interest payments onytah control bond series 96A backec
bond insurance. Per the Amended and RestatediBetiteand Support Agreement, unpaid interest adweatataling $13.7 million for the
period from June 1, 2001, through June 30, 2002, ya&d on May 6, 2002, May 31, 2002, and July D22With regard to certain pollution
control bond-related debt of the Utility backedtheg Utility's mortgage bonds, an event of defaak bccurred under the relevant loan
agreements with the California Pollution Contrahdicing Authority due to the Utility's bankruptdiry.

The Utility's filing of a petition for reorganizaim under Chapter 11 of the Bankruptcy Code alsatttaies a default under the indenture that
governs its medium-term notes ($287 million aggreganount outstanding), five-year 7.375% senioesi¢$680 million aggregate amount
outstanding), and floating rate notes ($1.24 hilkggregate amount outstanding). Per the Amend#¢Rastated Settlement and Support
Agreement, on May 6, 2002, the Utility made intépEsyments on its medium-term notes, its 7.375%osemtes, and its $1.24 billion
floating rate notes totaling $281.2 million throutle period June 30, 2002.

From the date of the filing of the bankruptcy petit(April 6, 2001) to June 30, 2002, the Utilitgdinot made principal payments on
unsecured long-term debt of $131 million.

With regard to the 7.90% Quarterly Income PrefeBedurities (QUIPS) and the related 7.90% Defeeraiterest Debentures (debentures),
the Ultility's filing of a petition for reorganizath under Chapter 11 of the Bankruptcy Code is amieof default under the applicable
indenture. Pursuant to the related trust agreerttentrustee was required to take steps to ligaitta trust and distribute the debentures t
QUIPS holders. Pursuant to the trustee's noticeddapril 24, 2002, the trust was liquidated on N2y 2002. Upon liquidation of the trust,
the former holders of QUIPS received a like amafr@ubordinated Debentures, or QUIDS. See NotetBefNotes to Consolidated
Financial Statements" regarding current interegtrnts on the QUIDS.

ITEM 5. OTHER INFORMATION

Ratio of Earnings to Fixed Charges and Ratio ohiegs to Combined Fixed Charges and Preferred Sdddkends

Pacific Gas and Electric Company's earnings talfistearges ratio for the six months ended June B, 2vas 4.16. Pacific Gas and Electric
Company's earnings to combined fixed charges agféped stock dividends ratio for the six monthdezhJune 30, 2002, was 4.02. The
statement of the foregoing ratios, together withstatements of the computation of the foregoitigsdiled as Exhibits 12.1 and 12.2 hereto,
are included herein for the purpose of incorpogpsinch information and exhibits into Registratidgat&ment Nos. 33-62488, 33-64136, 33-
50707, and 33-61959, relating to Pacific Gas ardtiic Company's various classes of debt anddneferred stock outstanding.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits:

Exhibit 4.1 Indenture related to PG&E Corporation's 7.50% Caiitde Subordinated Notes due June 2007, dated as
of June 25, 2002, between PG&E Corporation and BaBk, N.A., as Trustee (incorporated by reference
to PG&E Corporation's Current Report on Form 84KdiJune 26, 2002, Exhibit 99.1).

Exhibit 4.2 Warrant Agreement, dated as of June 25, 2002, 8yaarong PG&E Corporation, LB | Group Inc. and
each other entity named on the signature pagestth@ncorporated by reference to PG&E Corporagion’
Current Report on Form 8-K filed June 26, 2002, iEi!99.9).

Exhibit 10.1 Amended and Restated Credit Agreement, dated &sef 25, 2002, among PG&E Corporation, as

Borrower, the Lenders party thereto, Lehman ComiakeRaper Inc., as Administrative Agent and
Lehman Brothers Inc., as Lead Arranger and Bookaden (incorporated by reference to PG&E
Corporation's Current Report on Form 8-K filed J@6e 2002, Exhibit 99.4).

Exhibit 11 Computation of Earnings Per Common Share



Exhibit 12.1

Exhibit 12.2

Exhibit 99.1

Exhibit 99.2

Computation of Ratios of Earnings to Fixed Charfge$acific Gas and Electric Company

Computation of Ratios of Earnings to Combined Figdtarges and Preferred Stock Dividends for Pacific
Gas and Electric Company

Certifications of the Chief Executive Officer arieetChief Financial Officer of PG&E Corporation
required by Section 906 of the Sarbanes-Oxley A2002

Certifications of the Chief Executive Officer ari@ktChief Financial Officer of Pacific Gas and Etict
Company required by Section 906 of the SarbanesyOxtt of 2002

(b) The following Current Reports on Form 8-K wéled during the second quarter of 2002 and thraotinghdate hereof:

1. April 2, 2002

2. April 19, 2002

3. May 21, 2002

4. June 4, 2002

5. June 20, 2002

6. June 26, 2002-PG&E
Corporation only

Item 5. Pacific Gas and Electric Company Bankruptcy

A. Amended and Restated Settlement and Support AgregReyment of Interest and
Claims

B. Appeal of Rejection of Express Preemption Theoryrtplement Proposed Plan of
Reorganization

C. Schedule

D. Monthly Operating Report

ltem 7. Financial Statements, Pro Forma, Financial Infoiomatand Exhibits

Exhibit 99 -Pacific Gas and Electric Company Income Staterfegrthe month ende
February 28, 2002, and Balance Sheet dated Feb28aB002

Item 5. Other Events

Pacific Gas and Electric Company Bankruptcy

Utility Retained Generation Ratemaking Proceeding
California Independent System Operator (ISO) Charge
2003 General Rate Case Proceeding

2002 Attrition Rate Adjustment (ARA) Case

PG&E National Energy Group, Inc. - Credit Ratingtiook

Tmoow»

Item 5. Pacific Gas and Electric Company Bankruptcy

A. Payment of Interest
B. Schedule

Item 5. Pacific Gas and Electric Company Bankruptcy

A. Monthly Operating Report
B. Official Committee of Unsecured Creditors

Iltem 7. Financial Statements, Pro Forma, Financial Infoimmatand Exhibits

Exhibit 99 -Pacific Gas and Electric Company Income Staterfegrihe month enc
April 30, 2002, and Balance Sheet dated April 3M2

ltem 5. Other Events

A. Pacific Gas and Electric Company Bankruptcy
B. Legal Proceedings

ltem 5. Other Events

A. Amended and Restated Credit Agreement; IssuanBelated Notes, Option and
Warrants

Iltem 7. Financial Statements, Pro Forma, Financial Infoiomatand Exhibits

Exhibit 99.1 - Indenture, dated as of June 25, 26@8&veen PG&E Corporation and
U.S. Bank, N.A., as Trustee

Exhibit 99.2 - Purchase Agreement, dated as of 26n2002, between PG&E
Corporation and Lehman Brothers Inc., Jackson tnvest Fund Ltd., Citadel
Distressed and Credit Opportunity Fund, Ltd. Anth@&l Equity Fund Ltd., as the



7. July 2, 2002 Other Events

ulieReles

Purchasers

Exhibit 99.3 - Equity Registration Rights Agreematdted as of June 25, 2002,
between PG&E Corporation, as Issuer, and LB | Glogpand each other entity
named as the signature pages thereto, as Initidelto

Exhibit 99.4 - Amended and Restated Credit Agrednuated as of June 25, 2002,
among PG&E Corporation, as Borrower, the Lendertyphereto, Lehman
Commercial Paper Inc. as Administrative Agent aetihan Brothers Inc., as Lead
Arranger and Book Manager

Exhibit 99.5 - Amended and Restated LLC Pledge Agrent, dated as of June 25,
2002, by and among PG&E Corporation, as Pledgo&P®ational Energy Groug
LLC, as Issuer, Lehman Commercial Paper Inc. asiAidtnative Agent and Deut:
Bank Trust Company Americas, as Collateral Agenttie benefit of the Lenders
Pledgee

Exhibit 99.6 - Amended and Restated Stock Pledgedment, dated as of June 25,
2002 by and among PG&E National Energy Group, LaA€Pledgor, PG&E Natio
Energy Group, Inc., as Issuer and Lehman Commed®aipér Inc. as Administrative
Agent and Deutsche Bank Trust Company America§addsteral Agent for the
benefit of the Lenders as Pledgee

Exhibit 99.7 -Amended and Restated Option Agreement, dated &snef 25, 2002
and among PG&E National Energy Group, Inc., PG&EpBeation, as Borrower,
PG&E National Energy Group LLC and GPSF-F Inc. &BBd Group Inc., as the
Initial Holders and each entity named on the sigreapages thereto as the Subse
Holders

Exhibit 99.8 - Intercreditor and Subordination Agmeent, dated as of June 25, 2002

Exhibit 99.9 - Warrant Agreement, dated as of 2He2002, by and among PG&E
Corporation, LB | Group Inc. and each other entitlgned on the signature pages
thereto

Exhibit 99.10 - Resale Registration Rights Agreetnedated as of June 25, 2002,
between PG&E Corporation as Issuer and the Purchasntified on the signature
pages thereto

Pacific Gas and Electric Company Bankruptcy: Monthperating Report
Dismissal of Federal Securities Lawsuit

Motion to Extend Exclusivity Period

Nuclear Regulatory Commission Ruling

inancial Statements, Pro Forma, Financial Inforomatand Exhibits

8. July 29, 2002 Other Events

Exhibit 99 -Pacific Gas and Electric Company Income Staterfugrihe month enc
May 31, 2002, and Balance Sheet dated May 31, 2002

Recovery of Wholesale Power Purchase Costs

SIGNATURE

Pursuant to the requirements of the Securities &xgh act of 1934, the registrants have duly catlse®@uarterly Report on Form 10-Q/A to
be signed on their behalf by the undersigned thrtceduly authorized.

PG&E CORPORATION



BY: CHRISTOPHER P. JOHNS

CHRISTOPHER P. JOHNS
Senior Vice President and Controller

(duly authorized officer and principal accountirf§jcr)

PACIFIC GAS AND ELECTRIC COMPANY

BY: DINYAR B. MISTRY

DINYAR B. MISTRY
Vice President and Controller

(duly authorized officer and principal accountirf§jcer)

Dated: August 2, 2002

Exhibit Index

Exhibit No. Description of Exhibit

10.1 Amended and Restated Agreement, dated as of Jurd®@3, among PG&E Corporation, as Borrower, the
Lenders party thereto, Lehman Commercial Papey &iscAdministrative Agent and Lehman Brothers Ias.,
Lead Arranger and Book Manager (incorporated bgregfce to PG&E Corporation's Current Report on Form
8-K filed June 26, 2002, Exhibit 99.4).

10.2 Indenture related to PG&E Corporation's 7.5 per@arivertible Subordinated Notes due June 2007ddete
of June 25, 2002, between PG&E Corporation and BaBk, N.A., as Trustee (incorporated by referdnce
PG&E Corporation's Current Report on Form 8-K fillrthe 26, 2002, Exhibit 99.1).

10.3 Warrant Agreement, dated as of June 25, 2002, 8yaarong PG&E Corporation, LB | Group Inc., and each
other entity named on the signature pages theirstorporated by reference to PG&E Corporation'sr€nir
Report on Form 8-K filed June 26, 2002, Exhibit®9.

11 Computation of Earnings Per Common Share

121 Computation of Ratios of Earnings to Fixed Charfge$acific Gas and Electric Company



12.2 Computation of Ratios of Earnings to Combined Figdthrges and Preferred Stock Dividends for PaGifis
and Electric Company

99.1 Certifications of the Chief Executive Officer ariietChief Financial Officer of PG&E Corporation rémga by
Section 906 of the Sarbanes-Oxley Act of 2002

99.2 Certifications of the Chief Executive Officer arfeetChief Financial Officer of Pacific Gas and Et&ct
Company required by Section 906 of the SarbanesyOxtt of 2002

EXHIBIT 11
PG&E CORPORATION
COMPUTATION OF EARNINGS PER COMMON SHARE

Three months ended Six months en
June 30, June 30,
(in millions, except per share amounts) .
2002 2001 2002 ‘
Income (Loss) from continuing operations $ 279 $ 750 $ 910 $
Cumulative effect of accounting change 61) ) 61)
Net Income (Loss) 218 750 849
Interest expense on 7.50% Convertible Subordinteds®) i i i
Net Income (Loss) for Diluted Calculations $ 218 $ 750 $ 849 $
Weighted average common shares outstandirg 366 363 365
Add: Employee Stock Options and PG&E Corporation
shares held by grantor tru§ts 5 . 5
PG&E Corporation Warrant8) - - -
7.50% Convertible Subordinated Notes 1 . -
Shares outstanding for diluted calculations 379 363 370
Earnings (Loss) Per Common Share, Basié)
Income (Loss) from continuing operations $ 0.76 $ 207 $ 250 $
Cumulative effect of accounting change (0.16) i (0.17)
Net earnings (loss) $ 060 $ 207 $ 233 $
Earnings (Loss) Per Common Share, Diluteé
Income (Loss) from continuing operations $ 075 $ 207 $ 246 $
Cumulative effect of accounting change (0.16) i (0.17)

Net earnings (loss)



@ nterest expense, including amortization of thediist, on the 7.50% Convertible Subordinated Nasssied in connection with the PG&E Corporatiomeaded and restated credit
agreement (see Note 4), for the three and six nscarided June 30, 2002, was $232,276, net of intcaxnef $159,724. These notes were issued on Junz0P2.

@ Weighted average common shares outstanding exshates held by a subsidiary of PG&E Corporation§23,500 shares at June 30, 2002 and 2001, regplgttand PG&E
Corporation shares held by grantor trusts to sedeferred compensation obligations (281,985 shatrdane 30, 2002 and 2001,respectively).

®) The diluted share base for the six months ended 30n2001, excludes incremental shares of appateiy 290,365 related to employee stock optionsRB&E Corporation shares
held by grantor trusts, due to the antidilutiveseffof the loss from continuing operations.

) The incremental shares associated with PG&E Cotpor&Varrants, issued in connection with Tranchef BG&E Corporation's amended and restated crgdéeament (see Note 4), -
the three and six months ended June 30, 2002, 185t®95 and 79,433 shares, respectively.

®) This presentation is submitted in accordance viémI601(b)(11) of Regulation S-K and Statementio&fcial Accounting Standards No. 128.

EXHIBIT 12.1
PACIFIC GAS AND ELECTRIC COMPANY
A DEBTOR-IN-POSSESSION
COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

Three Six
months months
ended ended
June 30, June 30, Year ended December 31,

(in millions) 2002 2002 2001 2000 1999 1998
Earnings:
Net income (loss) $ 46¢ $ 1,06¢ $1,018  $(3,483) $ 78¢ $ 72¢
Adjustments for minority interest

in losses of less than 100% owned

affiliates and the Company's equity

in undistributed income (losses)

of less than 50% owned affiliates - - - - - -
Income taxes provision (benefit) 325 731 596 (2,154) 648 629
Net fixed charges 293 569 1,01¢ 648 637 673
Total earnings (loss) 1,087 2,365 2,63C (4,989) 2,07z 2,031
Fixed Charges:
Interest on short-term borrowings

and long-term debt, net 285 550 981 616 604 635
Interest on capital leases - 1 2 2 3 2
AFUDC debt 4 8 12 6 7 12
Earnings required to cover the

preferred stock dividend and

preferred security distribution

requirements of majority owned

trust 4 10 24 24 24 24
Total fixed charges $ 29: $ 56¢ $1,01¢ $ 648 $ 63¢ $ 67¢
Ratios of Earnings (Loss) to

Fixed Charges 3.71 4.16 2.58 (7_70)(1) 3.25 3.02

Note:

For the purpose of computing Pacific Gas and Hie€ompany's ratios of earnings to fixed chargeartfiings" represent net income adjusted for thentyninterest in losses of less than
100% owned affiliates, cash distributions from aogiity in undistributed income or loss of PacifiasGgand Electric Company's less than 50% ownedaaéfd, income taxes and fixed
charges (excluding capitalized interest). "Fixedrgles" include interest on long-term debt and stesrh borrowings (including a representative portid rental expense), amortization of
bond premium, discount and expense, interest ajrsliated debentures held by trust, interest oitaldpases, and earnings required to cover thfepesl stock dividend requirements.

(@) The ratio of earnings to fixed charges indicateeficiency of less than one-to-one coverage aggjreg5,637 million.



EXHIBIT 12.2
PACIFIC GAS AND ELECTRIC COMPANY
A DEBTOR-IN-POSSESSION
COMPUTATION OF RATIOS OF EARNINGS TO COMBINED
FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Three Six
months months
ended ended
June 30, June 30, Year ended December 31,

(in millions) 2002 2002 2001 2000 1999 1998
Earnings:
Net income (loss) $ 46¢ $ 1,06t $1,01f  $(3,483) $ 78¢ $ 7
Adjustments for minority interest in

losses of less than 100% owned

affiliates and the Company's equity

in undistributed income (losses) of

less than 50% owned affiliates - - - - -
Income taxes provision (benefit) 325 731 596 (2,154) 648 6
Net fixed charges 293 569 1,01¢ 648 637 6
Total Earnings (Loss) 1,087 2,365 2,63C (4,989) 2,073 2,0
Fixed Charges:
Interest on short-term borrowings

and long-term debt, net 285 550 981 616 604 6
Interest on capital leases - 1 2 2 3
AFUDC debt 4 8 12 6 7
Earnings required to cover the preferred

stock dividend and preferred security

distribution requirements of majority

owned trust 4 10 24 24 24
Total Fixed Charges 293 569 1,01¢ 648 638 6
Preferred Stock Dividends:
Tax deductible dividends 2 4 9 9 9
Pretax earnings required to cover

non-tax deductible preferred stock

dividend requirements 7 15 27 27 27
Total Preferred Stock Dividends 9 19 36 36 36
Total Combined Fixed Charges and

Preferred Stock Dividends $ 30z $ 58¢ $ 1,05¢ $ 684 $ 674 $7
Ratios of Earnings (Loss) to

Combined Fixed Charges and

Preferred Stock Dividends 3.60 4.02 2.49 (7_29)(1) 3.08 2.

Note:

For the purpose of computing Pacific Gas and Hie€ompany's ratios of earnings to combined fixedrges and preferred stock dividends, "earningseseent net income adjusted for
the minority interest in losses of less than 1086 e&d affiliates, cash distributions from and equntyindistributed income or loss of Pacific Gas &hettric Company's less than 50%
owned affiliates, income taxes and fixed chargesl(eling capitalized interest). "Fixed charges"inie interest on long-term debt and short-termdaimgs (including a representative
portion of rental expense), amortization of bonenpium, discount and expense, interest of suboreiihdébentures held by trust, interest on capiteds, and earnings required to cove
preferred stock dividend requirements of majorityned subsidiaries. "Preferred stock dividends"espnt pretax earnings, which would be requiredt@csuch dividend requirements.

(@) The ratio of earnings to fixed charges indicateeficiency of less than one-to-one coverage aggjreg5,673 million.



Exhibit 99.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly RéparForm 10-Q/A of PG&E Corporation for the quateded June 30, 2002, I, Robert
D. Glynn, Jr., Chairman, Chief Executive OfficedaPresident of PG&E Corporation, hereby certifyguant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, to the best of my knowledge anddbethat:

(1) such Quarterly Report on Form 10-Q/A of PG&E@wation for the quarter ended June 30,
2002, fully complies with the requirements of sewtil3(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) the information contained in such Quarterly &¢jpn Form 10Q/A of PG&E Corporation fo
the quarter ended June 30, 2002, fairly presemts] material respects, the financial condition
and results of operations of PG&E Corporation.

ROBERT D. GLYNN, JR.

ROBERT D. GLYNN, JR.

Chairman, Chief Executive Officer and President

August 2, 2002

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER



PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly ReparForm 10-Q/A of PG&E Corporation for the quageded June 30, 2002, |, Peter A.
Darbee, Senior Vice President and Chief Financfit€ of PG&E Corporation, hereby certify pursuamtl8 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanesy@ydt of 2002, to the best of my knowledge anddethat:

1. such Quarterly Report on Form 10-Q/A of PG&E Qagtion for the quarter ended June 30, 2002, fully
complies with the requirements of section 13(a)%(d) of the Securities Exchange Act of 1934; and

1. the information contained in such Quarterly RéporForm 10-Q/A of PG&E Corporation for the quaeaded
June 30, 2002, fairly presents, in all materiapeess, the financial condition and results of operns of PG&E
Corporation.

PETER A. DARBEE

PETER A. DARBEE

Senior Vice President and Chief Financial Officer

August 2, 2002

Exhibit 99.2

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly ReparForm 10-Q/A of Pacific Gas and Electric Compé#or the quarter ended June 30,
2002, I, Gordon R. Smith, President and Chief ExieelOfficer of Pacific Gas and Electric Compangréby certify pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 96&dBarbanes-Oxley Act of 2002, to the best okmywledge and belief, that:

(1) such Quarterly Report on Form 10-Q/A of Padias and Electric Company for the quarter
ended June 30, 2002, fully complies with the rezmients of section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

(2) the information contained in such Quarterly &&jpn Form 10-Q/A of Pacific Gas and
Electric Company for the quarter ended June 302 2falrly presents, in all material respects, the
financial condition and results of operations ofiRa Gas and Electric Company.

GORDON R. SMITH




GORDON R. SMITH

President and Chief Executive Officer

August 2, 2002

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying Quarterly ReparForm 10-Q/A of Pacific Gas and Electric Compé#or the quarter ended June 30,
2002, I, Kent M. Harvey, Senior Vice President, @Hinancial Officer and Treasurer of Pacific Gad &lectric Company, hereby certify
pursuant to 18 U.S.C. Section 1350, as adoptedipot$o Section 906 of the Sarbanes-Oxley Act @22@o the best of my knowledge and
belief, that:

(1) such Quarterly Report on Form 10-Q/A of Padias and Electric Company for the quarter
ended June 30, 2002, fully complies with the rezmients of section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

(2) the information contained in such Quarterly &¢jen Form 10-Q/A of Pacific Gas and
Electric Company for the quarter ended June 302 2falrly presents, in all material respects, the
financial condition and results of operations ofiRa Gas and Electric Company.

KENT M. HARVEY

KENT M. HARVEY

Senior Vice President, Chief Financial Officer

and Treasurer



August 2, 2002

End of Filing
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