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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C., 20549

FORM 10-Q
(Mark One)
X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (Dif QHE
SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2004
OR
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(df OHE
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, includinipg zode
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 th
Securities Exchange Act of 1934 during the preagtlivelve months (or for such shorter period thatrggistrant was
required to file such reports), and (2) have bamjest to such filing requirements for the past@gs.

Yes__ X No
Indicate by check mark whether the registrant iaaselerated filer (as defined in Rule 12b-2 offixehange Act).
Yes X No

Indicate the number of shares outstanding of eatithedssuer's classes of common stock, as oftlptesticable date.

Common Stock Outstanding, April 28, 2004

PG&E Corporation 398,752,930 shares (excluding 23,815,500 shares
held by a wholly owned subsidiary)
Pacific Gas and Electric Company Wholly owned by PG&E Corporation

PG&E CORPORATION AND
PACIFIC GAS AND ELECTRIC COMPANY,
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CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in millions, except per share amounts)

Operating Revenues
Electric $
Natural gas
Total operating revenues
Operating Expenses
Cost of electricity
Cost of natural gas
Operating and maintenance
Recognition of regulatory assets
Depreciation, amortization and decommissioning
Reorganization professional fees and expenses
Total operating (gain) expenses
Operating Income
Reorganization interest income
Interest income
Interest expense
Other expense, net
Income (Loss) Before Income Taxes
Income tax provision (benefit)
Income (Loss) From Continuing Operations
Discontinued Operations
Loss from operations of NEGT (net of income baxefit of $156 million
for the three months ended March 31, 2003)
Net Income (Loss) Before Cumulative Effect of Charep
in Accounting Principles
Cumulative effect of changes in accountinggples of $(5) million in
2003 related to discontinued operations ghéncome tax benefit of

$3 million) and $(1) million related to doruing operations (net of
income tax benefit of $1 million)

Net Income (Loss) $

Weighted Average Common Shares Outstanding, Basic
Earnings (Loss) Per Common Share

from Continuing Operations, Basic $
Net Earnings (Loss) Per Common Share, Basic $
Earnings (Loss) Per Common Share

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

(Unaudited)
Three Months Ended

March 31,
2004

1,791
931
2,722

561
578
816
(4,900
312

2
(2,631
5,353
8

6
(231)
(27)
5,109
2,076
3,033

3,033

3,033 $
393

7.36 $
7.36 $

7.21 $
7.21 $

See accompanying Notes to the Condensed Consaliffatancial Statements.

PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

2003

$

1,305
828
2,133

544
471
711

310
35
2,071
62

10

(255)
(173)
(90)
(83)

(265)

(348)

(6)
(354)

382

(0.22)
(0.93)

(0.22)
(0.93)

Balance At
(in millions) March 31, December 31,
2004 2003
(Unaudited)
ASSETS
Current Assets
Cash and cash equivalents $ 3,460 $ 3,658



Restricted cash
Accounts receivable:

Customers (net of allowance for doubtful actewf $61 million
in 2004 and $68 million in 2003)

Related parties
Regulatory balancing accounts
Inventories:
Gas stored underground
Materials and supplies
Prepaid expenses and other
Total current assets
Property, Plant and Equipment
Electric
Gas
Construction work in progress
Other
Total property, plant and equipment
Accumulated depreciation
Net property, plant and equipment
Other Noncurrent Assets
Restricted cash
Regulatory assets
Nuclear decommissioning funds
Other
Total other noncurrent assets
TOTAL ASSETS

531

2,068
546

80
130
54
6,869

20,665
8,431
417

19
29,532
(11,236
18,296

7,278
6,993
1,547
1,156
16,974

$ 42,139

403

2,424
15
248

166
126
171
7,211

20,468
8,355
379

20
29,222
(11,115
18,107

361

2,001

1,478

1,017

4,857

$ 30,175

See accompanying Notes to the Condensed Consaliffatancial Statements.

PG&E CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions, except share amounts)

LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities Not Subject to Compromise
Current Liabilities
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
Other
Total current liabilities
Noncurrent Liabilities
Long-term debt
Rate reduction bonds
Regulatory liabilities
Asset retirement obligations
Deferred income taxes
Deferred tax credits
Net investment in NEGT
Preferred stock of subsidiary with mandatoryeregtion provisions

Balance At
March 31, December 31,
2004 2003
(Unaudited)
$ 4 $ 310
290 290
428 657
431 186
547 402
223 174
417 256
956 867
3,296 3,142
10,000 3,314
796 870
4,249 3,979
1,236 1,218
2,804 856
125 127
1,219 1,216
137 137



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 of Subsidiaries
Preferred Stock
Preferred stock, no par value, 80,000,000 sh&fé¥ par value,
5,000,000 shares, none issued
Common Shareholders' Equity
Common stock, no par value, authorized 800,@dhares,

issued 420,671,789 common and 1,631,63dcestrshares in 2004
and 408,610,591 common and 1,569,260 restishhares in 2003

Common stock held by subsidiary, at cost, 2381® shares
Unearned compensation
Accumulated earnings (deficit)
Accumulated other comprehensive loss
Total common shareholders' equity
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $

See accompanying Notes to the Condensed Consaliffatancial Statements.

PG&E CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

Cash Flows From Operating Activities
Net income (loss)
Loss from discontinued operations
Cumulative effect of changes in accounting pples
Net income from continuing operations

Adjustments to reconcile net income (loss) tbaash provided by operating activities:

Depreciation, amortization and decommissign
Recognition of regulatory assets
Deferred income taxes and tax credits, net
Other deferred charges and noncurrentliligisi
Gain on sale of assets

Net effect of changes in operating assets atnilities:
Restricted cash
Accounts receivable
Inventories
Accounts payable
Accrued taxes
Regulatory balancing accounts, net
Other working capital

Payments authorized by the bankruptcy courtmaumts classified as liabilities
subject to compromise

Other, net
Net cash provided by operating activities

1,636 1,497
22,202 13,214
5,603 5,603
3,439 3,715
9,042 9,318
286 286
6,540 6,468
(690) (690)
(31) (20)
1,575 (1,458
(81) (85)
7,313 4,215
42,139 $ 30,175
(Unaudited)
Three Months Ended
March 31,
2004 2003
$ 3,033 $ (354)
- 265
- 6
3,033 (83)
312 310
(4,900 -
1,926 (15)
237 189
(16) -
(128) 206
352 402
82 71
(257) 81
65 (128)
(53) (51)
287 4
(20) (39)
(33) (14)
887 933



Cash Flows From Investing Activities

Capital expenditures (342) (371)
Net proceeds from sale of assets 18 5
Increase in restricted cash (6,917, -
Other, net (65) 9
Net cash used by investing activities (7,306 (357)
Cash Flows From Financing Activities
Net proceeds from long-term debt issued 6,547 -
Long-term debt matured, redeemed or repurchased (310) -
Rate reduction bonds matured (74) (74)
Common stock issued 58 21
Net cash provided (used) by financing activities 6,221 (53)
Net change in cash and cash equivalents (198) 523
Cash and cash equivalents at January 1 3,658 3,532
Cash and cash equivalents at March 31 $ 3,460 $ 4,055
Supplemental disclosures of cash flow information
Cash received for:
Reorganization interest income $ 8 $ 11
Cash paid for:
Interest (net of amounts capitalized) 197 149
Income taxes paid, net 1
Reorganization professional fees and expenses 5 22
Supplemental disclosures of noncash investing anith&éncing activities
Transfer of liabilities and other payables sabje compromise from operating
assets and liabilities (257) a7
See accompanying Notes to the Condensed Consaliffatancial Statements.
PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
Three Months Ended
(in millions) March 31,
2004 2003
Operating Revenues
Electric $ 1,791 $ 1,305
Natural gas 931 830
Total operating revenues 2,722 2,135
Operating Expenses
Cost of electricity 561 554
Cost of natural gas 578 486
Operating and maintenance 808 712
Recognition of regulatory assets (4,900 -
Depreciation, amortization and decommissioning 311 310
Reorganization professional fees and expenses 2 35
Total operating (gain) expenses (2,640 2,097
Operating Income 5,362 38
Reorganization interest income 8 10
Interest income 3 1
Interest expense (non-contractual interest esgpen$31 million in 2004
and $30 million in 2003) (213) (220)
Other income, net 13 15
Income (Loss) Before Income Taxes 5,173 (156)



Income tax provision (benefit) 2,099 (84)

Income (Loss) Before Cumulative Effect of a Changm Accounting Principle 3,074 (72)
Cumulative effect of change in accounting pptei(net of income tax benefit
of $1 million for the three months ended Magdh 2003) - (1)
Net Income (Loss) 3,074 (73)
Preferred dividend requirement 8 6
Income (Loss) Available for (Allocated to) Common ®ck $ 3,06€ $ (79

See accompanying Notes to the Condensed Consaliffatancial Statements.

PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION
CONDENSED CONSOLIDATED BALANCE SHEETS

Balance At
(in millions) March 31, December 31,
2004 2003
(Unaudited)
ASSETS
Current Assets
Cash and cash equivalents $ 2,845 $ 2,979
Restricted cash 529 403
Accounts receivable:
Customers (net of allowance for doubtful aois of $61 million in 2004
and $68 million in 2003) 2,068 2,424
Related parties 2 17
Regulatory balancing accounts 546 248
Inventories:
Gas stored underground 80 166
Materials and supplies 130 126
Prepaid expenses and other 52 100
Total current assets 6,252 6,463
Property, Plant and Equipment
Electric 20,665 20,468
Gas 8,431 8,355
Construction work in progress 417 379
Total property, plant and equipment 29,513 29,202
Accumulated depreciation (11,221 (11,1200
Net property, plant and equipment 18,292 18,102
Other Noncurrent Assets
Restricted cash 6,917 -
Regulatory assets 6,993 2,001
Nuclear decommissioning funds 1,547 1,478
Other 1,098 1,051
Total other noncurrent assets 16,555 4,530
TOTAL ASSETS $ 41,099 $ 29,095

See accompanying Notes to the Condensed Consaliffatancial Statements.

PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION
CONDENSED CONSOLIDATED BALANCE SHEETS

Balance At
(in millions, except share amounts) March 31, December 31,

2004 2003
(Unaudited)



LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities Not Subject to Compromise
Current Liabilities

Long-term debt, classified as current $ 4 $ 310
Current portion of rate reduction bonds 290 290
Accounts payable:
Trade creditors 427 657
Related parties 93 224
Regulatory balancing accounts 431 186
Other 530 365
Interest payable 208 153
Income taxes payable 148 -
Deferred income taxes 66 86
Other 840 673
Total current liabilities 3,037 2,944
Noncurrent Liabilities
Long-term debt 9,117 2,431
Rate reduction bonds 796 870
Regulatory liabilities 4,249 3,97¢
Asset retirement obligations 1,236 1,218
Deferred income taxes 3,370 1,334
Deferred tax credits 125 127
Preferred stock with mandatory redemption prionis 137 137
Other 1,573 1,464
Total noncurrent liabilities 20,603 11,560
Liabilities Subject to Compromise
Financing debt 5,603 5,603
Trade creditors 3,622 3,899
Total liabilities subject to compromise 9,225 9,502

Commitments and Contingencies (Notes 1, 2, 3 and 6) - -
Shareholders' Equity
Preferred stock without mandatory redemptiorvigions

Nonredeemable, 5% to 6%, outstanding 5,7&4sBares 145 145
Redeemable, 4.36% to 7.04%, outstanding 54863hares 149 149
Common stock, $5 par value, authorized 800,@shares,
issued 321,314,760 shares 1,606 1,606
Common stock held by subsidiary, at cost, 19283 shares (475) (475)
Additional paid-in capital 2,040 1,964
Reinvested earnings 4,772 1,706
Accumulated other comprehensive loss 3) (6)
Total shareholders' equity 8,234 5,089
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 41,099 $ 29,095

See accompanying Notes to the Condensed Consaliffatancial Statements.

PACIFIC GAS AND ELECTRIC COMPANY, A DEBTOR-IN-POSSE SSION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
Three Months Ended
(in millions) March 31,
2004 2003

Cash Flows From Operating Activities

Net income (loss) $ 3074 $ (73)

Adjustments to reconcile net income (loss) tbaash provided by operating activities:



Depreciation, amortization and decommissignin 311 310

Recognition of regulatory assets (4,900 -
Deferred income taxes and tax credits, net 2,014 117
Other deferred charges and noncurrent ligdsli 279 80
Gain on sale of assets (16)
Cumulative effect of a change in accountingqiple - 1
Net effect of changes in operating assets atilities:
Restricted cash (126) (42)
Accounts receivable 353 381
Inventories 82 71
Accounts payable (256) 122
Accrued taxes 98 (176)
Regulatory balancing accounts, net (53) (51)
Other working capital 253 24
Payments authorized by the bankruptcy courtraumts classified as liabilities
subject to compromise (20) (39)
Other, net (84) 8
Net cash provided by operating activities 1,009 734
Cash Flows From Investing Activities
Capital expenditures (342) (371)
Net proceeds from sale of assets 18 5
Increase in restricted cash (6,917, -
Other, net (65) 9
Net cash used by investing activities (7,306 (357)
Cash Flows From Financing Activities
Net proceeds from issuance of long-term debt 6,547 -
Long-term debt matured, redeemed or repurchased (310) -
Rate reduction bonds matured (74) (74)
Net cash provided (used) by financing activis 6,163 (74)
Net change in cash and cash equivalents (134) 303
Cash and cash equivalents at January 1 2,979 3,343
Cash and cash equivalents at March 31 $ 2845 $ 3,646

Supplemental disclosures of cash flow information
Cash received for:

Reorganization interest income $ 8 $ 11
Cash paid for:

Interest (net of amounts capitalized) 175 116

Reorganization professional fees and expenses 5 22

Supplemental disclosures of noncash investing anth&ncing activities
Transfer of liabilities and other payables sabfe compromise (to) from operating
assets and liabilities, net (257) a7

See accompanying Notes to the Condensed Consaliffatancial Statements.

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS

NOTE 1: GENERAL
Organization and Basis of Presentation

PG&E Corporation, incorporated inifdania in 1995, is an energy-based holding conypiiat conducts its business principally
through Pacific Gas and Electric Company, or thiéitidta public utility operating in northern aneitral California. The Utility engages
primarily in the businesses of electricity and maktgas distribution, electricity generation, etaxity transmission, and natural g



transportation and storage. PG&E Corporation bedaméolding company of the Utility and its subaiiis on January 1, 1997. The Utility,
incorporated in California in 1905, is the predsceof PG&E Corporation. Both PG&E Corporation dine Utility are headquartered in San
Francisco, California.

As discussed further in Note 2, qriAl2, 2004, the Utility's plan of reorganizatjar Plan of Reorganization, under the provisions
of Chapter 11 of the U.S. Bankruptcy Code, or Caiapt, became effective. During its Chapter 11 @eding, the Utility retained control of
its assets and was authorized to operate its lssagea debtor-in-possession.

PG&E Corporation's other significanbsidiary is National Energy & Gas Transmisslan,, formerly known as PG&E National
Energy Group, Inc., or PG&E NEG, headquarteredethBsda, Maryland. PG&E NEG was incorporated orebrder 18, 1998, as a wholly
owned subsidiary of PG&E Corporation. On July 8)20PG&E NEG and certain of its subsidiaries fileduntary petitions for relief under
the provisions of Chapter 11 of the Bankruptcy Ciodile U.S. Bankruptcy Court for the District ofakland, Greenbelt Division.
Subsequently, on July 29, 2003, two additional glitsses of PG&E NEG also filed voluntary Chaptdrfdetitions. PG&E NEG and those
subsidiaries in Chapter 11 retain control of tlasisets and are authorized to operate their busimassdebtors-in-possession while being
subject to the jurisdiction of the bankruptcy co@h October 3, 2003, the bankruptcy court autleorRG&E NEG to change its name to
National Energy & Gas Transmission, Inc., or NEGfie change reflects NEGT's pending separation P@&E Corporation. Consequent
all subsequent references to PG&E NEG in thesedNotéhe Condensed Consolidated Financial Stateméhtrefer to NEGT. NEGT's plan
of reorganization, if implemented, would elimin&&&E Corporation's equity interest in NEGT.

Under accounting principles gengrattcepted in the United States of America, or GAédhsolidation is generally required for
investments of more than 50% of the outstandingigattock of an investee, except when control tshedd by the majority owner. Under
these rules, legal reorganization and bankruptgsesent conditions that can preclude consolidatianstances where control rests with an
entity other than the majority owner. In anticipatiof NEGT's Chapter 11 filing, PG&E Corporatiorépresentatives, who previously served
on the NEGT Board of Directors, resigned on Jul2003 and were replaced with Board members whoetreffiliated with PG&E
Corporation. As a result, PG&E Corporation no langgains significant influence over the ongoin@i@gtions of NEGT. On May 3, 2004,
NEGT's plan of reorganization, which eliminates FE&S@orporation's equity ownership, was confirmedh®ybankruptcy court. Effecti
July 8, 2003, PG&E Corporation no longer consobdahe earnings and losses of NEGT or its subsdiand has reflected its ownership
interest in NEGT utilizing the cost method of acetig, under which PG&E Corporation's investmenNIBGT is reflected as a single
amount on the Condensed Consolidated Balance ShB@&E Corporation at March 31, 2004. In addititor,the reasons described above,
PG&E Corporation considers NEGT to be an abandassedt under Statement of Financial Accounting 3tats] or SFAS, "Accounting for
Impairment or Disposal of Long-Lived Assets," orAS-No. 144, and, as a result, the operations of NRfor to July 8, 2003 and for all
prior periods, are reflected as discontinued opmratin the Consolidated Financial Statements K&te 4 for further information).

This Quarterly Report on Form QQs a combined report of PG&E Corporation anduiéty. Therefore, the Notes to the unaudi
Consolidated Financial Statements apply to both E@&rporation and the Utility. PG&E Corporation'sriidensed Consolidated Financial
Statements include the accounts of PG&E CorporatienUstility, and other wholly owned and contrallsubsidiaries. The Utility's
Condensed Consolidated Financial Statements inés@ecounts and those of its wholly owned androfied subsidiaries, and variable
interest entities for which it is subject to a mijoof the risk of loss or gain. Both PG&E Corptioa's and the Utility's Consolidated Balance
Sheets at December 31, 2003 were derived fromutiigeal Consolidated Balance Sheets included icdinebined 2003 Annual Report filed
with the Current Report on Form 8-K dated MarcR@)4.

The preparation of financial stataisén conformity with GAAP requires managementrtake estimates and assumptions. These
estimates and assumptions affect the reported amofirevenues, expenses, assets and liabilitiéshendisclosure of contingencies. As tt
estimates involve judgments on a wide range obfacincluding future economic conditions that diféicult to predict, actual results could
differ from these estimates.

PG&E Corporation's and the Utilit€ensolidated Financial Statements have been prépataccordance with the American
Institute of Certified Public Accountants' StatenehPosition 90-7, "Financial Reporting by Entitin Reorganization Under the Bankruptcy
Code," or SOP 90-7, and on a going-concern basighwcontemplates continuity of operation, real@abf assets, and liquidation of
liabilities in the ordinary course of business.a\esult of the Utility's Chapter 11 filing, theatization of assets and liquidation of liabilities
were subject to uncertainty while the Utility wasGhapter 11. Under SOP 90-7, certain claims agtiadUtility existing before the Utility's
Chapter 11 filing are classified as liabilities gdb to compromise on PG&E Corporation's and thétyJ$ Consolidated Balance Sheets.
Additionally, professional fees and expenses diyeelated to the Utility's Chapter 11 proceedimgl énterest income on funds accumulated
during the Chapter 11 proceedings are reportedatghaas reorganization items. Finally, the extenthich the Utility's reported interest
expense differs from its stated contractual inteigedisclosed on the Utility's Condensed ConstdidéStatements of Operations.

Adoption of New Accounting Policies and Summary o$ignificant Accounting Policies

The accounting policies used by PG&dtporation and the Utility include those necegéar rate-regulated enterprises, which
reflect the ratemaking policies of the Californiablitic Utilities Commission, or the CPUC, and thel&®l Energy Regulatory Commission,
the FERC. Except as disclosed below, PG&E Corpamaaind the Utility are following the same accougtiolicies discussed in their
combined 2003 Annual Report filed with the CurrBefport on Form 8-K dated March 2, 2004.

Participating Securities and the Tv-Class Method



On March 31, 2004, the Financial duating Standards Board, or FASB, ratified the enissis reached by its Emerging Issues Task
Force, or EITF, on EITF Issue 03-06, "ParticipatBggurities and the Two-Class Method under FASBeStant No. 128," or EITF 03-06.
EITF 0306 provides additional guidance related to thewaton of earnings per share under FASB StatefNentL28, "Earnings per Shari
or SFAS No. 128, which includes application of ftveo-class" method in computing earnings per shidentification of participating
securities, and requirements for the allocatioardfistributed earnings (and losses) to particigasiecurities. PG&E Corporation adopted
EITF 03-06 for the quarter ending March 31, 2004 alh prior periods presented.

PG&E Corporation currently has outstanding $280ionilin convertible subordinated 9.50% notes du#X2@r Convertible Notes,
that are entitled to receive (non-cumulative) dérid payments without exercising the conversionoopflrhese Convertible Notes meet the
criteria of a participating security in the caldida of basic earnings per share using the "twsstlanethod of SFAS No. 128. Therefore,
EITF 03-6 requires that earnings be allocated betmemmmon stock and the participating security.

Consolidation of Variable Interest Entities

In December 2003, the FASB issugdrpretation No. 46 (revised December 2003), "Cheation of Variable Interest Entities," or
FIN 46R. FIN 46R provides that an entity is a vialéainterest entity if it does not have sufficieouity investment at risk, or if the holders of
the entity's equity instruments lack the essentiaracteristics of a controlling financial interdsiN 46R requires that the company that is
subject to a majority of the risk of loss from aiahble interest entity's activities, or is entitledreceive a majority of the entity's residual
returns, or both, consolidate the variable inteeasity. A company that consolidates a variablerngst entity is called the primary beneficiary.

PG&E Corporation and the Utility gded FIN 46R on January 1, 2004. In accordance Mith46R, the Utility consolidated the
assets, liabilities and non-controlling interedtsam low-income housing partnerships that wereedatned to be variable interest entities
under FIN 46R. The consolidation of these variafilerest entities resulted in an increase in tasakts and total liabilities of $16 million.
There was no impact on income resulting from thapéidn of FIN 46R.

Low Income Housing Partnershi

The Utility is a limited partner fwo low-income housing partnerships, or LIHPs, tat considered to be variable interest entities.
The Utility was determined to be the primary beciafiy of both of these entities. The two partngrshivere formed to invest in low-income
housing projects sponsored by non-profit organizegiin the state of California. The LIHPs have ékdebt in the amount of $8 million,
which is secured by assets of the partnershigseimmount of $28 million and the Utility's capiiafiusion commitments. In addition to the
amounts recorded above, the Utility is requirethtike capital infusions of approximately $16 millimnthe two LIHPs over the next five
years.

The Utility has not applied FIN 4611 other low-income housing partnership investts¢hat are subsidiaries of one of the
LIHPs. The Utility is unable to apply FIN 46R tcetbe partnerships because it does not have theriglyato the information necessary to
determine if these entities are variable interasties or to perform the accounting required tosmlidate the entities. The Utility's maximum
exposure to loss from these partnership investmerite partnership's current investment of $26ionil

Power Purchase Agreemet

The Utility is unable to apply theopisions of FIN 46R to 28 entities that are coupaeties of power purchase agreements. It is
conceivable that the Utility could have a signifitaariable interest in a power purchase agreecmniterparty if that entity is a variable
interest entity and it owns one plant that sellsssantially all of its output to the Utility, anbe contract price for power is correlated with the
plant's variable costs of production. The Utilitaswunable to obtain the information necessary tergigne whether 28 of its power purchase
agreement counterparties are variable interesientr determine if the Utility is the primary lefitiary of these entities because the
counterparties are not legally required to provfgeUtility with the information.

These 28 entities are qualifyinglfaes under the Public Utility Regulatory Polisié\ct of 1978, or PURPA. Under PURPA, the
CPUC required California investor-owned electriditigs to enter into a series of long-term powarghase agreements with qualifying
facilities and approved the applicable terms, coais, price options and eligibility requiremeritfiese agreements require the Utility to pay
for energy and capacity. Energy payments are bais¢lde qualifying facility's actual electrical outpand CPUC-approved energy prices,
while capacity payments are based on the qualiffaadity's total available capacity and contra¢ttepacity commitment. Capacity payme
may be adjusted if the facility fails to meet oceg&ds performance requirements specified in thécaibpe power purchase agreement. In
regards to these 28 agreements, approximately hn@@@watts, or MW expire between 2004 and 2026apdoximately 143 MW have no
specific expiration dates. Collective purchasemftbese entities were $115 million for the threenthe ended March 31, 2004 and $102
million for the three months ended March 31, 2008 Utility has no investment at risk in the coupgety entities or commitment to fund
losses.

Changes in Accounting for Certain Derivative Conires

In November 2003 the FASB approvedmendment to an interpretation issued by thevativies Implementation Group C15 (as
previously amended in October 2001 and Decembet,2XDIG C15), that changed the definition of natmpurchases and sales for certain
power contracts that contain optionali



PG&E Corporation and the Utility hawkviously adopted the new DIG C15 guidelines pectively for new derivative instruments
entered into after June 30, 2003. On January 4,2Z0G&E Corporation and the Utility adopted the rMek@ C15 guidelines for certain pow
contracts that contain optionality that existedpto July 1, 2003. The adoption of DIG C15 did hate any impact on the Consolidated
Financial Statements of PG&E Corporation or thdityti

Regulation and Statement of Financial Accounting&tdards No. 71

PG&E Corporation and the Utility acat for the financial effects of regulation in aodance with "Accounting for the Effects of
Certain Types of Regulation," as amended, or SFAS/M. SFAS No. 71 applies to regulated entitieeselrates are designed to recover the
costs of providing service. SFAS No. 71 appliealt®f the Utility's operations except for a natugas pipeline. As discussed further in Note
2, during the first quarter of 2004, the Utilitydzen reapplying SFAS No. 71 to its generation op@nat As a result, as of March 31, 2004, the
Utility recorded a generation regulatory assetpgraximately $1.2 billion. The Utility is regulatdxyy the CPUC, the FERC and the Nuclear
Regulatory Commission, or NRC, among others.

SFAS No. 71 provides for the recogdof regulatory assets and liabilities when cart@inditions are met. Regulatory assets
represent the capitalization of incurred costs waild otherwise be charged to expense when itdbgble that the incurred costs will be
included for ratemaking purposes in the future. Ragry liabilities represent rate actions of aulagpr that will result in amounts that are to
be credited to customers through the ratemakinggzo

To the extent that portions of thidity's operations cease to be subject to SFASNoor recovery is no longer probable as a result
of changes in regulation or the Utility's compestposition, the related regulatory assets anditiab are written off.

Earnings (Loss) Per Share

As a result of the implementatiortted Settlement Agreement and the related recognitf the regulatory assets, discussed in Note
2, at March 31, 2004, PG&E Corporation had retaieachings of approximately $1.6 billion. Accordipgbasic earnings (loss) per share is
calculated utilizing the "two-class" method by divig earnings (loss) allocated to common sharehslolg the weighted average number of
common shares outstanding during the period. Ddlernings (loss) per share is computed by dividigigncome (loss), adjusted for the net
interest and the change in market value of dividesadicipation rights associated with the Convdetiotes, by the sum of the weighted
average number of common shares outstanding arabshened issuance of common shares for all dilsécerities.

The following is a reconciliation BIG&E Corporation's net income (loss) and weiglaesfage common shares outstanding for
calculating basic and diluted earnings (loss) peares.

Three Months Ended

March 31,
(in millions, except share amounts) 2004 2003
Income (loss) from continuing operations $ 3033 $ (83
Discontinued operations - (265)
Net income (loss) before cumulative effect of chemip accounting principles 3,033 (348)
Cumulative effect of changes in accounting prirespl - (6)
Net income (loss) for basic calculations 3,033 (354)
Earnings (loss) allocated to common sharehaoldasic 2,893 (354)
Earnings (loss) allocated to Convertible Nobesic 140 -
Net income (loss) 3,033 (354)
9.50% Convertible Notes:
Change in market value of dividend participatiynts 19 -
Interest expense 4 -
Net income (loss) for diluted calculations $ 3,056 $ (354)
Weighted average common shares outstanding, basic 393 382
Add: 9.50% Convertible Notes 19 -
Employee stock options and PG&E Corfiorashares held by grantor trusts 7 -
PG&E Corporation Warrants 4 -
Rounding 1 -
Shares outstanding for diluted calculations 424 382

Earnings (Loss) Per Common Share, Basic
Income (loss) from continuing operations $ 7.36 $ (0.22)



Discontinued operations - (0.69)

Cumulative effect of changes in accounting prirespl - (0.02)
Net earnings (loss) $ 736 $ (0.93)
Earnings (Loss) Per Common Share, Diluted

Income (loss) from continuing operations $ 7.21 $ (0.22)
Discontinued operations - (0.69)
Cumulative effect of changes in accounting prirespl - (0.02)
Net earnings (loss) $ 721 $ (0.93)

No portion of the loss for the periemtled March 31, 2003 was allocated to the padtitig security under the "two-class" method
since there is no contractual obligation for thEsavertible Notes to share in the losses of PG&EpGmtion.

Diluted earnings per share for the¢hmonths ended March 31, 2003 excludes 19 millioremental shares related to the
Convertible Notes, approximately one million inceamtal shares related to employee stock optionsharks held by grantor trusts and four
million incremental shares related to warrants iactildes associated interest expense of $4 mi(lien of income taxes of $3 million) due to
the anti-dilutive effect upon loss from continuiogerations.

PG&E Corporation reflects the preddrdividends of subsidiaries as other expensedomutation of both basic and diluted earn
per share.

Stock-Based Compensation

PG&E Corporation and the Utility acot for stock-based compensation using the intrivelue method in accordance with the
provisions of Accounting Principles Board Opinion.Ne5, "Accounting for Stock Issued to Employees,'allowed by SFAS No. 123,
"Accounting for Stock-Based Compensation," or SP¥® 123, as amended by SFAS No. 148, "Accountingfock-Based Compensation -
Transition and Disclosure, an Amendment of FASBeSteent No. 123," or SFAS No. 148. Under the intdn&lue method, PG&E
Corporation and the Utility do not recognize anynpensation expense for stock options, as the eseeprice is equal to the fair market value
of a share of PG&E Corporation common stock atithe the options are granted. If compensation espdad been recognized using the
value-based method under SFAS No. 123, PG&E Catipota pro forma consolidated earnings (loss) ardiags (loss) per share would
have been as follows:

Three Months Ended

March 31,

(in millions, except share amounts) 2004 2003
Net Earnings (Loss):
As reported $ 3,033 $ (354)

Deduct: Total stock-based employee compensatioaressgpdetermined under

the fair value based method for all awards, neelaited tax effects 4 5)
Pro forma $ 3,029 $ (359
Basic earnings (loss) per share:
As reported $ 7.36 $ (0.93)
Pro forma 7.35 (0.94)
Diluted earnings (loss) per share:
As reported $ 721 $ (0.93)
Pro forma 7.20 (0.94)

If compensation expense had beergrézed using the fair value-based method underSSNA. 123, the Utility's pro forma
consolidated earnings (loss) would have been &safsl

Three Months Ended

March 31,
(in millions) 2004 2003
Net Earnings (Loss):
As reported $ 3,066 $ (79)

Deduct: Total stock-based employee compensatioaressgpdetermined under



the fair value based method for all awards, neelatted tax effects (2 (2)
Pro forma $ 3,064 $ (81

At March 31, 2004, a total of 2,088) shares of restricted PG&E Corporation commookshad been awarded to eligible
employees of PG&E Corporation and its subsidianésyhich 1,278,140 shares were granted to Utdityployees. The shares were granted
with restrictions and are subject to forfeitureasd certain conditions are met.

The restricted shares are held irsomow account. The shares become available entpdoyees as the restrictions lapse. In ger
for shares granted in 2003, the restrictions on 80%e shares lapse automatically over a periddwfyears at the rate of 20% per year. The
compensation expense for these shares remainsdixed value of the stock at grant date. Restristion the remaining 20% of the shares
will lapse at a rate of 5% per year if PG&E Corpimma s in the top quartile of its comparator gragpmeasured by annual total shareholder
return for each year ending immediately before eauiual lapse date. The compensation expense tizeddor these shares is variable, and
changes with the common stock share price. Foeshgranted in 2004, the restrictions lapse aut@altiover a period of four years at the
rate of 25% per year, and the compensation expensains fixed at the value of the stock at gramg.daompensation expense associated
with all the shares is recognized on a quartergidydy amortizing the unearned compensation ikkat¢hat period.

Comprehensive Income (Loss)

PG&E Corporation's and the Utilitgamprehensive income (loss) consists principdlighanges in the market value of certain cash
flow hedges under SFAS No. 133, "Accounting forietive Instruments and Hedging Activities," asemued, or SFAS No. 133, and the
effects of the remeasurement of the defined bepefision plan.

Three Months Ended
March 31, 2004

PG&E
Corporation Utility
Net income available for common stock $ 3,033 $ 3,066

Net gain in other comprehensive income (OCI)

from current period hedging transactions and prl@nges in accordance
with SFAS No. 133 (net of income tax expense ofrfilon) 3 3

Net reclassification from OCI to earnings - -
Foreign currency translation adjustment - -
Other 1 -

Total comprehensive income (loss) $ 3,037 $ 3,069

Three Months Ended
March 31, 2003

PG&E
Corporation Utility

Net loss allocated to common stock $ (354) $ (79)
Net loss in OCI from current period hedging tranises and price

changes in accordance with SFAS No. 133 (hietcome tax benefit

of $1 million) @) -
Net reclassification from OCI to earnings (netridfame tax expense

of $47 million) 5 -
Foreign currency translation adjustment (net obme tax expense

of $2 million) 3 -

Total comprehensive loss $ (347) $ (79)

The above changes to OCI are sta¢df income taxes benefits of $2 million for theeemonth period ended March 31, 2004,
$48 million for the three-month period ended MaBdh 2003.

Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensive inedloss) reports a measure for accumulated changeglity of an enterprise that results
from transactions and other economic events ottaar transactions with shareholders. The followatgd sets forth the changes in each
component of accumulated other comprehensive indtoss):



Hedging Foreign

Transactions in Currency Accumulated Other
Accordance with Translation Retirement Plan Comprehensive
SFAS No. 133 Adjustment Remeasurement Other Income (Loss)
Balance at December 31, 2002 $ (90) $ 3) $ - $ - $ (93)
Period change in:
Mark-to-market adjustments for hedging
transactions in accordance with SFAS No. 133 1) - - - 1)
Net reclassification to earnings 5 - - - 5
Other - 3 - - 3
Balance at March 31, 2003 $ (86) $ - $ - $ - $ (86)
Balance at December 31, 2003 $ (81) $ - $ 4) $ - $ (85)
Period change in:
Mark-to-market adjustments for hedging
transactions in accordance with SFAS No. 133 3 - - - 3
Net reclassification to earnings
Other - - - 1 1
Balance at March 31, 2004 $ (78) $ - $ (4) $ 1 $ (81)

Amounts included in accumulated ott@mprehensive income (loss) related to discoetimperations were $77 million at March
31, 2004, and $(86) million at March 31, 2003.

Income Taxes

In 2003, PG&E Corporation increagsd/aluation allowance against certain state defetax assets related to NEGT or its
subsidiaries due to the uncertainty in their redion. Valuation allowances of $17 million wereoeged in discontinued operations, and $5
million in accumulated other comprehensive losgtierthree-month period ended March 31, 2003.

Upon deconsolidation of NEGT fordirtial statement purposes, PG&E Corporation addpgdost method of accounting for its
ownership interest in NEGT. As a result of thismotting change, PG&E Corporation will not recogreziglitional income tax benefits for
financial statement reporting purposes after JuBOD3, with respect to losses related to NEGTosubsidiaries even though it continues to
include NEGT and its subsidiaries in its consokdaincome tax returns. Any such unrecognized benafid deferred tax assets arising from
losses related to NEGT or its subsidiaries thaehzeen recognized through July 7, 2003, will bemed in discontinued operations in the
Consolidated Statements of Operations at the fimeRG&E Corporation releases its ownership intereSEGT.

Related Party Agreements and Transactions

In accordance with various agreemehe Utility and other subsidiaries provide aecdeive various services to and from their
parent, PG&E Corporation, and among themselves.Uklity and PG&E Corporation exchange administratand professional support
services in support of operations. These servicepriced either at the fully loaded cosi (., direct costs and allocation of overhead costs) o
at the higher of fully loaded cost or fair markatue, depending on the nature of the services. PG&fporation also allocates certain other
corporate administrative and general costs to tiléyand other subsidiaries using a variety afttas, including the number of employees,
operating expenses excluding fuel purchases, ast#ts and other cost-causal methods. The Utilityiyases natural gas transportation
services from Gas Transmission Northwest Corpanatto GTNW, formerly known as PG&E Gas Transmissiarthwest Corporation.
Effective April 1, 2003, the Utility no longer purases natural gas from NEGT Energy Trading Hold®@ggporation, or NEGT ET, formerly
known as PG&E Energy Trading Holdings Corporat®ath GTNW and NEGT ET are subsidiaries of NEGT. Thidity sold natural gas
transportation capacity and other ancillary sewimeNEGT ET until NEGT's Chapter 11 proceeding imasinent. These services were
priced at either tariff rates or fair market valdepending on the nature of the services provitiacbugh July 7, 2003, all significant
intercompany transactions are eliminated in codadilbn; therefore, no profit or loss resulted frirase transactions. Beginning July 8, 2003,
the Ultility's transactions with NEGT are no longéiminated in consolidation. The Utility's signifiot related party transactions and related
receivable (payable) balances were as follows:

Receivable (Payable)
Balance Outstanding At

Three Months Ended December
March 31, March 31, 31,
(in millions) 2004 2003 2004 2003

Utility revenues from:

Administrative services provided to
PG&E Corporation $ 2 $ 2 $ 1 $ -



Natural gas transportation capacity
services provided to NEGT ET - 3 - -

Trade deposit due from GTNW (15) 3 - 15
Utility expenses from:

Administrative services received from

PG&E Corporation $ 22 $ 13 $ (265) $ (396)
Interest accrued on pre-petition liability due to

PG&E Corporation 2 2 (2) (2)
Administrative services received from NEGT - 1 - Q)
Gas commodity services received from NEGT ET - 10 - -
Gas transportation services received from GTNW 15 15 (8) (8)
Trade deposit due to NEGT ET - 1 - -

As discussed further in Note 2, slarch 31, 2004, PG&E Corporation recorded theantmf the Settlement Agreement. One of
the terms of the Settlement Agreement precludedJthigy from reimbursing PG&E Corporation for caimh Chapter 1Xelated costs. As suc
PG&E Corporation reduced its receivable from thiitytand the Utility reduced its payable to PG&rporation, by $128 million. The
transactions were recorded as a contribution taJtiliey by PG&E Corporation, net of taxes of $52llion, and an increase to additional paid-
in capital by the Utility.

Pension and Other Postretirement Benefits

PG&E Corporation and its subsidigupeovide non-contributory defined benefit pengatans for certain of their employees and
retirees (referred to collectively as pension bigslefcontributory postretirement medical plansdertain of their employees and retirees and
their eligible dependents, and non-contributorytfgasement life insurance plans for certain ofitleenployees and retirees (referred to
collectively as other benefits). PG&E Corporationl dts subsidiaries use a December 31 measureratnfat all of its plans and use publi
guoted market values and independent pricing sesuepending on the nature of the assets, as eddnytthe trustee to determine the fair
value of the plan assets.

Under SFAS No. 71, regulatory adjuestts are recorded in the Consolidated Statemé@gperations and Consolidated Balance
Sheets of the Utility to reflect the differenceweén Utility pension expense or income for accauynpurposes and Utility pension expens
income for ratemaking, which is based on a fundipgroach. The CPUC has authorized the Utility tmver the costs associated with its
other postretirement benefits for 1993 and beyond.

Net periodic benefit cost as reféecin PG&E Corporation's and the Utility's Statetr@frOperations for the three months ended
March 31, 2004 and March 31, 2003 are as follows:

PG&E Corporation

Pension Benefits Other Benefits
(in millions) 2004 2003 2004 2003
Service cost for benefits earned $ 47 $ 41 $ 9 $ 8
Interest cost 118 114 23 20
Expected return on Plan's assets (141) (122) (19) (15)
Amortized prior service cost 14 14 9 7
Amortization of unrecognized loss - 10 - 1
Net periodic benefit cost $ 38 $ 57 $ 22 $ 21
Utility
Pension Benefits Other Benefits
(in millions) 2004 2003 2004 2003
Service cost for benefits earned $ 46 $ 40 $ 9 $ 8
Interest cost 117 113 23 20
Expected return on Plan's assets (141) (121) (29) (15)

Amortized prior service cost 15 14 9 7



Amortization of unrecognized loss - 10 - 1
Net periodic benefit cost $ 37 $ 56 $ 22 $ 21

The Utility previously disclosedits Annual Report for the year ended December B032hat it expected to contribute up to $129
million to its pension benefits plan, assuming fae resolution of pension-related rate recoverthe 2003 general rate case, or GRC, in
which it requested the CPUC to approve a relatédrififlion additional revenue requirement. On Ail2004, the administrative law judge,
or ALJ, issued a proposed decision in the 2003 @&OGmmending rejection of the Utility's requestidal decision on pension funding for
2003 will be made upon receipt of the final GRCisieo.

Accounting Pronouncements Issued But Not Yet Adopte
Accounting and Disclosure Requirements Relatedfie Medicare Prescription Drug, Improvement and Madé&ation Act of 2008

In March 2004, the FASB issued Staff Position SBE 106-b, "Accounting and Disclosure Requiremétdtated to the Medicare
Prescription Drug, Improvement and Modernization éc2003," or SFAS No. 106-b. SFAS No. 106-b sepdes SFAS No. 106-1,
"Accounting and Disclosure Requirements RelatethédViedicare Prescription Drug, Improvement and &tatzation Act of 2003," and
provides guidance on the accounting, disclosufece¥e date and transition related to the PresonpDrug Act. Under the current proposal,
SFAS No. 106-b is to become effective for the thjudrter 2004, which begins on July 1, 2004. PG&EpGration and the Utility are
continuing to evaluate the impact of SFAS No. 1@6recognition, measurement and disclosure pravisim their Consolidated Financial
Statements.

NOTE 2: THE UTILITY CHAPTER 11 FILING

The discussion of the Utility's Chexpl 1 filing matters below should be read in cowgjion with Note 2 of the Notes to the
Consolidated Financial Statements of PG&E Corponaiand the Utility's combined 2003 Annual Refiitat! with the Current Report on
Form 8-K dated March 2, 2004.

Emergence From Chapter 11

On April 12, 2004, the Utility's Pl@f Reorganization under Chapter 11 of the U.$iwkBaptcy Code became effective. The Plan of
Reorganization incorporated the terms of the settg agreement approved by the CPUC on Decemb&008, and entered into among the
CPUC, the Utility and PG&E Corporation on Decemb@y 2003, to resolve the Utility's Chapter 11 pealing, or Settlement Agreement.
Although the Utility's operations will no longer kabject to the oversight of the bankruptcy caiet, bankruptcy court will retain jurisdiction
to hear and determine disputes arising in conneetith the interpretation, implementation or enfarent of (1) the Settlement Agreement,
(2) the Plan of Reorganization, and (3) the bankyupourt's December 22, 2003 order confirmingRken of Reorganization. In addition, the
bankruptcy court retains jurisdiction to resolveegning disputed claims.

In anticipation of its emergencenfr@hapter 11, the Utility consummated its publifenhg of $6.7 billion of first mortgage bonds,
or First Mortgage Bonds, on March 23, 2004. Upandffectiveness of the Plan of Reorganization Utikty paid all valid claims, deposited
funds into escrow accounts for the payment of diesghalaims upon resolution, reinstated certaingabions, and paid other obligations. The
following table summarizes the sources and usésnafs for these transactions:

(in millions)
Sources Uses

First Mortgage Bonds $ 6,70C Payments to Creditors $ 8,394

Term Loans 799 Disputed Claims Escrow 1,84:

Account Receivable Financing Facility 350

Total Debt Financing 7,84¢

Cash used to pay Claims 2,38¢

Sources of Funds for Claims 10,237 Uses of Funds for Claims 10,237
Reinstated Pollution Control Bond-Related

Reinstated Pollution Control Bond-Related Obligasio 814 Obligations 814

Reinstated Preferred Stock 421 Reinstated Preferred Stock 421

Cash on Hand 225 Preferred Dividends 93
Environmental Measures 10
Transaction Costs 122

Total Sources of Funds $11,697 Total Uses of Funds $ 11,697



In connection with its emergencerfrGhapter 11, the Utility received investment gredeer credit ratings of Baa3 from Moody's
Investors Service, or Moody's, and BBB- from Stadda Poor's, or S&P.

Appeals of the bankruptcy courtdasrconfirming the Plan of Reorganization are pelhding in the U.S. District Court for the
Northern District of California, or the District @d. These appeals were filed by the two CPUC casioners who did not vote to apprc
the Settlement Agreement, or the dissenting comamisss, and a municipality. The District Court v@i#it a schedule for briefing and
argument of the appeals at a later date. In additio April 15, 2004, the City and County of Saarkisco, or CCSF, and Aglet Consumer
Alliance, or Aglet, each filed a petition with tkzalifornia Court of Appeal seeking review of thel®Ps December 18, 2003 decision
approving the Settlement Agreement and the CPUG@ixIM16, 2004 decision denying applications foeegng of its December 18, 2003
decision. CCSF and Aglet allege that the SettlerAgnéement violates California law, among otheimsla CCSF requests the appellate ¢
to hear and review the CPUC's decisions approviadettlement Agreement and Aglet requests thaCEHéC's decisions be overturned.
PG&E Corporation and the Utility believe the petits are without merit and should be denied. Thity}i answer in opposition to the
petitions for review is due May 19, 2004.

Under applicable federal precedente the Plan of Reorganization has been "subaligntbnsummated,” any pending appeals of
the confirmation order should be dismissed. Ifwithtstanding this federal precedent, the bankruptayrt's confirmation order or the
Settlement Agreement is subsequently overturnedaatified, PG&E Corporation and the Utility's finaalccondition and results of operatic
could be materially adversely affected and PG&EpBaation and the Utility's ability to make paymeatsdebt could be materially adversely
affected.

The Utility believes that the uneénty regarding the outcome of the pending appeadspetitions does not alter the assessment tha
the regulatory assets provided under the Settlehgrgement are probable of recovery in rates, ssudsed below.

Financial Summary of the Settlement Agreement

In light of the satisfaction of vawis conditions to the implementation of the PlaRebrganization, including the consummation of
the public offering of First Mortgage Bonds, theeipt of investment grade credit ratings and fltBIUC approval of the Settlement
Agreement, the accounting probability standard ireguto be met under SFAS No. 71 in order for thidity to recognize the regulatory ass
provided under the Settlement Agreement (as desttiielow) was met as of March 31, 2004. TheretbeUtility recorded the $2.2 billion,
after-tax, regulatory asset established under étbeErent Agreement, or the Settlement Regulat@sefy and $0.7 billion, after-tax, for the
Utility retained generation regulatory assets asrearized in the table below and discussed furti¢iné paragraphs below:

Settlement Utility Retained

Regulatory Generation
(in millions) Asset Regulatory Assets Total
Authorized, pre-tax, January 1, 2004 $ 3,73C $ 1,24¢ $ 4,97¢
Less: amortization from January 1 to March 31 58 21 79
Recognition of regulatory assets, pre-tax, March28D4 3,672 1,22¢ 4,90C
Deferred income taxes 1,49€ 500 1,99¢
Recognition of regulatory assets, after-tax, M&th2004 2,17¢€ 728 2,904
Less: offsets of supplier settlements, after-tax 8 - 8
Net, March 31, 2004 $ 2,16¢ $ 728 $ 2,89¢

Settlement Regulatory Ass

«  The Settlement Agreement established a $2.2 bjlafter-tax, regulatory asset (which
is equivalent to an approximately $3.7 billion, p&&, regulatory asset) as a new,
separate and additional part of the Utility's fadse that is being amortized on a
"mortgage-style" basis over nine years begindargiary 1, 2004. Under this
amortization methodology, annual after-tax collees of the Settlement Regulatory
Asset are estimated to range from approximatehd$tdlion in 2004 to approximately
$380 million in 2012. This after-tax Settlement Riegory Asset will be reduced for
any refunds, claim offsets or other credits thditytieceives from energy suppliers
relating to specified electricity procurement castsurred during the California energy
crisis, including those arising from the settlemeh€PUC litigation against El Paso
Natural Gas Company. As of March 31, 2004, theitytiecognized a one-time non-
cash gain of $3.7 billion, pre-tax, for the SetthRegulatory Asset.

«  The unamortized balance of the Settlement Regyl#sset will earn a rate of return
on its equity component of no less than 11.22% alty€or its nine-year term and,
after the equity component of the Ultility's capg#licture reaches 52%, the authorized



equity component of the Settlement Regulatory Assiébe no less than 52% for the
remaining term. If the Utility completes a refinamg of the Settlement Regulatory
Asset supported by a dedicated rate componensassdied below, the equity and debt
components of the Utility's rate of return will teplaced with the lower interest rate of
the securitized debt.

Utility Retained Generation Regulatory Assets

. In the Settlement Agreement, the CPUC deemed thigyldtadopted electricity
generation rate base in a 2002 proceeding to bafusreasonable and not subject to
modification, adjustment or reduction, except asessary to reflect capital
expenditures and changes in authorized deprecigticeordingly, as of March 31,
2004 the Utility recognized a one-time non-casmgsdi$1.2 billion, pre-tax, for the
retained generation regulatory assets. The indatidomponents of the regulatory
assets will be amortized over their respectivesliveith a weighted average life of
approximately 16 years.

Ratemaking Matter

. In the Settlement Agreement, the CPUC agreed ttheddtility's capital structure and
authorized return on equity in its annual costayital proceedings in its usual manner.
However, from January 1, 2004 until Moody's haséskan issuer rating for the Utility
of not less than A3 or S&P has issued a long-tesuer credit rating for the Utility of
not less than A-, the Utility's authorized retumexuity will be no less than 11.22% per
year and its authorized equity ratio for ratemalpngposes will be no less than 52%.
However, for 2004 and 2005, the Utility's authodizsyuity ratio will be the greater of
the proportion of equity approved in the Utilitg804 and 2005 cost of capital
proceedings, or 48.6%.

« The CPUC also agreed to act promptly on certatheUtility's pending ratemaking
proceedings, including the Utility's pending 200RG The outcome of these
proceedings may result in the establishment oftentdil regulatory assets on the
Utility's Consolidated Balance Sheets.

Environmental Measure:

. In the Settlement Agreement, the Utility agreedrioumber with conservation
easements or donate approximately 140,000 aclasato public agencies or non-
profit conservation organizations.

«  The Utility has established PG&E Environmental Emtement Corporation as a
California non-profit corporation to oversee th&iesnmental enhancements associated
with these lands. The Utility has agreed to furel¢brporation with $100 million in
cash over ten years, although the Utility will beied to recover these payments in
rates. At March 31, 2004, the Utility recorded &3 $nillion regulatory asset and
associated liability based on the discounted ptessdnoe of future cash payments. On
April 12, 2004, the Utility made its first $10 mdh installment payment to this
corporation.

«  The Utility has also agreed to establish a Califomon-profit corporation dedicated to
support research and investment in clean energwmtdagy, primarily in the Utility's
service territory. The Utility has agreed to fuhdtcorporation with $30 million
payable over five years beginning in January 200&se contributions may not be
recovered in rates. At March 31, 2004, the Utitigorded a $27 million pre-tax charge
to earnings based on the discounted present vafuéuoe cash payments.

Of the approximately 140,000 acefenred to above, approximately 44,000 acres magither donated or encumbered with
conservation easements. The remaining land conttaénitility's or a joint licensee's hydroelectgieneration facilities and may only be
encumbered with conservation easements. At MarcB@14, the Utility recorded a $1 million pre-téxacge to earnings associated with the
land donation obligation.

Fees and Expenses



The Settlement Agreement requiredukility to reimburse the CPUC for its professibfees and expenses incurred in connection
with the Chapter 11 proceeding. These amountsbwillecovered from customers over a reasonabledimp to four years. At March 31,
2004, the Utility recorded a regulatory asset asmbeiated liability of approximately $30 millionrfthe CPUC reimbursable fees and
expenses. In addition, one of the terms of thde®etint Agreement precluded the Utility from reimdbing PG&E Corporation for certain
Chapter 11-related costs. As such, PG&E Corporatidaced its receivable from the Utility, and thiity reduced its payable to PG&E
Corporation, by $128 million. The transactions wereorded as a contribution to the Utility by PG&Brporation, net of taxes, and an
increase to additional paid-in capital by the Wtili

Refinancing Supported by a Dedicated Rate Component

Under the Settlement Agreement, PG&fporation and the Utility agreed to seek tonafice the remaining unamortized pre-tax
balance of the Settlement Regulatory Asset andectfzderal, state and franchise taxes, up toeh@d%$3.0 billion, as expeditiously as
practicable after the effective date of the PlaRebrganization using a securitized financing sugbby a dedicated rate component,
provided the following conditions are met:

« Authorizing California legislation satisfactory tiee CPUC, The Utility Reform
Network, or TURN, and the Utility is passed andhsid into law allowing securitization
of the Settlement Regulatory Asset and associ&igerél and state income and
franchise taxes and providing for the collectiorthia Utility's rates of any portion of the
associated tax amounts not securitized;

« The CPUC determines that, on a net present valsis,libe refinancing would save
customers money over the term of the securitizéd ciempared to the Settlement
Regulatory Asset;

«  The refinancing will not adversely affect the Utils issuer or debt credit ratings; and

«  The Utility obtains, or decides it does not neefrigate letter ruling from the Internal
Revenue Service, or IRS, confirming that neitherréfinancing nor the issuance of the
securitized debt is a presently taxable event.

The Utility would be permitted toraplete the refinancing in up to two tranches uprie year apart. Upon refinancing with
securitization, the equity and debt componentseftility's rate of return on the Settlement Ratly Asset would be eliminated. Instead
the Ultility would collect from customers amountdfigient to service the securitized debt. The Wtilivould use the securitization proceeds to
rebalance its capital structure in order to mamthe capital structure provided for under thelSettnt Agreement.

On January 22, 2004, the CPUC amatqroposed legislation, Senate Bill 772, which Md@uthorize a dedicated rate compone
securitize the Settlement Regulatory Asset andealated taxes. The California legislature has lmmsidering the proposed legislation and it
may be presented for signature by the Governooas as the end of May 2004.

Chapter 11 Claims

Claims filed in the Chapter 11 prediag totaled approximately $51.7 billion. Of thetams, approximately $9.8 billion related to
California Independent System Operator, or ISO, &d@xchange, or PX, and generator claims. Undan&roptcy court order the aggregate
allowable amount of ISO, PX and generator claims livaited to approximately $1.6 billion after gigreffect to approximately $200 million
in prepetition offset. The Utility expects that this amowiill be further reduced as a result of certaincgedings pending at the FERC. Of
approximately $43.5 billion of filed claims, inclind) the limited amount of ISO, PX and generatometaof approximately $1.6 billion,
approximately $24.3 billion was disallowed by trenkruptcy court due to objections, claim withdresvahd agreements with claimants. The
Utility has objected to approximately $1.1 billiohthe remaining approximately $19.2 billion offil claims. In addition, certain claims,
including those related to environmental, penditigdtion and tort claims, aggregating approximatet.7 billion of the remaining $19.2
billion of filed claims, have passed through thaelkraptcy. The Utility has analyzed these pass-thhoclaims and has recorded reserves for
such claims that are included in the Utility's wsadiunted environmental remediation liability of eppmately $337 million at March 31,
2004 and the Utility's provision for legal mattefs$191 million at March 31, 2004, as discussedweh Note 6. At March 31, 2004, the
Utility had made approximately $2.3 billion in ates-related principal payments and settled additiolaéms of approximately $300 million
with the cancellation of certain bonds owned by ity

The Utility has recorded its estimaf all valid claims at March 31, 2004 as appradiety $9.2 billion of liabilities subject to
compromise (including interest on claims) and appnately $2.4 billion of long-term debt. At Decennt84, 2003, the Utility had recorded
approximately $9.5 billion of liabilities subjea tompromise and approximately $2.7 billion of lelegn debt. Upon the effectiveness of the
Plan of Reorganization, the Utility paid approxielst$8.4 billion in cash to holders of allowed ofgi and deposited approximately $1.8
billion into escrow accounts for the payment ofdiged claims, which is approximately equal to thants accrued as liabilities for these
claims at that date (see the sources and usesds fable as discussed above in the "Emergence Ehapter 11" section).



NOTE 3: DEBT
Long-Term Debt

The following table summarizes PG&#&rporation's and the Utility's long-term debt thettures in one year or more from the date
of issuance:

Balance At
March 31, December 31,
(in millions) 2004 2003
PG&E Corporation
Senior secured notes’$6, due 2008 $ 600 $ 600
Convertible subordinated notes, 9.50%, due 2010 280 280
Other long-term debt 3 3
Total long-term debt 883 883
Utility
First and refunding mortgage bonds:
5.85% to 8.80% bonds, maturing 2004-2026 2,454 2,764
Unamortized discount net of premium (23) (23)
Total first and refunding mortgage bonds 2,431 2,741
First mortgage bonds
1.81% to 6.05% bonds, maturing 2006-2034 6,700 -
Unamortized discount net of premium (18) -
Total first mortgage bonds 6,682 -
Other!) 8 -
Less current portiof}) 4) (310)
Total long-term debt, net of current portion 9,117 2,431
Total consolidated long-term debt, net of current prtion $ 10,000 $ 3,314
Long-term debt subject to compromise:
Senior notes, 10.75%, due 2005 $ 680 $ 680
Pollution control loan agreements, variablegatitie 2026 614 614
Pollution control loan agreement, 5.35%, due6201 200 200
Unsecured medium-term notes, 6.94% to 9.58%26004-2014 287 287
Deferrable interest subordinated debenture9%,@ue 2025 300 300
Other 17 17
Total long-term debt subject to compromise $ 2,098 $ 2,098

@ Other includes debt of two low-income housing parships that have been consolidated on adoptiGiihdo#6R. At March 31, 2004,
$7.3 million of the debt was in default due to Wity's Chapter 11 filing. When the Utility emegd from Chapter 11 on April 12,
2004, this default was cured.

Utility

In March 2004, in connection witle implementation of the Plan of Reorganization, ity issued $6.7 billion of First Mortgage
Bonds and, together with its consolidated subsekaentered into $2.9 billion of credit facilitiekhe Utility also obtained an interim $400
million cash collateralized letter of credit fagiliwhich was terminated on April 12, 2004, theeefive date of the Plan of Reorganization, or
the Effective Date, and the letters of credit artging were transferred to the $850 million revadyvcredit facility.

First Mortgage Bonds

On March 23, 2004, the Utility cldsa public offering of $6.7 billion of First Mortga Bonds. The First Mortgage Bonds were
offered in multiple tranches consisting of 3.60%sFMortgage Bonds due March 1, 2009 in the prialcgmount of $600 million, 4.20% First
Mortgage Bonds due March 1, 2011 in the principadant of $500 million, 4.80% First Mortgage BondedMarch 1, 2014 in the principal
amount of $1 billion, 6.05% First Mortgage Bondeddarch 1, 2034 in the principal amount of $3 billi and Floating Rate First Mortgage
Bonds due April 3, 2006 in the principal amoun®af6 billion. The Utility received proceeds of $®iflion from the offering, net of a
discount of $18 million. The interest rate for fleating Rate Mortgage Bonds is based on the threeth LIBOR, plus 0.70%, that will reset
quarterly beginning on July 3, 20(



In addition, approximately $2.5 ioili of additional First Mortgage Bonds were usedtanEffective Date to secure the Utility's
credit facilities as described below and to seteeUtility's reimbursement obligation under aruir@ce policy relating to certain pollution
control bonds that were issued for the benefihefWtility.

The First Mortgage Bonds are sectmed first priority lien on substantially all die Utility's real property and certain tangible
personal property related to the Utility's facd@ti Subject to certain conditions, the Utility wi# entitled to terminate the lien and eliminat
terms and conditions relating to collateral for Hiest Mortgage Bonds on the release date. In géribe release date will occur when the
Utility provides written evidence to the trusteetioé First Mortgage Bonds that the ratings on thikty)s long-term unsecured debt
obligations following the release date would astesgual the initial ratings assigned by Moodyd@ 8&P on the First Mortgage Bonds or, if
either or both of these rating agencies do not thnthe Utility's long-term unsecured debt oliimas, comparable ratings by any other
nationally recognized rating agency or agenciescsetl by the Utility. The First Mortgage Bonds figed initial investment grade credit
ratings of Baa2 from Moody's and BBB from S&P.

At the time of the closing of thdesfng of the First Mortgage Bonds, the Plan of R@nization was not yet effective. Therefore,
Utility deposited the proceeds of the sale of thetfMortgage Bonds into an escrow account. See RptThe Utility's Chapter 11 Filing," f
additional information concerning the use of pratseef the sale of the First Mortgage Bonds. On M&t, 2004, the amount in the escrow
account was classified as restricted cash in norectiassets on the Utility's Consolidated BalgBleet.

Repayment Schedul

The following table details the sdhked maturities of the Utility's long-term debttsianding at March 31, 2004, excluding the
Utility's first and refunding mortgage bonds antbtdgubject to compromise that were repaid on tliedife Date.

(in millions) 2004 2005 2006 2007 2008 Thereafter Total
Long-term debt:

Fixed rate obligations $ - 3% - 3 - % - % - $ 5082 $ 5,082
Average interest rate -% -% -% -% -% 5.34% 5.34%
Variable rate obligations - - 1,600 - - - 1,600
Other 4 2 1 - - 1 8
Rate reduction bonds 216 290 290 290 - - 1,086
Average interest rate 6.42% 6.42% 6.44% 6.48% -% -% 6.44%
Total $ 220 $ 292 $ 1891 $290 $ - $ 5083 $7,776

Credit Facilities and Short-Term Borrowings

The following table summarizes thdity's lines of credit and short-term borrowingigbject to compromise, which were paid and
cancelled on the Effective Date, and credit faesitthat the Utility and its consolidated subsigisientered into on March 5, 2004. PG&E
Corporation does not maintain credit facilitiesbort-term borrowings.

Balance At
April 12, March 31, December 31,
(in millions) 2004 2004 2003
Credit facilities subject to compromise:
5-year revolving credit facility $ - $ 938 $ 938
Total lines of credit subject to compromise - 938 938
Short-term borrowings subject to compromise:
Bank borrowings - letters of credit for accetethpollution
control agreement - 454 454
Floating rate notes - 1,24C 1,24C
Commercial paper - 873 873
Total short-term borrowings subject to compramis - 2,567 2,567
Total credit facilities and short-term borrowingshpect
to compromise $ - $ 3,50¢ $ 3,50
Credit facilities:
Accounts receivable financing $ 350 $ - $ -
Pollution control bonds reimbursement agreements 620 - -
Pollution control bonds term loans 345 - -
Amended and restated reimbursement agreements 454 - -

Total credit facilities $ 1,769 $ - $ -



On March 5, 2004, the Utility ansl @onsolidated subsidiaries entered into credilitfaagreements totaling approximately $2.9
billion. The credit facilities consist of the follang:

Accounts Receivable Financi

On March 5, 2004, the Utility entitiato certain agreements providing for the cordimisale of a portion of the Ultility's accounts
receivable to PG&E Accounts Receivable Company Lil(RG&E ARC, a limited liability company wholly aved by the Utility. In turn,
PG&E ARC will sell interests in its accounts re@le to commercial paper conduits or banks. PG&EARay obtain up to $650 million of
financing under such agreements. Unless extenbedrédit facility will terminate on March 5, 200ihe credit facility may be extended for
additional periods under the agreement of all parfrhe Utility began selling accounts receivabdeBG&E ARC on the Effective Date and
used approximately $350 million that was receivednfthe sale of the accounts receivable in conoeetith this credit facility to pay
allowed claims on the Effective Date. While PG&E @i a wholly owned consolidated subsidiary ofthiity, PG&E ARC is legally
separate from the Utility. The assets of PG&E AREI(ding the accounts receivables) are not aviilebcreditors of the Utility or PG&E
Corporation, and the accounts receivables areegallly assets of the Utility or PG&E Corporatioior Ehe purposes of financial reporting,
facility is accounted for as a secured financing.

The accounts receivable facilitylites customary covenants on the Utility's part@mdhe part of PG&E ARC, including
covenants related to:

. Servicing of the accounts receivables in accordaittethe Utility's credit and collection policy;
. Protecting the interests of the purchasers of teeunts receivable;

. Maintenance of any governmental authorization qrayal necessary in connection with the
operation of the Utility's business; and

. Indemnification of the purchasers.

Pollution Control Bonds Reimbursement Agreem

On March 5, 2004, the Utility entiiato four separate reimbursement agreements writieh the issuing lender issued, on the
Effective Date, approximately $620 million in neetters of credit to support approximately $614 imillaggregate principal amount of
pollution control bonds that were previously isstdthe benefit of the Utility.

The covenants under the pollutiontad bond reimbursement agreements are substgrttial same as those of the working capital
facility, as described below. On the Effective Dakee Utility secured its obligation under the f@@parate reimbursement agreements with
First Mortgage Bonds.

Pollution Control Bonds Term Loa

On March 5, 2004, the Utility entiiato a term loan facility of $345 million that waised to fund the purchase, in lieu of
redemption, of certain pollution control bonds ba Effective Date, which is due and payable on HFrg905. At the Utility's request and at
the sole discretion of each lender, the term l@ailify may be extended for additional periods.

The covenants under the term loailifiaare substantially the same as those of thekimg capital facility, as described below. On
the Effective Date, the Utility secured its obligatunder the term loan facility with First Mortga@onds.

Amended and Restated Reimbursement Agreel

During the course of the Utility'b&pter 11 proceeding, approximately $454 milliothi@ aggregate principal amount of pollution
control bonds, which were issued for the Utilityenefit, were redeemed through draws on lettecsedfit, giving rise to an obligation to
reimburse the issuers of these letters of credi@r respective assignees for the amounts dr@mrthe Effective Date, the Utility amended
the four separate reimbursement agreements aradegshem after the lenders had purchased the i®dbdn in reimbursement obligations
owed to the issuers of the drawn letters of crediheir respective assignees. The Utility expézt®pay the amounts outstanding under the
amended and restated reimbursement agreementghtteeiissuance of new refunding pollution conrahds or otherwise. The outstanding
balance of $454 million under the amended and tebt@imbursement agreements is due and payalllenan5, 2005. At the Utility's request
and at the sole discretion of each lender, eacindetkand restated reimbursement agreement maytdredex for additional periods.

The covenants under each amendedestated reimbursement agreement are substantiaiiyical to those of the working capital
facility, as described below. On the Effective Dakee Utility secured its obligations under the ahed and restated reimbursement
agreements with First Mortgage Bonds.

Working Capital Facility



On March 5, 2004, the Utility entiato an $850 million revolving credit facilityy avorking capital facility, with a syndicate of
banks. Loans under the working capital facilitylwié used primarily to cover operating expensessaagonal fluctuations in cash flows.
Letters of credit under the working capital fagiltill be used primarily to provide credit enhanaarts to counterparties for natural gas and
electricity procurement transactions. The workiagital facility has a term of three years and atstanding amounts will be due and payable
on March 5, 2007. At the Utility's request andret sole discretion of each lender, the workingtehfacility may be extended for additional
periods. On the Effective Date, the Utility secuitsdbbligation under the working capital faciliyith First Mortgage Bonds. On the Effective
Date, approximately $206 million of letters of citsidom a cash collateralized $400 million lettércoedit facility was transferred to the
working capital facility with no loans outstandingder the working capital facility.

The working capital facility inclusieustomary covenants, including covenants rekated

. Maintenance, as of the end of each fiscal quartding after the Effective Date, of a debt to
capitalization ratio of at most 0.65 to 1.00;

. Prohibition on the disposition of assets, othenttispositions of inventory and obsolete property
in the ordinary course, in excess of 25% of theagate book value of the Utility's and the Utikty'
significant subsidiaries' assets at December 313;20

. A limitation on liens no more restrictive than timitation on liens that becomes effective under
the indenture from and after the release date;

. Limitation on mergers and sales of all or subsgdigtall of the Utility's assets; and

. Maintenance of any governmental authorization @rayal necessary in connection with the
operation of the Utility's business.

Cash Collateralized Letter of Credit

In addition to the $2.9 billion iredlit facilities, on March 2, 2004, the Utility enéd into a cash collateralized $400 million letier
credit facility that was used to issue lettersrefdit to provide credit support in connection witle Utility's preexisting and new natural gas
procurement activities and related purchases afrabgjas transportation services. This credit ifigoivas terminated on the Effective Date,
and the outstanding balance of approximately $2illomof letters of credit outstanding was trarrséel to the $850 million working capital
facility.

NOTE 4: DISCONTINUED OPERATIONS

On July 8, 2003, NEGT filed a volaryt petition for relief under Chapter 11. The conaion of the decline in wholesale electricity
prices, the financial commitments related to NE@&bsstruction program, the decline of NEGT's creatiing to below investment grade, and
the lack of market liquidity created severe finahdiistress and ultimately caused NEGT to seeleptimin under Chapter 11. As a result of
NEGT's Chapter 11 filing and the elimination of igwwnership provided for in NEGT's plan of reongaation, PG&E Corporatio
considers its investment in NEGT to be an abandasedt and has accounted for NEGT as discontinpeiions in accordance with SFAS
No. 144. Under the provisions of SFAS No. 144,dperating results of NEGT and its subsidiariesrap@rted as discontinued operation:
the Consolidated Statements of Operations throubyh7] 2003 and for all prior periods.

Effective July 8, 2003, NEGT andstsbsidiaries are no longer consolidated by PG&BEpQmation in its Consolidated Financial
Statements. The accompanying March 31, 2004 Cafaell Balance Sheet of PG&E Corporation does filectehe separate assets and
liabilities of NEGT; rather, a liability of appraxiately $1.2 billion is reflected, which represethis losses of NEGT recognized by PG&E
Corporation in excess of its investment in and adea to NEGT. In addition, accumulated other coimgnsive income includes a net charge
of approximately $77 million at December 31, 208&ted to NEGT. The accompanying Consolidated Stam¢s of Operations of PG&E
Corporation for the three months ended March 3032fresent the operations of NEGT as discontingedations. PG&E Corporation's
investment in NEGT will not be affected by chan@eBIEGT's future financial results, other thanifiestments in or dividends from NEC
or (2) income taxes PG&E Corporation may be reguicepay if the IRS disallows certain deductionseorcredits related to NEGT or its
subsidiaries for past tax years that are incorpdratto PG&E Corporation's consolidated tax returns

Upon implementation of NEGT's pldmeorganization, PG&E Corporation will reverseiitgestment in NEGT and the related
amounts included in deferred income taxes andéoraalated other comprehensive income and, as #,restognize a material one-time net
non-cash gain to earnings from discontinued oparatiThis amount will be reduced by any potentédility for NEGT claims related to
contractual obligations, if any. The deferred tageds arising from the losses related to NEGTsosubsidiaries that have been recognized
through July 7, 2003 will reverse at the time PG&&rporation releases its ownership interest in NEG1Is reversal of deferred tax assets
will partially offset any one-time gain recognizetien PG&E Corporation recognizes the gain reladatstnet investment in NEGT. On May
3, 2004, NEGT's plan of reorganization was confiirbg the bankruptcy court. The plan of reorgan@ats expected to become effective
during the second quarter of 2004. The effectivte dacontingent upon certain conditions being wigtin 90 days following the plan
confirmation.



NEGT Operating Results

Included within earnings from distioned operations on the Consolidated Statemer@pefations of PG&E Corporation are
NEGT's operating results, summarized bel

Three Months Ended

(in millions) March 31, 2003

Operating revenuéd® $ 664
Loss before income taxés (421)
Net income®) (271)

1 . . L
@ Amounts shown have been adjusted for intercompamyrations.

Before PG&E Corporation began actimgnfor NEGT as discontinued operations, NEGT hadounted for certain of its
subsidiaries as discontinued operations. The dpgregsults shown above reflect the operating teaiflUSGen New England, Inc. through
March 31, 2003 and the other previously discontihogerations through the respective disposal datesfirst quarter 2003 pre-tax loss of
NEGT and its subsidiaries includes the followingngaand losses on disposal of those subsidiaripee-tax gain of approximately $19
million on disposal related to the sale of Mountdiaw Power Partners, LLC in January 2003, anddditmnal pre-tax loss of approximately
$3 million on disposal related to the sale of PG&tergy Trading, Canada Corporation in the firstrtgreof 2003. Also included in the first
guarter 2003 pre-tax loss are impairments, wrife;@nd other charges of approximately $199 million

Commitments and Contingencies of NEGT

With its Chapter 11 filings, NEGTikétes defaulted on numerous agreements. The ataalue as a result of these defaults will be
determined and resolved in the context of NEGT @alil filings. PG&E Corporation is not a partytihese agreements, nor does it
anticipate any obligation related to these agre¢snen

NOTE 5: PRICE RISK MANAGEMENT

As discussed in Note 4, NEGT finahecésults are no longer consolidated with those®&E Corporation following the July 8,
2003 Chapter 11 filing of NEGT. NEGT's financiasuéts through July 7, 2003 are reflected in disicugtd operations. Because NEGT
financial results are no longer consolidated wlthse of PG&E Corporation, the only risk managenaetivities currently reported by PG&E
Corporation are related to Utility non-trading aittes.

Convertible Subordinated Notes

PG&E Corporation currently has camsting $280 million of Convertible Notes, that aoheduled to mature on June 30, 2010.
These Convertible Notes may be converted into B3@® shares of common stock of PG&E Corporatinraddition, the terms of the
Convertible Notes also entitle the note holdensddicipate in any dividend payments (non-cumuggtivased on their equity conversion
value.

In accordance with SFAS No. 133,dbeve dividend participation rights componentaesidered to be an embedded derivative
instrument and, therefore, must be marked-to-mahketigh earnings and its fair value must be réfléon the balance sheet. At March 31,
2004, the estimated fair value of the dividendipgration rights component was $19 million (netafes), which was reflected in PG&E
Corporation's Consolidated Statement of Operatisns non-operating expense and as a noncurretiityigdther Liabilities) on PG&E
Corporation's Consolidated Balance Sheet. In thiegeleading up to March 31, 2004, the fair vadfi¢he dividend participation rights
component was immaterial.

Non-Trading Activities

On the Utility's Consolidated Balarfgheets, cash flow hedges associated with intextestisk are presented at fair value in other
current assets. For hedges associated with redugrations and subject to the provisions of SN&S71, the effective and ineffective
portions are recorded in regulatory assets. At M&r, 2003, the Utility did not have any cash floadges.

The Utility has certain non-tradiderivative instruments for the purchase of eleityri@nd natural gas transportation and storage
that are either exempt from the SFAS No. 133 falue requirements under the normal purchases desl eseception or are not derivative
instruments and, therefore, have no mark-to-magkett on earnings. Additionally, the Utility holdsher non-trading derivative instruments
that do not qualify for cash flow hedge accountinghe normal purchase and sales exception to ;FAI33. The fair value of these
derivative instruments is recorded in other curessets or liabilities offset by regulatory liatids or asset:



Credit Risk

Credit risk is the risk of loss tiRB&E Corporation and the Utility would incur if fiomers or counterparties failed to perform their
contractual obligations.

PG&E Corporation had gross accometgivable of approximately $2.1 billion at March, 2004 and approximately $2.5 billion at
December 31, 2003. The majority of the accountsivable are associated with the Utility's resid@rdaind small commercial customers.
Based upon historical experience and evaluatichef-current factors, allowances for doubtful actewf approximately $61 million at
March 31, 2004 and approximately $68 million at Baber 31, 2003 were recorded against those accma#ivable. In accordance with
tariffs, credit risk exposure is limited by requawideposits from new customers and from those mestowhose past payment practices are
below standard. The Utility has a regional concitn of credit risk associated with its receivatfimm residential and small commercial
customers in northern and central California. Hosvewmaterial loss due to non-performance from tleeiséomers is not considered likely.

The Utility manages credit risk fter wholesale customers and counterparties by misgjgredit limits based on an evaluation of
their financial condition, net worth, credit ratiagd other credit criteria as deemed appropriatediClimits and credit quality are monitored
frequently and a detailed credit analysis is pentt at least annually.

Credit exposure for the Utility's @sale customers and counterparties is calcutitibygl If exposure exceeds the established lir
the Ultility takes immediate action to reduce thpasure or obtain additional collateral, or bothrtker, the Utility relies heavily on master
agreements that require security, referred to editccollateral, in the form of cash, letters oédit, corporate guarantees of acceptable credit
quality, or eligible securities if current net re@bles and replacement cost exposure exceed ctmfly specified limits.

The Utility calculates gross cresltposure for each of its wholesale customers andtegparties as the current mark-to-market
value of the contracti(e., the amount that would be lost if the counterpddfaulted today) plus or minus any outstandingeetivables or
payables, before the application of credit coltedduring the first three months of 2004, the ititecognized no material losses due to
contract defaults or bankruptcies. At March 31,£GBere were three counterparties that represgmaader than 10% of the Utility's net
credit exposure. The Utility had three investmeaiaidg counterparties that represented a total abappately 53% of the Utility's net credit
exposure.

The Utility conducts business withalesale counterparties mainly in the energy ingustcluding other California investor-owned
electric utilities, municipal utilities, energy thimg companies, financial institutions, and oil aradural gas production companies located in
the United States and Canada. This concentraticowiterparties may impact the Utility's overalpegure to credit risk because
counterparties may be similarly affected by ecormooniregulatory changes, or other changes in ciomdit

The schedule below summarizes thikity® net asset credit risk exposure, as welhasUtility's credit risk exposure to its wholes
customers or counterparties with a greater than A€@tredit exposure, at March 31, 2004 and DeceBibe2003.

) Number of Net Exposure
Gross Credit Wholesale to Wholesale
Exposure ) Customers or Customers or
Before Credit Credit Net Credit Counterparties  Counterparties
(in millions) Collateral (1) Collateral Exposure @ >10% >10%
March 31, 2004 $ 160 $ 16 $ 144 3 $ 77
December 31, 2003 165 11 154 3 68
@ Gross credit exposure equals mark-to-market valotes receivable and net receivables (payables)entedting is contractually allowed. Gross and

net credit exposure amounts reported above dawhtde adjustments for time value, liquidity orditeeserves. The Utility's gross credit exposure
includes wholesale activity only. Retail activitgcapayables incurred prior to the Utility's Chaptérfiling are not included. Retail activity at the
Utility consists of the accounts receivable frora tale of natural gas and electricity to residéatia small commercial customers.

@ Net credit exposure is the gross credit exposureisicredit collateral (cash deposits and lettexgedit). For purposes of this table, parental
guarantees are not included as part of the calonlat

The schedule below summarizes taditquality of the Utility's net credit risk expare to the Utility's wholesale customers and
counterparties at March 31, 2004 and December(®13:2

Net Credit Percentage of Net
(in millions) Exposure® Credit Exposure

Credit Quality (@
March 31, 2004

Investment grad€) $ 138 96%
Non-investment grade 6 4%



Total $ 144 100%
December 31, 2003
Investment gradé) $ 108 70%
Non-investment grade 46 30%
Total $ 154 100%

Credit ratings are determined by using publiclyikaide information. If provided a guarantee by ghr rated entity

(e.g., an affiliate), the rating is determined basedhmnrating of the guarantor.

@ Net credit exposure is the gross credit exposurausicredit collateral (cash deposits and lettergedit). For purpose
of this table, parental guarantees are not incledepart of the calculation.

® Investment grade is determined using publicly aldé informationj.e., rated at least Baa3 by Moody's and BBB- by

S&P. The Utility has assessed certain governmexnttiiorities that are not rated through publiclyikamide information

as investment grade based upon an internal assesshwedit worthiness.

@)

NOTE 6: COMMITMENTS AND CONTINGENCIES

PG&E Corporation and the Utility leasubstantial financial commitments and contingesmi connection with agreements entered
into supporting the Utility's operating activitidd3G&E Corporation's and the Utility's commitments discussed more fully in their combined
2003 Annual Report filed with the Current ReportForm 8-K dated March 2, 2004. The following sumizes PG&E Corporation's and the
Utility's material contingencies and canceled, namd significantly modified commitments since tloenbined 2003 Annual Report filed with
the Current Report on Form 8-K dated March 2, 20 filed.

Commitments
Utility
Power Purchase Agreemen

During the first quarter of 2004e thtility entered into various agreements to pusehenergy. Under these agreements, the Utility is
committed to make energy payments of approxim&&BB/ million and capacity payments of approxima&l® million in 2004.

Natural Gas Supply and Transportation Commitmet

The Utility purchases natural gagclily from producers and marketers in both Carsadbthe United States to serve its core
customers. The contract lengths and natural gasasof the Utility's portfolio of natural gas puvement contracts have fluctuated generally
based on market conditions.

As a result of the Utility's Chapfel filing and its credit rating being below invesint grade, the Utility had used several different
credit arrangements to purchase natural gas, imgud$10 million cash collateralized standby letiecredit and a pledge of its core natural
gas customer accounts receivable. On March 2, 2084¢ pledge facilities were replaced with a $#@0on limited cash collateralized letter
of credit facility, or gas procurement letter oédit facility. The gas customer accounts receivabbgram terminated effective March 29,
2004. At March 31, 2004, amounts secured by thispgacurement letter of credit facility totaled eppmately $203 million. Upon
emergence from Chapter 11 the Utility canceleddais procurement letter of credit facility and sfenred the outstanding balance to an $850
million revolving credit facility backed by the Uty's new credit facilities.

At March 31, 2004, the Utility's gdtions for natural gas purchases and gas tratadjmor services were as follows:

(in millions)
2004 $ 678
2005 168
2006 26
2007 7
2008 -
Thereafter -
Total $ 879

Transmission Control Agreement

The Utility is a party to a Transsi@n Control Agreement, or TCA, with the ISO anbestparticipating transmission owners. A



transmission owner, the Ultility is required to giwe years notice and receive regulatory apprdvaishes to withdraw from the TCA.
Under this agreement, the transmission owners,wdiio include Southern California Edison, or S6&n Diego Gas & Electric Company
and several municipal utilities, assign operatiauaitrol of their electricity transmission systetnghe 1SO. In addition, as a party to the T
the Ultility is responsible for a share of the castseliability must-run, or RMR, agreements betwélge ISO and owners of the power plants
subject to RMR agreements, or RMR Plants. Thety#liso is an owner of some of these RMR Plantsvlach the Utility receives revenue
from the ISO. Under the RMR agreements, RMR Planist remain available to generate electricity wheeded for local transmission
system reliability upon the ISO's demand.

At March 31, 2004, the 1SO had RMRRements for which the Utility could be obligatedhay the 1SO an estimated $666 million
in net costs during the period April 1, 2004, torbta31, 2006. These costs are recoverable undécalple ratemaking mechanisms.

It is possible that the Utility megceive a refund of RMR costs that the Utility poesly paid to the ISO. In June 2000, a FERC
issued an initial decision approving rates thaffirmed by the FERC, would require the subsidisiof Mirant Corporation, or Mirant, that
are parties to three RMR agreements with the 1S@ftond to the 1ISO, and the ISO to refund to thidityytexcess payments of approximately
$340 million, including interest, for availabilif Mirant's RMR Plants under these agreements. Mewen July 14, 2003, Mirant filed a
petition for reorganization under Chapter 11 andecember 15, 2003, the Utility filed claims in lsliit's Chapter 11 proceeding including a
claim for an RMR refund. The Utility is unable toegict at this time when the FERC will issue a ffitk@cision on this issue, what the FERC's
decision will be, and the amount of any refundsiclwimay be impacted by Mirant's Chapter 11 filihds uncertain how the resolution of tl
matter would be reflected in rates.

Enron Settlemen

On December 23, 2003, the Utilityezad into a settlement agreement with five subsies of Enron Corporation, or Enron, settling
certain claims between the Utility and Enron, a&r BEnron Settlement. The Enron Settlement becamaetafé April 20, 2004. On April 23,
2004, the Utility paid Enron cash of $309 milligriys interest of approximately $41 million. Thessments have been reflected in the
sources and uses of funds table in Note 2. Asudtrelthe Enron Settlement, the Utility will regei an after-tax credit of approximately
$114 million that will reduce the Settlement Regaitg Asset and other regulatory balancing accountthe rate design settlement approved
by the CPUC on February 26, 2004, the Utility'sarave requirement related to the amortization ofblement Regulatory Asset has been
reduced to reflect an estimate of the after-taritiacluded in the Enron Settlement. The CPUC sieai approving the rate design settlement
provides for regulatory balancing account treatmermnsure that the amount of the revenue requinereduction is adjusted to reflect the
after-tax amounts actually received by the Utilider settlements with energy suppliers, includingon.

Contingencies
The Utility has significant gain alods contingencies, which are discussed below.
2003 General Rate Case

On April 6, 2004, a proposed decisias issued in the Utility's 2003 GRC pendinchat€PUC. The 2003 GRC determines the
amount of authorized base revenues the Utilityamlect from customers to recover its basic busresl operational costs for electricity and
natural gas distribution operations and for eleitirigeneration operations for 2003 and succeegiags. The ALJ's proposed decision,
excluding changes in attrition rate adjustmentgjldi@pprove essentially all of the provisions cared in the July 2003 and September 2003
settlement agreements reached among the Utilityaridus consumer groups to set the Utility's 2@8&nue requirements for its electricity
generation and electricity and natural gas distidiouoperations.

If the proposed decision is adofigdhe CPUC, the Utility's total 2003 revenue reemients, as provided in the settlement
agreements, would be set at approximately:

. $2.5 billion for electricity distribution operatisnrepresenting a $236 million increase over the
previously authorized amount;

. $927 million for natural gas distribution operatipnepresenting a $52 million increase over the
previously authorized amount; and

. $912 million for electricity generation operationspresenting a $38 million increase over the
previously authorized amount.

In addition, under the proposed sedi, if the Utility forecasts a second refuelingage at the Diablo Canyon nuclear power plant
in any one year, the electricity generation revemeagiirement would be increased to reflect a fismdnue requirement of $32 million per
refueling outage, adjusted for changes in the GoeswPrice Index, or CPI, in the manner describettiénproposed decision. The only
forecasted second refueling outage will occur 640

The proposed decision would rejeetWtility's request for approximately $75 millionadditional revenue requirements to fun



pension contribution. If adopted, the proposedsieniwould be retroactive to January 1, 2003.

Because the CPUC has not yet isadethl decision on the Utility's 2003 GRC, thellfitihas not included the natural gas
distribution revenue requirement increase in it836r 2004 results of operations. If the CPUC apgsa 2003 revenue requirement increase
in 2004, the Utility would record both the 2003 &@D4 natural gas distribution revenue requirenrarease in its 2004 results of operatic

In 2003, the Utility collected elgcity revenue and surcharges subject to refunctutite frozen rate structure. The amount of
electricity revenue subject to refund pursuanhtorate design settlement in 2003 was $123 millidrich incorporated the impact of the
electric portion of the GRC settlement. The Utilitgs recorded a regulatory liability for the refloidigation. If the 2003 revenue requirem
that is ultimately approved in the Utility's 200RG is lower than the amounts described above atpelatory liability would increase. In
2004, the Utility began recording its base revemggiirements under a cost of service ratemakingtsire. In the first quarter of 2004, the
Utility collected less than its currently authodzease revenue requirements as approved in its @8 and 2001 attrition filings. The Utili
has recorded the difference between its currerd enue requirement and the amount it has cetlétirough cost of service rates in newly
established electricity balancing accounts. Thétitias not included the impact of the electriaiigtribution revenue requirement increases
in its results of operations for the first quawé€2004. If the CPUC approves a revenue requirefimentase in 2004, the Utility would record
the increase in the results of operations for 2004.

The proposed decision is schedwdaktconsidered by the CPUC on May 6, 2004. A filegision is expected in the second quarter
of 2004. If the proposed decision is approved, d@dem in the second quarter, the Utility wouldset regulatory assets and liabilities
associated with the revenue requirement increaselsding attrition), recovery of unfunded taxespceciation, and decommissioning. The
net impact of these items is anticipated to rasyftre-tax earnings of approximately $400 million.

Also, on April 6, 2004, the CPUCLied a separate proposed decision to address aanagrebetween the Utility and the CPUC's
Office of Ratepayer Advocates, or ORA, relatinghte Utility's response to storm outages and otkléability issues and an agreement the
Utility reached with the California Coalition of ility Employees that proposed a reliability perfance incentive mechanism for the Utility
beginning in 2004 and continuing through 2009. Amother things, the CPUC accepted the reliabitiiydards proposed by the Utility and
ORA and approved certain reliability improvemeritiatives as well as the funding for these initta8, but rejected the proposed incentive
mechanism.

PG&E Corporation and the Utility aneable to predict whether these proposed decisiilhbe adopted by the CPUC. If the CPUC
does not approve the settlement agreements, thig/'gtability to earn its authorized rate of retdor the years until the next GRC would be
adversely affected. As previously discussed, theeahanges implemented during the first quart&0®4 contemplated approval for the 2003
GRC consistent with the settlement agreementsh&@xtent that the final GRC is different from #egtlement agreements, rates will be
trued-up.

PX Block-Forward Contracts

The Utility had PX block-forward doacts, which were seized by California's then-Gowge Gray Davis in February 2001 for the
benefit of the state, acting under California's Eyeacy Services Act. The block-forward contractd ha estimated unrealized gain of up to
$243 million at the time the state of Californidzeel them. The Utility, the PX, and some of the iAXrket participants have filed claims in
state court against the state of California to vecthe value of the seized contracts; the stateatifornia disputes the plaintiff's valuations.
The estimated value of the seized contracts has fodlg reserved in the Utility's financial statents. This state court litigation is pending.

Nuclear Insurance

The Utility has several types of leac insurance for its Diablo Canyon power plart Biumboldt Bay Unit 3. The Utility has
insurance coverage for property damages and bugsintesruption losses as a member of Nuclear Eteletsurance Limited, or NEIL. NEIL
is a mutual insurer owned by utilities with nucléailities. NEIL provides property damage and bess interruption coverage of up to $3.24
billion per incident. Under this insurance, if amyclear generating facility insured by NEIL suffersatastrophic loss causing a prolonged
outage, the Utility may be required to pay addiiiopremiums of up to $40.2 million.

NEIL also provides coverage for dgemcaused by acts of terrorism at nuclear povegitgl If one or more acts of domestic
terrorism cause property damage covered under fatme muclear insurance policies issued by NEIang NEIL member within a 12-month
period, the maximum recovery under all those nudheurance policies may not exceed $3.24 billiwrs phe additional amounts recovered
by NEIL for these losses from reinsurance. UnderTarrorism Risk Insurance Act of 2002, NEIL woblg entitled to receive substantial
proceeds from reinsurance coverage for an act dduséoreign terrorism. The Terrorism Risk Insuramct of 2002 expires on December
2005.

Under the Price-Anderson Act, pulibility claims from a nuclear incident are limdt to $10.8 billion. As required by the Price-
Anderson Act, the Utility purchased the maximumikaide public liability insurance of $300 milliorf the Diablo Canyon power plant. The
balance of the $10.8 billion of liability proteatiags covered by a loss-sharing program (secondaay€ial protection) among utilities owning
nuclear reactors. Under the Price-Anderson Act,@vparticipation in this lossharing program is required for all owners of reexL00 MW
or higher. If a nuclear incident results in costexcess of $300 million, then the Utility may lesponsible for up to $100.6 million per
reactor, with payments in each year limited to &imam of $10 million per incident until the Utilithras fully paid its share of the liability.
Since the Diablo Canyon power plant has two nudleactors over 100 MW, the Utility may be assesgetb $201.2 million per incider



with payments in each year limited to a maximur$2® million per incident. Although the Price-AndensAct expired on December 31,
2003, coverage continues to be provided to alhbees, including the Diablo Canyon power plantciviiiad coverage before December 31,
2003. Congress may address renewal of the Pricer&nd Act in future energy legislation.

In addition, the Utility has $53.3llion of liability insurance for the retired nu@egenerating unit at Humboldt Bay power plant
has a $500 million indemnification from the NRC faublic liability arising from nuclear incidentssering liabilities in excess of the $53.3
million of liability insurance.

Workers' Compensation Security

The Utility is self-insured for waats' compensation. The Utility must deposit coti@tavith the California Department of Industrial
Relations, or DIR, to maintain its status as a-s&lfirer for workers' compensation claims maderegdhe Utility. Acceptable forms of
collateral include surety bonds, letters of crechish and securities. At March 31, 2004, the Wtpitovided collateral in the form of $305
million in surety bonds and approximately $43 roitlin a cash deposit.

In February 2001, several surety ganies provided cancellation notices because dfthity's financial situation. The cancellation
of these bonds has not impacted the Utility's seléired status under California law. The DIR hasagpeed to release the canceling sureties
from their obligations for claims occurring befdhe cancellation and has continued to apply theelad bond amounts, totaling $185
million, toward the $348 million collateral requinent. At March 31, 2004, the Utility's $348 milliam collateral consisted of the $185
million in cancelled bonds, $120 million in actigerety bonds and approximately $43 million in c8B&E Corporation has guaranteed the
Utility's reimbursement obligation associated withse surety bonds and the Utility's underlyinggation to pay workers' compensation
claims.

On emergence from Chapter 11, PG&eets to be eligible to participate in the Alteima Security Program, or ASP, administe
by California's Sellnsurers' Security Fund, or SISF. PG&E was inel@tb participate in the ASP while in Chapter 1heTASP is a progra
that allows the SISF to arrange a composite defmrs#tligible self-insureds on a portfolio basither than individual self-insurers arranging
their deposits individually. SISF arranges portialecurity to be delivered to DIR for the aggrega-insured workers' compensation
liabilities for participating selfasurers. The Utility's participation in the ASPliwesult in the release of the $348 million coflal that existe
at March 31, 2004.

El Paso Settlemer

In June 2003, the Utility, along wBCE, the state of California and a number of roplagties, entered into the El Paso settlement,
which resolves all potential and alleged causesctibn against El Paso for its part in alleged malaition of natural gas and electricity
commodity and transportation markets during théopirom September 1996 to March 2003. Under thedslo settlement, El Paso will pay
approximately $1.5 billion in cash and non-cashstderation, of which approximately $550 millionnsw in an escrow account and
approximately $875 million will be paid over 1520 years. The Utility's share of the approximag&ly5 billion settlement is approximately
$300 million. El Paso also agreed to a reductioapgroximately $125 million in El Paso's long-tegtactricity supply contracts with the
California Department of Water Resources, or DWRyrbvide pipeline capacity to California and tsere specific reserve capacity for the
Utility, if needed. In October 2003, the CPUC apat an allocation of these refunds, under whichUtikty's natural gas customers would
receive approximately $80 million and its electsigustomers would receive approximately $216 onlliThe net-after-tax amount of any
consideration that the Utility actually receivecash related to the electricity refunds will regltice outstanding balance of the Settlement
Regulatory Asset. The settlement was approved dyBERC in November 2003 and by the San Diego Sup€nurt in December 2003. An
appeal of the attorney's fees award to class aptaintiffs' counsel in the litigation is pendingyt that appeal will not affect the effectiveness
of the settlement. The Superior Court's approvahefsettlement is now final and is no longer stitfje appeal. The refunds will be released
from the escrow account when the settlement beceffiestive according to its terms. The Utility keles it is probable that all conditions
precedent to the effectiveness of the settlemedhbwisatisfied soon.

Williams Settlement

On February 24, 2004, the Utility/de®CE entered into a settlement agreement withWitleams Companies, or Williams
settlement, settling certain pre-petition claimshia Utility's Chapter 11 proceeding. In ordertfoe settlement to become effective, it must
first be approved by the CPUC as to SCE, and tHRG=Hf the Williams settlement is approved, thelitytiwill receive an after-tax credit of
approximately $41 million that will reduce the $atient Regulatory Asset and other regulatory batanaccounts. Certain settlement issues
are still being resolved and could impact the anmdhu Utility ultimately receives. The CPUC decisiapproving the rate design settlement
provides for regulatory balancing account treatmemnsure that the amount of the revenue requinereduction is adjusted to reflect the
amounts actually received by the Utility under pagdsettlements with energy suppliers, including Wiilliams Companies.

Dynegy Settlemer

In April 2004, the Utility, along thi SCE, San Diego Gas and Electric Company, thelBed the State of California, and a number
of other parties, entered into a settlement agreemith Dynegy Inc., or Dynegy, which resolves gie overcharge and market manipulation
claims from the sale of electricity by Dynegy itk California market during the California eneagigis. In order for this settlement to
become effective, it must first be approved by@rUC and the FERC. If the Dynegy settlement is @aygxt, the Utility estimates it will
receive an aft-tax credit of approximately $50 million that witkduce the Settlement Regulatory Asset and otheiategy balancing



accounts. The exact amount of the after-tax creitlidepend upon the final determination made by FERC in the pending refund
proceeding discussed below under "FERC Prospektige Mitigation Relief" below. The CPUC decisigmpaoving the rate design
settlement provides for regulatory balancing acttuatment to ensure that the amount of the reveequirement reduction is adjusted to
reflect the amounts actually received by the Wtilinder pending settlements with energy supplieciiding Dynegy.

FERC Prospective Price Mitigation Relief

Various entities, including the igiland the state of California, are seeking up&® billion in refunds for electricity overcharges
on behalf of California electricity purchasers frdanuary 2000 to June 2001. In December 2002, &£FHR issued an initial decision
finding that power suppliers overcharged the igsit the state of California and other buyers axprately $1.8 billion from October 2, 2000
to June 20, 2001 (the only time period for whic FEERC permitted refund claims), but that Califarbuyers still owe the power suppliers
approximately $3.0 billion, leaving approximately.% billion in net unpaid bills.

During 2003, the FERC confirmed mafsthe ALJ's findings, but partially modified thefund methodology to include use of a new
natural gas price methodology as the basis fogatitid prices. The FERC indicated that it would @erdater allowances claimed by sellers
for natural gas costs above the natural gas pircé® refund methodology. In addition, the FER€died the 1ISO and the PX, which
operates solely to reconcile remaining refund art®owed, to make compliance filings establishirfgmd amounts by March 2004. The ISO
has indicated that it plans to make its complidilitg by November 2004. The PX cannot make its pbiamce filing until after the 1ISO
makes its filing. The actual refunds will not bdetenined until the FERC issues a final decisiotipfeing the 1ISO and PX compliance filin
The FERC is uncertain when it will issue a finatideon in this proceeding, after which appellatéew is expected. In addition, future
refunds could increase or decrease as a resutt @fternative calculation proposed by the ISO, Whicorporates revised data provided by
the Utility and other entities. The FERC has inthdkthat it does not have the power to direct ré$uior the period before October 2, 2000,
but has engaged in an investigation of market mdatjpn and sought through settlement or hearinggodgement of profits for any tariff
violations during this period. Unless settled amtmgvarious entities, this conclusion will alsodudject to judicial review.

Under the Settlement Agreement Utilty and PG&E Corporation agreed to continuetmperate with the CPUC and the state of
California in seeking refunds from generators atietioenergy suppliers. The net aftax-amount of any refunds, claim offsets or othredits
from generators or other energy suppliers relatintpe Utility's ISO, PX, qualifying facilities @mergy service provider costs that are actt
realized in cash or by offset of creditor claimstinChapter 11 proceeding will reduce the balasfdbe Settlement Regulatory Asset.

The Utility has recorded approxiniatl .8 billion of claims filed by various electiig generators in its Chapter 11 proceeding as
liabilities subject to compromise. This amountubject to a pre-petition offset of approximateyd®2million, reducing the net liability
recorded to approximately $1.6 billion. Under alkraptcy court order the aggregate allowable amo@ittO, PX and generator claims was
limited to approximately $1.6 billion. The Utilitgurrently estimates that the claims filed would éaeen reduced to approximately
$1.2 billion based on the refund methodology recemded in the ALJ's initial decision, resulting inet liability of approximately
$1.0 billion after the approximately $200 millioreppetition offset. The recalculation of marketcpes according to the revised methodology
adopted by the FERC in its October 2003 decisiandcturther reduce the amount of the suppliershdaby several hundred million dollars.
However, this reduction could be offset by the antaf any additional fuel cost allowance for sup@iif they demonstrate that natural gas
prices were higher than the natural gas pricemaasgun the refund methodology.

DWR Contracts

The DWR provided approximately 24%the electricity delivered to the Utility's custens for the three-month period ended March
31, 2004. The DWR purchased the electricity undetracts with various generators. The Utility ispensible for administration and dispe
of the DWR's electricity procurement contracts elied to the Ultility, for purposes of meeting atjpor of the Utility's net open position,
which is the portion of the demand of a utilitytsstomers, plus applicable reserve margins, natfeadifrom that utility's own generation
facilities and existing electricity contracts. TREVR remains legally and financially responsible thoe electricity procurement contracts.

The contracts terminate at varianes$ through 2012, and consist of must-take andagpcharge contracts. Under must-take
contracts, the DWR must take and pay for elecyrigénerated by the applicable generating facibyardless of whether the electricity is
needed. Under capacity charge contracts, the DW® pay a capacity charge but is not required talmse electricity unless that electricity
is dispatched and delivered.

The DWR has stated publicly thamiends to transfer full legal title to, and ressgitility for, the DWR power purchase contracts to
the California investor-owned electric utilitiess®on as possible. However, the DWR power purcbasgacts cannot be transferred to the
Utility without the consent of the CPUC. The Settent Agreement provides that the CPUC will not iexjthe Utility to accept an
assignment of, or to assume legal or financialaasibility for, the DWR power purchase contracttesa each of the following conditions |
been met:

. After assumption, the Ultility's issuer rating by ddly's will be no less than A2 and the Utility's
long-term issuer credit rating by S&P will be nedahan A,;

. The CPUC first makes a finding that the DWR powearcpase contracts to be assumed are just and
reasonable; and



. The CPUC has acted to ensure that the Utility reitleive full and timely recovery in its retail
electricity rates of all costs associated withBWR power purchase contracts to be assumed
without further review.

The Utility acts as a hilling andleation agent for the DWR's sales of its electyi¢o retail customers, and as a result, amounts
collected on behalf of the DWR (related to its mave requirement) are excluded from the Utility\sereues. Because of this pass-through
nature of amounts collected on behalf of the DWH), lbecause the Utility is on cost of service raténg changes in the DWR's revenue
requirements are not expected to have a matergdton the Utility's results of operations.

PG&E Corporation

NEGT and its creditors have filedamplaint against PG&E Corporation and two PG&Epooation officers who previously served
on NEGT's Board of Directors in NEGT's Chapter tdcgeding, asserting, among other claims, that NE&htitled to be compensated
under an alleged implied tax sharing agreementdmtWwG&E Corporation and NEGT for any tax savirgseved by PG&E Corporation as
a result of the incorporation of the losses andudidns related to NEGT or its subsidiaries in PG&@rporation's consolidated federal
income tax return. In May 2003, PG&E Corporatiooeiged a return of $533 million from the IRS for @rerpayment of 2002 estimated
federal income taxes. In November 2003, NEGT amdri¢ditors amended their complaint to add additicauses of action arising out of or
related to the filing by PG&E Corporation of its@Dfederal consolidated tax return and certairmruesiring negotiations that occurred
between PG&E Corporation and certain of NEGT's itoesi prior to NEGT's Chapter 11 proceeding, inatgdclaims for breach of contract,
breach of fiduciary duty, violation of the autoneagtay, turnover, an accounting, unjust enrichmfeatidulent transfer, constructive trust,
breach of standstill agreement, deceit, equitalib@slination and indemnification. NEGT and the @@d' committees seek a declaration
an implied tax sharing agreement exists betweenPG&rporation and NEGT as well as injunctive refieshibiting PG&E Corporation
from taking certain tax positions on its consol@htax returns in the future. The complaint al$egas a cause of action for breach of
fiduciary duty against two PG&E Corporation offisawrho previously served on NEGT's Board of Dirextor

NEGT and its creditors have assettiatithey have a direct interest in certain tasirggs achieved by PG&E Corporation and are
entitled to be paid approximately $414 million bétfunds received by PG&E Corporation (approxinya$d61.5 million achieved by the
incorporation of losses and deductions relatedEGN or its subsidiaries and approximately $53 wrillachieved by the incorporation of
certain tax credits related to one of NEGT's suibgik). In addition to at least $414 million inndages, the plaintiffs seek punitive damages
against PG&E Corporation and the former NEGT doexfor breach of fiduciary duty and seek punitieenages against PG&E Corporation
for deceit as well as interest, costs of suit, @asonable attorney's fees.

On April 6, 2004, in response toagefants' motion to dismiss many of the plaintiffalms, the bankruptcy court entered a
memorandum decision, dismissing the following ckiifl) violation of the automatic stay, (2) turnoeé property, (3) an accounting, (4)
injunctive relief, (5) constructive trust, (6) etpble subordination, and (7) indemnification. Tlaakruptcy court denied the motion to the
extent that it sought dismissal of plaintiffs' ofei for breach of fiduciary duty, declaratory judgmeinjust enrichment, fraudulent
conveyance, breach of standstill agreement, aneitdéccepting plaintiffs' allegations as true tls court is required to do on a motion to
dismiss, the bankruptcy court concluded that pifsnstated a claim or that factual issues existétl respect to these claims that precluded
dismissal at this stage of the proceeding.

Defendants filed a motion in the LD&strict Court of Maryland seeking to transfee titigation from the bankruptcy court to the
District Court. On April 22, 2004, the District Cowpproved the motion to transfer, and set a didé for March 2005.

PG&E Corporation denies that anygharing agreement, whether implied or expressadt,existed and denies that it has any
obligation to compensate NEGT for the incorporatbitosses, deductions or tax credits related t&NBr its subsidiaries into PG&E
Corporation's consolidated federal tax returnsegsired under the Internal Revenue Code. Untildispute is resolved, PG&E Corporatiol
treating $361.5 million as restricted cash. PG&Epdeation anticipates continuing to incorporateséess deductions and certain tax credits
related to NEGT or its subsidiaries in PG&E Corpiords consolidated income tax return, until incslonger consolidated for federal income
tax purposes. NEGT and its creditors have asstéttsadNEGT should be compensated for any such targs

PG&E Corporation does not expect tha outcome of this matter will have a mater@lerse effect on its results of operations,
financial position or liquidity.

Environmental Matters

The Utility may be required to pay Environmental remediation at sites where itlteen, or may be, a potentially responsible
under the Comprehensive Environmental Response €osagion and Liability Act of 1980, or CERCLA, asended, and similar state
environmental laws. These sites include former rfaatured gas plant sites, power plant sites, arg sised by the Utility for the storage,
recycling or disposal of potentially hazardous mate. Under federal and California laws, the Wilimay be responsible for remediation of
hazardous substances even if the Utility did npiodé those substances on the site.

The cost of environmental remediaiodifficult to estimate. The Utility records anvironmental remediation liability when site
assessments indicate remediation is probable araghiestimate a range of reasonably likely clgamosts. The Utility reviews its remediat
liability on a quarterly basis for each site whi¢nmay be exposed to remediation responsibilifide liability is an estimate of costs for s



investigations, remediation, operations and maartea, monitoring and site closure using curreritrietogy, enacted laws and regulations,
experience gained at similar sites and an asses@ihéie probable level of involvement and finahciandition of other potentially
responsible parties. Unless there is a better astimithin this range of possible costs, the Wtiliécords the costs at the lower end of this
range. It is reasonably possible that a changleeiset estimates may occur in the near term dueceriamnty concerning the Utility's
responsibility, the complexity of environmental Band regulations, and the selection of compliafiegnatives. The Utility estimates the
upper end of the cost range using reasonably dessilicomes least favorable to the Utility.

The Utility had an undiscounted eomimental remediation liability of approximately@3million at March 31, 2004 and
approximately $314 million at December 31, 2003ribythe first quarter of 2004, the liability in@sed by approximately $23 million
mainly due to reassessment of the estimated caoshuddiation and remediation payments. The apprabdiy $337 million accrued at March
31, 2004 includes approximately $103 million retate the pre-closing remediation liability assoeétvith divested generation facilities and
approximately $234 million related to remediatiasis for those generation facilities that the btiitill owns, gas gathering sites, compre
stations, third party disposal sites and manufact@as plant sites that either are owned by thHéyir are the subject of remediation orders
by environmental agencies or claims by the curo@mters of the former manufactured gas plant siéshe approximately $337 million
environmental remediation liability, approximat&$46 million has been included in prior rate setfimoceedings and the Utility expects that
approximately $136 million will be allowable fordlusion in future rates. The Utility also recovisscosts from insurance carriers and from
other third parties whenever possible. Any amountiected in excess of the Utility's ultimate oblipns may be subject to refund to
ratepayers.

The Utility's undiscounted futurestocould increase to as much as $454 millionafdther potentially responsible parties are not
financially able to contribute to these costs,har éxtent of contamination or necessary remediaggigneater than anticipated. The
approximately $454 million amount does not inclageestimate for the cost of remediation at knowessdwned or operated in the past by
the Ultility's predecessor corporations for whicé Wtility has not been able to determine whetlaility exists.

The California Attorney General, lmehalf of various state environmental agenciesdfdlaims in the Utility's Chapter 11
proceeding for environmental remediation at numeites totaling approximately $770 million. Forshof these sites, remediation is
ongoing in the ordinary course of business or ttiktyis in the process of remediation in coop@atwith the relevant agencies and other
parties responsible for contributing to the clepn@ther sites identified in the California Attoyn&eneral's claims may not, in fact, require
remediation or clean-up actions. The Utility's PédirReorganization provides that the Utility widlapond to these types of claims in the
ordinary course of business, and since the Ufiletg not argued that the Chapter 11 proceedingeslithe Utility of its obligations to respond
to valid environmental remediation orders, theitytibelieves the California Attorney General's nlaiseeking specific cash recoveries are
unenforceable. Environmental claims in the ordinayrse of business were not discharged in théyiilChapter 11 proceeding and have
passed through the Chapter 11 proceeding unimpaired

Legal Matters

In the normal course of business&BE&orporation and the Utility are named as parities number of claims and lawsuits. The
most significant of these are discussed below.

Chromium Litigation

There are 14 civil suits pendingiagthe Utility in several California state cour@ne of these suits also names PG&E Corporatior
as a defendant. Currently, there are approximdt@§0 plaintiffs in the chromium litigation caségproximately 1,260 individuals filed
proofs of claims with the bankruptcy court, mostdfom are plaintiffs in the 14 chromium litigaticases. Approximately 1,035 of these
claimants filed proofs of claim requesting an apprate aggregate amount of $580 million and appnately another 225 claimants filed
claims for an "unknown amount." Pursuant to thenPiaReorganization, these claims have passedghrthe Utility's Chapter 11 proceeding
unimpaired and will be satisfied by the Utilitytime ordinary course of business.

In general, plaintiffs and claimaatiege that exposure to chromium at or near thigyt compressor stations at Hinkley and
Kettleman, California, and the area of CaliforneanTopock, Arizona, caused personal injuries, wiardeath, or other injury and seek
related damages. On the effective date of the #fl&eorganization, the automatic stay of penditigdtion was lifted, so that any state court
lawsuits pending before the Utility's Chapter 1ihdj that had not yet received relief from the stay proceed.

The Utility is responding to thetsuin which it has been served and is assertingradfive defenses. The Utility will pursue
appropriate legal defenses, including statuteritditions, exclusivity of workers' compensation $&awnd factual defenses, including lack of
exposure to chromium and the inability of chromitmtause certain of the illnesses alleged.

To assist in managing and resoNitigation with this many plaintiffs, the partiegreed to select plaintiffs from three of the cases
for a test trial. Plaintiffs' counsel selected ¢érthese initial trial plaintiffs, defense counselected seven of the initial trial plaintiffs, aoie
plaintiff and two alternates were selected at ramdbhe Utility has filed 14 summary judgment mosar motions in limine, which challen
plaintiffs’ lack of admissible scientific evidentteat chromium caused the injuries alleged by teeghintiffs. The court began hearing
argument on two of the motions in February 2004 nourulings have been issued. Although the tréakdad previously been scheduled to
begin in March 2004, the court vacated the tria¢ dand no new trial date has been set.

The Utility has recorded a $160 ioiilreserve in its financial statements for thesétens. PG&E Corporation and the Utility belit



that, after taking into account the reserves resiat March 31, 2004, the ultimate outcome of itégter will not have a material adverse
impact on PG&E Corporation's or the Utility's firgal condition or future results of operations.

Recorded Liability for Legal Matters

In accordance with SFAS No. 5, "Aaating for Contingencies," PG&E Corporation and thaity make a provision for a liability
when it is both probable that a liability has basurred and the amount of the loss can be reagppatimated. These provisions are
reviewed quarterly and adjusted to reflect the iotpaf negotiations, settlements and payments)gsliadvice of legal counsel, and other
information and events pertaining to a particuksec

The provision for legal mattersrisluded in PG&E Corporation's and the Utility'seatinoncurrent liabilities in the Consolidated
Balance Sheets, and totaled $191 million (whictuides the $160 million reserve discussed abovijaath 31, 2004 and $205 million at
December 31, 2003.

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

OVERVIEW

PG&E Corporation, incorporated inifdania in 1995, is an energy-based holding conypiiat conducts its business principally
through Pacific Gas and Electric Company, or thiéitidta public utility operating in northern aneitral California. The Utility engages
primarily in the businesses of electricity and makgas distribution, electricity generation, etaxity transmission, and natural gas
transportation and storage. PG&E Corporation bedhmdolding company of the Utility and its subaiiiés on January 1, 1997. The Utility,
incorporated in California in 1905, is the predesceof PG&E Corporation. PG&E Corporation also owaional Energy & Gas
Transmission, Inc., or NEGT, formerly known as PGR&tional Energy Group, Inc., which engages intelgty generation and natural gas
transportation in the United States, or U.S.

The Utility

The Utility served approximately 4nllion electricity distribution customers and apgimately 4.0 million natural gas distribution
customers at March 31, 2004. The Utility had appnately $41.0 billion in assets at March 31, 2064 generated revenues of approxime
$2.7 billion in the three months ended March 31320 he Utility's revenues are generated mainlgubh the sale and delivery of electricity
and natural gas. The Utility is regulated primalfythe California Public Utilities Commission, thhe CPUC, and the Federal Energy
Regulatory Commission, or the FERC.

The discussion of the Utility's Chexpl1 proceedings below should be read in conjometith Note 2 of the Notes to the
Consolidated Financial Statements of PG&E Corponaiand the Utility's combined 2003 Annual Refiitatl with the Current Report on
Form 8-K dated March 2, 2004.

Emergence From Chapter 11

On April 12, 2004, the Utility's plaf reorganization, or Plan of Reorganization,am@hapter 11 of the U.S. Bankruptcy Code
became effective. The Plan of Reorganization inca@ed the terms of the settlement agreement apgroy the CPUC on December 18,
2003, and entered into among the CPUC, the Udlity PG&E Corporation on December 19, 2003, to vesihle Utility's Chapter 11
proceeding, or Settlement Agreement. Although thityJs operations will no longer be subject tetbversight of the bankruptcy court, the
bankruptcy court will retain jurisdiction to hearchdetermine disputes arising in connection withititerpretation, implementation or
enforcement of (1) the Settlement Agreement, (8)Rlan of Reorganization, and (3) the bankrupteyrttoDecember 22, 2003 order
confirming the Plan of Reorganization. In addititie bankruptcy court retains jurisdiction to resolemaining disputed claims.

In anticipation of its emergencenfr€hapter 11, the Utility consummated its publifeohg of $6.7 billion in first mortgage bonds,
or First Mortgage Bonds, on March 23, 2004. Upanéffectiveness of the Plan of Reorganization Utikty paid all valid claims, deposited
funds into escrow accounts for the payment of diesghalaims upon resolution, reinstated certaingaions, and paid other obligations. The
following table summarizes the sources and usésnafs for these transactions:

(in millions)

Sources Uses
First Mortgage Bonds $ 6,700 Payments to Creditors $ 8,394
Term Loans 799 Disputed Claims Escrow 1,843
Account Receivable Financing Facility 350
Total Debt Financing 7,849

Cash used to pay Claims 2,388



Sources of Funds for Claims 10,237 Uses of Funds for Claims 10,237

Reinstated Pollution Control Bond-Related Reinstated Pollution Control Bond-

Obligations 814 Related Obligations 814
Reinstated Preferred Stock 421 Reinstated Preferred Stock 421
Cash on Hand 225 Preferred Dividends 93

Environmental Measures 10
Transaction Costs 122
Total Sources of Funds $ 11,697 Total Uses of Funds $ 11,697

In connection with its emergencerfrGhapter 11, the Utility received investment gresdeier credit ratings of Baa3 from Moody's
Investors Service, or Moody's, and BBB- from Staddia Poor's, or S&P.

Appeals of the bankruptcy courtdasrconfirming the Plan of Reorganization are pelhding in the U.S. District Court for the
Northern District of California, or the District @d. These appeals were filed by the two CPUC casioners who did not vote to apprc
the Settlement Agreement, or the dissenting comamisss, and a municipality. The District Court v@i#it a schedule for briefing and
argument of the appeals at a later date. In adlgliio April 15, 2004, the City and County of Saaraisco, or CCSF, and Aglet Consumer
Alliance, or Aglet, each filed a petition with tkalifornia Court of Appeal seeking review of thel®Ps December 18, 2003 decision
approving the Settlement Agreement and the CPUG@ixIM16, 2004 decision denying applications foeegng of its December 18, 2003
decision. CCSF and Aglet allege that the SettlerAgnéement violates California law, among otheimta CCSF requests the appellate ¢
to hear and review the CPUC's decisions approviadettlement Agreement and Aglet requests thaEHéC's decisions be overturned.
PG&E Corporation and the Utility believe the petits are without merit and should be denied. Thity}i answer in opposition to the
petitions for review is due May 19, 2004.

Under applicable federal precedente the Plan of Reorganization has been "subaligntbnsummated,” any pending appeals of
the confirmation order should be dismissed. Ifwithtstanding this federal precedent, the bankruptayrt's confirmation order or the
Settlement Agreement is subsequently overturnedaatified, PG&E Corporation and the Utility's finaalccondition and results of operatic
could be materially adversely affected and PG&EpBaation and the Utility's ability to make paymeatsdebt could be materially adversely
affected.

The Utility believes that the uneénty regarding the outcome of the pending appeadspetitions does not alter the assessment tha
the regulatory assets provided under the Settletgr@dement are probable of recovery in rates asidg&ed below.

Forward-Looking Statements and Risk Factors

This combined Quarterly Report omd 0-Q, including this MD&A, contains forward-lowlg statements that are necessarily
subject to various risks and uncertainties. Thesements are based on current expectations anthpiens which management believes are
reasonable and on information currently availablsmanagement. These forward-looking statement&langified by words such as
"estimates," "expects," "anticipates," "plans,"lltees," "could," "should," "would," "may," and ahsimilar expressions. Actual results cc
differ materially from those contemplated by theafard-looking statements.

Although PG&E Corporation and thélitytare not able to predict all the factors thaay affect future results, some of the factors
that could cause future results to differ mateyifiibm those expressed or implied by the forwkaking statements, or from historical rest
include:

Whether the Implementation of the Utility's Plan of Reorganization Is Disrupted

. The timing and resolution of the petitions for mwithat were filed in the California Court of
Appeal seeking review of the CPUC's December 1832{&cision approving the Settlement
Agreement and the CPUC's March 16, 2004 denigpplieations for rehearing of the December
18, 2003 decision; and

. The timing and resolution of the pending appealthefbankruptcy court's order confirming the
Plan of Reorganization.

Operating Environment

. Unanticipated changes in operating expenses otat@xpenditures;

. The level and volatility of wholesale electricitpdanatural gas prices and supplies, the Utility's
ability to manage and respond to the levels andtiity successfully, and the extent to which the
Utility is able to timely recover increased costtated to such volatility;



. The extent to which the Utility's residual net opersition (i.e ., that portion of the Ultility's
electricity customers' demand not satisfied bytelgty that the Utility generates or has under
contract, or by electricity provided under the @athia Department of Water Resources, or DWR,
electricity contracts allocated to the Utility'ssbtomers) increases or decreases due to changes in
customer and economic growth rates, the periodiiraton or termination of the Utility's or the
DWR's power purchase contracts, the reallocatich@DWR power purchase contracts among the
California investor-owned electric utilities, whethvarious counterparties are able to meet their
obligations under their power sale agreements thighUtility or with the DWR, the retirement or
other closure of the Utility's electricity geneaatifacilities, the performance of the Utility's
electricity generation facilities, the extent toieththe Utility purchases or builds electricity
generation facilities, and other factors;

. Weather, storms, earthquakes, fires, floods, athaural disasters, explosions, accidents,
mechanical breakdowns and other events or hazaatiaffect demand, result in power outages,
reduce generating output, or cause damage to thiy'sltassets or operations or those of third
parties on which the Utility relies;

. Unanticipated population growth or decline, changasarket demand and demographic patterns
and general economic and financial market conditiorcluding unanticipated changes in interest
or inflation rates, and the extent to which thditytis able to timely recover its costs in the daaf
such events;

. The operation of the Utility's Diablo Canyon nucleawer plant, which exposes the Utility to
potentially significant environmental and capitabenditure outlays and, to the extent the Utilgy i
unable to increase its spent fuel storage caphgi8007 or find an alternative depository, the risk
that the Utility may be required to close its Dmianyon power plant and purchase electricity
from more expensive sources;

. Actions of credit rating agencies;

. Significant changes in the Utility's relationshiftiwits employees, the availability of qualified
personnel and the potential adverse effects ifrldiputes were to occur; and

. Acts of terrorism.

Legislative and Regulatory Environment and Pendind.itigation

. The impact of current and future ratemaking actimithe CPUC, including the outcome of the
Utility's 2003 general rate case, or GRC;

. Whether the conditions to securitizing the $2.2lldoi after-tax regulatory asset established under
the Settlement Agreement are met, and if iso,ithag and amount of the securitization, and the
impact such a securitization would have on theitysl and PG&E Corporation's earnings;

. Prevailing governmental policies and legislativeegulatory actions generally, including those of
the California legislature, U.S. Congress, the CPth€ FERC and the Nuclear Regulatory
Commission, or NRC, with regard to allowed rateseddirn, industry and rate structure, recovery
of investments and costs, acquisitions and dispifsadsets and facilities, treatment of affiliate
contracts and relationships, and operation andtearimn of facilities;

. The extent to which the CPUC or the FERC delaydenies recovery of the Utility's costs,
including electricity purchase costs, from custardue to a regulatory determination that such
costs were not reasonable or prudent or for o#eesans;

. How the CPUC administers the capital structureydsi@one dividend and first priority conditions
of the CPUC's decisions permitting the establishro&holding companies for California investor-
owned electric utilities;

. Whether the Utility is in compliance with all apgdible rules, tariffs and orders relating to
electricity and natural gas utility operations, dine extent to which a finding of non-compliance
could result in customer refunds, penalties or otiom-recoverable expenses;

. Whether the Utility is required to incur materialsts or capital expenditures or curtail or cease
operations at affected facilities to comply withistixg and future environmental laws, regulations
and policies; and



. The outcome of pending litigation.

Competition

. Increased competition as a result of the takeoyaolndemnation of the Utility's distribution
assets, duplication of the Utility's distributiossats or service by local public utilities, self-
generation by the Utility's customers and othemf®of competition that may result in stranded
investment capital, decreased customer growth,dbsastomer load and additional barriers to cost
recovery; and

. The extent to which the Utility's distribution casters switch between purchasing electricity from
the Utility and from alternate energy service pdevs as direct access customers and the extent to
which cities, counties and others in the Utility&svice territory begin directly serving the Utilg
customers or combine to form community choice agmpas.

Financial Summary of the Settlement Agreement

In light of the satisfaction of i@us conditions to the implementation of the PlaReorganization, including the consummation of
the public offering of First Mortgage Bonds, theeipt of investment grade credit ratings and fldBUC approval of the Settlement
Agreement, the accounting probability standard ireguo be met under Statement of Financial AcdognStandards, or SFAS, No. 71 in
order for the Utility to recognize the regulatossats provided under the Settlement Agreementgswithed below) was met as of March 31,
2004. Therefore, the Utility recorded a $2.2 billi@fter-tax, regulatory asset established undeBgttlement Agreement, or Settlement
Regulatory Asset, and a $700 million, after-tagulatory asset for the Utility retained generati@ansummarized in the table below and
discussed further in the paragraphs below:

Settlement Utility Retained

Regulatory Generation
(in millions) Asset Regulatory Assets Total
Authorized, pre-tax, January 1, 2004 $ 3,730 $ 1,249 $ 4,979
Less: amortization from January 1 to March 31 58 21 79
Recognition of regulatory assets, pre-tax, March28D4 3,672 1,228 4,900
Deferred income taxes 1,496 500 1,996
Recognition of regulatory assets, after-tax, M&th2004 2,176 728 2,904
Less: offsets of supplier settlements, after tax 8 - 8
Net, March 31, 2004 $ 2,168 $ 728 $ 2,896

Settlement Regulatory Asséfihe Settlement Agreement established a $2.2 bjlafter-tax, regulatory asset (which is equivatent
an approximately $3.7 billion, pre-tax, regulatasset), as a new, separate and additional pdredftility's rate base that is being amortized
on a "mortgage-style" basis over nine years InéginJanuary 1, 2004. Under this amortization meshamgy, annual aftetax collections of th
Settlement Regulatory Asset are estimated to rénoge approximately $140 million in 2004 to approxtaly $380 million in 2012. The
Settlement Regulatory Asset will be fully amortizsdthe end of 2012. This after-tax Settlement Raguy Asset will be reduced for any
refunds, claim offsets or other credits the Utiliggeives from energy suppliers relating to spediBlectricity procurement costs incurred
during the California energy crisis, including tbaising from the settlement of CPUC litigatioragngt EI Paso Natural Gas Company. A
March 31, 2004, the Utility recognized a one-tinoa+tash gain of $3.7 billion, pre-tax, for the &ettent Regulatory Asset.

The unamortized balance of the 8ettint Regulatory Asset will earn a rate of returnit® equity component of no less than 11.22%
annually for its nine-year term and, after the gquomponent of the Utility's capital structure chas 52%, the authorized equity component
of the Settlement Regulatory Asset will be no ks 52% for the remaining term. If the Utility cplates a refinancing of the Settlement
Regulatory Asset supported by a dedicated rate oopmi as discussed below, the equity and debt coemt® of the Utility's rate of return
will be replaced with the lower interest rate of gecuritized debt.

Utility Retained Generation Regulatory Assels the Settlement Agreement, the CPUC deemed thigydtadopted electricity
generation rate base in a 2002 proceeding to bafusreasonable and not subject to modificatidjusdment or reduction, except as
necessary to reflect capital expenditures and awimgauthorized depreciation. Accordingly, as @fréh 31, 2004, the Utility recognized a
one-time non-cash gain of approximately $1.2 hillipre-tax, for the retained generation regulatmsets. The individual components of the
regulatory assets will be amortized over their eetipe lives, with a weighted average life of apgmuately 16 years.

Ratemaking Mattersin the Settlement Agreement, the CPUC agreededthity's capital structure and authorized retamequity
in its annual cost of capital proceedings in itlsalsnanner. However, from January 1, 2004 until Mo® has issued an issuer rating for the
Utility of not less than A3 or S&P has issued ag-term issuer credit rating for the Utility of noskethan +, the Utility's authorized return ¢



equity will be no less than 11.22% per year anduthorized equity ratio for ratemaking purposelva no less than 52%. However, for
2004 and 2005, the Utility's authorized equityaatill be the greater of the proportion of equippeoved in the Utility's 2004 and 2005 cost
of capital proceedings, or 48.6%.

The CPUC also agreed to act promgulyertain of the Utility's pending ratemaking ggedings, including the Utility's pending
2003 GRC. The outcome of these proceedings mait irgbe establishment of additional regulatorgets on the Utility's Consolidated
Balance Sheets.

Environmental Measuresin the Settlement Agreement, the Utility agreeénoumber with conservation easements or donate
approximately 140,000 acres of land to public agnor non-profit conservation organizations.

The Utility has established PG&E Eammental Enhancement Corporation as a Califonoiaprofit corporation to oversee the
environmental enhancements associated with thaeds.|ahe Utility has agreed to fund the corporatigth $100 million in cash over ten
years, although the Utility will be entitled to mer these payments in rates. At March 31, 20@4Mility recorded an $83 million regulatc
asset and associated liability based on the disedipresent value of future cash payments. On Agri2004, the Utility made its first $10
million installment payment to this corporation.

The Utility has also agreed to elisaba California non-profit corporation dedicatedsupport research and investment in clean
energy technology, primarily in the Utility's sereiterritory. The Utility has agreed to fund thismoration with $30 million payable over fi
years beginning in January 2005. These contribstinay not be recovered in rates. At March 31, 2@gt Utility recorded a $27 million -
tax charge to earnings based on the discountedrmrealue of future cash payments.

Of the approximately 140,000 acefenred to above, approximately 44,000 acres magjther donated or encumbered with
conservation easements. The remaining land conttantility's or a joint licensee's hydroelectgieneration facilities and may only be
encumbered with conservation easements. At MarcR@14, the Utility recorded a $1 million pre-tébxacge to earnings associated with the
land donation obligation.

Fees and Expens

The Settlement Agreement requiresdtility to reimburse the CPUC for its professibfeees and expenses incurred in connection
with the Chapter 11 proceeding. These amountsheillecovered from customers over a reasonabledimp to four years. At March 31,
2004, the Utility recorded a regulatory asset ssgbeiated liability of approximately $30 millionrfthe CPUC reimbursable fees and
expenses. On March 31, 2004, PG&E Corporation dezbthe impact of the Settlement Agreement. Ortheoferms of the Settlement
Agreement precluded the Utility from reimbursing&&sCorporation for certain Chapter 11-related co8tssuch, PG&E Corporation
reduced its receivable from the Utility, and thditytreduced its payable to PG&E Corporation, @28 million. The transactions were
recorded as a contribution to the Utility by PG&Brforation, net of taxes, and an increase to auiditipaid-in capital by the Utility.

Refinancing Supported by a Dedicated Rate Component

Under the Settlement Agreement, PGXfporation and the Utility agreed to seek tonafice the remaining unamortized pre-tax
balance of the Settlement Regulatory Asset andectf@deral, state and franchise taxes, up toah@d%$3.0 billion, as expeditiously as
practicable after the effective date of the PlaRebrganization using a securitized financing sujgubby a dedicated rate component,
provided the following conditions are met:

. Authorizing California legislation satisfactory tiee CPUC, The Utility Reform Network, or
TURN, and the Utility is passed and signed into &lwwing securitization of the Settlement
Regulatory Asset and associated federal and stedene and franchise taxes and providing for the
collection in the Utility's rates of any portion thfe associated tax amounts not securitized;

. The CPUC determines that, on a net present valsis,libe refinancing would save customers
money over the term of the securitized debt contptnehe Settlement Regulatory Asset;

. The refinancing will not adversely affect the Wyils issuer or debt credit ratings; and

. The Utility obtains, or decides it does not neegrigate letter ruling from the Internal Revenue
Service, or IRS, confirming that neither the refioimg nor the issuance of the securitized debt is a
presently taxable event.

The Utility would be permitted toraplete the refinancing in up to two tranches uprte year apart. Upon refinancing with
securitization, the equity and debt componentsefdtility's rate of return on the Settlement Ret¢ly Asset would be eliminated. Instead
the Utility would collect from customers amountdfigient to service the securitized debt. The Wtilivould use the securitization proceeds to
rebalance its capital structure in order to mainthe capital structure provided for under theSetent Agreemen



On January 22, 2004, the CPUC ammquroposed legislation, Senate Bill 772, which Md@uthorize a dedicated rate compone
securitize the Settlement Regulatory Asset andelated taxes. The California legislature has lmmsidering the proposed legislation and it
may be presented for signature by the Governooas as the end of May 2004.

NEGT
NEGT's Chapter 11 Filini

On July 8, 2003 NEGT filed a volumytaetition for relief under Chapter 11. The conaiian of the decline in wholesale electricity
prices, the financial commitments related to NE@&bsstruction program, the decline of NEGT's creatiihg to below investment grade and
the lack of market liquidity created severe finahdiistress and ultimately caused NEGT to seelkeptimin under Chapter 11. In anticipation
of NEGT's Chapter 11 filing, PG&E Corporation's niegentatives, who previously served as directoEGT, resigned on July 7, 2003 and
were replaced with directors who are not affiliatéith PG&E Corporation. As a result, PG&E Corpaovatino longer retains significant
influence over NEGT. On May 3, 2004, NEGT's plamesfrganization, which eliminates PG&E Corporasaeqjuity ownership, was
confirmed by the bankruptcy court.

As aresult of NEGT's Chapter 1ih§jland the elimination of equity ownership proxdder in NEGT's proposed plan of
reorganization, PG&E Corporation considers its strent in NEGT to be an abandoned asset and hasrded for NEGT as discontinued
operations in accordance with SFAS No. 144, "Actiognfor Impairment or Disposal of Long-Lived Assgtor SFAS No. 144. Under the
provisions of SFAS No. 144, the operating resUlltNEGT and its subsidiaries through July 7, 2008 far all prior periods are reported as
discontinued operations in the Consolidated Statésnef Operations. At July 8, 2003, PG&E Corponati@counts for NEGT using the cost
method and NEGT is no longer consolidated by PG&IgGration for financial reporting purposes. Theaupanying March 31, 2004
Consolidated Balance Sheets of PG&E Corporatiors dot reflect the separate assets and liabilifi®&>T; rather, a liability of
approximately $1.2 billion is reflected, which repents the losses recognized by PG&E Corporatiemdess of its investment in and
advances to NEGT. PG&E Corporation's investmeMBEGT will not be affected by changes in NEGT's fatfinancial results.

When NEGT's plan of reorganizatisimiplemented, PG&E Corporation will reverse itgdstment in NEGT and related amounts
included in deferred income taxes and accumulateer @omprehensive income and, as a result, recegninaterial one-time net non-cash
gain to earnings from discontinued operations. Ughereffective date of the plan of reorganizatiwhich is anticipated to occur during the
second quarter of 2004, PG&E Corporation will rectinis reversal of its investment in NEGT and ratpg a one-time gain. The effective
date is contingent upon certain conditions beingwighin 90 days following the plan confirmation.

NEGT and its creditors have filedamplaint against PG&E Corporation and two PG&Epooation officers who previously served
on NEGT's Board of Directors asserting, among otfems, that NEGT is entitled to be compensatetdtuan alleged implied tax-sharing
agreement between PG&E Corporation and NEGT fortaxgavings achieved by PG&E Corporation as dtre$the incorporation of losst
and deductions related to NEGT or its subsidiand3G&E Corporation's consolidated federal incomereturn. In May 2003, PG&E
Corporation received $533 million from the IRS & overpayment of 2002 estimated federal incomestaXEGT and its creditors have
asserted that they have a direct interest in cetéai savings achieved by PG&E Corporation anckatiled to be paid approximately $414
million of the funds received by PG&E Corporati@pproximately $361.5 million achieved by the inagtion of losses and deductions
related to NEGT or its subsidiaries and approxitge&83 million achieved by the incorporation of tzén taxcredits related to one of NEG™
subsidiaries). Consequently, until the disputesived, PG&E Corporation is treating $361.5 milles restricted cash. PG&E Corporation
anticipates continuing to incorporate losses, didng and certain tax credits related to NEGT sitbsidiaries in PG&E Corporation's
consolidated federal tax return, until it is noden consolidated for federal income tax purpos&GMN and its creditors similarly assert that
NEGT is entitled to be compensated for any taxrgg/iresulting from inclusion of these losses in FE38orporation's federal tax retu
PG&E Corporation denies that any tax sharing agesgmvhether implied or expressed, ever existeddamies that it has any obligation to
compensate NEGT for the incorporation of lossesdeutlictions related to NEGT or its subsidiaries PG&E Corporation's consolidated
federal tax returns.

PG&E Corporation does not expect tha outcome of this matter will have a materdlerse effect on its results of operations,
financial position or liquidity.

RESULTS OF OPERATIONS

The table below details certain isgfintom the accompanying Consolidated Statemen@pefations for the thremonth period ende
March 31, 2004 and 2003.

Three Months
Ended March 31,

(in millions) 2004 2003
Utility

Electric operating revenue $ 1,791 $ 1,305
Natural gas operating revenue 931 830

Cost of electricity 561 554



Cost of natural gas 578 486

Operating and maintenance 808 712
Recognition of regulatory assets (4,900 -
Depreciation, amortization and decommissioning 311 310
Reorganization professional fees and expenses 2 35
Operating income 5,362 38
Interest income 11 11
Interest expense (213) (220)
Other expense, né? 5 9
Income (loss) before income taxes 5,165 (162)
Income tax benefit (provision) 2,099 (84)
Income (loss) before cumulative effect of a change

in accounting principle 3,066 (78)
Cumulative effect of a change in accounting pritecip - Q)
Income (loss) available for (allocated to) commtatk $ 3,066 $ (79)
PG&E Corporation, Eliminations and Other ()
Operating revenues $ - $ (2)
Operating expenses 9 (26)
Operating income 9) 24
Interest income 3 1
Interest expense (18) (35)
Other income (expense), Hé&t (32) 1)
Loss before income taxes (56) (12)
Income tax benefit (23) (6)
Loss from continuing operations (33) (5)
Discontinued operations - (265)
Cumulative effect of changes in accounting prirespl - (5)
Net loss $ (33) $ (275)
Consolidated Total®
Operating revenues $ 2,722 $ 2,133
Operating expenses (gain) (2,631 2,071
Operating income 5,353 62
Interest income 14 12
Interest expense (231) (255)
Other income (expenses), Bt (27) 8
Income (loss) before income taxes 5,109 a73)
Income tax provision (benefit) 2,076 (90)
Income (loss) from continuing operations 3,033 (83)
Discontinued operations - (265)
Cumulative effect of changes in accounting prinespl - (6)
Net income (loss) $ 3,033 $ (354)

@ Includes preferred dividend requirement as otheease.
@ PG&E Corporation eliminates all intersegment tratisas in consolidation.

®) Operating results of NEGT have been reclassifiedig=ontinued operations. See Note 4 of the Natdise Consolidated Financial
Statements.

Utility
Significant Factors Affecting Result

With the implementation of new etegty balancing accounts, electricity procuremeasts and items such as changes in sales
volumes no longer have the same impact on thetyiiliesults of operations that they had in prieang. As a result of CPUC decisions
approving the Settlement Agreement and implementargus ratemaking mechanisms, the Utility no lemgpllects the frozen electric rates
and surcharges that it collected in 2003, 2002248Md.. Instead, the Utility collects cost-of-servised electric rates that are the sum of
individual revenue requirement components, inclgdiase revenue requirements, revenue requirenrttsef Settlement Regulatory Asset,
electricity procurement costs, and the DWR revaeggirement, among others. The GRC determinesrtioeiat of authorized base revenues
the Utility can collect from customers to recovsridasic business and operational costs for etégtand natural gas distribution operatic



and for electricity generation operations. Theitytihas filed its 2003 GRC with the CPUC and is &ing a final decision (See the
"Regulatory Matters" section of this MD&A).

Electricity procurement costs higtally have impacted the Utility's results of opg@as and financial condition. California
legislation has been enacted which allows thetytiti recover all its prospective wholesale eledtfiprocurement costs and requires the
CPUC to adjust rates on a timely basis to enswathte Utility recovers its costs. Accordingly, 2004 and beyond, electricity procurement
costs are not expected to have the same impabieddtility's results of operations that they hadimiy the California energy crisis. However,
the level of electricity procurement costs will tiome to have an impact on cash flows.

Operating expenses are a key faotdetermining whether the Utility earns the ratesturn authorized by the CPUC. Many of the
Utility's costs, including electricity procuremegusts, discussed above, are subject to ratemakéchanisms that are intended to provide the
Utility the opportunity to fully recover these cesHowever, there is no ratemaking mechanism faowery of the Utility's operating and
maintenance expenses. As a result, changes intilitg'€Joperating expenses impact the Utility'suklts of operations.

The Utility's distribution, genemati, transmission and transportation operating agggierally consist of long-lived assets with
significant construction and maintenance costs. Utility's annual capital expenditures are expedtedverage approximately $1.7 billion
annually over the next five years. A significantame at any of these facilities may have a materiphct on the Utility's operations. Costs
associated with replacement electricity and natgaalor use of alternative facilities during thestages could have an adverse impact on
PG&E Corporation's and the Utility's results of mi@ns and liquidity.

The following presents the Utilitgperating results for the first quarters of 208d 2003. Net income for the first quarter of 2004
reflects a one-time non-cash gain of approximas@l@ billion, after-tax, due to the recognitionre§ulatory assets provided under the
Settlement Agreement.

Electric Operating Revenue

The following table shows a breakdaf the Utility's electric revenue by customerssla

Three Months Ended

March 31,

(in millions) 2004 2003
Residential $ 975 % 920
Commercial 866 811
Industrial 267 259
Agricultural 61 68
DWR pass-through revenue (470) (757)
Subtotal 1,699 1,301
Miscellaneous 92 4

Total electric operating revenues $ 1791 $ 1,305

In the first quarter of 2004, thelitit's electricity operating revenues increasegragimately $486 million, or 37%, compared to
same period in 2003 mainly due to the followingtdas:

. Pass-through revenue to the DWR decreased by apmtety $287 million, or 38%, in the first
quarter of 2004 as compared to the first quart@00B. This decrease was mainly due to a
decrease in the Utility's DWR power charge remitarate effective January 1, 2004 and a
decrease in volume provided by the DWR contracestdwan increase in the amount of electricity
generated by the Utility in the first quarter of020as compared to the same period in 2003. The
increase in electricity generated by the Utility2id04 was mainly due to an extended scheduled
outage at the Diablo Canyon power plant in the €itsarter of 2003.

As previously discussed, with the implementatiorcast-of-service based rates, changes in the
DWR revenue requirements change rates chargedttrcef the Utility's customers. As a result,
changes in amounts passed through to the DWR metaffect the Utility's results of operations
as they had in prior years.

. Electric revenue increased by approximately $3058anias compared to the same period in the
prior year due to an electric revenue under-cabedn the first quarter of 2003 as a result of the
lack of a regulatory recovery mechanism. The im@etation of the rate design settlement
provides the Utility with a regulatory recovery rhaaism in 2004.



. These increases in electric revenues were partéfiiet by a rate reduction of approximately $130
million in the first quarter of 2004. The rate dgsiettlement, effective January 1, 2004,
implemented an annual electricity rate reductioamdroximately $799 million.

Cost of Electricity

The Utility's cost of electricitydludes electricity purchase costs and the cosialfifsed by its owned generation facilities but
excludes costs to operate its generation facilifiée following table shows a breakdown of the itytd cost of electricity and the total amo
and average cost of purchased power, excludingéh ease both the cost and volume of electricityipied by the DWR to the Utility's
customers:

Three Months Ended

March 31,

(in millions) 2004 2003

Cost of purchased power $ 582 $ 575
Proceeds from surplus sales allocated to the Wtilit (64) (38)
Fuel used in own generation 43 17
Total cost of electricity $ 561 $ 554
Average cost of purchased power per kWh $ 0.083 $ 0.085
Total purchased power (GWh) 6,997 6,765

In the first quarter of 2004, thelit's cost of electricity increased approximat&ly million, or 1%, compared to the same period in
2003 due to an increase in the average cost obisexl by the Utility's own generation facilitieslean increase in the amount of electricity
generated by the Utility. The increase in eledlyigienerated by the Utility was mainly due to ateexled scheduled refueling outage at the
Diablo Canyon power plant in the first quarter 603.

The increase in the cost of fuel wasially offset by an increase in surplus saketha Utility's scheduled power exceeded customer
demand in the first quarter of 2004. Proceeds fiteensale of surplus electricity are allocated betwhe Utility and the DWR based on the
percentage of volume supplied by each entity tdtilgy's total load. The Utility's net proceed®iin the sale of surplus electricity after
deducting the portion allocated to the DWR are réed as a reduction to the cost of electricity.

Natural Gas Revenue
The following table shows a breakdaf the Utility's natural gas revenues:

Three Months Ended

March 31,
(in millions) 2004 2003
Bundled gas revenues $ 867 $ 764
Transportation service-only revenues 64 66
Total natural gas revenues $ 931 $ 830
Average bundled revenue per Mcf of natural gas sold $ 7.74 $ 7.28
Total bundled gas sales (in millions of Mcf) 112 105

In the first quarter of 2004, thalitit's total natural gas operating revenues insegbapproximately $101 million, or 12%, compared
to the same period in 2003 mainly due to a higherage cost of natural gas, which the Utility isrpted by the CPUC to pass on to its
customers through higher rates. The average bumelleshue per thousand cubic feet, or Mcf, of natgaa sold in the first quarter of 2004
increased $0.46, or 6%, compared to 2003. In awidithe Utility's total volume of bundled gas sateseased in the first quarter of 2004 by
approximately 7% compared to the same period irB208inly due to colder weather.

Cost of Natural Gas

The Utility's cost of natural gaslides the purchase cost of natural gas and tramsipo costs on interstate and intrastate pipsline
The following table shows a breakdown of the Utititcost of natural gas:

Three Months Ended
March 31,



(in millions) 2004 2003

Cost of natural gas sold $ 542 $ 450
Cost of natural gas transportation 36 36
Total Cost of natural gas $ 578 $ 486
Average cost per Mcf of natural gas purchased $ 484 $ 4.29
Total natural gas sold (in millions of Mcf) 112 105

In the first quarter of 2004, thalitit's total cost of natural gas sold increasedragimately $92 million, or 19%, compared to the
same period in 2003 mainly due to an increasedratlerage cost of natural gas sold in 2004 of $e8Mcf, or 13%. In addition, the
Utility's total volume of natural gas sold incredse the first quarter of 2004 by approximately ¢&tnpared to the same period in 2003
mainly due to colder weather.

Operating and Maintenance

Operating and maintenance expensesist mainly of the Utility's costs to operatedtsctricity and natural gas facilities,
maintenance expenses, customer accounts and sergieases, and administrative and general expenses.

In the first quarter of 2004, thelitit's operating and maintenance expenses incceagproximately $96 million, or 13%, compared
to the same period in 2003 mainly due to wage as®e of approximately $36 million and higher reedrdosts of approximately $37 million
for environmental matters resulting from reassesgsnef the estimated liability for various sites.addition, the Utility incurred
approximately $29 million in expenses related ®\thrious provisions of the Settlement Agreemertiuiding obligations to invest in clean
energy technology and the donation of land.

Interest Expense

In the first quarter of 2004, thelit's interest expense decreased approximatelmiion, or 3%, compared to the same period in
2003 mainly due to a lower average amount of ungaluts accruing interest.

PG&E Corporation, Eliminations and Others
Operating Revenues and Expenses

PG&E Corporation's revenues comsiginly of billings to its affiliates for servicesmdered, all of which are eliminated in
consolidation. PG&E Corporation's operating expsrtsmsist mainly of employee compensation and pagsie third parties for goods and
services. Generally, PG&E Corporation's operatixjgeases are allocated to affiliates. Operating egee allocated to affiliates are elimina
in consolidation.

In the first quarter of 2004, PG&Brforation's operating expenses increased by $B5miThis increase was primarily due to
increased external legal fees incurred in relatiotihe Utility and NEGT Chapter 11 proceedings atftbr administrative expenses in 2004.

Interest Expenst

PG&E Corporation's interest expeisseot allocated to its affiliates. In the firstagter of 2004, PG&E Corporation's interest exp
decreased by approximately $17 million, or 49%, pared to the same period in 2003. The decreasaiidyrdue to a reduction in principal
amounts outstanding and a lower interest rate.

Other Expense

In the first quarter of 2004, PG&Br@oration's other expense increased by $31 milmnpared to the same period in 2003. This
increase was due to a $32 million pre-tax chargeataings related to the change in market valueofcumulative dividend participation
rights included within its $280 million of 9.50% @wertible Subordinated Notes.

LIQUIDITY AND FINANCIAL RESOURCES
Overview

At March 31, 2004, PG&E Corporattoad approximately $11.3 billion of unrestricted solidated cash and cash equivalents and
restricted cash, of which approximately $7.8 billwas restricted. PG&E Corporation and the Utifitgintain separate bank accounts. At
March 31, 2004, PG&E Corporation on a stand-ala®sbhad cash and cash equivalents of approxim®&&aly million and restricted cash of
$361.5 million. At March 31, 2004 the Utility hadsh and cash equivalents and restricted cash obxipmately $10.3 billion. PG&E



Corporation and the Utility primarily invest theiash in money market funds and in short-term otitiga of the U.S. Government and its
agencies.

Utility

At March 31, 2004, the Utility hagpoximately $2.9 billion of consolidated cash @agh equivalents, and restricted cash of
approximately $7.4 billion. Until March 2004, theilily's principal source of cash was payments fiitgrcustomers. Since wholesale
electricity prices moderated and electricity surgea were fully implemented in mid-2001, the cashegated by the Utility's operations
exceeded its ongoing cash requirements.

During its Chapter 11 proceeding, thility did not have access to the capital maglatd met all its ongoing cash requirements,
including its capital expenditure requirementswvaash generated by its operations. In additianUtility paid interest on certain ppeetition
liabilities and repaid the principal of maturing rigage bonds with bankruptcy court approval.

In March 2004, in anticipation oétbltility's emergence from Chapter 11, the Utilityd its consolidated subsidiaries issued $6.7
billion of First Mortgage Bonds and entered into%Rillion of credit facilities. The Utility alsolained an interim $400 million cash
collateralized letter of credit facility, which wéarminated on April 12, 2004, the effective daft¢he Utility's Plan of Reorganization, or the
Effective Date, and the letters of credit outstagdivere transferred to the Utility's $850 milliosking capital facility. Proceeds from the
sale of the First Mortgage Bonds, borrowings ofragjmately $1.1 billion and approximately $2.4 tafi of cash on hand were used on the
Effective Date to pay allowed creditor claims opdsited into escrow to pay disputed claims whenlvesl. See Note 3 to the Consolidated
Financial Statements for further discussion offtlvet Mortgage Bonds and the Utility's new creditifities.

The following section discusseslitidity's significant cash flows from operating vigsting, and financing activities for the three
months ended March 31, 2004 and 2003.

Operating Activities
The Utility's cash flows from opengf activities for the three months ended MarchZi}4, and 2003 were as follows:

Three Months Ended

March 31,

(in millions) 2004 2003
Net income (loss) $ 3,074 $ (73)
Non-cash (income) expenses:

Depreciation, amortization and decommissioning 311 310

Recognition of regulatory assets, net of tax (2,904, -
Change in other working capital 253 24
Other uses of cash:

Payments authorized by the bankruptcy court oouams classified as

liabilities subject to compromise (20) (39)

Other changes in operating assets and liabilities 295 512
Net cash provided by operating activities $ 1,009 $ 734

Net cash provided by operating diitis increased by approximately $275 million dgrthe three months ended March 31, 2004,
compared to the same period in 2003 mainly dubdadricrease in net income for the three monthseeMbech 31, 2004, excluding the one-
time non-cash gain, after-tax, of approximatelyddllion related to the recognition of the Settemh Agreement regulatory assets.

Investing Activities

The Utility's investing activitiesmsist of construction of new and replacement itaesl necessary to deliver safe and reliable
electricity and natural gas services to its custem@ash flows from operating activities have bgefficient to fund the Utility's capital
expenditure requirements for the three months eiidh 31, 2004. Year to year variances depend timamount and type of construction
activities, which can be influenced by storm artteotdamage.

The Utility's cash flows from inviegj activities for the three months ended MarchZil04 and 2003 were as follows:

Three Months Ended
March 31,

(in millions) 2004 2003
Capital expenditures $ (342) $ (371)



Net proceeds from sale of assets 18 5

Increase in restricted cash (6,917 -
Other investing activities (65) 9
Net cash used by investing activities $ (7,306 $ (357

Net cash used by investing actigiiiecreased by approximately $6.9 billion during three months ended March 31, 2004,
compared to the same period in 2003. This increasemainly due to the following factors:

. Restricted cash increased approximately $6.9 hillav the three months ended March 31, 2004,
compared to the same period in 2003, mainly dukealeposit into an escrow account of the
proceeds of the Utility's public offering of apphmately $6.7 billion of First Mortgage Bonds
issued in March 2004 and redemption premiums atedast of approximately $217 million. As the
Utility's Plan of Reorganization was not yet effeetat the time of closing the offering, the Utilit
deposited all First Mortgage Bond proceeds intesgrow account. On the Effective Date
approximately $6.9 billion was paid out of the esciaccount.

. An increase in nuclear decommissioning fundingeiffsy a decrease in capital expenditures. The
decrease in capital expenditures related to a dseri@ electricity transmission network
expenditures and transmission development progsis offset by an increase in electricity
distribution network upgrades during the three rhemnded March 31, 2004, compared to the
same period in 2003.

Financing Activities

Prior to the implementation of tHarPof Reorganization and during its Chapter 1keedling, the Utility's financing activities were
limited to repayment of secured debt obligationawathorized by the bankruptcy court. During thisiq the Utility did not have access to
the capital markets. As a result of its emergenme fChapter 11, the Utility has issued significamtounts of debt in connection with the
implementation of the Plan of Reorganization artdl#shed a working capital facility for the purgssof funding its operating expenses and
seasonal fluctuations in working capital and provgdetters of credit.

The Utility's cash flows from finang activities for the three months ended MarchZX)4 and 2003 were as follows:

Three Months Ended

March 31,
(in millions) 2004 2003
Net proceeds from issuance of long-term debt $ 6,547 $ -
Long-term debt issued, matured, redeemed or repseth (310) -
Rate reduction bonds matured (74) (74)
Net cash provided (used) by financing activities $ 6,163 $ (74)

For the three months ended March2804, net cash provided by financing activitiex@ased by approximately $6.2 billion
compared to the same period in 2003. This increasemainly due to the following factors:

. In March 2004, in connection with the implementataf the Utility's Plan of Reorganization, the
Utility consummated a public offering of $6.7 bili in First Mortgage Bonds. In April 2004, the
Utility used the net proceeds of approximately $gilbon from the offering together with other
funds to pay creditor claims and deposit funds egorow for the payment of disputed claims.

. The Utility repaid approximately $310 million inipcipal on its first and refunding mortgage
bonds that matured in March 2004.

PG&E Corporation

At March 31, 2004, PG&E Corporatmstand-alone cash and cash equivalents balancappesximately $611 million. PG&E
Corporation's sources of funds are dividends frioenUtility, issuance of its common stock and exaéfimancing. The Utility did not pay any
dividends to PG&E Corporation during the first geannf 2004 or 2003. PG&E Corporation also has $6@dillion of restricted cash that is
recorded in noncurrent assets at March 31, 2004.r€ktricted cash pertains to the tax dispute WHGT described above.

Operating Activities



PG&E Corporation's cash flows fropemating activities consist mainly of billings ts affiliates for services rendered and paym
for employee compensation and goods and servieesded by others to PG&E Corporation. PG&E Corpioraglso incurs interest costs
associated with its debt. PG&E Corporation's irdeoests are not passed on to its affiliates netlae benefits or detriments of the
consolidated tax return. The benefits of the cadatéd tax return have created cash flow from dpegactivities for PG&E Corporation
during the three months ended March 31, 2004 af8.20EGT's tax dispute with PG&E Corporation iscdissed above.

PG&E Corporation's consolidated cmlvs from operating activities for the three mmnended March 31, 2004 and 2003 were as
follows:

Three Months Ended

March 31,

(in millions) 2004 2003
Net income (loss) $ 3,033 $ (354)
Loss from discontinued operations - 265
Cumulative effect of changes in accounting prirespl - 6
Net income (loss) from continuing operations 3,033 (83)
Non-cash (income) expenses:

Depreciation, amortization and decommissioning 312 310

Recognition of regulatory asset, net of tax (2,904, -

Deferred income taxes and tax credits - net (70) (15)

Other deferred charges and noncurrent liakslitie 237 189
Other changes in operating assets and liabilities 279 532
Net cash provided by operating activities $ 887 $ 933

Net cash provided by operating aiitig decreased by $46 million during the three themended March 31, 2004, compared to the
same period in 2003. This decrease was primatifae to decreases in other deferred charges ammirrent liabilities and restricted cash,
partially offset by the Utility's increase in netsh provided from operating activities as discusdeave.

Investing Activities

PG&E Corporation, on a stasldne basis, did not have any material investiriyidies in the three months ended March 31, 20¢
2003.

Financing Activities

PG&E Corporation's cash flows framahcing activities consist mainly of cash genatdtem debt refinancings and the issuance of
common stock.

PG&E Corporation's cash flows framahcing activities for the three months ended M&t, 2004 and 2003 were as follows:

Three Months Ended

March 31,
(in millions) 2004 2003
Net proceeds from long-term debt issued $ 6547 $ -
Long-term debt matured, redeemed or repurchased (310) -
Rate reduction bonds matured (74) (74)
Common stock issued 58 21
Net cash provided (used) by financing activities $ 6221 $ (53)

PG&E Corporation's net cash providgdinancing activities increased by $6.3 billi@m the three months ended March 31, 2004,
compared to the same period in 2003. This increaseprimarily related to the Utility's financingtaties as discussed above, in addition to
the increase in cash received from the sale of comstock.

Future Liquidity

As a result of its emergence fronagter 11 on April 12, 2004, the Utility expectduod its operating expenses and capital
expenditures substantially from internally geneatdtends, although it may issue debt for these pagpon the future. In addition, the Utility
expects to use the amount remaining under its $&@8i@n working capital facility for the purpose$ funding its operating expenses and
seasonal fluctuations in working capital and prongdetters of credit. At April 12, 2004, approxitely $644 million was available for
borrowing under the working capital facility andoapximately $206 million was allocated to outstamgietters of credit. In addition, tl



Utility has entered into a $650 million accountsai@able financing. The Utility used $350 million the Effective Date, leaving $300 milli
available.

The Utility expects that the castethins after its emergence from Chapter 11, tegetith cash from operating activities and
available amounts under the facilities describeal/abwill provide for seasonal fluctuations in cashuirements and will be sufficient to fu
its operations and its capital expenditures forftimeseeable future.

Dividend Policy

Historically, in determining whether and at what level to, declare a dividend, PG&dtporation has considered a number of
financial factors, including sustainability, finaakflexibility, and competitiveness with investnmepportunities of similar risk, as well as
other factors, including the regulatory and ledig@aenvironment, operating performance, and chaitd financial resources in general. Ot
than payment in 2001 of the dividend declared enfthurth quarter of 2000, PG&E Corporation hasdemtlared or paid a dividend during the
Utility's Chapter 11 proceeding. Further, until 81%% Senior Secured Notes issued by PG&E Corporatiemeaed Baa3 or better by
Moody's and BBB- or better by S&P, PG&E Corporatiprohibited from declaring or paying dividendsepurchasing its common stock.
Notwithstanding this restrictive covenant, PG&E ganation may declare a dividend if certain finahcréteria are met or if PG&l
Corporation's regular quarterly dividends are fuhftem proceeds of cash distributions to PG&E Caaion from the Utility. In addition,
notwithstanding the restrictive covenant discusawalve, PG&E Corporation may repurchase a portiatsafommon stock if certain financial
criteria are met or, with certain restrictions, nmagurchase common stock with proceeds of castildiibns to PG&E Corporation from the
Utility. PG&E Corporation can redeem the Seniori8ed Notes at any time at its option at a premium.

While in Chapter 11, the Utility wpsohibited from paying any common or preferreddinds without bankruptcy court approval.
Terms of the Settlement Agreement prohibit theitytftom paying any dividends before July 1, 200#4e Utility expects to achieve the tar
capital structure provided for in the Settlementéament by the second half of 2005. Assuming thiéyH target capital structure is met by
then, PG&E Corporation aspires to resume payingldids in the second half of 2005.

CAPITAL EXPENDITURES AND COMMITMENTS
Contractual Commitments

The Utility's contractual commitmeimclude power purchase agreements (includingeaggats with qualifying facilities, irrigation
districts and water agencies, and renewable emgygders), natural gas supply and transportatgre@ments, nuclear fuel agreements,
operating leases, and other commitments. In cormmewtth the implementation of the Plan of Reorgation, the Utility issued $6.7 billion
in First Mortgage Bonds, entered into $2.9 billinreredit facilities, and obtained a $400 millioast collateralized letter of credit facility. On
the Effective Date, the $400 million letter of citefdcility was cancelled and the outstanding lettecredit balance of approximately $206
million was transferred to the Utility's $850 nolli revolving credit facility. In addition, the Uty paid approximately $8.4 billion in cash to
holders of allowed claims and deposited approxiipéi®.8 billion into escrow accounts for the payinehdisputed claims.

Utility
Power Purchase Agreemen

During the first quarter of 2004e thtility entered into various agreements to pusehenergy. Under these agreements, the Utility is
committed to make energy payments of approxima&B® million and capacity payments of approximat&d® million in 2004.

Natural Gas Supply and Transportation Commitmet

The Utility purchases natural ga®clily from producers and marketers in both Carsaththe United States to serve its core
customers. The contract lengths and natural gasasof the Utility's portfolio of natural gas puvement contracts have fluctuated generally
based on market conditions.

As a result of the Utility's Chapfel filing and its credit rating being below invesint grade, the Utility had used several different
credit arrangements to purchase natural gas, imguad$10 million cash collateralized standby lettecredit and a pledge of its core natural
gas customer accounts receivable. On March 2, 2084¢ pledge facilities were replaced with a $#@0on limited cash collateralized letter
of credit facility, or gas procurement letter oédit facility. The gas customer accounts receivabbgram terminated effective March 29,
2004. At March 31, 2004, amounts secured by thispgacurement letter of credit facility totaled eppmately $203 million. Upon
emergence from Chapter 11 the Utility canceleddlass procurement letter of credit facility and sfenred the outstanding balance to an $850
million revolving credit facility backed by the Uty's new credit facilities.

At March 31, 2004, the Utility's gdtions for natural gas purchases and gas tratadjmor services were as follows:

(in millions)

2004 $ 678



2005 168

2006 26
2007 7
2008 -
Thereafter -

Total $ 879

Transmission Control Agreement

The Utility is a party to a Transsian Control Agreement, or TCA, with the Californalependent System Operator, or ISO, and
other participating transmission owners. As a tmgiesion owner, the Utility is required to give twears notice and receive regulatory
approval if it wishes to withdraw from the TCA. Usrtthis agreement, the transmission owners, wHgthiaclude Southern California
Edison, or SCE, San Diego Gas & Electric Compartysaveral municipal utilities, assign operatioraiteol of their electricity transmission
systems to the I1SO. In addition, as a party toni@d4, the Utility is responsible for a share of #tmsts of reliability must-run, or RMR,
agreements between the 1SO and owners of the paewatis subject to RMR agreements, or RMR Plante. Otility also is an owner of some
of these RMR Plants for which the Utility receivesenue from the ISO. Under the RMR agreements, FNdRts must remain available to
generate electricity when needed for local transimissystem reliability upon the 1SO's demand.

At March 31, 2004, the 1ISO had RMRRements for which the Utility could be obligatedhay the 1SO an estimated $666 million
in net costs during the period April 1, 2004, torbta31, 2006. These costs are recoverable undécalple ratemaking mechanisms.

It is possible that the Utility megceive a refund of RMR costs that the Utility poesly paid to the ISO. In June 2000, a FERC
issued an initial decision approving rates thaffirmed by the FERC, would require the subsidisiof Mirant Corporation, or Mirant, that
are parties to three RMR agreements with the 1S@ftond to the 1ISO, and the ISO to refund to thidityytexcess payments of approximately
$340 million, including interest, for availabilif Mirant's RMR Plants under these agreements. Mewen July 14, 2003, Mirant filed a
petition for reorganization under Chapter 11 andecember 15, 2003, the Utility filed claims in fsirt's Chapter 11 proceeding including a
claim for an RMR refund. The Utility is unable toegict at this time when the FERC will issue a ffitk@cision on this issue, what the FERC's
decision will be, and the amount of any refundsiclwimay be impacted by Mirant's Chapter 11 filihds uncertain how the resolution of tl
matter would be reflected in rates.

REGULATORY MATTERS

The Utility is regulated primarily the CPUC and the FERC. The FERC is an indeperatgicy within the U.S. Department of
Energy, or DOE, that, among other things, regultitesransmission of electricity and the sale &walte of electricity in interstate commerce.
The CPUC has jurisdiction to, among other thingstlse rates, terms and conditions of servicetferitility's electricity generation,
procurement and distribution, natural gas distidouand natural gas transportation and storagecssrin California.

Transition from Frozen Rates to Cost of Service R&making

Frozen electricity rates, which bega January 1, 1998, were designed to allow tliléyb recover its authorized utility costs and
to the extent frozen rates generated revenuescessyof these costs, to recover the Utility's cobtsansitioning to a competitive market.
Although the surcharges implemented in 2001 effettiincreased the actual rate under the frozengt@ucture, increases in the Utility's
authorized costs and revenue requirements dichootase the Utility's revenues. In addition, DWReraue requirements reduced the Utility's
revenues under the frozen rate structure. As atrefstevised electricity rates discussed below ardnuary 2004 CPUC decision determi
that the rate freeze ended on January 18, 200tefé January 1, 2004, the Utility's rates arended to reflect cost of service whereby the
Utility's rates are based on the sum of individt@hponents. Changes in any individual revenue remént will change customers' electris
rates.

In February 2004, the CPUC issuéédcision approving a rate design settlement toémpht an annual electricity rate reduction of
approximately $799 million. Because the Utilitytsstomers' bills did not reflect the rate reductioil March 1, 2004, the Utility will return
to customers an estimated $100 million of revemaesived during January and February in excedsosktrevenues that would have been
charged had the rate reduction been implementeduonary 1, 2004. The Utility accrued $100 millianvearch 31, 2004 for this refund
obligation. However, the revised rates approvethbyCPUC are based on forecast revenue requirentdtiteately, rates will be adjusted to
collect authorized revenue requirements approveitthéy"PUC and the FERC in various pending procgsdiagardless of the forecast
revenue requirements used to set rates approvegbiuary, the refund discussed above, or the eatdd charged. These pending proceec
are discussed below and include:

. The Utility's 2003 GRC and 2004 attrition adjustineguest;
. The Utility's cost of capital application;

. Electric transmission rate cases;



. Pending energy supplier refunds, claim offsetstbeiocredits pursuant to the Settlement
Agreement;

. The calculation of any over-collection of the suande revenues for 2003; and

. The allocation of the DWR's 2004 revenue requiresidBecause the Utility is on cost-of-service
ratemaking and because amounts collected on behthié DWR (related to its revenue
requirement) are excluded from the Utility's revesiuchanges in the DWR's revenue requirements
are not expected to have a material impact on tiliyl$ results of operations.

2003 General Rate Case

On April 6, 2004, a proposed decisias issued in the Utility's 2003 GRC pendinghat€PUC. The 2003 GRC determines the
amount of authorized base revenues the Utilityam@liect from customers to recover its basic busresl operational costs for electricity and
natural gas distribution operations and for eleitjrigeneration operations for 2003 and succeegiags. The administrative law judge's, or
ALJ's, proposed decision, excluding changes iitiatirrate adjustments discussed below, would appessentially all of the provisions
contained in the July 2003 and September 2003 g®tit agreements reached among the Utility andwsdonsumer groups to set the
Utility's 2003 revenue requirements for its elextyi generation and electricity and natural gasrithigtion operations.

If the proposed decision is adofigdhe CPUC, the Utility's total 2003 revenue reeoients, as provided in the settlement
agreements, would be set at approximately:

. $2.5 billion for electricity distribution operatisnrepresenting a $236 million increase over the
previously authorized amount;

. $927 million for natural gas distribution operasomepresenting a $52 million increase over the
previously authorized amount; and

. $912 million for electricity generation operationspresenting a $38 million increase over the
previously authorized amount.

In addition, under the proposed sieqi, if the Utility forecasts a second refuelingage at the Diablo Canyon nuclear power plant
in any one year, the electricity generation revemeagiirement would be increased to reflect a fismdnue requirement of $32 million per
refueling outage, adjusted for changes in the GoeswPrice Index, or CPI, in the manner describettiénproposed decision. The only
forecasted second refueling outage will occur 640

The proposed decision would rejbetWtility's request for approximately $75 millionadditional revenue requirements to fund a
pension contribution. If adopted, the proposedsieniwould be retroactive to January 1, 2003.

Because the CPUC has not yet isadethl decision on the Utility's 2003 GRC, thellfitihas not included the natural gas
distribution revenue requirement increase in it8306r 2004 results of operations. If the CPUC apgsa 2003 revenue requirement increase
in 2004, the Utility would record both the 2003 &4 natural gas distribution revenue requirenm@rease in its 2004 results of operatic

In 2003, the Utility collected eldcity revenue and surcharges subject to refunctutite frozen rate structure. The amount of
electricity revenue subject to refund pursuanhtoriate design settlement in 2003 was $123 millidrich incorporated the impact of the
electric portion of the GRC settlement. The Utilitgs recorded a regulatory liability for the refiotdigation. If the 2003 revenue requirem
that is ultimately approved in the Utility's 200RG is lower than the amounts described above gfpelatory liability would increase. In
2004, the Utility began recording its base revemggiirements under a cost of service ratemakingstre. In the first quarter of 2004, the
Utility collected less than its currently authodzease revenue requirements as approved in its @8 and 2001 attrition filings. The Utili
has recorded the difference between its currerd t@mgenue requirement and the amount it has cetldbirough cost of service rates in newly
established electricity balancing accounts. Thétytias not included the impact of the electriatigtribution revenue requirement increases
in its results of operations for the first quad&2004. If the CPUC approves a revenue requirennentase in 2004, the Utility would record
the increase in the results of operations for 2004.

The proposed decision is schedwdattconsidered by the CPUC on May 6, 2004. A filealision is expected in the second quarter
of 2004. If the proposed decision is approved agemrin the second quarter, the Utility would retoegulatory assets and liabilities
associated with the revenue requirement increaselsding attrition), recovery of unfunded taxespdeciation, and decommissioning. The
net impact of these items is anticipated to rasyftre-tax earnings of approximately $400 million.

Also, on April 6, 2004, the CPUCLied a separate proposed decision to address aanagrebetween the Utility and the CPUC's
Office of Ratepayer Advocates, or ORA, relatinge Utility's response to storm outages and otbl@hility issues and an agreement the
Utility reached with the California Coalition of ility Employees that proposed a reliability perf@nte incentive mechanism for the Utility
beginning in 2004 and continuing through 2009. Amother things, the CPUC accepted the reliabitiiydards proposed by the Utility a



ORA and approved certain reliability improvemeritiatives as well as the funding for these initta8, but rejected the proposed incentive
mechanism.

PG&E Corporation and the Utility aneable to predict whether these proposed decisiilhbe adopted by the CPUC. If the CPUC
does not approve the settlement agreements, thy'g@bility to earn its authorized rate of reidor the years until the next GRC would be
adversely affected. As previously discussed, theeachanges implemented during the first quart&0®4 contemplated approval for the 2003
GRC consistent with the settlement agreementsh&@xtent that the final GRC is different from #egtlement agreements, rates will be
trued-up.

Attrition Rate Adjustments for 2004-2006

The July 2003 and September 200&sstnt agreements in the Utility's 2003 GRC, asulised above, provide for yearly
adjustments to the Utility's base revenues, oitiatirrate adjustments. On April 6, 2004, a prombdecision was issued in the Utility's 2003
GRC, pending at the CPUC. The proposed decisiorddiaqpprove the terms of the settlement agreembatgptovide for an attrition
adjustment in 2004, 2005 and 2006 based on chamgles CPI, except the ALJ recommends that théesetint agreements be modified to
delete the provision for a minimum attrition adjusht amount in each year.

The proposed minimum attrition atfjusnts for electricity and natural gas distributiemenue requirements for 2004, 2005 and
2006 are 2.00%, 2.25% and 3.00%, respectively.pfoposed minimum attrition adjustments for eledfyigeneration revenue requirements
for 2004, 2005 and 2006 are 1.50%, 1.50% and 2.588pgectively. If the proposed decision is adoptieel aggregate attrition adjustment for
2004 would be approximately $61 million based andhtual change in the CPI of 1.4%. This wouldefh reduction of approximately $21
million compared to the Utility's November 2003 alahuary 2004 combined attrition requests for apprately $82 million (excluding a $:
million allowance for a second refueling outag@@®4 at Diablo Canyon nuclear power plant and $lBomfor public purpose program
expenses) based on the proposed minimum attrilpusements in the settlement agreements.

Cost of Capital Proceedings

Each year the Utility must file gopéication with the CPUC to determine the Utilitgsthorized capital structure and the authorized
rate of return the Utility may earn on its eledtsiand natural gas distribution, natural gas tnaission and storage, and electricity generation
assets. For its electricity and natural gas digtidim operations, natural gas transmission anégegrand electricity generation operations, the
Utility's currently authorized return on equityli$.22% and its currently authorized cost of delit % %. The Utility's currently authorized
capital structure is 48.00% common equity, 46.20fgtterm debt and 5.80% preferred equity.

The Settlement Agreement provides that from JanLa®p04 until Moody's has issued an issuer rétnghe Utility of not less than A3 or
S&P has issued a long-term issuer credit ratingtferUtility of not less than A-, the Utility's dagrized return on equity will be no less than
11.22% per year and its authorized equity ratid b&lno less than 52%. However, for 2004 and 2865Utility's authorized equity ratio will
equal the greater of the proportion of equity apptbin the Utility's 2004 and 2005 cost of capiiadceedings and 48.6%.

The Utility's cost of capital ap@tton must be filed by May 12, 2004. In this filirtge Utility plans to propose a true-up cost of
capital for 2004 that reflects the Utility's nevasp-Chapter 11 financing costs and its updatedalagiructure. In its application, the Utility
will seek recovery in rates of its (1) actual cotapital from January 1, 2004 through April 1002, (2) its new cost of capital resulting fr
its Chapter 11 exit financing that became effectimeApril 12, 2004, and (3) costs associated withriest rate hedges for its Chapter 11 exit
financing. For 2004, this cost of capital procegdivill also determine the authorized rate of retiamnatural gas transportation and storage.
For test year 2005, the Utility will request autlzation for its cost of common equity, preferrediiggand long-term debt and for its capital
structure based on forecasts for 2005. The Utilityects that its application will include a forgegiscommon equity ratio of approximately
49% for 2004.

DWR Revenue Requirements

The DWR filed a proposed $4.5 bill2004 power charge revenue requirement and a pedp2004 bond charge revenue
requirement of approximately $873 million with t8®UC in September 2003. In January 2004, the CR@d a decision that adopted an
interim allocation of the DWR's proposed 2004 rexerequirements among the three California investared electric utilities' customers.
The Utility customers' share of the DWR power cleargvenue requirement is approximately $1.8 bilafter consideration of a DWR 2001-
2002 adjustment approved in a CPUC decision inalgn2004. The January 2004 decision allocated dine lsharge revenue requirement
among the three California investor-owned eleattilities' customers on an equal cents per kilowatir, or kWh, basis, which resulted in
approximately $369 million being allocated to th#lity's customers. SCE has filed a petition to nfipthe CPUC's approach for allocating
the DWR's bond charges, requesting that more bead#d to the Utility's customers. On April 16, 20the assigned ALJ for the proceeding
issued a draft decision that would deny SCE'sipatiOn April 22, 2004, a CPUC commissioner issaralternate draft decision that would
grant SCE's petition on a prospective basis, diloganore of the DWR's bond charges to the Utilityhis alternate draft decision is
approved by the CPUC, the bond charges allocat#tetbltility's customers would be increased by apipnately $50 million per year for the
life of the bonds (through 2020). If approved, hees this is not expected to have an impact ortiléy's results of operations because the
Utility is on cost-of-service ratemaking and be@amounts collected on behalf of the DWR (relateitistrevenue requirement) are excluded
from the Utility's revenues. The CPUC has not y¢¢d on this matter.

The CPUC is considering adoptingudti-year allocation of the DWR's power charge revemggiirements in a second phase of



2004 DWR power charge proceeding. If adopted, aifpedér allocation would replace the interim allboa for 2004. In April 2004, the
Utility filed with the CPUC a settlement agreemezdched with SCE and TURN on the allocation ofN€R's power charge revenue
requirement for 2004 and beyond. The Utility canpretdict the final outcome of this matter.

In April 2004, the DWR submitted tBapplemental Determination of its 2004 revenuairegnents to the CPUC for allocation
among the three California investor-owned utiliti€ee Supplemental Determination would reduce theumt of power charge revenues the
DWR will recover from electric customers statewid®004 by $245 million. The reduction is primardyiven by higher than projected poy
charge revenues received by the DWR in 2003, anidcaeased forecast of revenues from the salerpfisipower in 2004.

As a result of the transition frommZen rates and the electricity procurement regorerchanism described below, the collection of
DWR revenue requirements, or any adjustments theretiuding the reduction in the 2004 revenue iexment related to 2001 through 20
will not affect the Utility's results of operatians

Baseline Proceeding

In May 2002, the CPUC ordered Catifa investor-owned electric utilities to incredseseline allowances for certain residential
customers, reducing the Utility's electricity reues. A customer's baseline allowance is the ammfumbnthly usage that is billed at the
lowest rate and is exempt from certain surchargles.new balancing account structure approved bZ#dC on April 1, 2004, retroactive to
January 1, 2004, provides for full recovery of Utdity's revenue requirements. Therefore, theitytiloes not expect that the baseline
program revisions will affect the Utility's resuti§ operations.

Electricity Procurement

Effective January 1, 2003, underifGaiia law (Assembly Bill 57, or AB 57) the Utilitestablished a balancing account, the Energy
Resource Recovery Account, or ERRA, designed tiktaad allow recovery of the difference betweenrdeorded procurement revenues
actual costs incurred under the Utility's authatipeocurement plans, excluding the costs assocwitbdhe DWR allocated contracts and
certain other items. The CPUC must review the raegsrand costs associated with an investor-ownéty'stelectricity procurement plan at
least semi-annually and adjust retail electricities or order refunds, as appropriate, when tleedat aggregate over-collections or under-
collections exceed 5% of the utility's prior yelratricity procurement revenues, excluding amogottected for the DWR. These mandatory
adjustments will continue until January 1, 2006e TPUC's review of the Utility's procurement ac¢tdés will examine the Utility's least-cost
dispatch of its resource portfolio including the BRVellocated contracts, fuel expenses for the Yliglectricity generation facilities, contract
administration (including administration of the DVéRocated contracts) and the Utility's electrigitpcurement contracts. As a result of this
review, some of the Utility's procurement costslddie disallowed. At March 31, 2004, the Utilit(¥®RA had an over-collected balance of
$2.3 million.

Although the CPUC has no authomtyaview the reasonableness of procurement coste iDWR's contracts, it may review the
Utility's administration of the DWR allocated caantts. The Utility is required to dispatch its efagity resources, including the DWR
allocated contracts, on a least-cost basis. The@PRA$ established a maximum annual procuremeritatisance for the Utility's
administration of the DWR allocated contracts agabt-cost dispatch of its electricity resourcesvof times the Utility's administration costs
of managing procurement activities, or $36 millfon 2004. Activities excluded from the maximum aahdisallowance include fuel expen
for the Utility's electricity generation resour@@®d contract administration costs associated wtttrécity procurement contracts, qualifying
facility contracts and certain electricity genavatexpenses. In its decision approving the UtdiB004 short-term procurement plan, the
CPUC extended the application of this maximum ¢hsezince amount to cover the Utility's 2004 procueatmactivities. It is uncertain
whether the CPUC will modify or eliminate the maxim annual disallowance for future years.

In April 2004, the ORA issued itesenableness review report of the Utility's ERRA&ering the period from January 1, 2003
through May 31, 2003. Although the ORA did not sfieally recommend any disallowances, the ORA dasisthe Utility to provide
additional information in future ERRA filings. Addbinally, the report indicates that an audit of ER&ntries was not performed but that the
ORA intends to perform a full financial audit okthtility's procurement activities in future ERRAopeedings. The Utility cannot predict
whether a disallowance will occur based on inforomateviewed or audited by the ORA in future ERRlkfjs or the size of any potential
disallowance.

In addition, the CPUC may require thtility or the Utility may elect to satisfy all @ part of its residual net open position by
developing or acquiring additional generation iéies. This could result in significant additiorepital expenditures or other costs and may
require the Utility to issue additional debt, whitle Utility may not be able to issue on reasonddaiens, or at all. In addition, if the Utility is
not able to recover a material part of the costedfeloping or acquiring additional generation fiéies in rates in a timely manner, PG&E
Corporation's and the Utility's financial conditiand results of operations would be materially askly affected.

Finally, the California Governor haadled upon the CPUC to revisit its January 20@drim decision establishing the long-term
regulatory framework under which the Californiaéstor-owned electric utilities are required to planand procure energy resources.
Among other requirements, the decision requiresititiies to achieve an electricity reserve margirl5% to 17% in excess of peak capacity
electricity requirements by January 1, 2008. Thif@aia Governor has requested that the CPUC acatd the phase-in of the planning
reserve requirement to 2006. The planning resageirement will increase the Utility's residual npen position. The Governor also has
suggested that the requirement for each Califanvieastor-owned electric utility to increase its ghaises of renewable energy (such as
biomass, wind, solar and geothermal energy) bgamtl1% of its retail sales per year so that theussnof electricity purchased fro



renewable resources equals at least 20% of itsredtal sales by the end of 2017, be amendedacdréhe 20% goal by 2010 instead.

The Governor's recommendations malconsidered by the CPUC in its pending elecyrigibcurement and other proceedings
implementing AB 57. The Ultility is unable to pretiiehether the CPUC will adopt the Governor's rec@ndations, but it is possible that the
recommendations if adopted could have a materiphthon the Utility's future operations or costseivice.

FERC Prospective Price Mitigation Relief

Various entities, including the ifjiland the state of California, are seeking ufs&® billion in refunds for electricity overcharges
on behalf of California electricity purchasers frdanuary 2000 to June 2001. In December 2002, &£FHR issued an initial decision
finding that power suppliers overcharged the ig#it the state of California and other buyers axiprately $1.8 billion from October 2, 2000
to June 20, 2001 (the only time period for whice BEERC permitted refund claims), but that Califarbuyers still owe the power suppliers
approximately $3.0 billion, leaving approximately.% billion in net unpaid bills.

During 2003, the FERC confirmed mafsthe ALJ's findings, but partially modified thefund methodology to include use of a new
natural gas price methodology as the basis fogatitid prices. The FERC indicated that it would @erdater allowances claimed by sellers
for natural gas costs above the natural gas piicé® refund methodology. In addition, the FER€died the 1ISO and the Power Exchange,
or PX, which operates solely to reconcile remainiefgnd amounts owed, to make compliance filingal#shing refund amounts by March
2004. The 1SO has indicated that it plans to m&eampliance filing by November 2004. The PX carmmake its compliance filing until
after the ISO makes its filing. The actual refund not be determined until the FERC issues alftecision, following the ISO and PX
compliance filings. The FERC is uncertain wheniit issue a final decision in this proceeding, afighich appellate review is expected. In
addition, future refunds could increase or decreasa result of an alternative calculation propdsethe 1SO, which incorporates revised (
provided by the Utility and other entities. The RERas indicated that it does not have the powdiraet refunds for the period before
October 2, 2000, but has engaged in an investigationarket manipulation and sought through segletnor hearings disgorgement of pro
for any tariff violations during this period. Unfesettled among the various entities, this conatusiill also be subject to judicial review.

Under the Settlement Agreement Uity and PG&E Corporation agreed to continuetmperate with the CPUC and the state of
California in seeking refunds from generators atietioenergy suppliers. The net aftax-amount of any refunds, claim offsets or othredits
from generators or other energy suppliers relatintpe Utility's ISO, PX, qualifying facilities @nergy service provider costs that are actt
realized in cash or by offset of creditor claimstinChapter 11 proceeding will reduce the balasfdbe Settlement Regulatory Asset.

The Utility has recorded approxiniatkl.8 billion of claims filed by various electitig generators in its Chapter 11 proceeding as
liabilities subject to compromise. This amountubject to a pre-petition offset of approximately0®2million, reducing the net liability
recorded to approximately $1.6 billion. Under akvaptcy court order the aggregate allowable amo@if6O, PX and generator claims was
limited to approximately $1.6 billion. The Utilitgurrently estimates that the claims filed wouldénéeen reduced to approximately
$1.2 billion based on the refund methodology recemded in the ALJ's initial decision, resulting inet liability of approximately
$1.0 billion after the approximately $200 millioregpetition offset. The recalculation of marketpes according to the revised methodology
adopted by the FERC in its October 2003 decisiandcturther reduce the amount of the suppliershdaby several hundred million dollars.
However this reduction could be offset by the anmtafrany additional fuel cost allowance for suppdié they demonstrate that natural gas
prices were higher than the natural gas priceasgun the refund methodology.

El Paso Settlement

In June 2003, the Utility, along wBCE, the state of California and a number of oplagties, entered into the El Paso settlement,
which resolves all potential and alleged causesctibn against El Paso for its part in alleged malaition of natural gas and electricity
commodity and transportation markets during theéf@ailia energy crisis. Under the El Paso settlemehPaso will pay $1.5 billion in cash
and non-cash consideration, of which approximas®&0 million is now in an escrow account and appnately $875 million will be paid
over 15 to 20 years. El Paso also agreed to armoappately $125 million reduction in El Paso's lomegm electricity supply contract with the
DWR. In October 2003, the CPUC approved an allocadif these refunds, under which the Utility's matgas customers would receive
approximately $80 million and its electricity custers would receive approximately $216 million. Tie after-tax amount of any
consideration that the Utility actually receivexash related to the electricity refunds will regltice outstanding balance of the Settlement
Regulatory Asset. The settlement was approved dyERC in November 2003, and by the San Diego Sup€ourt in December 2003. An
appeal of the attorney's fees award to class aptaintiffs’ counsel in the litigation is pendirfyt that appeal will not affect the effectiveness
of the settlement. The Superior Court's approvahefsettiement is now final and is no longer stttje appeal. The refunds will be released
from the escrow account when the settlement beceffiestive according to its terms. The Utility keles it is probable that all conditions
precedent to the effectiveness of the settlemehbwisatisfied soon.

Enron Settlement

On December 23, 2003, the Utilityezad into a settlement agreement with five subsies of Enron Corporation, or Enron, settling
certain claims between the Utility and Enron, @ Enron Settlement. The Enron Settlement becarsetafé April 20, 2004. On April 23,
2004, the Utility paid Enron cash of $309 millignius interest of approximately $41 million. Theseyments have been reflected in the
sources and uses of funds table in Note 2 of thel€ased Consolidated Financial Statements. Asult afthe Enron Settlement, the Utility
will receive an after-tax credit of approximately/ 1% million that will reduce the Settlement RegatsitAsset and other regulatory balancing
accounts. In the rate design settlement approvaddbPUC on February 26, 2004, the Utility's rexerequirement related to t



amortization of the Settlement Regulatory Assetliesn reduced to reflect an estimate of the aédftecredit included in the Enron Settlems
The CPUC decision approving the rate design sedttemorovides for regulatory balancing account treatt to ensure that the amount of the
revenue requirement reduction is adjusted to reflexnet after-tax amounts actually received keyUltility under settlements with energy
suppliers, including Enron.

Williams Settlement

On February 24, 2004, the Utility/de®CE entered into a settlement agreement withWitleams Companies, or the Williams
settlement, settling certain pre-petition claimsha Utility's Chapter 11 proceeding. In ordertfee settlement to become effective, it must
first be approved by the CPUC as to SCE, and thHRG:Hf the Williams settlement is approved, thelitytiwill receive an after-tax credit of
approximately $41 million that will reduce the $atient Regulatory Asset and other regulatory batanaccounts. Certain settlement issues
are still being resolved and could impact the anmdhum Utility ultimately receives. The CPUC decisiapproving the rate design settlement
provides for regulatory balancing account treatnter@nsure that the amount of the revenue requimeneeuction is adjusted to reflect the
amounts actually received by the Utility under pagdsettlements with energy suppliers, including Wiilliams Companies.

Dynegy Settlement

In April 2004, the Utility, along thi SCE, San Diego Gas and Electric Company, thelBed the State of California, and a number
of other parties, entered into a settlement agreemith Dynegy Inc., or Dynegy, which resolves ge overcharge and market manipulation
claims from the sale of electricity by Dynegy ik California market during the California eneagigis. In order for this settlement to
become effective, it must first be approved by@rJC and the FERC. If the Dynegy settlement is @ygut, the Utility estimates it will
receive an after-tax credit of approximately $50iam that will reduce the Settlement RegulatorysAsand other regulatory balancing
accounts. The exact amount of the after-tax creillidepend upon the final determination made by FERC in the pending refund
proceeding discussed under "FERC Prospective Riiiigation Relief' above. The CPUC decision apprayihe rate design settlement
provides for regulatory balancing account treatnter@nsure that the amount of the revenue requimeneeuction is adjusted to reflect the
amounts actually received by the Utility under pagdsettlements with energy suppliers, includinghBgy.

Natural Gas Supply and Transportation

On March 19, 2004, the Utility filedgas transportation and storage rate case agtic@his application proposes a $435 million
revenue requirement for 2005, representing an appedely $1 million reduction from the 2004 revermeguirement. This application also
proposes certain limited rate design changes, dsaweligibility requirements and resulting ratesmplement the CPUC's adopted rate
structure and fully recover its cost of providinng4l transmission service.

The Utility is at risk of not recawuag its natural gas transportation and storagéscarsd does not have regulatory balancing account
provisions for over-collections or under-collecsonf natural gas transportation or storage revenithes Utility may experience a material
reduction in operating revenues if throughput Is\al market conditions are significantly less falde than reflected in rates for these
services.

System Safety and Reliability

Pursuant to California legislatitime Utility was granted base revenue increase$3877 and 1998 to enhance its transmission and
distribution system safety and reliability. In 1999e Utility filed its application for review arapproval of its expenditures related to these
enhancements. In March 2004, a proposed decisisrnissaed disallowing approximately $44.2 milliorexpenses and $24.0 million in
capital for 1997 and 1998. The proposed decisionldvalso remove storm-related expenses of $17 /Boménd storm-related capital
expenditures of $34.9 million for 1997 and 1998] arould require the Ultility to file a new Catasthip Event Memorandum Account
application for recovery of those costs. The Utifited comments opposing the proposed decisiofpnl 2004. PG&E Corporation and the
Utility do not expect that the final outcome ofdimatter will have a material impact on the Utiitfinancial position or results of operations.

Electric Restructuring Costs Account Application

On April 16, 2004, the Utility filegih updated Electric Restructuring Costs AccounERCA, application for recovery of
distribution related electric industry restructyyirelated revenue requirements totaling $117 milfar the period 1999 through 2002.
Revenue requirements associated with these ongaiingties in 2003 and afterwards are includechim 2003 GRC, discussed above. The
Settlement Agreement requires timely resolutiothef proceeding by the CPUC.

Costs included in this applicatiamsist primarily of:

. Expenditures for customer information system ameatfiaccess, unbundling, billing and other
restructuring activities;

. Other unfunded mandates from the CPUC and the FBRC;



. Costs expended by the Utility that the FERC didailmw the Utility to recover from its wholesale
customers.

The Utility has requested that thd Bmillion revenue requirement increase becomeréffe January 1, 2005 and be recovered
through the Distribution Revenue Adjustment Mechanior DRAM.

Because these costs did not meetghécable accounting probability standard undeAS No. 71 needed to record regulatory
assets, the Utility has not recorded a regulatesgtfor the costs it has incurred as of Marct2804. PG&E Corporation and the Utility are
unable to predict the ultimate outcome of this pemting.

RISK MANAGEMENT ACTIVITIES

The Utility and PG&E Corporation, imig through its ownership of the Utility, are exqeal to market risk, which is the risk that
changes in market conditions will adversely affeettincome or cash flows. PG&E Corporation andUtility face market risk associated
with their operations, financing arrangements,rttagketplace for electricity, natural gas, electyitiansmission, natural gas transportation
and storage, other goods and services, and with agpects of their business. PG&E CorporationthedUtility categorize market risks as
price risk, interest rate risk and credit risk. Tdity actively manages market risks through naknagement programs that are designed to
support business objectives, reduce costs, disgeumaauthorized risk, reduce earnings volatilitg aranage cash flows. The Utility's risk
management activities often include the use ofggnand financial derivative instruments, includfiogward contracts, futures, swaps,
options, and other instruments and agreements.

The Utility uses derivative instrum& only for non-trading purposes€. , risk mitigation) and not for speculative purpasEse
Utility uses derivative instruments to manage thksrassociated with ownership of assets, liablitcommitted transactions or probable
forecasted transactions, or for complying with amhaging risks associated with regulatory prograrhs. Utility enters into derivative
instruments in accordance with approved risk mamage policies adopted by a risk oversight committe@posed of senior officers and ¢
after the risk oversight committee approves appatgrisk limits. The organizational unit proposithg activity must successfully
demonstrate that the derivative instrument saisddibusiness need and that the attendant riskbevitlequately measured, monitored and
controlled.

The Utility estimates fair valueddrivative instruments using the midpoint of qudb@tiand asked forward prices, including quotes
from customers, brokers, electronic exchanges abtigiindices, supplemented by online price infotioafrom news services. When market
data is not available the Utility uses models tingste fair value.

Price Risk
Electricity

The Utility relies on electricitydim a diverse mix of resources, including third padntracts, amounts allocated under DWR
contracts and its own electricity generation féedi. In addition, the Utility purchases electyaitn the spot market and the shianm forwarc
market (contracts with delivery times ranging frone hour ahead to one year ahead).

It is estimated that the residudloyen position (the amount of electricity neededheet the demands of customers, plus applicable
reserve margins, that is not satisfied from thdityy8 own generation facilities, purchase contsamt DWR contracts allocated to the Utility's
customers) will change over time for a number akamns, including:

. Periodic expirations of existing electricity purskacontracts, or entering into new electricity
purchase contracts;

. Changes in the Utility's customers' electricity @es due to customer and economic growth and
weather, and implementation of new energy efficjeared demand response programs, community
choice aggregation and a core/noncore retail matketture; and

. Planning reserve and operating requirements.

In addition, unexpected outagesatiitility's generation facilities, or a failure perform by any of the counterparties to electyicit
purchase contracts or the DWR allocated contracia)d immediately increase the Utility's residuat npen position. The Utility expects to
satisfy at least some of the residual net opertipashrough new contracts.

The Settlement Agreement provides the Utility will recover its reasonable costsobviding utility service, including power
procurement costs. In addition, California law riegisithat the CPUC review revenues and expensesiated with a CPUC-approved
procurement plan at least semi-annually througl620@l adjust retail electricity rates, or ordeurefs when there is an under- or over-
collection exceeding 5% of the Utility's prior yedectricity procurement revenues, excluding theneie collected on behalf of the DWR.



addition, the CPUC has established a maximum peoceant disallowance of approximately $36 million floe Utility's administration of the
DWR contracts and least-cost dispatch. Adverse etgmiice changes are not expected to impact tHaydtinet income, while these cost
recovery regulatory mechanisms remain in place. éi@w, the Ultility is at risk to the extent that tBBUC may in the future disallow
transactions that do not comply with the CPUC-apgdoshort-term procurement plan. Additionally, adeemarket price changes could
impact the timing of the Utility's cash flows.

Nuclear Fuel

The Utility purchases nuclear fusi Diablo Canyon through contracts with terms ragdrom two to five years. These agreements
are with large, well-established international proets for its long-term nuclear fuel agreementrder to diversify its commitments and
ensure security of supply.

Nuclear fuel purchases are subjetatiffs of up to 50% on imports from certain ctrigs. The Utility's nuclear fuel costs have not
increased based on the imposed tariffs becaugertins of the Utility's existing lonterm contracts do not include these costs. Howélese
contracts begin to expire in 2004, and prices unéer contracts may be higher as a result of suiffstdn addition, because of an increas:
U.S. demand for uranium compared with the domesiply, uranium prices are trending higher in 2004.

As the Utility replaces existing ¢@ctts ending in 2004, new higher priced uraniumtiaats will raise nuclear fuel costs. The Uti
is expected to offset these higher prices with cedwcosts for other nuclear fuel components. Wthidecost recovery mechanisms under
California law described above remain in placegase market changes in nuclear fuel prices arexpected to impact net income
materially.

Natural Gas

The Utility enters into physical afiidancial natural gas commaodity contracts of upne-and-a-half years in length to fulfill the
needs of its retail core customers. Changes in¢eatyre cause natural gas demand to vary dailythhyoand seasonally. Consequently,
significant volumes of gas may be purchased irsgie market. The Utility's cost of natural gas ulgls the cost of Canadian and interstate
transportation of natural gas purchased for ite coistomers.

Under the Core Procurement Incertdeehanism, the Utility's purchase costs are corthbty an aggregate market-based
benchmark based on a weighted average of publisioethly and daily natural gas price indices atgbimts where the Ultility typically
purchases natural gas. Costs that fall within ersmice band, which is 99% to 102% of the benchnaaekconsidered reasonable and are fully
recovered in customers' rates. One-half of thescaisbve 102% of the benchmark are recoverablesitomers' rates, and the Utility's
customers receive three-fourths of any savingdtiegdrom the Utility's cost of natural gas thatless than 99% of the benchmark, in their
rates. While this cost recovery mechanism remaiqdace changes in the price of natural gas arexpdcted to materially impact net
income.

Transportation and Storage

The Utility currently faces pricskifor the portion of intra state natural gas tpamtation capacity that is not used by core
customers. Non-core customers contract with thétyJfor natural gas transportation and storagenglwith natural gas parking and lending
(market center) services. The Ultility is at risk &my natural gas transportation and storage revealatility. Transportation is sold at
competitive market-based rates within a cost-ofisertariff framework. There are significant seasmcend annual variations in the demand
for natural gas transportation and storage servides Utility sells most of its pipeline capacitgded on the volume of natural gas that is
transported by its customers. As a result, thatysilnatural gas transportation revenues fluctuate

The Utility uses value-at-risk to @sere the expected maximum change over a one-diayl e the 18-month forward value of its
transportation and storage portfolio. This caldalais based on a 95% confidence level, which méaatsthere is a 5% probability that the
portfolio will incur a change in value in one dayleast as large as the reported value-at-riskekample, if the value-at-risk is calculated at
$5 million, there is a 95% probability that if pgie moved against current positions, the chandeeinalue of the portfolio resulting from a
one-day price movement would not exceed $5 millidre value-at-risk provides an indication of thdityts exposure to potential market
conditions that could impact revenues based ondayeprice changes. It is also a way to measureffbetiveness of hedge strategies on a
portfolio.

The Utility's value-at-risk for itansportation and storage portfolio was $3 milléMarch 31, 2004 and $4 million at March 31,
2003. A comparison of daily values-at-risk is ird#d in order to provide context around the oneatapunts. The Utility's high, low and
average transportation and storage value-at-riskglthe first 3 months of 2004 was approximatedy4$ $2.9 and $3.8 million, respectively.

Value-at-risk has several limitasas a measure of portfolio risk, including, butlimited to, underestimation of the risk of a
portfolio with significant options exposure, mismiabf one-day liquidation period assumed in thei@alt-risk methodology as compared to
the longer term holding period of the storage aaddportation portfolio, inadequate indicationtod £xposure of a portfolio to extreme price
movements and the inability to address the riskltieg from intra-day trading activities.

Interest Rate Risk



Interest rate risk is the risk thhainges in interest rates could adversely affecimgs or cash flows. Specific interest rate riks
PG&E Corporation and the Utility include the riskincreasing interest rates on variable rate obbga.

Interest rate risk sensitivity arsadyis used to measure interest rate risk by camgpetstimated changes in cash flows as a result of
assumed changes in market interest rates. At MakcR004, if interest rates changed by 1% for @ltent variable rate debt held by PG&E
Corporation and the Utility, the change would afffieet income by an immaterial amount, based owvagable rate debt and other interest
rate-sensitive instruments outstanding.

The Utility entered into derivatirestruments to partially hedge the interest ratk an up to $7.4 billion of long-term debt to be
issued in conjunction with the emergence from Cérapl protection. The cost of the hedges, purchas&dr value, was approximately $45
million. At March 31, 2004, the hedges were reféelcon the balance sheet in other current assatfaatvalue of approximately $0.25
million. On April 13, 2004 the hedges were liquielhfor approximately $1 million. As provided fortime Settlement Agreement with the
CPUC, the CPUC agreed that the actual reasonabtetthe interest rate hedging activities withpexs to the financing necessary for the
Settlement Plan shall be reflected and recoveialitee Utility's retail gas and electric rates woitth further review. Therefore, the Utility has
recorded a regulatory asset for the net costseohéuges.

Credit Risk

Credit risk is the risk of loss tiRB&E Corporation and the Utility would incur if fiomers or counterparties failed to perform their
contractual obligations.

PG&E Corporation had gross accometgivable of approximately $2.1 billion at March, 2004 and approximately $2.5 billion at
December 31, 2003. The majority of the accountsivable were associated with the Utility's residdrand small commercial customers.
Based upon historical experience and evaluatigdhef-current factors, allowances for doubtful acitewf approximately $61 million at
March 31, 2004 and approximately $68 million at &mber 31, 2003 were recorded against those accragivable. In accordance with
tariffs, credit risk exposure is limited by requawideposits from new customers and from those mestowhose past payment practices are
below standard. The Utility has a regional concitn of credit risk associated with its receivatfimm residential and small commercial
customers in northern and central California. Hosvewmaterial loss due to non-performance from tleeiséomers is not considered likely.

The Utility manages credit risk fter wholesale customers and counterparties by misgjgredit limits based on an evaluation of
their financial condition, net worth, credit ratiagd other credit criteria as deemed appropriatediClimits and credit quality are monitored
frequently and a detailed credit analysis is pentt at least annually.

Credit exposure for the Utility's @sale customers and counterparties is calcutitibygl If exposure exceeds the established lir
the Utility takes immediate action to reduce thpasure or obtain additional collateral, or bothrtker, the Utility relies heavily on master
agreements that require security, referred to editccollateral, in the form of cash, letters aédit, corporate guarantees of acceptable credit
quality, or eligible securities if current net re@bles and replacement cost exposure exceed ctmfly specified limits.

The Utility calculates gross cregltposure for each of its wholesale customers andtegparties as the current mark-to-market
value of the contracti(e., the amount that would be lost if the counterpddfaulted today) plus or minus any outstandingeetivables or
payables, before the application of credit colitedburing the first three months of 2004, the ititecognized no material losses due to
contract defaults or bankruptcies. At March 31,£GBere were three counterparties that represgmaader than 10% of the Utility's net
credit exposure. The Utility had three investmeaiaidg counterparties that represented a total abappately 53% of the Utility's net credit
exposure.

The Utility conducts business withalesale counterparties mainly in the energy ingustcluding other California investor-owned
electric utilities, municipal utilities, energy thimg companies, financial institutions, and oil aradural gas production companies located in
the United States and Canada. This concentraticowiterparties may impact the Utility's overalpegure to credit risk because
counterparties may be similarly affected by ecormooniregulatory changes, or other changes in ciomdit

CRITICAL ACCOUNTING POLICIES

The preparation of Consolidated Roial Statements in accordance with accountingcjpies generally accepted in the United
States of America, or GAAP, involves the use oineates and assumptions that affect the recordediatpof assets and liabilities as of the
date of the financial statements and the reponteolats of revenues and expenses during the reggréiriod. The accounting policies
described below are considered to be critical attiog policies, due, in part, to their complexitydsbecause their application is relevant and
material to the financial position and results pémtions of PG&E Corporation and the Utility, dmetause these policies require the use of
material judgments and estimates. Actual resultg differ substantially from these estimates. Theslkcies and their key characteristics are
outlined below.

Regulatory Assets and Liabilities

PG&E Corporation and the Utility acat for the financial effects of regulation in amtance with SFAS No. 71. SFAS No. 71
applies to regulated entities whose rates are deditp recover the cost of providing service. SIS 71 applies to all of the Utility



operations except for a natural gas pipeline exparngoject. During the first quarter of 2004, tiglity began reapplying SFAS No. 71 to its
generation operations.

Under SFAS No. 71, regulatory assgpsesent capitalized costs that otherwise woaldHarged to expense under GAAP. These
costs are later recovered through regulated rRgulatory liabilities are created by rate actioha regulator that will later be credited to
customers through the ratemaking process. Regulagsets and liabilities are recorded when itébable that these items will be recovered
or reflected in future rates. Determining probapitequires significant judgment on the part of mgement and includes, but is not limited
consideration of testimony presented in regulat@arings, ALJ proposed decisions, final regulatoders and the strength or status of
applications for regulatory rehearings or statercappeals. The Utility also maintains regulatoajamcing accounts, which are comprised of
sales and cost balancing accounts. These balaacomynts are used to record the differences betrestemues and costs that can be
recovered through rates.

If it is determined that a regulatasset is no longer probable of recovery in rdtessy) SFAS No. 71 requires that it be written ¢ff a
that time. At March 31, 2004, PG&E Corporation dinel Utility reported regulatory assets (includingrent regulatory balancing accounts
receivable) of approximately $7.5 billion and regguaty liabilities (including current balancing aces payable) of approximately $4.7
billion.

Unbilled Revenues

The Utility records revenue as eieity and natural gas are delivered. A portiorihad revenue recognized has not yet been billed.
Unbilled revenues are determined by factoring dimese of the electricity and natural gas loadwdd with recent historical usage and rate
patterns. As a result of CPUC decisions approvirgSettlement Agreement and implementing varioteswraking mechanisms, the Utility no
longer records frozen electric rates and surchatdestly to earnings as it had in 2003. Instehd, Wtility collects cost-of-service based
electric rates that are the sum of specific revargeirements. As a result, changes in unbilleémees no longer have the same impact o
Utility's results of operations that they had ifopryears.

Environmental Remediation Liabilities

Given the complexities of the legatl regulatory environment regarding environmeatab, the process of estimating
environmental remediation liabilities is a subjeetone. The Utility records a liability associateith environmental remediation activities
when it is determined that remediation is probailé the cost can be estimated in a reasonable marheeliability can be based on many
factors, including site investigations, remediatioperations, maintenance, monitoring and clostines liability is recorded at the lower rar
of estimated costs, unless a more objective esticent be achieved. The recorded liability is rengirad every quarter.

At March 31, 2004, the Utility's aal for undiscounted environmental liability waspeoximately $337 million. The Utility's
undiscounted future costs could increase to as ras&@#54 million if other potentially responsibkriges are not able to contribute to the
settlement of these costs or the extent of contaioim or necessary remediation is greater thacipated.

ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET ADOPTE D
Accounting and Disclosure Requirements Relatedfie Medicare Prescription Drug, Improvement and Madé&ation Act of 2008

In March 2004, the FASB issued Staff Position SBS 106-b, "Accounting and Disclosure Requiremétdtated to the Medicare
Prescription Drug, Improvement and Modernization éc2003," or SFAS No. 106-b. SFAS No. 106-b sepdes SFAS No. 106-1,
"Accounting and Disclosure Requirements Relatethédviedicare Prescription Drug, Improvement and &odation Act of 2003," or SFA
No. 10¢-1, and provides guidance on the accounting, disck effective date and transition related toRtescription Drug Act. Under the
current proposal, SFAS No. 106-b is to become #ffedor the third quarter 2004, which begins oty Jy 2004. PG&E Corporation and the
Utility are continuing to evaluate the impact ofA&8-106-b's recognition, measurement and disclgstaresions on their Consolidated
Financial Statements.

TAXATION MATTERS

The IRS has completed its audit GRE Corporation's 1997 and 1998 consolidated fddecame tax returns and has assessed
additional federal income taxes of $75 million (uding interest). PG&E Corporation has filed pra¢esontesting certain adjustments made
by the IRS in that audit and currently is discugghmese adjustments with the IRS' Appeals Offic@&E Corporation does not expect final
resolution of these appeals to have a material éinpa PG&E Corporation's financial position or iéswof operations.

The IRS also is auditing PG&E Cogtm's 1999 and 2000 consolidated federal inc@xedturns, but has not issued its final
report. In the fourth quarter of 2003, PG&E Corpiara made an advance payment to the IRS of $7%amitb halt the accrual of interest in
respect of these tax returns. The assessment gntepadid not have a material effect on PG&E Caafion's financial position or results of
operations.

As aresult of NEGT's Chapter 1ih§jlon July 8, 2003, the IRS recently began itstaafd®G&E Corporation's 2001 and 2002
consolidated federal income tax returns. On Jun@@J3 the IRS announced it will review scienttists related to production of synthe



fuels. One of NEGT's subsidiaries operated twolsfit fuel facilities in 2001 and most of 2002. PE&orporation has claimed tax credits
totaling approximately $104 million for these fads. If the IRS determines that these synthetéd facilities do not meet the criteria to
qualify for the tax credit, PG&E Corporation may faebject to additional tax and interest.

All of PG&E Corporation's federatome tax returns prior to 1997 have been closeddttition, California and certain other state
tax authorities currently are auditing variousestaix returns.

Through March 31, 2003, PG&E Corpioraincreased its valuation allowance againstaestate deferred tax assets related to
NEGT or its subsidiaries due to the uncertaintthiir realization. Valuation allowances of approately $17 million were recorded
discontinued operations, and approximately $5 arilin accumulated other comprehensive loss thrddatch 31, 2003.

PG&E Corporation will not recogniadditional income tax benefits for financial refrogtpurposes after July 7, 2003 with respe
any subsequent losses related to NEGT or its siabbigisl even though it continues to include NEGT asidubsidiaries in its consolidated
income tax returns. Any such recognized benefitsdaferred tax assets arising from losses relat®EGT or its subsidiaries that have been
recognized through July 7, 2003 will be recordedigtontinued operations in the Consolidated Statgsnof Operations at the time that
PG&E Corporation releases its ownership intere®BEGT.

NEGT and its creditors have brodglgtation against PG&E Corporation in NEGT's Chaptl proceeding, asserting that NEGT is
entitled to be compensated under an alleged impdiedharing agreement between PG&E CorporatiorNE@T for any tax savings
achieved by PG&E Corporation as a result of theiiperation of losses and deductions related to NBGTS subsidiaries in PG&E
Corporation's consolidated federal tax return. Tiligation is discussed above.

ADDITIONAL SECURITY MEASURES

Various federal regulatory agentiage issued guidance and the NRC has issued gatgsling additional security measures to be
taken at various facilities, including generatiaxifities, transmission substations and naturaligassportation facilities. The guidance anc
orders require additional capital investment araased operating costs. However, neither PG&E @atjpn nor the Utility believes that
these costs will have a material impact on its obdated financial position or results of operation

ENVIRONMENTAL AND LEGAL MATTERS

PG&E Corporation and the Utility angbject to laws and regulations established lwthaintain and improve the quality of the
environment. Where PG&E Corporation's and the tytiproperties contain hazardous substances, ln@seand regulations require PG&E
Corporation and the Utility to remove those subsgsror to remedy effects on the environment. Alsthe normal course of business, PG&E
Corporation and the Utility are named as partieg mumber of claims and lawsuits. See Note 6 of\ibkes to the Consolidated Financial
Statements for further discussion of environmemtaiters and significant pending legal matters.

ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

PG&E Corporation's and Pacific Gad &lectric Company's, or the Utility's, primary niet risk results from changes in energy
prices and interest rates. PG&E Corporation andUtiley engage in price risk management, or PREtjties for nontrading purposes onl
Both PG&E Corporation and the Utility may engagéhiese PRM activities using forward contracts, iesyl options, and swaps to hedge the
impact of market fluctuations on energy commaoditiges, interest rates, and foreign currencies. {BeéRisk Management Activities"
section included in Item 2: Management's Discusaimth Analysis of Financial Condition and Result©gpierations.)

ITEM 4: CONTROLS AND PROCEDURES

Based on an evaluation of PG&E Caapion's and Pacific Gas and Electric Company'she1Utility's, disclosure controls and
procedures as of March 31, 2004, PG&E Corporatimmsthe Utility's respective principal executivfagrs and principal financial officers
have concluded that such controls and procedueesffactive to ensure that information requiretbéadisclosed by PG&E Corporation and
the Utility in reports the companies file or submniider the Securities and Exchange Act of 193édsnded, processed, summarized, and
reported within the time periods specified in tle&ities and Exchange Commission rules and forms.

There were no changes in internatrods over financial reporting that occurred dgrthe quarter ended March 31, 2004, that have
materially affected, or are reasonably likely totenally affect, PG&E Corporation's or the Utilgycontrols over financial reporting.



PART Il. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

For additional information regardicgrtain of the legal proceedings presented betew Note 6 of the Notes to the Condensed
Consolidated Financial Statements.

Pacific Gas and Electric Company Chapter 11 Filing

Pacific Gas and Electric Companyts¢he Utility's, Chapter 11 proceeding has beavipusly disclosed in PG&E Corporation's ¢
the Ultility's combined 2003 Annual Report on FortaKLin "Part I, Item 3: Legal Proceedings."

As previously disclosed, PG&E Comtan, the Utility and the California Public Utiis Commission, or CPUC, entered into a
settlement agreement on December 19, 2003 to eefodvUtility's Chapter 11 proceeding, or the Sat#ént Agreement. The CPUC had
approved the Settlement Agreement on DecemberQDB.2n December 22, 2003, the bankruptcy courfircoed the Utility's plan of
reorganization, or Plan of Reorganization, thdyfircorporated the Settlement Agreement.

On March 16, 2004, the CPUC denledapplications filed by various parties to rehaad reconsider its December 18, 2003
decision approving the Settlement Agreement. Iriteehd the two CPUC commissioners who did not viot@pprove the Settlement
Agreement, or the dissenting commissioners, andrigipality filed appeals of the bankruptcy couctsfirmation order in the U.S. District
Court for the Northern District of California, drd District Court, citing similar objections to #®included in the request for rehearing and
reconsideration of the CPUC's decision. The Dis€igurt will set a schedule for briefing and arguinef the appeals at a later date. On
March 26, 2004, the Utility and PG&E Corporatiortified the bankruptcy court that all conditions gedent to the effectiveness of the Plan
of Reorganization were satisfied. On April 9, 200 District Court denied a request filed by tiesenting commissioners to stay the
implementation of the Plan of Reorganization onilAji2, 2004.

On April 12, 2004, the Utility's Pl@f Reorganization became effective. Althoughltiéity's operations will no longer be subjec!
the oversight of the bankruptcy court, the bankzygurt will retain jurisdiction to hear and detene disputes arising in connection with the
interpretation, implementation or enforcement gftfle Settlement Agreement, (2) the Plan of Redrgdinn, and (3) the bankruptcy court's
confirmation order. The bankruptcy court also wéllain jurisdiction to resolve disputed claims. Fdormation regarding the implementation
of the Plan of Reorganization, see Note 2 of theeblto the Condensed Consolidated Financial Statesme

On April 15, 2004, the City and Cbuof San Francisco, or CCSF, and Aglet Consumébaride, or Aglet, each filed a petition with
the California Court of Appeals seeking review bf the CPUC's December 18, 2003 decision apprahiadettiement Agreement and (2)
the CPUC's March 16, 2004 denial of their applaradifor rehearing of the CPUC's December 18, 2@@&iubn. CCSF and Aglet allege that
the Settlement Agreement violates California lampag other claims. CCSF requests the appellate tmhear and review the CPUC's
decisions approving the Settlement Agreement arldtAgquests that the CPUC's decisions be overdu@&E Corporation and the Utility
believe the petitions are without merit and shddddenied. The Utility's answer in opposition te getitions for review is due May 19, 2004.

Chapter 11 Filing of NEGT

For information regarding this mateee PG&E Corporation's and the Utility's comHdi2€03 Annual Report on Form 10-K, in
"Part I, Item 3: Legal Proceedings" and Note 4hef WNotes to the Condensed Consolidated Finanaatigents.

Pacific Gas and Electric Company v. Michael Peeveyt al.

For more information regarding thied Rate Case litigation, see "Part I, Item 3: &ldgroceedings - Pacific Gas and Electric
Company vs. Michael Peevey, et al." in PG&E Corpores and the Utility's combined 2003 Annual Repor Form 10-K.

In re: Natural Gas Royalties Qui Tam Litigation

For information regarding this matee "Part I, Item 3: Legal Proceedings" of PG&&tporation's and the Utility's combined 2(
Annual Report on Form 10-K.

Diablo Canyon Power Plant

As previously disclosed, on June2(®)2, the Utility received a draft enforcementesrfiom the California Department of Toxic
Substances Control, or DTSC, alleging that theitysl Diablo Canyon power plant failed to maintaimadequate financial assurance
mechanism to cover closure costs for its hazard@sse storage facility for several months afterltiéty's Chapter 11 filing in 2001. Th



draft order sought $340,000 in civil penaltiestfoe period during which the Utility was unable timply with the DTSC's requirements. The
draft order also directed the Ultility to maintajmpaopriate financial assurance on a going forwasid On September 4, 2002, the Utility
received a draft enforcement order from DTSC afigg@ variety of hazardous waste violations at thiktyJs Diablo Canyon power plant.
This draft order sought $24,330 in civil penalties.

In April 2003, the Utility signedfimal settlement agreement with DTSC, under whigh Wtility agreed to pay approximately
$165,000 in civil penalties and approximately $80,th costs. The Utility paid these amounts in N28@@3. The California Attorney General
had filed a claim in the Utility's Chapter 11 casebehalf of DTSC, and in February 2004 it withdtéxase portions of the claim relating to
financial assurance and hazardous waste matters.

For more information regarding megteslating to Diablo Canyon Power Plant, see PG&iEporation's and the Utility's combined
2003 Annual Report on Form 10-K.

Compressor Station Chromium Litigation

As previously disclosed, the Utilitgs filed 14 summary judgment motions or motiankmine that challenge plaintiffs' lack of
admissible scientific evidence that chromium caubkednjuries alleged by the test plaintiffs. ThesLAngeles Superior Court began hearing
argument on two of the motions in February 2004 nourulings have been issued. Although the tréabdad previously been scheduled to
begin in March 2004, the Court vacated the triaédand no new trial date has been set.

The Utility has recorded a reservéhie Utility's financial statements in the amoah$160 million for these matters. The Utility
believes that, in light of the reserves that hdvesaly been accrued with respect to this matteruttimate outcome of this matter will not
have a material adverse impact on the Utility'aficial condition or future results of operations.

For more information regarding ther@nium Litigation, see "Part |, Item 3: Legal Peedings - Compressor Station Chromium
Litigation" in PG&E Corporation's and the Utility(@mbined 2003 Annual Report on Form 10-K.

Complaints Filed by the California Attorney General, City and County of San Francisco, and Cynthia Beh

As previously disclosed in PG&E Cargtion's and the Utility's combined Quarterly Repm Form 109 for the quarter ended Ju
30, 2003, on July 24, 2003, the U.S. District Cdartthe Northern District of California, or DisttiCourt, heard oral argument on the appeal
and cross-appeal of the bankruptcy court's remashek an the three cases. On October 8, 2003, th&i€tiCourt reversed, in part, the
bankruptcy court's June 2002 decision and ordérealifornia Attorney General's restitution claisesnt back to the bankruptcy court. The
District Court found that these claims, estimatkxh@ with the City and County of San Francisco&bk at approximately $5 billion, were
the property of the Utility's Chapter 11 estate Hretefore are properly within the bankruptcy csudrisdiction. As part of the Utility's Plan
of Reorganization, the Utility released PG&E Cogimn and the directors from any claims that it migave had for restitution. The Attorr
General and the City and County of San Francisve hapealed the District Court's October 2003 gutmthe U.S. Court of Appeals for the
Ninth Circuit, or Ninth CircuitThe defendants filed motions to dismiss the app@akhe ground that the Ninth Circuit lacked juiisidn to
hear them under certain provisions of the U.S. Baptcy Code. The Ninth Circuit denied defendantstioms to dismiss in March 2004, and
consolidated the two appeals.

The District Court also ruled thiag tAttorney General's civil penalty and injunctiedief claims under Section 17200 of the
California's Business and Professions Code coulgdaved in San Francisco Superior Court, whesiatas conference has been schedul
occur in July 2004. Under Section 17200, the AgrGeneral is entitled to seek civil penalties 580 against each defendant for each
violation of Section 17200. The Attorney Generaefismplaint asserted that the total civil penaltiesls be not less than $500 million. PG&E
Corporation believes that the applicable calcutatiethodology for civil penalties, if any violat®mvere found, would not result in a mate
adverse effect on its financial condition or reswit operations.

For more information regarding theases, see "Part |, Item 3: Legal ProceedingPG&E Corporation's and the Utility's
combined 2003 Annual Report on Form 10-K.

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS

On February 18, 2004, the Board mé&iors of PG&E Corporation authorized the amenunoé the Rights Agreement, or Rights
Agreement, dated as of December 22, 2000, betwe&ERCorporation and Mellon Investor Services LLE Rights Agent, by providing
that the rights to purchase one one-hundredthsbfiee of PG&E Corporation's Series A PreferrediStpar value $100 per share, that were
distributed to PG&E Corporation's shareholders eaxdnber 20, 2000, will expire on the close of besénon the date that Pacific Gas and
Electric Company's confirmed plan of reorganizatioler Chapter 11 of the U.S. Bankruptcy Code besogffective. PG&E Corporation
has delivered to the Rights Agent an Amendmentighi®R Agreement and Certification of Compliancehwitection 26 dated February 18,
2004, directing the Rights Agent to amend Secti@) @f the Rights Agreement by deleting clausetffidreof and replacing it with the
following: "(ii) the Close of Business on the d#tat Pacific Gas and Electric Company's confirmiedh pf reorganization under Chapter 11
of the U.S. Bankruptcy Code becomes effective.”

On April 12, 2004, the Utility's Pl@f Reorganization became effective and the righfsurchase one o-hundredth of a share



PG&E Corporation's Series A Preferred Stock, parer&100 per share, expired.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES

At the time of the Utility's Chaptgt filing on April 6, 2001, the Utility had defaatl on $873 million of commercial paper
outstanding and had drawn and had outstanding 88i8n under its bank credit facility, which watsa in default. As authorized by the
bankruptcy court, starting in May 2002, the Utilitgs made past due and current interest paymeritts aammercial paper and bank credit
facility.

With regard to certain pollution ¢ah bond-related debt of the Utility, the Utilityad defaulted 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 U.S.
Bankruptcy Code, and non-payment of interest. Assalt of these defaults, several of the lettersredlit banks caused the acceleration and
redemption of four series of pollution control bendll of these redemptions were funded by theststof credit banks. The total principal of
the bonds (and related loans) accelerated andmetbm April and May 2001 was $454 million. As awilzed by the Bankruptcy Court,
starting in May 2002, the Utility made past-due andent interest payments on these loans.

In 2002, the Utility paid advancesianterest on advances to banks providing letiecsedit on pollution control bonds series 96C,
96E, 96F, and 97B. As authorized by the bankruptayt, starting in June 2002, the Utility also ppabt-due interest advances and monthly
interest. As authorized by the bankruptcy cous, thility also made semi-annual interest paymentpallution control bond series 96A
backed by bond insurance. With regard to certallufion control bond-related debt of the Utilitydiaed by the Utility's mortgage bonds, an
event of default occurred under the relevant lggre@ments with the California Pollution Control &rcing Authority due to the Utility's
Chapter 11 filing. The Utility obtained bankruptogurt approval to make regular payments on its gagg bonds and consequently the debt
service payments on these bonds were passed throtigh pollution control bondholders.

The Utility's filing of a Chapter Jktition also constituted a default under the imidee that governed its medium-term notes ($287
million aggregate amount outstanding), five-ye&75% senior notes ($680 million aggregate amoutstanding), and floating rate notes
($1.24 billion aggregate amount outstanding). Athaiized by the bankruptcy court, starting in M®02, the Utility paid past-due and
current interest payments on its mediterm notes, its 7.375% senior notes, and its $4illdn floating rate notes. The Utility did not ke a
principal payment of $1.24 billion on its 364-dégating rate notes at maturity.

At March 31, 2004, the Utility hadtrmade principal payments on unsecured long-tesint df $155 million.

With regard to the 7.90% Quarterigdme Preferred Securities, or QUIPS, and thea@lat90% Deferrable Interest Debentures, or
Debentures, the Utility's filing of a Chapter 1tiflen was an event of default under the applicaideenture. Pursuant to the related trust
agreement, the trustee was required to take stdfppitdate the trust and distribute the Debenttogbie QUIPS holders. Pursuant to the
trustee's notice dated April 24, 2002, the trust liguidated on May 24, 2002. Upon liquidation lod trust, the former holders of QUIPS
received a like amount of 7.90% Deferrable InteSdiordinated Debentures, or QUIDS. As authorizethb bankruptcy court, starting in
May 2002, the Utility made past-due and currerdriest payments on the QUIDS.

The Utility has authorized 75 mitlishares of First Preferred Stock ($25 par valad)1® million shares of $100 First Preferred
Stock ($100 par value), which may be issued aseradéle or non-redeemable preferred stock. (Théytihs not issued any $100 First
Preferred Stock.) At March 31, 2004, the Utilitydiasued and outstanding 5,784,825 shares of rdeeneable preferred stock and 5,973,456
shares of redeemable preferred stock. The Utiligdeemable preferred stock is subject to redematidhe Utility's option, in whole or in
part, if the Utility pays the specified redemptiorice plus accumulated and unpaid dividends thrabhghredemption date. The Utility's
redeemable preferred stock with mandatory redempgtiovisions consists of 3 million shares of thH&786 series and 2.5 million shares of the
6.30% series at March 31, 2004. At the Utility'siop, the 6.57% series may be redeemed beginnig aad the 6.30% series may be
redeemed beginning in 2004 at par value plus actatediand unpaid dividends through the redemptaie.drhese series of preferred stock
are subject to mandatory redemption provisionglergithem to sinking funds providing for the retinent of stock outstanding. At March 31,
2004, the redemption requirements for the Utilitgdeemable preferred stock with mandatory redemgitovisions are approximately $4
million per year for 2002, 2003, and 2004 for th&784 series, and $3 million per year beginning 2@04he 6.30% series. The Utility is not
permitted to make sinking fund payments unlesdigitiends on preferred stock have been paid. Asudised below, through March 31, 20
the Ultility's Board of Directors did not declareygireferred stock dividends since the dividend peiti respect to the period ended October
31, 2000. Therefore, the $4 million sinking fung/peents that were due on July 31, 2002, and Jul2@Qa3 to redeem 150,000 shares per
sinking fund payment of the 6.57% series were naden The sinking fund payments are cumulative abitton July 31 of any given year, t
sinking fund payment is not made, the remainingeshaf the 6.57% series required to be redeemetbeugdeemed before the Utility can
issue any shares of another series with a reqairdthg fund, unless the redemption of shares tfi Beries is pro rata.

Holders of the Utility's non-rededstea’5.0%, 5.5%, and 6.0% series of preferred shaske rights to annual dividends ranging from
$1.25 to $1.50 per share.

Dividends on all Utility preferretbsk are cumulative. All shares of preferred stbake voting rights and equal preference in
dividend and liquidation rights. Accumulated angbaid dividends through March 31, 2004, amounte$B@.2 million. Upon liquidation or
dissolution of the Utility, holders of preferreabsk would be entitled to the par value of such ebagdus all accumulated and unpaid
dividends, as specified for the class and seriesil tumulative dividends and cumulative sinkingndupayments on its preferred stock



paid, the Utility may not pay any dividends ondtsnmon stock, nor may the Utility repurchase anigsofommon stock.
Under the Settlement Agreement Utilty has agreed that it would not pay any divideon its common stock before July 1, 2004.

On April 12, 2004, the Utility's Pl@f Reorganization became effective. In additmother payments, the Utility paid
approximately $83 million in preferred stock divitls and made sinking fund payments of approxim&tet/million that were in arrears. T
Utility's various series of preferred stock remairistanding. The preferred stock has an aggregategiue of approximately $421 million,
excluding the par value of the shares of 6.57%680% series of preferred stock that were redeemeipril 12, 2004.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

PG&E Corporation:

On April 21, 2004, PG&E Corporatibeld its annual meeting of shareholders. At thetingethe shareholders voted as indicated
below on the following matters:

1. Election of the following directors to servetilthe next annual meeting of shareholders orl tingiir successors are elected and qualified
(included as Item 1 in the proxy statement):

For Withheld
David R. Andrews 282,510,88 14,637,18
Leslie S. Biller 286,911,29 10,236,77!
David A. Coulter 284,020,63 13,127,43.
C. Lee Cox 285,211,83 11,936,22
Robert D. Glynn, Jr. 285,114,17 12,033,89.
David M. Lawrence, MD 285,325,561 11,822,55:
Mary S. Metz 286,173,13 10,974,93.
Barry Lawson Williams 285,712,46 11,435,59

2. Ratification of the appointment of Deloitte &Uche LLP as independent public accountants fod ZB@luded as Item 2 in the proxy
statement):

For: 289,950,13
Against: 4,308,25:
Abstain: 2,889,68(

The proposal was approved by a majority of theeshegpresented and voting (including abstentiorits) nespect to this proposal, which
shares voting affirmatively also constituted a migjoof the required quorum.

3. Consideration of a shareholder proposal reggrgoison pills (included as Item 3 in the proxatsiment):

For: 144,811,80
Against: 80,689,111
Abstain: 4,869,52(
Broker non-votdd) : 66,777,63!

This shareholder proposal was approved by a mgjofithe shares represented and voting (includbsjeantions but excluding broker non-
votes) with respect to the proposal, which shaotsg affirmatively also constituted a majoritytbe required quorum.

4. Consideration of a shareholder proposal reggrdolden parachutes (included as Item 4 in theypstatement):

For: 104,738,90
Against: 119,653,86'



Abstain: 5,977,65¢
Broker non-votdd : 66,777,63!

This shareholder proposal was not approved, asuheber of shares voting affirmatively on the prada®nstituted less than a majority of
shares represented and voting (including abstemtiahexcluding broker non-votes) with respecth®groposal.

5. Consideration of a shareholder proposal reggriifik-free directors (included as Item 5 in thexy statement):

For: 34,210,87:
Against: 191,266,28
Abstain: 4,893,27°
Broker non-voté?): 66,777,63!

This shareholder proposal was not approved, asuheber of shares voting affirmatively on the praga®nstituted less than a majority of
shares represented and voting (including abstesiahexcluding broker non-votes) with respech®groposal.

6. Consideration of a shareholder proposal reggrdidioactive wastes (included as Item 6 in tlexpstatement):

For: 22,744,29
Against: 188,391,75
Abstain: 19,234,37
Broker non-votdd) : 66,777,63!

This shareholder proposal was not approved, asuhber of shares voting affirmatively on the prada®nstituted less than a majority of
shares represented and voting (including abstemtiabhexcluding broker non-votes) with respecth®groposal.

7. Consideration of a shareholder proposal reggrséparation of the positions of Chairman of tbar and Chief Executive Officer
(included as Item 7 in the proxy statement):

For: 83,424,37!
Against: 142,549,86:
Abstain: 4,396,18°
Broker non-votél): 66,777,63!

This shareholder proposal was not approved, asuhber of shares voting affirmatively on the praga®nstituted less than a majority of
shares represented and voting (including abstesiahexcluding broker non-votes) with respech®groposal.

8. Consideration of a shareholder proposal reggrekecutive compensation (included as Iltem 8érpiioxy statement):

For: 23,405,811
Against: 202,126,49
Abstain: 4,838,11¢
Broker non-votdd) : 66,777,63!

This shareholder proposal was not approved, asuhber of shares voting affirmatively on the prada®nstituted less than a majority of
shares represented and voting (including abstemtiabhexcluding broker non-votes) with respecth®groposal.

(@ A non-vote occurs when a broker or other nominddihg shares for a beneficial owner indicates @\at one or more proposals,
but does not indicate a vote on other proposalausecthe broker or other nominee does not haveetieary voting power as to su
proposals and has not received voting instructimra the beneficial owner as to such proposals.

Pacific Gas and Electric Company:

On April 21, 2004, Pacific Gas arlddic Company (the Utility) held its annual meetiof shareholders. Shares of capital stock of
Pacific Gas and Electric Company consist of shafe@mmon stock and shares of first preferred stdskPG&E Corporation and a
subsidiary own all of the outstanding shares of mam stock, they hold approximately 95% of the camedivoting power of the outstanding
capital stock of the Utility. PG&E Corporation atite subsidiary voted all of their respective shafesommon stock for the nominees named
in the 2004 joint proxy statement and for the redifion of the appointment of Deloitte & Touche LBP independent public accountants for
2004. The balance of the votes shown below werebgalsolders of shares of first preferred stockthg annual meeting, the shareholders
voted as indicated below on the following matti



1. Election of the following directors to serveilthe next annual meeting of shareholders orl tinéiir successors are elected and qualified
(included as Item 1 in the proxy statement):

For Withheld
David R. Andrews 325,831,95 657,30¢
Leslie S. Biller 326,357,14 132,121
David A. Coulter 326,356,92 132,33¢
C. Lee Cox 326,358,60. 130,661
Robert D. Glynn, Jr. 326,349,70 139,56:
David M. Lawrence, MD 326,370,14 119,11¢
Mary S. Metz 326,355,81 133,44¢
Gordon R. Smith 326,365,80 123,46(
Barry Lawson Williams 326,280,13 209,12«

2. Ratification of the appointment of Deloitte &che LLP as independent public accountants fod Z0cluded as Item 2 in the prc
statement):

For: 326,417,06:
Against: 37,181
Abstain: 35,01¢

The proposal was approved by a majority of theeshegpresented and voting (including abstentiorits) nespect to this proposal, which
shares voting affirmatively also constituted a migjoof the required quorum.

ITEM 5. OTHER INFORMATION
Ratio of Earnings to Fixed Charges and Ratio of Earings to Combined Fixed Charges and Preferred StocRividends

The Utility's earnings to fixed cbas ratio for the three months ended March 31, 2884 24.63. The Utility's earnings to combi
fixed charges and preferred stock dividends ratighe three months ended March 31, 2004, was 2Zt85statement of the foregoing ratios,
together with the statements of the computatiothefforegoing ratios filed as Exhibits 12.1 and212ereto, are included herein for the
purpose of incorporating such information and eit&ilmto the Utility's Registration Statement N88:62488 and 333-10994 relating to
various series of the Utility's first preferred&t@nd its senior secured bonds, respectively.

PG&E Corporation's earnings to fixadthrges ratio for the three months ended Marcl2@04, was 20.87. The statement of the
foregoing ratio, together with the statement ofdbenputation of the foregoing ratio filed as Extski2.3 hereto, is included herein for the
purpose of incorporating such information and eithitto PG&E Corporation's Registration Statement B33-114923 relating to its senior
secured notes.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits:

1.1 Underwriting Agreement, dated March 18, 2004, betwRacific Gas and Electric Company
and Lehman Brothers Inc. and UBS Securities LLCdiporated by reference to PG&E
Corporation and Pacific Gas and Electric CompaRgtsen 8-K filed March 23, 2004,
Exhibit 1.1)

3.1 Restated Avrticles of Incorporation of Pacific Gasl &lectric Company effective as of April
12, 2004 (incorporated by reference to PG&E Congmmaand Pacific Gas and Electric
Company's Form 8-K filed April 12, 2004, Exhibit 3)

3.2 Bylaws of PG&E Corporation dated as of April 21020

3.3 Bylaws of Pacific Gas and Electric Company datedfafspril 21, 2004

4.1 Amendment of Rights Agreement dated February 1842Between PG&E Corporation and

Mellon Investor Services LLC (incorporated by refece to PG&E Corporation and Pacific



4.2

4.3

4.4

4.5

4.6

10.1

11
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12.2

12.3

311

31.2

32.1*

32.2*

Gas and Electric Company's Form 8-K filed Februgy2004, Exhibit 99)

Indenture of Mortgage, dated as of March 11, 2@@#yveen Pacific Gas and Electric
Company and BNY Western Trust Company (incorporateteference to PG&E
Corporation and Pacific Gas and Electric Compafgtsn 8-K filed March 23, 2004),
Exhibit 4.1)

First Supplemental Indenture, dated as of Marct2@284, between Pacific Gas and Electric
Company and BNY Western Trust Company (incorporateteference to PG&E
Corporation and Pacific Gas and Electric CompaRgten 8-K filed March 23, 2004,

Exhibit 4.2)

Second Supplemental Indenture, dated as of Aprie@@4, between Pacific Gas and Electric
Company and BNY Western Trust Company (incorporateteference to PG&E

Corporation and Pacific Gas and Electric Compafgtsn 8-K filed April 12, 2004, Exhibit

4)

Escrow Deposit and Disbursement Agreement, dated isrch 23, 2004, among Pacific
Gas and Electric Company and BNY Western Trust Gom@as escrow agent and trustee
(incorporated by reference to PG&E Corporation Badific Gas and Electric Company's
Form 8-K filed March 23, 2004, Exhibit 4.3)

Calculation Agency Agreement, dated as of March2®®4, between Pacific Gas and
Electric Company and BNY Western Trust Companydiporated by reference to PG&E
Corporation and Pacific Gas and Electric CompaRgten 8-K filed March 23, 2004,
Exhibit 4.4)

Credit Agreement dated as of March 5, 2004 (incaeal by reference to PG&E
Corporation and Pacific Gas and Electric CompaRgten 8-K filed March 10, 2004,
Exhibit 99)

Computation of Earnings Per Common Share

Computation of Ratios of Earnings to Fixed Charfges$acific Gas and Electric Company

Computation of Ratios of Earnings to Combined Figéthrges and Preferred Stock
Dividends for Pacific Gas and Electric Company

Computation of Ratios of Earnings to Fixed Chafges?G&E Corporation

Certifications of the Chief Executive Officer arfeetChief Financial Officer of PG&E
Corporation required by Section 302 of the Sarb@hdsy Act of 2002

Certifications of the Chief Executive Officer arfeétChief Financial Officer of Pacific Gas
and Electric Company required by Section 302 ofShebanes-Oxley Act of 2002

Certifications of the Chief Executive Officer arfeétChief Financial Officer of PG&E
Corporation required by Section 906 of the Sarb&hdsy Act of 2002

Certifications of the Chief Executive Officer adtChief Financial Officer of Pacific Gas
and Electric Company required by Section 906 of3hehanes-Oxley Act of 2002

* Pursuant to Item 601(b)(32) of SEC Regulation Sh€se exhibits are furnished rather than filethhis report.

(b)

1. January 22, 2004

The following Current Reports on Form 8®Rwere filed, or furnished as indicated, during tinstfquarter of 2004
and through the date hereof:

ltem 5. Other Events

Applications Filed for Rehearing of CPUC Decision
Approving Chapter 11 Settlement Agreement

ltem 7. Financial Statements, Pro Forma Financial Inforomatand Exhibits:

Exhibit 99 - Notice to Directors and Executive ©ffis, dated January 22, 2004

Item 11. Temporary Suspension of Trading Under Registrant's

Employee Benefits Plan



2. February 3, 2004

3. February 19, 2004

4. March 2, 2004

5. March 10, 2004

6. March 12, 2004

7. March 16, 2004
8. March 18, 2004

9. March 23, 2004

Iltem 5.

Item 5.
Item 7.

Iltem 12.

Iltem 5.

Item 7.

Item 9.
Item 5.

Iltem 7.

Item 5.

Item 5.

Item 5.

Item 5.
Iltem 7.

Other Events
Implementation of Chapter 11 Settlement Rate Réaluct

Other Events and Regulation FD Disclosure

Financial Statements, Pro Forma Financial Inforamtand Exhibits:
Exhibit 99 - Amendment to Rights Agreement dateldr&ary 18, 2004,
between PG&E Corporation and Mellon Investor SewicL.C

Results of Operations and Financial Condition (fslrad to the SEC)
Release of Third Quarter Earnings Results

Other Events and Regulation FD Disclosure

A. Electric Rate Reduction

B. Reclassification of Estimated Costs of Remowa Becommissioning
Obligations at December 31, 2002.

C. Controls and Procedures

Financial Statements, Pro Forma Financial Inforamgtand Exhibits

Exhibit 23 - Independent Auditors' Consent (De@#t Touche LLP)

Exhibit 31.1 - Certifications of the Chief ExecwiOfficer and the Chief
Financial Officer of PG&E Corporation required bgcBon 302 of the Sarbanes-
Oxley Act of 2002

Exhibit 31.2 - Certifications of the Chief ExecgiOfficer and the Chief
Financial Officer of Pacific Gas and Electric Compaequired by Section 302
of the Sarbanes-Oxley Act of 2002

Exhibit 32.1 - Certifications of the Chief ExecwiOfficer and the Chief
Financial Officer of PG&E Corporation required bgclon 906 of the Sarbanes-
Oxley Act of 2002 (furnished to the SEC)

Exhibit 32.2 - Certifications of the Chief ExecwgiOfficer and the Chief
Financial Officer of Pacific Gas and Electric Compaequired by Section 906
of the Sarbanes-Oxley Act of 2002 (furnished to3tC)

Exhibit 99.1 - This exhibit is comprised of theléaling portions of the revised
2003 Annual Report to Shareholders of PG&E Corponaind Pacific Gas and
Electric Company: "Selected Financial Data," "Magagnt's Discussion and
Analysis of Financial Condition and Results of Ggems," "Independent
Auditors' Report," "Responsibility for ConsolidatEahancial Statements,"
financial statements of PG&E Corporation entiti€bhsolidated Statements of
Operations," "Consolidated Balance Sheets," "Catstdd Statements of Cash
Flows," and "Consolidated Statements of Commonkbtoiders' Equity,”
financial statements of Pacific Gas and Electricl@any entitled "Consolidated
Statements of Operations," "Consolidated Balan@eh' "Consolidated
Statements of Cash Flows," "Consolidated Statenwdrisockholders' Equity,"
“Notes to Consolidated Financial Statements," @adfterly Consolidated
Financial Data (Unaudited)"

Exhibit 99.2 - Financial Statement Schedules adépendent Auditors' Report
(Deloitte & Touche LLP)

Exhibit 99.3 - Pacific Gas and Electric Compangsome Statement for the
month ended January 31, 2004 and Balance Sheet dmteary 31, 2004
(furnished to the SEC)

Regulation FD Disclosure

Other Events and Regulation FD Disclosure
Financial Statements, Pro Forma Financial Inforomatand Exhibits
Exhibit 99 - Credit Agreement dated as of MarcR@E)4

Other Events and Regulation FD Disclosure
A. Rating Agency Actions

B. Status Conference Statement

Other Events and Regulation FD Disclosure

Other Events and Regulation FD Disclosure

Other Events and Regulation FD Disclosure
Financial Statements, Pro Forma Financial Inforamatand Exhibits



Exhibit 1.1 - Underwriting Agreement, dated Mar@) 2004, between Pacific
Gas and Electric Company and Lehman Brothers . UBS Securities LLC
(annexes omitted).

Exhibit 4.1 - Indenture of Mortgage, dated as ofrdfall, 2004, between
Pacific Gas and Electric Company and BNY WestewrsT€ompany.

Exhibit 4.2 - First Supplemental Indenture, datedB&March 23, 2004, between
Pacific Gas and Electric Company and BNY WestewrsT€ompany.

Exhibit 4.3 - Escrow Deposit and Disbursement Agrest, dated as of
March 23, 2004, among Pacific Gas and Electric Camgand BNY Western
Trust Company as escrow agent and trustee (Ex@ibmitted).

Exhibit 4.4 - Calculation Agency Agreement, datedb&March 23, 2004,
between Pacific Gas and Electric Company and BN$téfa Trust Company.

Exhibit 5.1 - Opinion of Orrick, Herrington & Sutffe LLP, dated March 23,
2004, regarding the First Mortgage Bonds.

Exhibit 5.2 - Opinion of Orrick, Herrington & Sutffe LLP, dated March 23,
2004, regarding the unsold Senior Secured Bonds.

Exhibit 23.2 - Consent of Orrick, Herrington & Sliffe LLP (included as part
of their opinions filed herewith).

10. March 26, 2004  Item 5. Other Events and Regulation FD Disclosure

11. March 31, 2004  Item 5. Other Events and Regulation FD Disclosure

Item 9. Regulation FD Disclosure - Pacific Gas and Elec@anpany's Income
Statement for the month ended February 29, 200Bafahce Sheet dated
February 29, 2004 (furnished to the SEC)

12. April 7, 2004 Item 5. Other Events and Regulation FD Disclosure
A. Pacific Gas and Electric Company's 2003 Gerieedé Case
B. Pacific Gas and Electric Company's Chapterrbtéeding

13. April 12, 2004 Item 5. Other Events and Regulation FD Disclosure
Pacific Gas and Electric Company's Chapter 11 Rdiog

14. April 12, 2004 Item 5. Other Events and Regulation FD Disclosure
Item 7. Financial Statements, Pro Forma Financial Inforomgtand Exhibits
Exhibit 3 - Restated Articles of Incorporation afdific Gas and Electric

Company
Exhibit 4 - Second Supplemental Indenture, dateaf @gril 12, 2004, between
Pacific Gas and Electric Company and BNY WestewrsT€ompany

15. April 19, 2004 Item 5. Other Events and Regulation FD Disclosure

16. April 27, 2004 Item 5. Other Events and Regulation FD Disclosure
Pro forma financial information

17. May 4, 2004 Item 12. Results of Operation and Financial Condition (faheid to the SEC)
Release of First Quarter Earnings Results

(1) Unless otherwise noted, all reports were fdedurnished under Commission File Number 1-12608&E
Corporation) and Commission File Number 1-2348 ifitaGas and Electric Company).

SIGNATURES

Pursuant to the requirements ofSbeurities Exchange Act of 1934, the registrant® lthuly caused this Quarterly Report on Form
10-Q to be signed on their behalf by the undersighereunto duly authorized.

PG&E CORPORATION
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Christopher P. Johns
Senior Vice President and Controller
(duly authorized officer and principal accountirf§jaer)

PACIFIC GAS AND ELECTRIC COMPANY

DINYAR B. MISTRY

Dinyar B. Mistry
Vice President and Controller
(duly authorized officer and principal accountirf§jaer)

EXHIBIT INDEX

Underwriting Agreement, dated March 18, 2004, betwRacific Gas and Electric Company
and Lehman Brothers Inc. and UBS Securities LLEdiporated by reference to PG&E
Corporation and Pacific Gas and Electric Compafgtsen 8-K filed March 23, 2004,

Exhibit 1.1)

Restated Articles of Incorporation of Pacific Gasl &lectric Company effective as of April
12, 2004 (incorporated by reference to PG&E Congmmaand Pacific Gas and Electric
Company's Form 8-K filed April 12, 2004, Exhibit 3)

Bylaws of PG&E Corporation dated as of April 21020

Bylaws of Pacific Gas and Electric Company datedfaispril 21, 2004

Amendment of Rights Agreement dated February 184 2@tween PG&E Corporation and
Mellon Investor Services LLC (incorporated by refece to PG&E Corporation and Pacific
Gas and Electric Company's Form 8-K filed Februy2004, Exhibit 99)

Indenture of Mortgage, dated as of March 11, 2@@#yveen Pacific Gas and Electric
Company and BNY Western Trust Company (incorporateteference to PG&E
Corporation and Pacific Gas and Electric CompaRgten 8-K filed March 23, 2004,
Exhibit 4.1)

First Supplemental Indenture, dated as of Marct2@284, between Pacific Gas and Electric
Company and BNY Western Trust Company (incorporateteference to PG&E
Corporation and Pacific Gas and Electric CompaRgtsen 8-K filed March 23, 2004,

Exhibit 4.2)

Second Supplemental Indenture, dated as of Aprie@@4, between Pacific Gas and Electric
Company and BNY Western Trust Company (incorporateteference to PG&E

Corporation and Pacific Gas and Electric Compafgtsn 8-K filed April 12, 2004, Exhibit

4)

Escrow Deposit and Disbursement Agreement, dated isrch 23, 2004, among Pacific

Gas and Electric Company and BNY Western Trust Gom@as escrow agent and trustee
(incorporated by reference to PG&E Corporation Badific Gas and Electric Company's

Form 8-K filed March 23, 2004, Exhibit 4.3)

Calculation Agency Agreement, dated as of March22®4, between Pacific Gas and
Electric Company and BNY Western Trust Companydiporated by reference to PG&E
Corporation and Pacific Gas and Electric CompaRgtsen 8-K filed March 23, 2004,
Exhibit 4.4)



10.1

11
12.1

12.2

12.3

311

31.2

32.1*
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Credit Agreement dated as of March 5, 2004 (incaigal by reference to PG&E
Corporation and Pacific Gas and Electric Compafgtsn 8-K filed March 10, 2004,
Exhibit 99)

Computation of Earnings Per Common Share

Computation of Ratios of Earnings to Fixed Charfge$acific Gas and Electric Company

Computation of Ratios of Earnings to Combined Figdthrges and Preferred Stock
Dividends for Pacific Gas and Electric Company

Computation of Ratios of Earnings to Fixed Charfge$?G&E Corporation
Certifications of the Chief Executive Officer arigetChief Financial Officer of PG&E
Corporation required by Section 302 of the Sarb@hdsy Act of 2002

Certifications of the Chief Executive Officer arféétChief Financial Officer of Pacific Gas
and Electric Company required by Section 302 ofShebanes-Oxley Act of 2002

Certifications of the Chief Executive Officer arfeetChief Financial Officer of PG&E
Corporation required by Section 906 of the Sarb@hdsy Act of 2002

Certifications of the Chief Executive Officer arféétChief Financial Officer of Pacific Gas
and Electric Company required by Section 906 ofShebanes-Oxley Act of 2002

* Pursuant to Item 601(b)(32) of SEC Regulation Sh€se exhibits are furnished rather than filethhis report.



EXHIBIT 3.2

Bylaws
of
PG&E Corporation
amended as of April 21, 2004

Article I.
SHAREHOLDERS.

1. Place of Meeting All meetings of the shareholders shall be heltha office of the Corporation in the City and @ouof
San Francisco, State of California, or at suchrgphece, within or without the State of Californas may be designated by the Board of
Directors.

2. Annual Meetings The annual meeting of shareholders shall be éedth year on a date and at a time designateceby th
Board of Directors.

Written notice of the annual meetinglshe given not less than ten (or, if sent bydkitass mail, thirty) nor more than sixty days
prior to the date of the meeting to each shareln@dgtled to vote thereat. The notice shall stageplace, day, and hour of such meeting, and
those matters which the Board, at the time of mgjlintends to present for action by the sharehmslde

Notice of any meeting of the sharehddshall be given by mail or telegraphic or otheitten communication, postage prepaid, to
each holder of record of the stock entitled to \tbegeat, at his address, as it appears on theslmfdke Corporation.

At an annual meeting of shareholden$y such business shall be conducted as shall veee properly brought before the annual
meeting. To be properly brought before an annwedting, business must be (i) specified in the eaticthe annual meeting (or any
supplement thereto) given by or at the directiothefBoard, or (ii) otherwise properly brought lrefthe annual meeting by a shareholder.
For business to be properly brought before an dnneating by a shareholder, including the nomimatbany person (other than a person
nominated by or at the direction of the Board)dtaction to the Board, the shareholder must hawengimely and proper written notice to-
Corporate Secretary of the Corporation. To bel§intee shareholder’s written notice must be reediat the principal executive office of the
Corporation not less than forty-five days before date corresponding to the mailing date of thecaa@nd proxy materials for the prior year’'s
annual meeting of shareholders; provided, howshkat,if the annual meeting to which the sharehdsdsritten notice relates is to be held on
a date that differs by more than thirty days fréva date of the last annual meeting of shareholtleesshareholder’s written notice to be
timely must be so received not later than the ctddmisiness on the tenth day following the datevbith public disclosure of the date of the
annual meeting is made or given to shareholdersy shareholder’s written notice that is deliveréidrathe close of business (5:00 p.m. local
time) will be considered received on the followimgsiness day. To be proper, the shareholder’senriiotice must set forth as to each matter
the shareholder proposes to bring before the ammeating (a) a brief description of the businessrdd to be brought before the annual
meeting, (b) the name and address of the sharateddéey appear on the Corporation’s books, @)xthss and number of shares of the
Corporation that are beneficially owned by the shatder, and (d) any material interest of the dialdker in such business. In addition, if the
shareholder’s written notice relates to the nonmaat the annual meeting of any person for elediiothe Board, such notice to be proper
must also set forth (a) the name, age, businesgesgldand residence address of each person tortmerspnated, (b) the principal occupatior
employment of each such person, (c) the numbenares of capital stock of the Corporation benelficiawned by each such person, and (d)
such other information concerning each such peasomould be required under the rules of the Séesréind Exchange Commission in a
proxy statement soliciting proxies for the electadrsuch person as a Director, and must be accaeghay a consent, signed by each such
person, to serve as a Director of the Corporafietected. Notwithstanding anything in the Bylawghe contrary, no business shall be
conducted at an annual meeting except in accordaiticee¢he procedures set forth in this Section.

3. Special Meetings Special meetings of the shareholders shall bedchy the Corporate Secretary or an AssistanpQuate
Secretary at any time on order of the Board of @ows, the Chairman of the Board, the Vice Chairmftine Board, the Chairman of the
Executive Committee, or the President. Specialtimge of the shareholders shall also be callechbyQorporate Secretary or an Assistant
Corporate Secretary upon the written request afdrslof shares entitled to cast not less thanaecept of the votes at the meeting. Such
request shall state the purposes of the meetingslaal be delivered to the Chairman of the Bo#re,Vice Chairman of the Board, the
Chairman of the Executive Committee, the Presidamthe Corporate Secretary.

A special meeting so requested shalldde on the date requested, but not less thatyfinie nor more than sixty days after the dat
the original request. Written notice of each spletieeting of shareholders, stating the place, a@ag,hour of such meeting and the business
proposed to be transacted thereat, shall be givéreimanner stipulated in Article |, Section 2rdgmaph 3 of these Bylaws within twenty
days after receipt of the written request.

4. Voting at Meetings At any meeting of the shareholders, each halfleecord of stock shall be entitled to vote ingmer or
by proxy. The authority of proxies must be evidshby a written document signed by the shareh@ddmust be delivered to the Corpol



Secretary of the Corporation prior to the commerergmof the meeting.

5. Shareholder Action by Written Consent. Subject to Section 603 of the California Corpioradé Code, any action which,
under any provision of the California Corporati@sde, may be taken at any annual or special meetisgareholders may be taken without
a meeting and without prior notice if a consenwiiting, setting forth the action so taken, shaldigned by the holders of outstanding shares
having not less than the minimum number of votes would be necessary to authorize or take suébreat a meeting at which all shares
entitled to vote thereon were present and voted.

Any party seeking to solicit written consent frohaseholders to take corporate action must delivestize to the Corporate Secretary of the
Corporation which requests the Board of Directorsdt a record date for determining shareholddidezhto give such consent. Such written
request must set forth as to each matter the pasgoses for shareholder action by written cons@)ta brief description of the matter and
(b) the class and number of shares of the Corpordtiat are beneficially owned by the requestimgypaWithin ten days of receiving the
request in the proper form, the Board shall seicand date for the taking of such action by writtensent in accordance with California
Corporations Code Section 701 and Article IV, Settl of these Bylaws. If the Board fails to se¢eord date within such testey period, th
record date for determining shareholders entitbegite the written consent for the matters spetifiethe notice shall be the day on which
first written consent is given in accordance witllifdrnia Corporations Code Section 701.

Each written consent delivered to tlegOration must set forth (a) the action soughtadaken, (b) the name and address of the
shareholder as they appear on the Corporatibooks, (c) the class and number of shares dtinporation that are beneficially owned by
shareholder, (d) the name and address of the potdgthauthorized by the shareholder to give sudttemrconsent, if applicable, and (d) any
material interest of the shareholder or proxyholdghe action sought to be taken.

Consents to corporate action shalldd&\for a maximum of sixty days after the datahef earliest dated consent delivered to the
Corporation. Consents may be revoked by writteitadi) to the Corporation, (ii) to the sharehalde shareholders soliciting consents or
soliciting revocations in opposition to action lynsent proposed by the Corporation (the “Soliciigreholders”), or (iii) to a proxy
solicitor or other agent designated by the Corpamnadr the Soliciting Shareholders.

Within three business days after reiogiphe earliest dated consent solicited by thicBiag Shareholders and delivered to the
Corporation in the manner provided in Californiar@wrations Code Section 603 or the determinatiothbyBoard of Directors of the
Corporation that the Corporation should seek cafgoaction by written consent, as the case mathbeCorporate Secretary shall engage
nationally recognized independent inspectors daftides for the purpose of performing a minister@aliew of the validity of the consents and
revocations. The cost of retaining inspectorsl@fteon shall be borne by the Corporation.

Consents and revocations shall be eediy to the inspectors upon receipt by the Corfmrathe Soliciting Shareholders or their pre
solicitors, or other designated agents. As soaroasents and revocations are received, the irssesthall review the consents and
revocations and shall maintain a count of the nurobgalid and unrevoked consents. The inspectbadl keep such count confidential and
shall not reveal the count to the Corporation,Sbéciting Shareholder or their representativesaroy other entity. As soon as practicable
after the earlier of (i) sixty days after the datehe earliest dated consent delivered to the @attjpn in the manner provided in California
Corporations Code Section 603, or (ii) a writtequest therefor by the Corporation or the Solicit8itareholders (whichever is soliciting
consents), notice of which request shall be gieeihé party opposing the solicitation of conseffiany, which request shall state that the
Corporation or Soliciting Shareholders, as the caag be, have a good faith belief that the requisitmber of valid and unrevoked consents
to authorize or take the action specified in thesemts has been received in accordance with thdaa/& the inspectors shall issue a
preliminary report to the Corporation and the Stitig Shareholders stating: (a) the number ofdvabinsents, (b) the number of valid
revocations, (c) the number of valid and unrevosmksents, (d) the number of invalid consents,Heumber of invalid revocations, and (f)
whether, based on their preliminary count, the igtginumber of valid and unrevoked consents has lobtained to authorize or take the
action specified in the consents.

Unless the Corporation and the Sofigitthareholders shall agree to a shorter or lopgénd, the Corporation and the Soliciting
Shareholders shall have forty-eight hours to rewigsvconsents and revocations and to advise tpedtars and the opposing party in writing
as to whether they intend to challenge the pretmimeport of the inspectors. If no written notafean intention to challenge the preliminary
report is received within forty-eight hours aftee inspectors’ issuance of the preliminary repbd,inspectors shall issue to the Corporation
and the Soliciting Shareholders their final remamtaining the information from the inspectors’atatination with respect to whether the
requisite number of valid and unrevoked consents etdained to authorize and take the action sgekifi the consents. If the Corporation or
the Soliciting Shareholders issue written noticamintention to challenge the inspectors’ prelanynreport within forty-eight hours after the
issuance of that report, a challenge session Baatheduled by the inspectors as promptly asipafte. A transcript of the challenge
session shall be recorded by a certified courtntepo Following completion of the challenge sesstte inspectors shall as promptly as
practicable issue their final report to the SolgjtShareholders and the Corporation, which regivatl contain the information included in the
preliminary report, plus all changes in the votalf®as a result of the challenge and a certificatif whether the requisite number of valid
unrevoked consents was obtained to authorize erttakaction specified in the consents. A coptheffinal report of the inspectors shall be
included in the book in which the proceedings oktimgs of shareholders are recorded.

Unless the consent of all shareholdetiled to vote have been solicited in writingg Borporation shall give prompt notice to the
shareholders in accordance with California Corponat Code Section 603 of the results of any consaititation or the taking of the
corporate action without a meeting and by less tiremimous written consel



Avrticle Il.
DIRECTORS.

1. Number. As stated in paragraph | of Article Third ofgt€orporation’s Articles of Incorporation, the Boaf Directors of
this Corporation shall consist of such number ofctors, not less than seven (7) nor more thatethir(13). The exact number of directors
shall be eight (8) until changed, within the limsisecified above, by an amendment to this Bylaw ddbpted by the Board of Directors or
the shareholders.

2. Powers The Board of Directors shall exercise all thevprs of the Corporation except those which arealy; br by the
Articles of Incorporation of this Corporation, oy the Bylaws conferred upon or reserved to theediaders.

3. Committees. The Board of Directors may, by resolution addgig a majority of the authorized number of diresto
designate and appoint one or more committees eéBaarl deems appropriate, each consisting of twaare directors, to serve at the
pleasure of the Board; provided, however, thategsired by this Corporation’s Articles of Incorption, the members of the Executive
Committee (should the Board of Directors desigaat&xecutive Committee) must be appointed by tfisadtive vote of two-thirds of the
authorized number of directors. Any such commjtieeluding the Executive Committee, shall havedhhority to act in the manner and to
the extent provided in the resolution of the Boafr®irectors designating such committee and mayetaMthe authority of the Board of
Directors, except with respect to the matters@ehfin California Corporations Code Section 311.

4. Time and Place of Directors' Meetings Regular meetings of the Board of Directors shalheld on such days and at such
times and at such locations as shall be fixed bglation of the Board, or designated by the Chairimizthe Board or, in his absence, the Vice
Chairman of the Board, or the President of the Ga@fon and contained in the notice of any suchtinge Notice of meetings shall be
delivered personally or sent by mail or telegrareast seven days in advance.

5. Special Meetings The Chairman of the Board, the Vice ChairmathefBoard, the Chairman of the Executive Committee,
the President, or any five directors may call aiEeneeting of the Board of Directors at any tinidotice of the time and place of special
meetings shall be given to each Director by thepGrate Secretary. Such notice shall be deliveegdgmally or by telephone (or other sys
or technology designed to record and communicatsages, including facsimile, electronic mail, drestsuch means) to each Director at
least four hours in advance of such meeting, orIsgfirst-class mail or telegram, postage prepaideast two days in advance of such
meeting.

6. Quorum. A quorum for the transaction of business atmegting of the Board of Directors or any committeereof shall
consist of one-third of the authorized number oéctiors or committee members, or two, whichevéariger.

7. Action by Consent Any action required or permitted to be takerthmw Board of Directors may be taken without a nmegti
if all Directors individually or collectively conséin writing to such action. Such written consentonsents shall be filed with the minute
the proceedings of the Board of Directors.

8. Meetings by Conference TelephoneAny meeting, regular or special, of the Boardakctors or of any committee of the
Board of Directors, may be held by conference tedeye or similar communication equipment, provideat @all Directors participating in the
meeting can hear one another.

Article IIl.
OFFICERS.

1. Officers. The officers of the Corporation shall be a Gimain of the Board, a Vice Chairman of the Boardhaitnan of
the Executive Committee (whenever the Board of @aws in its discretion fills these offices), a sident, a Chief Financial Officer, a Gene
Counsel, one or more Vice Presidents, a Corporetestary and one or more Assistant Corporate Se@st a Treasurer and one or more
Assistant Treasurers, and a Controller, all of wiebrall be elected by the Board of Directors. Thai@nan of the Board, the Vice Chairman
of the Board, the Chairman of the Executive Conesitind the President shall be members of the Rddddectors.

2. Chairman of the Board The Chairman of the Board, if that office béefil, shall preside at all meetings of the sharedrs
and of the Directors, and shall preside at all ingstof the Executive Committee in the absenc&@®fChairman of that Committee. The
Chairman of the Board shall be the chief executiffieer of the Corporation if so designated by Bward of Directors. The Chairman of the
Board shall have such duties and responsibilittesay be prescribed by the Board of Directors erBillaws. The Chairman of the Board
shall have authority to sign on behalf of the Coggion agreements and instruments of every chatautd, in the absence or disability of the
President, shall exercise the President's dutieésesponsibilities.

3. Vice Chairman of the Board The Vice Chairman of the Board, if that office filled, shall have such duties and
responsibilities as may be prescribed by the Bo&mirectors, the Chairman of the Board, or theaByd. The Vice Chairman of the Board
shall be the chief executive officer of the Corpiamaif so designated by the Board of Directoms.tHe absence of the Chairman of the Board,
the Vice Chairman of the Board shall preside atredetings of the Board of Directors and of the shalders; and, in the absence of



Chairman of the Executive Committee and the Chairofehe Board, the Vice Chairman of the Board Igi@side at all meetings of the
Executive Committee. The Vice Chairman of the Bloglrall have authority to sign on behalf of the g@oation agreements and instruments
of every character.

4. Chairman of the Executive Committee The Chairman of the Executive Committee, if thidfice be filled, shall preside at
all meetings of the Executive Committee. The Qhain of the Executive Committee shall aid and a#isesbther officers in the performance
of their duties and shall have such other dutiesag be prescribed by the Board of Directors orBliaws.

5. President The President shall have such duties and regplitnss as may be prescribed by the Board of Btives, the
Chairman of the Board, or the Bylaws. The Presidaatl be the chief executive officer of the Cogdmn if so designated by the Board of
Directors. If there be no Chairman of the Boané, President shall also exercise the duties apodmnsgilities of that office. The President
shall have authority to sign on behalf of the Coation agreements and instruments of every chatacte

6. Chief Financial Officer. The Chief Financial Officer shall be responsifolethe overall management of the financial afl
of the Corporation. The Chief Financial Officeafilrender a statement of the Corporation's finelnmdndition and an account of all
transactions whenever requested by the Board efciuirs, the Chairman of the Board, the Vice Chairafahe Board, or the President.

The Chief Financial Officer shall hasuech other duties as may from time to time be pitesd by the Board of Directors, the
Chairman of the Board, the Vice Chairman of therpthe President, or the Bylaws.

7. General Counsel The General Counsel shall be responsible fodlivegon behalf of the Corporation all proceediags!
matters of a legal nature. The General Counsdl imaler advice and legal counsel to the BoarBioéctors, officers, and employees of the
Corporation, as necessary to the proper conduttedbusiness. The General Counsel shall keep dmagement of the Corporation informed
of all significant developments of a legal natuffe&ting the interests of the Corporation.

The General Counsel shall have sucerathties as may from time to time be prescribethbyBoard of Directors, the Chairman of
the Board, the Vice Chairman of the Board, the iBezd, or the Bylaws.

8. Vice Presidents Each Vice President, if those offices are fillskdall have such duties and responsibilities as lmea
prescribed by the Board of Directors, the Chairmfihe Board, the Vice Chairman of the Board, thesRlent, or the Bylaws. Each Vice
President's authority to sign agreements and im&nis on behalf of the Corporation shall be asquifesd by the Board of Directors. The
Board of Directors, the Chairman of the Board,Viee Chairman of the Board, or the President mayfera special title upon any Vice
President.

9. Corporate Secretary The Corporate Secretary shall attend all meetaighe Board of Directors and the Executive
Committee, and all meetings of the shareholded tlae Corporate Secretary shall record the minofted proceedings in books to be kept
that purpose. The Corporate Secretary shall ppnssble for maintaining a proper share register stock transfer books for all classes of
shares issued by the Corporation. The Corporateeey shall give, or cause to be given, all regticequired either by law or the Bylaws.
The Corporate Secretary shall keep the seal gEtrporation in safe custody, and shall affix thel £ the Corporation to any instrument
requiring it and shall attest the same by the C@tgoSecretary’s signature.

The Corporate Secretary shall have stiolr duties as may be prescribed by the BoaRirettors, the Chairman of the Board, the
Vice Chairman of the Board, the President, or thiaBs.

The Assistant Corporate Secretarie ppeform such duties as may be assigned from tortene by the Board of Directors, the
Chairman of the Board, the Vice Chairman of therBpthe President, or the Corporate Secretarghdrabsence or disability of the Corpo
Secretary, the Corporate Secretary’s duties skegbdsformed by an Assistant Corporate Secretary.

10. Treasurer. The Treasurer shall have custody of all monegkfands of the Corporation, and shall cause tkept full
and accurate records of receipts and disbursernétite Corporation. The Treasurer shall depotinaheys and other valuables of the
Corporation in the name and to the credit of thepBration in such depositaries as may be desigrigtéde Board of Directors or any
employee of the Corporation designated by the Boafirectors. The Treasurer shall disburse swcli$ of the Corporation as have been
duly approved for disbursement.

The Treasurer shall perform such othgies as may from time to time be prescribed leyBbard of Directors, the Chairman of the
Board, the Vice Chairman of the Board, the Pregjdée Chief Financial Officer, or the Bylaws.

The Assistant Treasurers shall perfeach duties as may be assigned from time to timdyBoard of Directors, the Chairman of
Board, the Vice Chairman of the Board, the Pregidee Chief Financial Officer, or the Treasurén.the absence or disability of the
Treasurer, the Treasurer’s duties shall be perfdrioyean Assistant Treasurer.

11. Controller . The Controller shall be responsible for mairitagrthe accounting records of the Corporation amgfeparing
necessary financial reports and statements, an@dhgoller shall properly account for all moneyslabligations due the Corporation and all
properties, assets, and liabilities of the Corpomat The Controller shall render to the officeusls periodic reports covering the resul



operations of the Corporation as may be requirethégn or any one of them.

The Controller shall have such othedreduas may from time to time be prescribed byBbard of Directors, the Chairman of the
Board, the Vice Chairman of the Board, the Pregjdée Chief Financial Officer, or the Bylaws. T@entroller shall be the principal
accounting officer of the Corporation, unless arothdividual shall be so designated by the Bodiirectors.

Article IV.
MISCELLANEOUS.

1. Record Date The Board of Directors may fix a time in theuig as a record date for the determination of faeedholders
entitled to notice of and to vote at any meetingludreholders, or entitled to receive any dividendistribution, or allotment of rights, or to
exercise rights in respect to any change, conversioexchange of shares. The record date so §ilkall be not more than sixty nor less than
ten days prior to the date of such meeting nor rtfzaia sixty days prior to any other action for pugposes for which it is so fixed. When a
record date is so fixed, only shareholders of recor that date are entitled to notice of and t@\attthe meeting, or entitled to receive any
dividend or distribution, or allotment of rights, to exercise the rights, as the case may be.

2. Transfers of Stock Upon surrender to the Corporate Secretary ansfea Agent of the Corporation of a certificate for
shares duly endorsed or accompanied by proper resédef succession, assignment, or authority tesfemnand payment of transfer taxes, the
Corporation shall issue a new certificate to thesqpe entitled thereto, cancel the old certificatel record the transaction upon its books.
Subject to the foregoing, the Board of Directoralshave power and authority to make such rulesragdlations as it shall deem necessal
appropriate concerning the issue, transfer, anidtratjon of certificates for shares of stock af thorporation, and to appoint and remove
Transfer Agents and Registrars of transfers.

3. Lost Certificates Any person claiming a certificate of stock tolbst, stolen, mislaid, or destroyed shall makaffidavit
or affirmation of that fact and verify the samesirch manner as the Board of Directors may reqaird,shall, if the Board of Directors so
requires, give the Corporation, its Transfer AgeR&gistrars, and/or other agents a bond of indgnmform approved by counsel, and in
amount and with such sureties as may be satisfattidhe Corporate Secretary of the Corporatiofprieea new certificate may be issued of
the same tenor and for the same number of shatbe asie alleged to have been lost, stolen, misteidestroyed.

Article V.
AMENDMENTS.

1. Amendment by Shareholders Except as otherwise provided by law, these Bglaw any of them, may be amended or
repealed or new Bylaws adopted by the affirmatiote\of a majority of the outstanding shares emtittevote at any regular or special
meeting of the shareholders.

2. Amendment by Directors To the extent provided by law, these Bylawsamy of them, may be amended or repealed or
new Bylaws adopted by resolution adopted by a ritgjof the members of the Board of Directors.



Exhibit 3.3

Bylaws
of
Pacific Gas and Electric Company
amended as of April 21, 2004

Article I.

SHAREHOLDERS.

1. Place of Meeting. All meetings of the shareholders shall be heldatdffice of the Corporation in the City and CouafySan
Francisco, State of California, or at such othace] within or without the State of California,raay be designated by the Board of Directors.

2. Annual Meetings.The annual meeting of shareholders shall be held gear on a date and at a time designated by the
Board of Directors.

Written notice of the annual meetinglisha given not less than ten (or, if sent by thitdss mail, thirty) nor more than sixty days pi
to the date of the meeting to each shareholdettezhtd vote thereat. The notice shall state theqy day, and hour of such meeting, and tl
matters which the Board, at the time of mailingends to present for action by the shareholders.

Notice of any meeting of the sharehddsrall be given by mail or telegraphic or otheittein communication, postage prepaid, to ¢
holder of record of the stock entitled to vote #ar at his address, as it appears on the bodke @orporation.

At an annual meeting of shareholders; sach business shall be conducted as shall hese properly brought before the annual
meeting. To be properly brought before an annwedting, business must be (i) specified in the eaticthe annual meeting (or any
supplement thereto) given by or at the directiothefBoard, or (ii) otherwise properly brought lrefthe annual meeting by a shareholder.
For business to be properly brought before an dnneating by a shareholder, including the nomimatbany person (other than a person
nominated by or at the direction of the Board)dtaction to the Board, the shareholder must hawengimely and proper written notice to-
Corporate Secretary of the Corporation. To bel§intee shareholder’s written notice must be reediat the principal executive office of the
Corporation not less than forty-five days before date corresponding to the mailing date of thecaa@nd proxy materials for the prior year’'s
annual meeting of shareholders; provided, howshkat,if the annual meeting to which the sharehdsdsritten notice relates is to be held on
a date that differs by more than thirty days fréva date of the last annual meeting of shareholtleesshareholder’s written notice to be
timely must be so received not later than the ctddmisiness on the tenth day following the datevbith public disclosure of the date of the
annual meeting is made or given to shareholdersy shareholder’s written notice that is deliverédrathe close of business (5:00 p.m. local
time) will be considered received on the followimgsiness day. To be proper, the shareholder’senriiotice must set forth as to each matter
the shareholder proposes to bring before the ammeating (a) a brief description of the businessrdd to be brought before the annual
meeting, (b) the name and address of the sharateddéey appear on the Corporation’s books, @)xthss and number of shares of the
Corporation that are beneficially owned by the shatder, and (d) any material interest of the dialdker in such business. In addition, if the
shareholder’s written notice relates to the nonrmaat the annual meeting of any person for elediiothe Board, such notice to be proper
must also set forth (a) the name, age, businesesgldand residence address of each person tortmerspnated, (b) the principal occupatior
employment of each such person, (c) the numbenares of capital stock of the Corporation benelficiawned by each such person, and (d)
such other information concerning each such peasomould be required under the rules of the Séesréind Exchange Commission in a
proxy statement soliciting proxies for the electadrsuch person as a Director, and must be accaeghay a consent, signed by each such
person, to serve as a Director of the Corporafietected. Notwithstanding anything in the Bylawghe contrary, no business shall be
conducted at an annual meeting except in accordaiticehe procedures set forth in this Section.

3. Special Meetings. Special meetings of the shareholders shall becchijethe Corporate Secretary or an Assistant Catpor
Secretary at any time on order of the Board of @ows, the Chairman of the Board, the Vice Chairmftine Board, the Chairman of the
Executive Committee, or the President. Specialtimge of the shareholders shall also be callechbyQorporate Secretary or an Assistant
Corporate Secretary upon the written request afdrslof shares entitled to cast not less thanaecept of the votes at the meeting. Such
request shall state the purposes of the meetingslaal be delivered to the Chairman of the Bo#re,Vice Chairman of the Board, the
Chairman of the Executive Committee, the Presidetihe Corporate Secretary.

A special meeting so requested shalidid on the date requested, but not less tharyfiwe nor more than sixty days after the date of
the original request. Written notice of each spletieeting of shareholders, stating the place, a@ag,hour of such meeting and the business
proposed to be transacted thereat, shall be givdreimanner stipulated in Article 1, Section 2rdgaaph 3 of these Bylaws within twenty
days after receipt of the written request.

4. Voting at Meetings. At any meeting of the shareholders, each holdeeadrd of stock shall be entitled to vote in pereohy
proxy. The authority of proxies must be evidenbgda written document signed by the shareholdemamst be delivered to the Corpor.



Secretary of the Corporation prior to the commerergmof the meeting.

5. No Cumulative Voting. No shareholder of the Corporation shall be entittedumulate his or her voting power.
Article II.
DIRECTORS.
1. Number. The Board of Directors of this Corporation shalhsist of such number of directors, not less thae 19) nor more

than seventeen (17). The exact number of directoall be nine (9) until changed, within the Isrépecified above, by an amendment to this
Bylaw duly adopted by the Board of Directors or ¢ihareholders.

2. Powers. The Board of Directors shall exercise all the panadrthe Corporation except those which are by taviy the
Articles of Incorporation of this Corporation, oy the Bylaws conferred upon or reserved to theediaders.

3. Committees. The Board of Directors may, by resolution adogige majority of the authorized number of diresfor
designate and appoint one or more committees eéBaarl deems appropriate, each consisting of twaare directors, to serve at the
pleasure of the Board; provided, however, thategsired by this Corporation’s Articles of Incorption, the members of the Executive
Committee (should the Board of Directors desigaat&xecutive Committee) must be appointed by tfisadtive vote of two-thirds of the
authorized number of directors. Any such commjtieeluding the Executive Committee, shall havedhhority to act in the manner and to
the extent provided in the resolution of the Boafr®irectors designating such committee and mayetaMthe authority of the Board of
Directors, except with respect to the matters@ehfin California Corporations Code Section 311.

4. Time and Place of Directors' Meetings.Regular meetings of the Board of Directors shalhékl on such days and at such
times and at such locations as shall be fixed bglution of the Board, or designated by the Chairwiathe Board or, in his absence, the Vice
Chairman of the Board, or the President of the Ga@ion and contained in the notice of any suchtimge Notice of meetings shall be
delivered personally or sent by mail or telegrareast seven days in advance.

5. Special Meetings.The Chairman of the Board, the Vice Chairman ofBbard, the Chairman of the Executive Committee,
the President, or any five directors may call acideneeting of the Board of Directors at any tinidotice of the time and place of special
meetings shall be given to each Director by thepGrate Secretary. Such notice shall be deliveegdgmally or by telephone (or other sys
or technology designed to record and communicatsages, including facsimile, electronic mail, drestsuch means) to each Director at
least four hours in advance of such meeting, ot Isgfirst-class mail or telegram, postage prepaideast two days in advance of such
meeting.

6. Quorum. A quorum for the transaction of business at aegting of the Board of Directors or any committeeréof shall
consist of one-third of the authorized number oéctiors or committee members, or two, whichevéariger.

7. Action by Consent. Any action required or permitted to be taken iy Board of Directors may be taken without a megifi
all Directors individually or collectively conseint writing to such action. Such written consentonsents shall be filed with the minutes of
the proceedings of the Board of Directors.

8. Meetings by Conference Telephone.Any meeting, regular or special, of the Boardakctors or of any committee of the
Board of Directors, may be held by conference tedeye or similar communication equipment, provideat @all Directors participating in the
meeting can hear one another.

Article IIl.
OFFICERS.

1. Officers. The officers of the Corporation shall be a Chainnof the Board, a Vice Chairman of the Board, ai@man of the
Executive Committee (whenever the Board of Directorits discretion fills these offices), a Presij@ne or more Vice Presidents, a
Corporate Secretary and one or more Assistant Catp&ecretaries, a Treasurer and one or moretassiBreasurers, a General Counsel, a
General Attorney (whenever the Board of Directargs discretion fills this office), and a Contrl] all of whom shall be elected by the
Board of Directors. The Chairman of the Board, ¥hee Chairman of the Board, the Chairman of thedttive Committee, and the President
shall be members of the Board of Directors.

2. Chairman of the Board. The Chairman of the Board, if that office bedfil| shall preside at all meetings of the sharels]de
of the Directors, and of the Executive Committe¢him absence of the Chairman of that Committeee Qimirman of the Board shall be the
chief executive officer of the Corporation if scsdgated by the Board of Directors. The Chairmiathe Board shall have such duties and
responsibilities as may be prescribed by the Bofdirectors or the Bylaws. The Chairman of theaRbshall have authority to sign on
behalf of the Corporation agreements and instrusnei¢very character, and in the absence or digabflthe President, shall exercise his
duties and responsibilitie



3. Vice Chairman of the Board. The Vice Chairman of the Board, if that officefiiled, shall have such duties and
responsibilities as may be prescribed by the Boafdirectors, the Chairman of the Board, or theeByd. The Vice Chairman of the Board
shall be the chief executive officer of the Corpiamaif so designated by the Board of Directoms.tHe absence of the Chairman of the Board,
the Vice Chairman of the Board shall preside atredetings of the Board of Directors and of the shalders; and, in the absence of the
Chairman of the Executive Committee and the Chairofahe Board, The Vice Chairman of the Boardspadkide at all meetings of the
Executive Committee. The Vice Chairman of the Blograll have authority to sign on behalf of the f@oation agreements and instruments
of every character.

4, Chairman of the Executive Committee. The Chairman of the Executive Committee, if thidice be filled, shall preside at
all meetings of the Executive Committee. The Ghain of the Executive Committee shall aid and afisésbther officers in the performance
of their duties and shall have such other dutiemag be prescribed by the Board of Directors orBlikaws.

5. President. The President shall have such duties and redmbitiss as may be prescribed by the Board of Does; the
Chairman of the Board, or the Bylaws. The Predidball be the chief executive officer of the Cagton if so designated by the Board of
Directors. If there be no Chairman of the Boah, President shall also exercise the duties amdmnsshilities of that office. The President
shall have authority to sign on behalf of the Cogtion agreements and instruments of every characte

6. Vice Presidents. Each Vice President shall have such duties an@nsdpilities as may be prescribed by the Board of
Directors, the Chairman of the Board, the Vice @han of the Board, the President, or the BylawachEVice President's authority to sign
agreements and instruments on behalf of the Catiparahall be as prescribed by the Board of Dinextarhe Board of Directors, the
Chairman of the Board, the Vice Chairman of therBpar the President may confer a special titlerugay Vice President.

7. Corporate Secretary. The Corporate Secretary shall attend all meetifigise Board of Directors and the Executive
Committee, and all meetings of the shareholderd tlag Corpoate Secretary shall record the minutai proceedings in books to be kept for
that purpose. The Corporate Secretary shall lmpnssble for maintaining a proper share register stock transfer books for all classes of
shares issued by the Corporation. The Corporateeey shall give, or cause to be given, all regticequired either by law or the Bylaws.
The Corporate Secretary shall keep the seal o€ trporation in safe custody, and shall affix thal @ the Corporation to any instrument
requiring it and shall attest the same by the CatgoSecretary’s signature.

The Corporate Secretary shall have stobr duties as may be prescribed by the Boardretrs, the Chairman of the Board, the
Vice Chairman of the Board, the President, or thiaBs.

The Assistant Corporate Secretaried pealorm such duties as may be assigned from tirigne by the Board of Directors, the
Chairman of the Board, the Vice Chairman of therpthe President, or the Corporate Secretanthdrabsence or disability of the Corpo
Secretary, the Corporate Secretary’s duties skegbdsformed by an Assistant Corporate Secretary.

8. Treasurer. The Treasurer shall have custody of all monewsfands of the Corporation, and shall cause todp full and
accurate records of receipts and disbursementsedCorporation. The Treasurer shall deposit alh@ys and other valuables of the
Corporation in the name and to the credit of thep@ration in such depositaries as may be desigrigtéde Board of Directors or any
employee of the Corporation designated by the Boamirectors. The Treasurer shall disburse suicid$ of the Corporation as have been
duly approved for disbursement.

The Treasurer shall perform such othetied as may from time to time be prescribed byBbard of Directors, the Chairman of the
Board, the Vice Chairman of the Board, the Pregidarthe Bylaws.

The Assistant Treasurer shall perforchsduties as may be assigned from time to timénbyBoard of Directors, the Chairman of the
Board, the Vice Chairman of the Board, the Pregidarthe Treasurer. In the absence or disahifithe Treasurer, the Treasurer’s duties
shall be performed by an Assistant Treasurer.

9. General Counsel. The General Counsel shall be responsible for lvepdn behalf of the Corporation all proceedings a
matters of a legal nature. The General Counsdll imaler advice and legal counsel to the BoarBioéctors, officers, and employees of the
Corporation, as necessary to the proper conduttedbusiness. The General Counsel shall keep @magement of the Corporation informed
of all significant developments of a legal natuffeeting the interests of the Corporation.

The General Counsel shall have suchr atirées as may from time to time be prescribedhigyBoard of Directors, the Chairman of
Board, the Vice Chairman of the Board, the Pregidmrthe Bylaws.

10. Controller. The Controller shall be responsible for maintagnihe accounting records of the Corporation angfeparing
necessary financial reports and statements, an@dhgoller shall properly account for all moneyslabligations due the Corporation and all
properties, assets, and liabilities of the Corpomat The Controller shall render to the officeusls periodic reports covering the result of
operations of the Corporation as may be requirethégn or any one of them.

The Controller shall have such otheietuas may from time to time be prescribed by tbharB of Directors, the Chairman of the
Board, the Vice Chairman of the Board, the Pregidarthe Bylaws. The Controller shall be the pifial accounting officer of th



Corporation, unless another individual shall belasignated by the Board of Directors.
Article IV.
MISCELLANEOUS.

1. Record Date. The Board of Directors may fix a time in the figas a record date for the determination of tlaeettolders
entitled to notice of and to vote at any meetingltdreholders, or entitled to receive any dividendistribution, or allotment of rights, or to
exercise rights in respect to any change, conversioexchange of shares. The record date so §ilkall be not more than sixty nor less than
ten days prior to the date of such meeting nor rtfzaia sixty days prior to any other action for pugposes for which it is so fixed. When a
record date is so fixed, only shareholders of rkcor that date are entitled to notice of and te\aitthe meeting, or entitled to receive any
dividend or distribution, or allotment of rights; to exercise the rights, as the case may be.

2. Transfers of Stock. Upon surrender to the Corporate Secretary orsfeagent of the Corporation of a certificate $hare:
duly endorsed or accompanied by proper evidense@fession, assignment, or authority to transfef,pmyment of transfer taxes, the
Corporation shall issue a new certificate to thesqe entitled thereto, cancel the old certificatel record the transaction upon its books.
Subject to the foregoing, the Board of Directoralishave power and authority to make such rulesragdlations as it shall deem necessal
appropriate concerning the issue, transfer, anidtratjon of certificates for shares of stock af thorporation, and to appoint and remove
Transfer Agents and Registrars of transfers.

3. Lost Certificates. Any person claiming a certificate of stock tolbst, stolen, mislaid, or destroyed shall make fidavit or
affirmation of that fact and verify the same inlsuanner as the Board of Directors may require,shradl, if the Board of Directors so
requires, give the Corporation, its Transfer AgeR&gistrars, and/or other agents a bond of indgnmform approved by counsel, and in
amount and with such sureties as may be satisfattidhe Corporate Secretary of the Corporatiofprieea new certificate may be issued of
the same tenor and for the same number of shatbs asie alleged to have been lost, stolen, mistaidestroyed.

Article V.
AMENDMENTS.

1. Amendment by Shareholders. Except as otherwise provided by law, these ByJawnany of them, may be amended or
repealed or new Bylaws adopted by the affirmatiote\of a majority of the outstanding shares emtittevote at any regular or special
meeting of the shareholders.

2. Amendment by Directors. To the extent provided by law, these Bylaws,ror af them, may be amended or repealed or new
Bylaws adopted by resolution adopted by a majaritthe members of the Board of Directors.



EXHIBIT 11
PG&E CORPORATION
COMPUTATION OF EARNINGS (LOSS) PER COMMON SHARE

Three Months Ended

(in millions, except per share amounts) March 31,
2004 20031

Income (loss) from continuing operations $ 3033 $ (83)
Discontinued operations - (265)
Net income (loss) before cumulative effect of cremip accounting principles 3,033 (348)
Cumulative effect of changes in accounting prirespl - (6)
Net income (loss) for basic calculations 3,033 (354)
Earnings (loss) allocated to common shareholdasich 2,893 (354)
Earnings (loss) allocated to 9.50% Convertible Sdinated Notes, basic 140 -
Net income (loss) 3,033 (354)
9.50% Convertible Subordinated Notes:
Change in market value of dividend participatiaghts 19 -
Interest expense 4 -
Net Income (Loss) for diluted calculations $ 3056 % (354)
Weighted average common shares outstanding, basf 393 382
Add: 9.50 % Convertible Subordinated Notes 19 -

Employee stock options and PG&E Corpionashares held by grantor trusts 7 -

PG&E Corporation Warrants 4 -

Rounding 1 -
Shares outstanding for diluted calculations 424 382
Earnings (Loss) Per Common Share, Basic
Income (loss) from continuing operations $ 736 $ (0.22)
Discontinued operations - (0.69)
Cumulative effect of changes in accounting prinespl - (0.02)
Net earnings (loss) $ 736 $ (0.93)
Earnings Per Common Share, Diluted
Income (loss) from continuing operations $ 721 $ (0.22)
Discontinued operations - (0.69)
Cumulative effect of changes in accounting prirespl - (0.02)
Net earnings (loss) $ 721 $ (0.93)

(1)  Prior period amounts of NEGT, Inc. have been radfii@sl to discontinued operations.

(2 Weighted average common shares outstanding exshates held by a subsidiary of PG&E Corporation
(23,815,500 shares at March 31, 2004 and 2003pP&®&E Corporation shares held by grantor trusts to
secure deferred compensation obligations (281,B8Ees at March 31, 2004 and 2003).



Exhibit 12.1
Pacific Gas and Electric Company
Computation of Ratios of Earnings to Fixed Charges

Three
Months
Ended
March 31, Year Ended December 31,
(dollars in millions) 2004 2003 2002 2001 2000 1999

Earnings @
Pre-tax income (loss) from continuing operations $ 5173 $ 1,451 $ 2997 $ 1611 $ (5,637 $1,436
Add:

Fixed Charges 220 964 1,029 1,019 648 637
Less:

Preferred dividend requirements of subsidiaries - - - - - -

Total Earnings (Loss) $ 5,393 $ 2,415 $ 4,026 $ 2,630 $(4,989 $2,073

Fixed Charges®
Interest expense, net, including amortization of

debt issue costs, premiums and discounts $ 210 $ 939 $ 990 $ 976 $ 609 $ 595
AFUDC Debt 5 16 21 12 6 7
Estimate of interest expense within rents 5 9 8 7 9 11

Preferred dividend requirements of subsidiaries - - - - - -
Preferred security requirements of wholly-owned

trust - - 10 24 24 24
Total Fixed Charges $ 220 $964 $ 1,029 $ 1019 $ 648 $ 637
Ratio of Earnings (Loss) to Fixed Charge§) 24.51 2.51 3.91 2.58 (7.70) 3.25

) For purposes of computing the ratio of earningiixed charges, "earnings" represents pre-tax incfsora continuing
operations adjusted for minority interest in coigatled subsidiaries and equity in income or loemfsubsidiaries accounted
for using the equity method plus fixed chargeaaputed, less the pre-tax earnings required tercitwe preferred dividend
requirements of subsidiaries.

) "Fixed charges" include interest, including amatiian of debt issue costs, premiums and discotimgsjebt portion of the
allowance for funds used during construction, dimege of the amount of interest within rents, amel preferred security
requirements of consolidated subsidiaries.

@) The ratio of earnings to fixed charges for the V@00 indicates a ratio of less than one-to-one. ddilar amount of the
deficiency is approximately $5.6 billion.



Exhibit 12.2
Pacific Gas and Electric Company
Computation of Ratios of Earnings to Combined FixedCharges and Preferred Dividends

Three
Months
Ended
March 31, Year Ended December 31,
(dollars in millions) 2004 2003 2002 2001 2000 1999

Earnings @
Pre-tax income (loss) from continuing operations$ 5,173 $1,451 $ 2997 $ 1611 $ (5,637, $1,436
Add:

Fixed Charges 220 964 1,029 1,019 648 637
Less:

Preferred dividend requirements of subsidiaries - - - - - -

Total Earnings (Loss) $ 5393 $2415 $ 4026 $ 2,630 $ (4,989 $2,073

Fixed Charges®
Interest expense, net, including amortization of
debt issue costs, premiums and discounts $ 210 $ 939 % 990 $ 976 % 609 $ 595
AFUDC Debt 5 16 21 12 6 7
Estimate of interest expense within rents 5 9 8 7 9 11
Preferred dividend requirements of subsidiaries - - - - - -
Preferred security requirements of wholly-owned

trust - - 10 24 24 24
Total Fixed Charges $ 220 $ 964 $ 1,029 $ 1,019 $ 648 $ 637
Preferred Stock Dividends
Tax deductible dividends $ 2 3 9 % 9 % 9 $ 9 $ 9
Pre-tax earnings required to cover non-tax
deductible preferred stock dividend requirements 15 27 28 27 27 27
Total Preferred Stock Dividends $ 17 $ 36 $ 37 $ 36 3 36 $ 36

Total Fixed Charges and Preferred Stock
Dividends $ 237 $1000 $ 1066 $ 1055 $ 684 $ 673

Ratio of Earnings (Loss) to Combined Fixed
Charges and Preferred Stock Dividend$) 22.76 2.42 3.78 2.49 (7.29) 3.08

(1) For purposes of computing the ratio of earningiixed charges, "earnings" represents f@aeincome from continuing operatic
adjusted for minority interest in consolidated sdiasies and equity in income or loss from subsidmaccounted for using the
equity method plus fixed charges, as computed tlespre-tax earnings required to cover the pretedividend requirements of
subsidiaries.

(20 "Fixed charges" include interest, including amatian of debt issue costs, premiums and discotimtsiebt portion of the
allowance for funds used during construction, dmege of the amount of interest within rents, #mel preferred security
requirements of consolidated subsidiaries.

(3 The ratio of earnings to fixed charges for the @00 indicates a ratio of less than one-to-one. ddilar amount of the
deficiency is approximately $5.6 billion.



Exhibit 12.3
PG&E Corporation
Ratios of Earnings to Fixed Charges

Three
Months
Ended
March 31, Year Ended December 31,
(dollars in millions) 2004 2003 2002 2001 2000 1999

Earnings @
Pre-tax income (loss) from continuing operations $ 5,109 $1,249 $ 2860 $ 1,629 $ (5,543 $1,368
Add:

Fixed Charges 256 1,186 1,282 1,141 696 673
Less:
Pre-tax earnings required to cover preferred
dividend requirement of subsidiaries 22 22 25 25 25 25
Earnings $ 5343 $2413 $ 4,117 $ 2,745 $ (4,872, $2,016

Fixed Charges®
Interest expense, net, including amortization of
debt issue costs, premiums and discounts $ 228 $1,147 $ 1224 $ 1078 $ 639 $ 615

AFUDC Debt 5 16 21 12 6 7

Estimate of interest expense within rents 1 1 2 2 2 2

Preferred dividend requirements of subsidiaries 22 22 25 25 25 25

Preferred security requirements of wholly-owned

trust - - 10 24 24 24

Fixed Charges $ 256 $1,186 $ 1,282 $ 1141 $ 696 $ 673
Ratio of Earnings to Fixed Charged® 20.9 2.0 3.2 2.4 (7.0 3.0
[N For purposes of computing the ratio of earningiixed charges, "earnings" represents pre-tax incfsora continuing

operations adjusted for minority interest in coidsatled subsidiaries and equity in income or losmfsubsidiaries
accounted for using the equity method plus fixearghs, as computed, less the pre-tax earningsregigiai cover the
preferred dividend requirements of subsidiaries.

@) "Fixed charges" include interest, including amattian of debt issue costs, premiums and discotimtsiebt portion of the
allowance for funds used during construction, dmege of the amount of interest within rents, #mel preferred security
requirements of consolidated subsidiaries.

@) The ratio of earnings to fixed charges for the y#G00 indicates a ratio of less than one-to-one. ddilar amount of the
deficiency is approximately $5.6 billion.



EXHIBIT 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Robert D. Glynn, Jr., certify that:

1. | have reviewed this report on Form 10-Q for tharter ended March 31, 2004 of PG&E
Corporation;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fac
omit to state a material fact necessary to makstitements made, in light of the
circumstances under which such statements were,matmisleading with respect to the
period covered by this repo

3. Based on my knowledge, the financial statementsofimer financial information included
this report, fairly present in all material resggettte financial condition, results of operations
and cash flows of the registrant as of, and fa,g@riods presented in this reps

4. The registrant's other certifying officer and | aesponsible for establishing and maintair
disclosure controls and procedures (as definedah&nge Act Rules 13a-15(e) and 1Eg{e))
for the registrant and hav

a. Designed such disclosure controls and proceduregused such disclosure controls
procedures to be designed under our supervisia@ngare that material information relat
to the registrant, including its consolidated sdiasies, is made known to us by others
within those entities, particularly during the meriin which this report is being prepar:

b. Evaluated the effectiveness of the registrantaassire controls and procedures i
presented in this report our conclusions aboueffextiveness of the disclosure controls
procedures, as of the end of the period coverdtiibyeport based on such evaluation;

c. Disclosed in this report any change in the regi’s internal control over financi
reporting that occurred during the registrant’s mmesent fiscal quarter (the registrant’s
fourth quarter in the case of an annual report) ilaa materially affected, or is reasonably
likely to materially affect, the registré's internal control over financial reporting; &

5. The registrant's other certifying officer and | alisclosed, based on our most re«

evaluation of internal control over financial refiog, to the registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent functior

a. All significant deficiencies and material weaknessethe design or operation of inter|
control over financial reporting which are reasdpdikely to adversely affect the
registrant's ability to record, process, summaaize report financial information; at

b. Any fraud, whether or not material, that involveamagement or other employees who
a significant role in the registrant's internal wohover financial reporting

Date: May 4, 2004

ROBERT D. GLYNN, JR.

Robert D. Glynn, Jr.
Chairman, Chief Executive Officer and Prestden
PG&E Corporation

EXHIBIT 31.1



CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Peter A. Darbee, certify that:

1. I have reviewed this report on Form 10-Q for thartgr ended March 31, 2004 of PG&E
Corporation;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fac
omit to state a material fact necessary to makstitements made, in light of the
circumstances under which such statements were,matimisleading with respect to the
period covered by this repo

3. Based on my knowledge, the financial statementsofimer financial information included
this report, fairly present in all material respgettte financial condition, results of operations
and cash flows of the registrant as of, and fa,gériods presented in this rept

4. The registrant's other certifying officer and | aesponsible for establishing and maintair
disclosure controls and procedures (as defineckah&nge Act Rules 13a-15(e) and 1Esle))
for the registrant and hav

a. Designed such disclosure controls and proceduregused such disclosure controls
procedures to be designed under our supervisi@ngare that material information relat
to the registrant, including its consolidated sdiasies, is made known to us by others
within those entities, particularly during the meriin which this report is being prepar:

b. Evaluated the effectiveness of the registrantgabsire controls and procedures i
presented in this report our conclusions aboueffextiveness of the disclosure controls
procedures, as of the end of the period coverdtiibyeport based on such evaluation;

c. Disclosed in this report any change in the regmr’s internal control over financi
reporting that occurred during the registrant’s tmesent fiscal quarter (the registrant’s
fourth quarter in the case of an annual report)tha materially affected, or is reasonably
likely to materially affect, the registré's internal control over financial reporting; &

5. The registrant's other certifying officer and | alisclosed, based on our most re«
evaluation of internal control over financial refog, to the registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent functior

a. All significant deficiencies and material weaknessethe design or operation of inter!
control over financial reporting which are reasdpdilely to adversely affect the
registrant's ability to record, process, summaaize report financial information; at

b. Any fraud, whether or not material, that involvearmagement or other employees who
a significant role in the registrant's internal wohover financial reporting

Date: May 4, 2004

PETER A. DARBEE

Peter A. Darbee
Senior Vice President and Chief Financial €#fi
PG&E Corporation



EXHIBIT 31.2

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Gordon R. Smith, certify that:

1.

| have reviewed this quarterly report on Form 1@€the quarter ended March 31, 2004 of Pacific
Gas and Electric Compan

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or orr
state a material fact necessary to make the statsmede, in light of the circumstances under which
such statements were made, not misleading witreot$p the period covered by this rep:

Based on my knowledge, the financial statements aéimer financial information included in tt
report, fairly present in all material respectsfihancial condition, results of operations andhcas
flows of the registrant as of, and for, the peripdssented in this repo

The registrant's other certifying officer and | a@gponsible for establishing and maintair
disclosure controls and procedures (as definecam&hge Act Rules 13a-15(e) and 18i(e)) for th
registrant and havi

a. Designed such disclosure controls and proceduresused such disclosure controls
procedures to be designed under our supervisi@ngare that material information relating to the
registrant, including its consolidated subsidigrissnade known to us by others within those
entities, particularly during the period in whidhist report is being prepare

b. Evaluated the effectiveness of the registrantaaksire controls and procedures and present
this report our conclusions about the effectivertégbe disclosure controls and procedures, as of
the end of the period covered by this report basesluch evaluation; ar

c. Disclosed in this report any change in the regi’s internal control over financial reporting ti
occurred during the registrant’s most recent fisgedrter (the registrargtfourth quarter in the ca
of an annual report) that has materially affecteds reasonably likely to materially affect, the
registran’s internal control over financial reporting; &

The registrant's other certifying officer and | balisclosed, based on our most recent evaluati
internal control over financial reporting, to thegrstrant's auditors and the audit committee of the
registrant's board of directors (or persons periiogrthe equivalent functions

a. All significant deficiencies and material weaknessethe design or operation of internal con
over financial reporting which are reasonably kk&l adversely affect the registrant's ability to
record, process, summarize and report financiakmétion; anc

b. Any fraud, whether or not material, that involveammagement or other employees who ha
significant role in the registrant's internal cahtwver financial reporting

Date: May 4, 2004

GORDON R. SMITH

Gordon R. Smith
President and Chief Executive Officer
Pacific Gas and Electric Company

EXHIBIT 31.2



CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECURITIES AND EXCHANGE COMMISSION RULE3a-14(a)

I, Kent M. Harvey, certify that:

1.

| have reviewed this quarterly report on Form 1@€the quarter ended March 31, 2004 of Pacific
Gas and Electric Compan

Based on my knowledge, this report does not cor@aynuntrue statement of a material fact or onr
state a material fact necessary to make the statsm&de, in light of the circumstances under which
such statements were made, not misleading witlrece$p the period covered by this rep

Based on my knowledge, the financial statement$,ofimer financial information included in tt
report, fairly present in all material respectsfinancial condition, results of operations andhcas
flows of the registrant as of, and for, the peripdssented in this repo

The registrant's other certifying officer and | a@sponsible for establishing and maintair
disclosure controls and procedures (as defineckalm&hge Act Rules 13a-15(e) and 1Hs(e)) for th
registrant and haw

a. Designed such disclosure controls and proceduresused such disclosure controls
procedures to be designed under our supervisi@ngare that material information relating to the
registrant, including its consolidated subsidigrissnade known to us by others within those
entities, particularly during the period in whidhist report is being prepare

b. Evaluated the effectiveness of the registrantsl@lsire controls and procedures and present
this report our conclusions about the effectivertégbe disclosure controls and procedures, as of
the end of the period covered by this report basesuch evaluation; ar

c. Disclosed in this report any change in the regm’s internal control over financial reporting ti
occurred during the registrant’s most recent fisgedrter (the registrarstfourth quarter in the ca
of an annual report) that has materially affecteds reasonably likely to materially affect, the
registran’s internal control over financial reporting; &

The registrant's other certifying officer and | balisclosed, based on our most recent evaluati
internal control over financial reporting, to thegistrant's auditors and the audit committee of the
registrant's board of directors (or persons periegrthe equivalent functions

a. All significant deficiencies and material weaknessethe design or operation of internal con
over financial reporting which are reasonably kk&l adversely affect the registrant's ability to
record, process, summarize and report financiakmétion; anc

b. Any fraud, whether or not material, that involveamagement or other employees who ha
significant role in the registrant's internal cahtver financial reporting

Date: May 4, 2004

KENT M. HARVEY

Kent M. Harvey
Senior Vice President - Cliafancial Officer and Treasurer
Pacific Gas and Electric Comypa



Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying QerdytReport on Form 10-Q of PG&E Corporation foe tiuarter ended March 31, 2004, |,
Robert D. Glynn, Jr., Chairman, Chief Executivei@ff and President of PG&E Corporation, herebyifygotirsuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of theaBas-Oxley Act of 2002, to the best of my knowkedgd belief, that:

(1) such Quarterly Report on Form-Q of PG&E Corporation for the quarter ended MarthZ)04,
fully complies with the requirements of sectiond)3¢r 15(d) of the Securities Exchange Act of 1934;
and

(2 the information contained in such Quarterly ReporForm 1-Q of PG&E Corporation for th

quarter ended March 31, 2004, fairly presents|limaterial respects, the financial condition and
results of operations of PG&E Corporatis

ROBERT D. GLYNN

ROBERT D. GLYNN, JR
Chairman, Chief Executive Officer &
President

May 4, 2004

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying QerdytReport on Form 10-Q of PG&E Corporation foe tjuarter ended March 31, 2004, |,
Peter A. Darbee, Senior Vice President and Chigdifgial Officer of PG&E Corporation, hereby certifyrsuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbarkey- Act of 2002, to the best of my knowledge &edlef, that:

(1) such Quarterly Report on Form-Q of PG&E Corporation for the quarter ended Marth2)04,
fully complies with the requirements of sectiond)3¢r 15(d) of the Securities Exchange Act of 1934;
and

(2 the information contained in such Quarterly Reporform 1-Q of PG&E Corporation for th

guarter ended March 31, 2004, fairly presents|limaterial respects, the financial condition and
results of operations of PG&E Corporatis

PETER A. DARBEE

PETER A. DARBEE
Senior Vice President ar
Chief Financial Office!

May 4, 2004






Exhibit 32.2

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying @erdy Report on Form 10-Q of Pacific Gas and Elec€ompany for the quarter ended
March 31, 2004, I, Gordon R. Smith, President ah@fExecutive Officer of Pacific Gas and Electiompany, hereby certify pursuant to
U.S.C. Section 1350, as adopted pursuant to Segfi6rof the Sarbanes-Oxley Act of 2002, to the bésty knowledge and belief, that:

(1) such Quarterly Report on Form-Q of Pacific Gas and Electric Company for the qeraended March 3:
2004, fully complies with the requirements of secti3(a) or 15(d) of the Securities Exchange A@984;

and

(2) the information contained in such Quarterly Reporform 1-Q of Pacific Gas and Electric Company
the quarter ended March 31, 2004, fairly presentall material respects, the financial conditiom aesults
of operations of Pacific Gas and Electric Comp:

GORDON R. SMITH

GORDON R. SMITH
President and Chief Executive Offi

May 4, 2004

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the accompanying @erdy Report on Form 10-Q of Pacific Gas and Elec€ompany for the quarter ended
March 31, 2004, I, Kent M. Harvey, Senior Vice Rdest, Chief Financial Officer and Treasurer ofiRa&Gas and Electric Company, here
certify pursuant to 18 U.S.C. Section 1350, as tstbpursuant to Section 906 of the SarbaDrley Act of 2002, to the best of my knowle:

and belief, that:

(1) such Quarterly Report on Form-Q of Pacific Gas and Electric Company for the qeraended March 3:
2004, fully complies with the requirements of secti3(a) or 15(d) of the Securities Exchange A@984;

and

(2) the information contained in such Quarterly Reporform 1-Q of Pacific Gas and Electric Company
the quarter ended March 31, 2004, fairly presentall material respects, the financial conditiom aesults
of operations of Pacific Gas and Electric Comp:

KENT M. HARVEY

KENT M. HARVEY
Senior Vice President, Chief Financial Offi
and Treasure

May 4, 2004






