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ITEM 1. DESCRIPTION OF THE PROPOSED TRANSACTION
A. Introduction and Summary of the Proposed Transaction
1. Introduction.

PG&E Corporation ( Parent ), its subsidiary, Pacific Gas and Electric Company ( Debtor ), a debtor-in-possession, and Debtor s subsidiary,
Newco Energy Corporation ( Newco ) (collectively, the Applicants ), seek approval of the transactions proposed herein pursuant to Section 9(a)(2)
of the Public Utility Holding Company Act of 1935, as amended (the Act ). Parent and Newco propose to acquire, directly or indirectly, more
than 5% of the outstanding voting securities of two new public utility companies in order to effectuate Debtor s plan to emerge from bankruptcy.

As part of a Plan of Reorganization jointly proposed by Parent and Debtor and submitted to the United States Bankruptcy Court for the Northern
District of California ( Bankruptcy Court ) on September 20, 2001 under Chapter 11 of the Bankruptcy Code, (as amended on December 19, 2001
and as it may be further amended from time to time, the Plan ), Parent and Debtor have developed a realignment and regrouping of Debtor s assets
and liabilities which will enable Debtor to emerge from bankruptcy with all valid creditors claims paid in full with interest, with Plan
implementation requiring no increase in retail rates, and with each new and surviving entity being viable and creditworthy, thereby providing
benefits to creditors, energy consumers and investors.

Applicants respectfully request the Securities and Exchange Commission s ( Commission ) expeditious approval of the transaction proposed,
which will be shown herein to meet the standards of Section 9(a)(2) and, by reference, the standards of Section 10:

The Plan will have no anti-competitive effect, representing as it does only a regrouping of assets and businesses under existing
ownership (Section 10(b)(1));

Fees and commissions will be within accepted ranges (Section 10(b)(2));
The resulting entities will be creditworthy, reflecting capital structures supportive of investment grade credit ratings (Section 10(b)(3));

The businesses and assets allocated to discrete entities will be interconnected utility assets in a single region, capable of effective
management and in each case subject to effective regulation (Section 10(c)(1));

The Plan will benefit Debtor and its investors, ratepayers and creditors by (1) permitting its emergence from bankruptcy with payment
of all valid claims and (2) not requiring a retail rate increase (Section 10(c)(2)); and

The Plan will reflect compliance with applicable state law, taking into account federal preemption as determined by the Bankruptcy
Court (Section 10(f)).

2. Restructuring of Debtor.
Under the Plan, Debtor s assets and liabilities will be grouped into four companies, reflecting Debtor s four distinct lines of business: electric
transmission; electric generation; gas transmission; and gas and electric local distribution. The electric transmission, electric generation and gas

transmission businesses will be conducted, respectively, by three newly formed, indirect subsidiaries of Parent: ETrans LLC ( ETrans ), Electric
Generation LLC ( Gen ) and its subsidiaries ( GenSub LLCs ), and GTrans LLC ( GTrans ). The gas and electric local distribution business will
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continue to be conducted by Debtor (referred to herein as Reorganized Debtor for periods after its separation from the other companies).
The following transactions will be implemented to effectuate the Plan:

Debtor will transfer its electric transmission and electric generation utility assets to two new public utility companies, ETrans (electric
transmission) and Gen (and to the GenSub LLCs) (electric generation) and will transfer its natural gas transportation assets to a
non-utility company, GTrans (ETrans, Gen and GTrans are held by Debtor s newly created, wholly owned subsidiary, Newco);

Debtor then will transfer to Parent all the stock in Newco (the Restructuring ); and

Parent will transfer to the shareholders of Parent all of the common stock in Reorganized Debtor, also a public utility company, that it
holds directly (the Spin-Off ). All of these transactions are collectively referred to herein as the Transaction.

In connection with the Transaction, ETrans, Gen and GTrans will issue long-term notes for cash and will transfer to Debtor up to the full
amount of the cash proceeds thereof, which Debtor will use to pay valid claims of its creditors. In addition, ETrans, Gen and GTrans will issue
long-term notes to Debtor which Debtor will also use to pay valid claims of its creditors. Debtor also will issue long-term notes for cash, up to
the full amount of which it will use to pay valid claims of its creditors, and will issue long-term mortgage bonds to replace certain existing
long-term mortgage bonds. To the extent that claims are undetermined when the Plan becomes effective, long-term notes issued to Debtor by
ETrans, Gen and GTrans may be deposited in one or more escrow accounts and then later distributed. Allocations of debts and liabilities among
Debtor, ETrans, Gen and GTrans have been designed to be at levels capable of being serviced by these companies and to justify investment
grade credit ratings.

Debtor will make the asset transfers after the receipt of an order from the Bankruptcy Court confirming the Plan ( Confirmation Order ) and
the receipt of regulatory approvals from the Federal Energy Regulatory Commission ( FERC ), the Nuclear Regulatory Commission ( NRC ), and
this Commission under Section 9(a)(2) of the Act. Upon the asset transfers, ETrans and Gen, which are subsidiaries of Newco and indirect
subsidiaries of Debtor, will become public utility companies. Shortly after the transfers of assets and on the effective date of the Plan (the Plan
Effective Date ), Debtor will pay a dividend of all of the common stock of
Newco to Parent. (1) Debtor will declare and, on the Plan Effective Date, or as soon as is practicable thereafter, pay a stock dividend to Parent so
that the number of issued and outstanding shares of common stock of Debtor owned directly by Parent will be the same as the number of issued
and outstanding shares of common stock of Parent. (2) Then Parent will implement the Spin-Off, on or as soon as practicable after the Plan
Effective Date, by paying a dividend of all the common stock of Debtor owned directly by Parent to the shareholders of Parent. As a result of the
Spin-Off, Reorganized Debtor will no longer be affiliated with ETrans, Gen or GTrans. Parent will continue to own its existing non-utility
businesses through its existing subsidiary, PG&E National Energy Group LLC ( NEG LLC ). The following charts illustrate the corporate
structure of Parent and Debtor (1) before the Transaction, (2) after the formation of Newco and the transfer of utility assets to its subsidiaries, (3)
after the Restructuring but before the Spin-Off and (4) after the Spin-Off, respectively.

#1 Corporate Structure of Pacific Gas and Electric Company
and PG&E Corporation Before the Transaction(3)

€]
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Parent owns directly approximately 94% of Debtor s common stock. The other approximately 6% of Debtor s common stock is held by
PG&E Holdings LLC, a wholly owned subsidiary of Debtor. PG&E Holdings LLC will not participate in this dividend.

(2) PG&E Holdings LLC will not participate in this dividend.

(3) Shows only significant subsidiaries.

#2 Pacific Gas and Electric Company
and PG&E Corporation after the Formation of Newco Energy Corporation,
Electric Generation LLC, ETrans LLC and GTrans LLC and the Asset Transfers(4)
(after confirmation and regulatory approvals
but before Plan Effective Date)

(4) Shows only significant subsidiaries.
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#3 Corporate Structure of Pacific Gas and Electric Company
and PG&E Corporation After the Restructuring but Before the Spin-off(5)
(On or After the Plan Effective Date)

(5) Shows only significant subsidiaries.

#4 Corporate Structure of Pacific Gas and Electric Company
and PG&E Corporation After the Spin-off(6)
(on or after the Plan Effective Date)
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(6) Shows only significant subsidiaries.

3. Purpose and Benefits of the Plan.

Prior to the summer of 2000, Debtor was one of the healthiest electric and gas utilities in the United States, enjoying investment grade
credit ratings and consistently paying dividends to its shareholders. Debtor now finds itself in bankruptcy, due to a number of events outside of
its control or the control of Parent. As part of the implementation of California s restructuring of its electric market beginning in 1998, Debtor
and the other California investor-owned utilities were strongly encouraged by state regulators to divest a large portion of their generation assets.
Debtor subsequently divested all of its generation assets other than the nuclear, hydroelectric and fossil fueled assets that it currently holds, as
discussed herein. Under state law and regulation, retail rates were reduced 10% for residential and small commercial customers and frozen
during a transition period to end not later than March 31, 2002, which was intended to provide an opportunity for the utilities to recover the costs
of their generation assets that were presumed to be uneconomic in a fully competitive market. For the first two years, the wholesale power
market created through the restructuring produced prices that were generally less than the generation costs included in retail rates, even after the
retail rate reduction imposed by state law. However, beginning in June 2000, market prices for wholesale electricity in California began to
escalate.

In the second half of 2000 and in January 2001, Debtor was required at times to procure power at over 30 cents per kilowatt-hour ( kWh ),
yet was required to sell that power at 5.4 cents to 6.4 cents per kWh. The unprecedented and extraordinary revenue shortfall, the result of the
price differential between what Debtor was paying for power and the price at which it was allowed to sell power, reached over $1.3 billion in the
month of December 2000 alone. Debtor made formal requests to the California Public Utilities Commission ( CPUC ) to allow Debtor to recover
in its retail rates the costs Debtor was incurring to purchase power in the wholesale market, but the CPUC did not grant the requested relief. To
halt the deterioration of its financial position and restore the company to financial health, Debtor filed a Chapter 11 petition on April 6, 2001 (the

Petition Date ). By the Petition Date, Debtor had incurred approximately $8.9 billion(7) in procurement costs that it was unable to collect from its

customers.
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In order to emerge from bankruptcy, satisfy its creditors and meet capital requirements associated with serving its customers, it is
imperative that Debtor reestablish its creditworthiness and access to capital markets. The purpose of the Plan is to realize the inherent value of
Debtor s assets, pay the valid claims of Debtor s creditors in full and enable Debtor to emerge from its bankruptcy. The Plan also avoids the loss
of value to taxes that would result from sales of Debtor s assets.

(7) The $8.9 billion represents the amount purchased by Debtor from the Power Exchange pursuant to FERC tariffs and includes $6.6 billion
for energy and ancillary services provided by third parties and $2.3 billion for energy and ancillary services supplied by Debtor s own
generation assets. (See Exhibit D-1.2 at 2-3, Testimony of Kent M. Harvey, Senior Vice President Chief Financial Officer and Treasurer of
Debtor, attached hereto).

Under the Plan more than $9 billion of investment grade debt will need to be issued. The Plan was structured with the advice and assistance
of Lehman Brothers ( Lehman ) to meet the rating agencies requirements for investment grade credit ratings. Meeting these requirements is
necessary for access to investment grade capital markets. (See Exhibit D-1.6, Testimony of Joseph Sauvage, attached hereto). As discussed in
the opinion of Lehman, attached hereto as Exhibit G-1, only the investment grade capital markets (and not the high yield markets) have the
depth of demand capable of meeting the $9 billion financing requirement. To meet the requirements for investment grade credit ratings, the Plan
includes, among other key elements, the realignment of the regulation of Debtor s businesses between state and federal regulators, the execution
of a long-term power purchase agreement between Reorganized Debtor and Gen, the allocation of assets based upon a cash flow analysis of the
ability of these assets to service allocated liabilities and the ongoing jurisdiction of the Bankruptcy Court to enforce certain of the Plan s terms.

FERC rate jurisdiction over many of the transactions between ETrans, Gen, GTrans and Reorganized Debtor which results from the
implementation of the Plan is essential in enabling the companies to achieve investment grade ratings and raise the amount of debt necessary to
emerge from bankruptcy. Exhibits D-1.6, Testimony of Joseph Sauvage; D-1.7, Testimony of James Asselstine; and G-1, Opinion Letter of
Lehman Brothers, contain evidence of Lehman s views to this effect.

As a result of implementation of the Plan, each of ETrans, Gen, GTrans and Reorganized Debtor is expected to receive investment grade
credit ratings for its long-term debt instruments. (See Section D-2 below). The Plan satisfies multiple financial objectives: (1) the Plan will
create businesses that will be financially viable with investment grade credit ratings; (2) the Plan will provide for Reorganized Debtor, ETrans,
Gen and GTrans to issue the notes needed to finance, together with the cash on hand, the payment of the valid claims of Debtor s creditors in full;
(3) the Plan will permit ongoing access to the capital markets enabling the entities to make investments in needed gas and electric facilities in
California; and (4) subject to appropriate assurances of cost recovery as set forth under the Plan, Reorganized Debtor also will be in a position in
the future to resume purchases of power to fulfill its net open position, (8) which is currently met by the State of California s Department of Water
Resources ( DWR ).

The Plan also provides for the continued ownership of Debtor s assets by California companies that will continue to operate the assets
consistent with sound business and environmental policies. The Plan enables Reorganized Debtor and the new public utility subsidiaries of
Parent to maintain a qualified workforce, and it keeps Debtor s utility assets intact and integrated, rather than selling them piecemeal to satisfy
Debtor s debts. It avoids the diversion of assets to tax payments that would result if the assets were sold to third parties.

(8) The net open position is the amount of power not provided from (1) Debtor s own generation assets and long-term power contracts or (2)
contracts entered into by DWR to serve Debtor s retail load.

The restructured electric transmission, electric generation, gas transmission and electric and gas local distribution businesses will all
continue to be regulated to protect the public interest. FERC will continue to have exclusive jurisdiction over rates and terms of service for the
electric transmission business since it involves transmission of electric energy in interstate commerce. The gas transmission business and electric
generation business each also will be subject to regulation by FERC of their facilities, rates and terms of service.(9)

The CPUC will continue to have jurisdiction over Debtor s local electric and gas distribution assets, rates and services, including the manner
in which Reorganized Debtor s retail costs are allocated among various classes of the state s energy customers.

Debtor s assets will continue to be subject to public health and safety regulation by numerous other state, local, and federal agencies. Each
of ETrans, GTrans and Gen will in effect step into the shoes of Debtor with respect to all existing permits and licenses applicable to their
respective businesses and operate under their existing terms and conditions without change. Pursuant to the permits, licenses and franchises,
Debtor has rights to occupy and/or use public property and to conduct certain operations. ETrans and GTrans will enter into new franchise
agreements where necessary and appropriate. The continuous non-CPUC regulation includes such matters as nuclear safety, regulated by the
NRC; workplace safety, overseen by both the California Department of Industrial Relations, Division of Occupational Safety and Health, and the
United States Occupational Safety and Health Administration; hydroelectric operations, regulated by FERC; air emissions, regulated by the
California Air Resources Board and local air quality management districts; water quality, overseen by the U.S. Environmental Protection
Agency and the California water quality control boards; and timber harvesting, under the oversight of the California Department of Forestry and

8
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Fire Protection.
4. Need for Expeditious Approval of the Transaction.

As explained in detail below, Applicants believe that the Plan meets the statutory requirements of Section 9(a)(2) and, by reference therein,
Section 10 of the Act and serves the public interest, including the interests of investors and consumers. Accordingly, Applicants

(9) FERC will regulate GTrans and Gen because their activities after the Plan Effective Date will be interstate rather than intrastate. Gen will
be engaged solely in making sales for resale; such wholesale sales are, by definition, in interstate commerce. See Federal Power Act ( FPA )
§201. Under the Plan, GTrans will acquire certain pipeline assets in Oregon and thereafter conduct business as an interstate pipeline under
the Natural Gas Act of 1938, as amended (the NGA ). FERC has exclusive jurisdiction over such interstate transactions and facilities. FPA
§201(b) (the FPA shall apply to the transmission of electric energy in interstate commerce and to the sale of electric energy at wholesale in
interstate commerce and [tJhe Commission [now the FERC] shall have jurisdiction over all facilities for such transmission or sale of
electric energy. ); Federal Power Commission v. Southern Cal. Edison Co., 376 U.S. 205, 215-16 (1964) ( Section 201(b) embodies a clear
grant of power. . . . Congress meant to draw a bright line easily ascertained, between state and federal jurisdiction. . . . This was done in the
[Federal] Power Act by making FPC [now FERC] jurisdiction plenary and extending it to all wholesale sales in interstate commerce,
except those which Congress has made explicitly subject to regulation by the states. ); NGA §717a ( the business of transporting and selling
natural gas for ultimate distribution to the public is affected with a public interest, and that Federal regulation in matters relating to the
transportation of natural gas and the sale thereof in interstate and foreign commerce is necessary in the public interest. ); Schneidewind v.
ANR Pipeline and ANR Storage Co., 485 U.S. 293, 300 (1988) ( The NGA long has been recognized as a comprehensive scheme of federal
regulation of all wholesales of natural gas in interstate commerce. ).

request that the Commission promptly approve this Application so that the Plan can be implemented as soon as possible. Applicants are seeking

regulatory and bankruptcy approvals during the spring and summer of 2002, so that the Plan Effective Date will be achieved not later than

December 31, 2002. Applicants therefore request that the Commission approve this application by August 30, 2002, so that the Transaction can

be completed within the time frame proposed to the Bankruptcy Court. Debtor s pre-petition creditors will not be paid and the benefits of

restoring the financial health of Debtor s businesses will not be realized until the Plan is implemented. (See Exhibit D-1.2, Testimony of Kent

Harvey, attached hereto). While Chapter 11 has provided badly needed stability to Debtor s financial situation, it is only an interim step to allow

reorganization on a basis that is sustainable over the long term. Since filing its Chapter 11 petition, Debtor has been able to maintain reliable

service and to continue infrastructure development because it has suspended payments to creditors for pre-April 6, 2001 obligations,(10) is

paying less than half the annual $540 million in interest due on its currently outstanding long-and short-term debt, and has paid no dividends to

its shareholders since the dividend for the third quarter of 2000.

It is in the public interest for Debtor to emerge from bankruptcy quickly for a number of reasons. First, a protracted bankruptcy will delay
resolution of the claims of thousands of Debtor s creditors, who will not receive payment until the Plan becomes effective. For Debtor s unsecured
creditors, a lengthy bankruptcy or regulatory process, and resultant delays in payment, could impact their ability to continue normal business
operations, or to survive additional economic shocks. A lengthy delay in payment to these creditors will compound the deleterious effects on
them of unpaid debts. Debtor s timely emergence from bankruptcy will provide certainty and operating funds to thousands of other entities,
stemming a potentially devastating and continuing ripple effect from Debtor s own economic distress.

Second, the uncertainty engendered by a prolonged stay in bankruptcy could lead already shaken creditors to resort to drastic measures to
obtain payment of their debts. Creditors could petition the Bankruptcy Court for another method of debt repayment, including sales of assets,
which, if granted, could prove detrimental to the interests of Debtor and its customers.

Third, prolonging Debtor s emergence from bankruptcy threatens to perpetuate (and worsen) the current uncertainty in the energy
marketplace. As a function of the deterioration in its credit rating in January 2001, Debtor has not been (and is not presently) deemed a
creditworthy entity for purposes of making certain types of purchases in the energy market. Debtor will not be creditworthy again until it
emerges from Chapter 11 under the provisions of its Plan.

Finally, while Debtor s internally generated cash flow is currently sufficient to fund its planned investments in infrastructure, there is no
assurance that sufficient cash flow will continue if the bankruptcy proceedings drag on. Debtor s prompt emergence from bankruptcy will protect
Debtor s customers from the decline in service and reliability that would inevitably follow an impairment of Debtor s ability to continue to make
capital investments.

(10) Debtor has received Bankruptcy Court approval to pay $327 million owed to qualifying facilities ( QFs ) plus interest over the next 12
months. In addition, Debtor may file for Bankruptcy Court approval regarding other QFs accepting the same form of agreement.

5. Exemption from Registration.
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All of Parent s and its public utility subsidiaries activities, as defined under the Act, and Reorganized Debtor s activities, will be conducted in
California, in which each of such entities is organized. Consequently, Parent notes that it will continue to qualify for its exemption under Section
3(a)(1) of the Act by virtue of Rule 2 of the Commission s regulations, 17 C.F.R. § 250.2, after consummation of the Transaction discussed
herein. Furthermore, upon the filing of a Form U-3A-2, Newco will qualify for exemption under Section 3(a)(1) by virtue of Rule 2 because all
activities of Newco and its public utility subsidiaries will be conducted in California, in which Newco and each of its public utility subsidiaries
are organized.(11) Applicants request that the Commission concur with their view that the GenSub LLCs will not be public utility companies as
described below, even though they will hold legal title to electric generation assets, because the GenSub LLCs will be passive owners that will
hold only very limited rights and responsibilities associated with the assets under the agreements pursuant to which they will lease the assets to
Gen. (In the alternative, if the Commission finds that the GenSub LLCs are public utility companies, Applicants request Commission approval
of the acquisition of the GenSub LLCs by Gen, Newco and Parent, and Applicants commit that Gen will promptly file under Rule 2 for an
exemption from registration pursuant to Section 3(a)(1) of the Act.)

Debtor will temporarily hold two public utility companies, ETrans and Gen, through its wholly owned subsidiary, Newco. Newco, and
indirectly ETrans and Gen, will be transferred to Parent within thirty days after ETrans and Gen acquire utility assets and thus become public
utility companies. Under the simultaneous merger doctrine(12) Debtor should not require Commission approval under Section 9(a)(2) of the Act
for its transitory acquisition of ETrans and Gen and should not be considered a holding company under Section 2(a)(7) of the Act. Nevertheless,
out of an abundance of caution Applicants commit that, if the Commission determines that the simultaneous merger doctrine does not apply and
that Debtor temporarily will be a holding company under the Act, Debtor will file under Rule 2 for an exemption from registration pursuant to
Section 3(a)(1) of the Act. Should the Commission determine that its approval is required for Debtor to temporarily and briefly acquire and hold
ETrans and Gen while under an obligation to transfer ownership of ETrans and Gen (through transfer of Newco) to Parent, such approval is
hereby requested.

(11) The only public-utility company activity or investment of Parent today is Debtor, which conducts all of its public utility activities in
California. The activities of Parent s subsidiaries outside of California fall into two categories, neither of which is a utility activity
considered for purposes of determining whether a holding company derives a material portion of its income from public-utility companies
under Section 3(a)(1): activities that, while falling within the definition of public-utility company under Section 2(a)(5) of the Act, 15
U.S.C. § 79b(a)(5), have been defined as not being public-utility company activities by legislative fiat (exempt wholesale generators and
qualifying facilities) and activities that do not fall within the definition of public-utility company under the Act at all (such as interstate gas
transmission). As a result of the Transaction, Parent and its subsidiaries will engage in no additional activities beyond those they conduct
today, and therefore Parent will continue to qualify for an exemption under Section 3(a)(1). Similarly, Newco will engage in no additional
activities beyond those conducted today by Parent and its subsidiaries, and therefore Newco will qualify for an exemption under Section
3(a)(1).

(12) Ass n of Mass. Consumers, Inc. v. SEC, 516 F.2d 711, 717 (D.C. Cir. 1975); see also Nat [ Propane Corp., HCAR No. 20684, 1978 SEC
LEXIS 859, **14-15 (Aug. 24, 1978); Wisc. Energy Corp., 1993 SEC No-Act. LEXIS 1237 (Dec. 17, 1993); SCANA Corp., 1990 SEC
No-Act. LEXIS 1038 (Jun. 14, 1990).

B. Background

1. Description of the Parties.
a) PG&E Corporation:

Parent was incorporated under the laws of the State of California in 1995 and became the holding company of Debtor on January 1, 1997.
In addition to its utility subsidiary, Debtor, Parent owns a number of non-utility businesses under its non-utility subsidiary holding company,
NEG LLC. Parent s common stock and related preferred stock purchase rights are publicly traded on the New York Stock Exchange. The
principal executive offices of Parent are located at One Market, Spear Tower, Suite 2400, San Francisco, California 94105. Parent is a public
utility holding company exempt from the provisions of the Act, except Section 9(a)(2), by reason of its filing of annual exemption statements on
Form U-3A-2 pursuant to Rule 2 of the Commission s regulations.

b) Newco Energy Corporation:

Newco was incorporated under the laws of the State of California on October 19, 2001. Newco is a wholly owned, direct subsidiary of
Debtor and after the Restructuring will be a wholly owned, direct subsidiary of Parent. Newco is the sole member of three limited liability
companies: ETrans, Gen and GTrans. The principal executive offices of Newco are located at 77 Beale Street, San Francisco, California 94177.
Currently, Newco holds no public utility assets. However, upon the transfer of public utility assets from Debtor to Newco s subsidiaries, ETrans
and Gen, Newco will be a public utility holding company. Newco intends to file a Form U-3A-2 pursuant to Rule 2 of the Commission s
regulations to obtain an exemption from the provisions of the Act, except Section 9(a)(2).

10
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Newco will be transferred to Parent in the Restructuring. The existence of Newco as an intermediate holding company between Parent and
its new subsidiaries described above is necessary to effectuate the Restructuring in a manner designed to achieve the intended tax-free treatment
from a federal income tax perspective.

¢) Pacific Gas and Electric Company:

Debtor is a California corporation incorporated in 1905. Effective January 1, 1997, Debtor became a direct, wholly owned subsidiary of
Parent in a holding company reorganization in which the outstanding common stock of Debtor was converted on a share-for-share basis into
common stock of the Parent. Debtor s outstanding debt securities and preferred stock were unaffected by the holding company reorganization.
The principal executive offices of Debtor are located at 77 Beale Street, San Francisco, California, 94177.

Debtor is an operating public utility engaged principally in the business of providing regulated electricity and natural gas distribution and
transmission services throughout most of northern and central California. Debtor s service territory covers approximately 70,000 square miles
with an estimated population of approximately 13 million and includes all or a portion of
48 of California s 58 counties. Debtor had approximately 19,000 employees as of December 1, 2001.

Debtor s generation facilities, consisting primarily of hydroelectric and nuclear generating plants, have an aggregate net operating capacity
of approximately 6,649 megawatts ( MW ). To transport electricity to load centers, as of December 31, 2000, Debtor owned approximately
18,376 miles of interconnected transmission lines of 60 kilovolts ( kV ) to 500 kV and transmission substations having a capacity of
approximately 39,859,000 kilovolt-amperes ( kVa ). Debtor distributes electricity to its customers through approximately 115,131 circuit miles of
distribution system and distribution substations having a capacity of approximately 23,524,000 kVa. In connection with the California electric
industry restructuring, Debtor relinquished operational control, but not ownership, of its electric transmission facilities to the California
Independent System Operator ( CAISO ). The CAISO controls the operation of the transmission system, is responsible for assuring the reliability
of the electric system, provides open access transmission service on a nondiscriminatory basis, has responsibility for meeting applicable
reliability criteria, planning transmission additions and assuring the maintenance of adequate reserves and is subject to tariffs filed with FERC.

Debtor owns and operates a gas transmission, storage and distribution system in California and offers gas transmission, storage and
distribution services as separate and distinct services to its customers. Debtor served approximately 3.8 million gas customers as of December
31, 2000. As of that date, Debtor s gas system consisted of approximately 6,261 miles of transmission pipelines, three gas storage facilities and
37,958 miles of gas distribution lines. Debtor s peak send-out of gas on its integrated system in California during the year ended December 31,
2000, was 3,795 million cubic feet ( MMcf ). The total volume of gas throughput during 2000 was approximately 937,000 MMcf of which
281,000 MMcf was sold to direct end-use or resale customers, 49,000 MMcf was used by Debtor primarily for its fossil-fueled electric
generating plants, and 606,000 MMcf was transported as customer-owned gas.

Debtor is currently subject to both federal and state regulation. At the federal level, FERC regulates, among other things, electric
transmission rates and access, interconnections, operation of the CAISO and terms and rates of wholesale electric power sales. In addition, most
of Debtor s hydroelectric facilities operate pursuant to licenses issued by FERC.

The NRC oversees the licensing, construction, operation and decommissioning of nuclear facilities, including Debtor s Diablo Canyon
Power Plant ( DCPP ) and the retired Humboldt Bay Power Plant Unit 3. NRC regulations require extensive monitoring and review of the safety,
radiological and certain environmental aspects of Debtor s nuclear facilities.

Except as preempted by the Bankruptcy Court with respect to actions taken under the Plan, at the state level, the CPUC currently has
jurisdiction to set retail rates and conditions of service for Debtor s electric distribution, gas distribution and gas transmission services in
California. In addition, except as preempted by the Bankruptcy Court with respect to actions taken under the Plan, the CPUC also currently has
jurisdiction over Debtor s sales of securities, dispositions of utility property, energy procurement on behalf of its electric and gas retail customers,
and certain aspects of Debtor s siting and operation of its electric and gas
transmission and distribution systems. To the extent electric power is sold for resale into wholesale markets, such sales are under the ratemaking
jurisdiction of FERC.

The California Energy Commission ( CEC ) has jurisdiction over the siting and construction of new thermal electric generating facilities 50
MW and greater in size. The CEC also sponsors alternative energy research and development projects, promotes energy conservation programs
and maintains a statewide plan of action in case of energy shortages. In addition, the CEC administers funding for public purpose research and
development and renewable technologies programs. Debtor s operations and assets also are regulated by a variety of other federal, state and local
agencies.

d) Reorganized Pacific Gas and Electric Company:
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Upon completion of the Transaction, Reorganized Debtor will be an electric and gas local distribution company serving customers in
northern and central California. In general, Reorganized Debtor will retain substantially all of Debtor s electric and gas distribution assets (which
account for a majority of Debtor s existing assets). Debtor also will retain the Hunters Point fossil power plant and Humboldt Bay fossil and
nuclear power plant assets.(13) Pursuant to Section 365 of the Bankruptcy Code, Reorganized Debtor will assume the bilateral energy purchase
agreements entered into between Debtor and (1) third party gas suppliers and (2) QFs and other third party power suppliers (other than Debtor s
contracts to purchase power from irrigation districts and water agencies ( Irrigation District Contracts ) and the sales obligations under one
wholesale contract (the Grizzly Contract )).(14) Reorganized Debtor will retain the obligation to procure gas on behalf of its local gas customers
and has identified conditions upon which it will reassume the obligation to procure power on behalf of its retail electric customers, as described
below. Reorganized Debtor also will assume wholesale power sales agreements with two of Debtor s wholesale customers, the Western Area
Power Authority ( WAPA ) and the City and County of San Francisco ( CCSF ).

Currently, all of the outstanding shares of common stock of Debtor are held directly or indirectly by Parent (Parent holds approximately
94% of Debtor s common stock directly and approximately 6% indirectly through PG&E Holdings LLC, a wholly owned subsidiary of Debtor).
At the conclusion of the Transaction, as described in more detail below, the shareholders of Parent will own directly all of the outstanding shares
of common stock of Debtor (except for the approximately 6% of Debtor s shares held by PG&E Holdings LL.C). In addition, a number of series
of preferred stock of Debtor are issued and outstanding, all of which are held by public shareholders. The preferred stock of Debtor will remain
in place as preferred stock of Reorganized Debtor.

(13) The Hunters Point power plant will be shut down and dismantled pursuant to a settlement agreement while the Humboldt Bay power plant
includes a small non-operating nuclear power facility that is now in the early stages of decommissioning. Reorganized Debtor will
complete the decommissioning activities for these facilities subject to existing CPUC oversight and ratemaking and, in the case of
Humboldt Bay, Unit 3, subject to the oversight of the NRC.

(14) The Grizzly Contract provides, among other things, for certain power sales to Silicon Valley Power ( SVP ).

Substantially all of the current employees of Debtor who are not transferred to or offered employment with ETrans, GTrans or Gen will
remain as employees of Reorganized Debtor as of the Plan Effective Date.

Upon consummation of the Plan, the CPUC will continue to have jurisdiction over Reorganized Debtor s retail electric and gas distribution
assets, rates and services, including the manner in which Reorganized Debtor s retail costs are allocated among various classes of the State s
energy customers.

e) ETrans LLC:

ETrans is a California limited liability company formed under California law on October 29, 2001 with Newco as its sole member. As
described more fully in Section C.1 below, on or before the Plan Effective Date, Debtor will transfer to ETrans the majority of its electric
transmission assets, including all of Debtor s transmission assets that are currently under CAISO control. Debtor is also requesting FERC
authorization to transfer to ETrans ownership of certain minor assets currently recovered in CPUC-jurisdictional retail rates but necessary to
CAISO operations. Effective on the Plan Effective Date, ETrans will transfer to Debtor approximately $200 million in cash resulting from
issuance of long-term notes in the capital markets and approximately $850 million in other long-term notes(15) and will assume certain of
Debtor s other contractual and contingent liabilities. After the transfers of assets and on the Plan Effective Date but before the Spin-Off, Debtor
will pay a dividend of all of the outstanding common stock of Newco to Parent, and ETrans will continue as an indirect wholly owned subsidiary
of Parent.

ETrans also will be assigned certain of Debtor s contractual obligations, including those related to service over the Pacific Intertie, including
certain Extra High Voltage ( EHV ) transmission agreements and contracts for the ownership, use and coordinated operation of the
California-Oregon Transmission Project, several interconnection agreements with utilities and agencies in Debtor s service area and certain other
entities, and agreements associated with participation as a transmission owner in the CAISO.

In addition, ETrans will enter into interconnection agreements with Reorganized Debtor and with Gen to allow them access to
CAISO-provided transmission services. As part of the restructuring of the California electric market Debtor filed with FERC, and FERC
accepted, a Transmission Owner Tariff ( TO Tariff ) with respect to its transmission facilities that are part of the CAISO-controlled grid. In 1998
Debtor and other investor-owned utilities in California relinquished control, but not ownership, of their transmission facilities to the CAISO.
Under the terms of the TO Tariff, Debtor provides wholesale transmission service to customers in northern and central California that schedule
transmission service through the CAISO. It serves a number of customers under transmission contracts that have certain grandfathered rights.

The transmission facilities owned by ETrans will be under the operational control of an independent
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(15) The allocation between cash and notes is likely to change based on market conditions and other factors; such changes will be reported by
amendment.

FERC-regulated system operator (initially, the CAISO until one or more regional transmission organizations ( RTO ) are established for the

Western Interconnection).(16)

Section C.1. below Description of Assets, Electric Transmission Business contains a more detailed description of Debtor s electric
transmission businesses and assets that will be transferred to ETrans.

Most of Debtor s current employees who provide services primarily for the electric transmission business will be transferred to or offered
comparable positions with ETrans or its subsidiaries on or before the Plan Effective Date. Applicants anticipate that a total of 1,100 to 1,300
managerial, professional, administrative and union employees will be employed by ETrans and its subsidiaries. Certain employees of Debtor
currently provide engineering, maintenance, construction and other services that relate to both the distribution and electric transmission
businesses of Debtor. After the Plan Effective Date, such employees may be employees of ETrans or Reorganized Debtor and provide services
between Reorganized Debtor and ETrans pursuant to several agreements to be entered into between ETrans and Reorganized Debtor to allow for
a transition to independent operations, as discussed in Section E below.

The FERC will continue to have jurisdiction over the rates, terms and conditions for all transmission and transmission-related services
associated with ETrans assets, including, but not limited to, conditions of transmission access and interconnection (see Exhibit D-3 for ETrans
filings with FERC of several such service agreements; FERC s orders in response to these filings will be provided by amendment). In addition,
FERC will have jurisdiction over ETrans participation in the CAISO or any future FERC-approved Western RTO which will have operating
control over ETrans transmission assets pursuant to FERC tariffs.

f) Electric Generation:

Gen is a California limited liability company formed under California law on October 29, 2001 with Newco as its sole member. As
described more fully in Section C.2 below, on or before the Plan Effective Date, Debtor will transfer to Gen and the GenSub LLCs the majority
of Debtor s electric generation assets. The assets to be transferred to Gen and its subsidiaries consist, in principal parts, of the approximately
2,174 MW DCPP and a number of hydroelectric

(16) In December 1999, FERC issued its final rule on RTOs and encouraged utilities that own transmission systems to form RTOs on a
voluntary basis. Regional Transmission Organizations, Order No. 2000, 65 Fed. Reg. 809 (Jan. 6, 2000), FERC Stats. & Regs. [Regs.
Preambles 1996-2000] 31,089 (2000), order on reh g, Order No. 2000-A, 65 Fed. Reg. 12,088 (Mar. 8, 2000), 90 FERC | 61,201
(2000), appeals docketed sub. nom. Pub. Util. Dist. No. 1 of Snohomish County, Washington v. FERC, Nos. 00-1174, et al. (D.C. Cir. Apr.
24, 2000) ( Order No. 2000 ). In several orders issued on July 12, 2001, FERC indicated its strong preference for a single RTO that
encompasses most of the Western United States, including California, and potentially Canadian provinces as well, that are interconnected
in the region encompassed by the Western Systems Coordinating Council. On November 7, 2001, FERC issued an order stating that it will
resolve the issues related to geographic scope of RTOs in pending RTO dockets following consultations with state commissions and that

the presence of three sub-regional organizations [in the West] (bound by a workable seams agreement) under a larger umbrella
organization has the potential to succeed. Order Providing Guidance on Continued Processing of RTO Filings, 97 FERC | 61,146 at
61,633 (2001). No RTO is operational in the Western United States at this time. ETrans commits to joining a Western RTO approved by
FERC. Until ETrans joins an RTO, ETrans will continue to participate in the CAISO.

generating stations (with a total capability of approximately 3,896 MW) plus the Irrigation District Contracts (with a total capability of

approximately 1,048 MW) under which Gen will receive power. Gen wholly owns the GenSub LLCs, which are California limited liability

companies formed on October 30, 2001. Effective on the Plan Effective Date, Gen will transfer to Debtor approximately $1.25 billion in cash
resulting from issuance of long-term notes in the capital markets and approximately $1.15 billion in other long-term notes (17) and will assume
certain of Debtor s contractual and contingent liabilities. After the transfers of assets and on the Plan Effective Date but before the Spin-Off,

Debtor will pay a dividend of all of the outstanding common stock of Newco to Parent, and Gen will continue as an indirect wholly owned

subsidiary of Parent.

To facilitate possible asset-based financings, Applicants determined that it would be beneficial to have discrete limited liability companies
own the legal title to the generating assets and the related permits rather than to have Gen own all of the assets directly. Although nominal title
and all related licenses and permits will be held by the individual 29 GenSub LLCs that will own individual generating stations and related
property, the assets will be leased to Gen under the terms of leases that will effectively transfer the rights and benefits of ownership to Gen.
Attached as Exhibits B-6.1 and B-6.2 are copies of two forms of lease between Gen and the GenSub LLCs, one form for the DCPP facility and
one form for the hydro facilities. Each GenSub LLC currently has no assets other than a nominal amount of cash. Each GenSub LLC will receive
from Debtor certain generating assets, land, (18) switchyards, step up transformers, primary lines, high voltage interconnection equipment and
other associated equipment, entitlements, rights of way, access rights, and intellectual property and the business records necessary to operate and
maintain the assets transferred from Debtor s current generation business. Applicants expect that the GenSub LLCs will have no employees; they
will either (1) have officers who are also officers of Gen or (2) will have no officers and will be managed by the officers of their sole member,
Gen. The GenSub LLC assets will be leased to Gen under capital leases with the assets shown on the accounting books of Gen as Gen s assets.
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The GenSub LLCs will conduct no business activities other than owning and leasing to Gen the generation assets transferred to them. The term
of each lease is for as long as the applicable GenSub LLC holds a license issued by FERC to operate or the NRC to possess, use or operate the
applicable facility. The rent for each lease is $1 per year.

Under each lease, Gen, as lessee, has full rights to quiet enjoyment of the leased property, has all authority and responsibility to possess, use
and operate the leased property and has full responsibility for operation, maintenance, management and administration of the leased property,
including responsibility for regulatory compliance and for maintaining the licenses. Under the leases, Gen will pay all taxes (e.g., property taxes)
and other costs associated with each facility. Gen will have full rights to, and will make sales of (except for its own use), all of the electric
energy, ancillary services and related products and services generated by the leased facilities.

(17) The allocation between cash and notes is likely to change based on market conditions and other factors; such changes will be reported by
amendment.

(18) The land at DCPP will be held by Land Holdings LLC, a wholly owned subsidiary of Newco, or by a subsidiary of Land Holdings LLC.
Land Holdings LLC will lease the land to Gen or a subsidiary of Gen (the GenSub LLC that will hold title to DCPP).

Each GenSub LLC will be a passive owner with no rights or responsibilities with respect to the management and operation over the generation

assets (except that each GenSub LLC that owns a FERC-licensed project will retain the rights to enter the premises and to ensure compliance

with the FERC license and to perform any and all acts required by any order of FERC related to the facility or premises) for the term of the

lease. The GenSub LLCs will not take title to any of the output of the facilities. Applicants request that the Commission find that the GenSub

LLCs are not public utility companies for purposes of the Act because the GenSub LLCs will neither own nor operate facilities used for the

generation, transmission or distribution of electric energy for sale.(19)

After the Plan Effective Date, ownership of each of Debtor s conventional hydroelectric generation facilities, the Helms Pumped Storage
Facility ( Helms ) and DCPP would be held by the GenSub LLCs. The conventional hydroelectric facilities currently planned to be transferred
consist of 26 FERC-licensed projects (on one of which Debtor is a co-licensee) and three projects that are not required to be licensed by FERC.
Debtor s Irrigation District Contracts will be transferred to Gen under the Plan. Debtor plans to transfer to Bucks Creek LLC ( Bucks Creek ), one
of the GenSub LLCs, its Grizzly Contract. Gen will perform the power sales obligations under the Grizzly Contract on behalf of Bucks Creek. In
addition, Debtor will assign to Diablo Canyon LLC, another GenSub LLC, the beneficial interests of Debtor s Nuclear Decommissioning Trusts
that are associated with DCPP. Debtor also will assign to Gen or the GenSub LLCs certain of Debtor s continuing contractual obligations that are
associated with the operation of the transferred generation business.

The GenSub LLCs and the projects they would own are as follows:

(19) See Tucson Elec. Power Co., 1995 SEC No-Act LEXIS 890 (Sep. 26, 1995) (in which the Commission Staff concurred with the
interpretation that a holder of title to electric generation assets was not a public utility company where such holder had no assets other than
$1,000, the electric generation facilities, rights under various easements related to the property on which the facilities were located,
interests in certain leases of common facilities associated with the generation facilities, and other nominal rights associated with
development of the generation facilities; had no employees other than a nominal number of officers, which were officers and directors of
its owner (the public utility company which operated the facilities); consolidated its assets and liabilities with those of its owner for
financial reporting and ratemaking purposes; engaged in no other business than the holding of title to the generation facilities; had no right
to take any action which could affect the ownership of the generation facilities without consent of its owner; relied upon its owner for
development, operation, maintenance and repair of the generation facilities and the payment therefor; received all fuel and payment
therefor from its owner; relied upon its owner for service of all debt associated with the generating facilities; relied on its owner for all
taxes associated with operation of the facilities or the earnings therefrom; and was subject to the exclusive rights of its owner to have
control over the generating facilities and to receive or dispose of all capacity and energy from the generation facilities and to benefit from
all revenues and profits from the sale of such capacity and energy). See also Oglethorpe Power Corp., 1996 SEC No-Act. LEXIS 958
(Dec. 9, 1996) (in which the SEC Staff concurred with the interpretation under Section 2(a)(3) of the Act thata special purpose corporation
was not an electric utility company where it held no legal title in electric generating facilities that it subleased from a trust (that in turn
leased the facilities from a public utility company) and then sub-subleased the facilities back to the public utility company under a 30-year
lease in which the rent was equivalent to the amount the special purpose corporation required to service the principal and interest on its
debt and provide a return on equity to investors in the lessor trust; the special purpose corporation did not have any responsibility for
operation or management of the facilities and conducted no business other than its interest in the facilities).

Diablo Canyon LLC: an approximately 2,174-MW nuclear generating facility in San Luis Obispo County, California.
Mokelumne River Project LLC: an approximately 214.5-MW hydroelectric generating facility in Amador County, California.
Rock Creek-Cresta Project LLC: an approximately 182-MW hydroelectric generating facility in Plumas County, California.
Haas-Kings River Project LLC: an approximately 196-MW hydroelectric generating facility in Fresno County, California.
Crane Valley Project LLC: an approximately 28.7-MW hydroelectric generating facility in Madera County, California.

Nk LN
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6.  Pit 1 Project LLC: an approximately 61-MW hydroelectric generating facility in Shasta County, California.

7.  Hat Creek 1 and 2 Project LLC: an approximately 17-MW hydroelectric generating facility in Shasta County, California.
8. Poe Project LLC: an approximately 120-MW hydroelectric generating facility in Butte County, California.

9. Pit3, 4 and 5 Project LLC: an approximately 325-MW hydroelectric generating facility in Shasta County, California.

10. Upper NF Feather River Project LLC: an approximately 362.3-MW hydroelectric generating facility in Plumas County, California.
11.  Spring Gap-Stanislaus Project LLC: an approximately 98-MW hydroelectric generating facility in Tuolumne County, California.
12.  Kern Canyon Project LLC: an approximately 11.5-MW hydroelectric generating facility in Kern County, California.

13. Kilarc-Cow Creek Project LLC: an approximately 5-MW hydroelectric generating facility in Shasta County, California.

14.  Chili Bar Project LLC: an approximately 7-MW hydroelectric generating facility in El Dorado County, California.

15. Desabla-Centerville Project LLC: an approximately 26.4-MW hydroelectric generating facility in Butte County, California.

16.  McCloud-Pit Project LLC: an approximately 364-MW hydroelectric generating facility in Shasta County, California.

17. Drum-Spaulding Project LLC: an approximately 190.1-MW hydroelectric generating facility in Placer County, California.

18. Merced Falls Project LLC: an approximately 3.5-MW hydroelectric generating facility in Merced County, California.

19.  Bucks Creek Project LLC: an approximately 65-MW hydroelectric generating facility in Plumas County, California.(20)

20. Potter Valley Project LLC: an approximately 9.2-MW hydroelectric generating facility in Lake County, California.

21. Phoenix Project LLC: an approximately 2-MW hydroelectric generating facility in Tuolumne County, California.

(20) Debtor is seeking consent of its co-licensee for transfer of this facility. If such consent is not obtained, ownership of this facility may
remain with Reorganized Debtor.

22.  Kerckhoff 1 and 2 Project LLC: an approximately 193-MW hydroelectric generating facility in Madera County, California.

23. Narrows Project LLC: an approximately 12-MW hydroelectric generating facility in Nevada County, California.

24. Balch 1 and 2 Project LLC: an approximately 139-MW hydroelectric generating facility in Fresno County, California.

25. Helms Project LLC: an approximately 1,212-MW pumped storage facility in Fresno County, California.

26. Battle Creek Project LLC: an approximately 37.9-MW hydroelectric generating facility in Shasta County, California.

27. Tule River Project LLC: an approximately 6.4-MW hydroelectric generating facility in Tulare County, California.

28. Miocene Project LLC: an approximately 2.9-MW hydroelectric generating facility in Butte County, California.

29. Hamilton Branch Project LLC: an approximately 4.8-MW hydroelectric generating facility in Plumas County, California.

Gen and Reorganized Debtor will enter into a Master Power Purchase and Sales Agreement ( Power Sales Agreement or PSA ), attached
hereto as Exhibit D-2.2, pursuant to which Gen will sell and Reorganized Debtor will purchase for a twelve-year period the capacity, energy and
other electrical products from Gen s facilities and procured by Gen under its Irrigation District Contracts. Reorganized Debtor will have the right
to dispatch (i.e., direct the timing and level of operation) the facilities within legal and contractual constraints so that the output is delivered
primarily when Reorganized Debtor needs it to serve its customers. In this manner, Reorganized Debtor will continue to have the flexibility now
exercised by Debtor to dispatch the facilities to shape deliveries of energy products to best meet its load requirements.

The PSA has a scheduled step-down of approximately 50% of the capacity in the final year of the PSA term. The PSA permits the output
from the facilities and contracts transferred to Gen to be used by Reorganized Debtor (at fixed rates that vary only with the consumer price index
for the duration of the contract, to serve its retail customers. The rates under the PSA are market-based rates which Gen has filed with FERC for
acceptance under Section 205 of the FPA as just and reasonable. 16 U.S.C. § 824d (1994). Included in that filing is benchmark evidence which
demonstrates that the market-based rates, terms and conditions are just and reasonable. Gen is responsible for safely and reliably operating the
generating facilities in accordance with legal and contractual requirements and Reorganized Debtor s dispatch instructions and for maintaining
high levels of availability. Gen s payment under the agreement will be largely based upon its ability to maintain high unit availability during
periods of peak demand and to minimize forced and scheduled outages. If Gen fails to meet certain availability levels, its capacity payment will
drop. If it exceeds specified availability standards its payment will increase.

The PSA serves two important purposes: 1) it provides Reorganized Debtor with a reliable supply of energy at reasonable prices, mitigating
its and its customers exposure to volatile spot market prices for twelve years; and 2) it provides Gen with a stable revenue stream to support the
financing necessary for Debtor to emerge from bankruptcy.

Most of the current employees of Debtor who provide services primarily for the generation business will be transferred to or offered
comparable positions with Gen on or before the Plan Effective Date. Debtor anticipates that a total of 1,800 to 2,000 managerial, professional,
administrative and union employees will be employed by Gen. After the Plan Effective Date, such employees may be employees of Gen or
Reorganized Debtor and provide services between Reorganized Debtor and Gen pursuant to several agreements to be entered into between Gen
and Reorganized Debtor to allow for a transition to independent operations, as discussed in Section E below.

FERC will have license and operating jurisdiction over most of the hydroelectric facilities and rate jurisdiction over the sale of the output of
the entire portfolio of Gen and its subsidiaries (see Exhibit D-2.1 for Gen s filing of the PSA with FERC; FERC s order in response to this filing
will be provided by amendment), and the NRC will continue to have jurisdiction over the operations of the DCPP without modification.
Applicants have applied to the NRC and FERC for authorization to transfer the licenses for DCPP and the FERC-jurisdictional hydroelectric
facilities, respectively (see Exhibits D-5 and D-6.1), and will file orders from the NRC and FERC by amendment.
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g) GTrans LLC:

GTrans is a California limited liability company with Newco as its sole member. On or before the Plan Effective Date, Debtor will transfer
to GTrans its natural gas transmission assets, consisting of approximately 6,300 miles of gas transmission pipelines, three gas storage facilities
and certain high pressure end-use customer service lines, all of which are located in California. In addition, under an application with FERC
pursuant to Section 7 of the Natural Gas Act ( NGA ), Debtor has requested a certificate from FERC to acquire 3 miles of interstate pipeline and
associated facilities located in Oregon from an indirect subsidiary of Parent through NEG LLC, PG&E Gas Transmission, Northwest
Corporation ( GTN ), and then transfer such facilities to GTrans.(21) GTrans also will receive all of the land, entitlements, rights of way, access
rights, personal and intellectual property and the business records necessary to operate Debtor s current gas transmission business, as well as
those rights and records applicable to Debtor s interest in Stanpac and the facilities to be acquired from GTN. Stanpac will be a subsidiary of
GTrans. GTrans will engage solely in the transmission of natural gas and will not engage in the distribution of natural gas at retail. Therefore,
GTrans will not be a public-utility company under the Act.(22)

(21) Debtor s ownership interest in Standard Pacific Gas Line Incorporated ( Stanpac ), a non-utility subsidiary, and operational responsibilities
for gas transmission facilities owned by Stanpac will also be transferred to GTrans, together with a note for approximately $20 million
from Stanpac to Debtor.

(22) Although GTrans will directly serve certain large, industrial end-users, it will not be a public utility company under the Act because it will
not be engaged in distribution at retail. See, e.g., Enserch Gas Transmission Co., HCAR No. 23515, 1984 SEC LEXIS 188 (Dec. 4, 1984),
clarified, HCAR No. 23530, 1984 SEC LEXIS 125 (Dec. 13, 1984) (company providing gas transmission service and sales to industrial
end-users as well as local distribution companies is not a gas utility company, even with small volume of service and sales to residential,
commercial and agricultural customers).

Debtor will assign to GTrans certain of the continuing contractual obligations of Debtor that are associated with the operation of the gas
transmission and storage business. When that assignment occurs, Debtor will be relieved of any obligations under those contracts. GTrans will
enter into a Transportation and Storage Services Agreement with Reorganized Debtor relating to gas transmission and storage rights on an
interim basis. See Section VL.F of the Disclosure Statement (attached hereto as part of Exhibit B-2) for more detailed information on this
agreement.

Effective on the Plan Effective Date, GTrans will transfer to Debtor approximately $200 million in cash resulting from issuance of
long-term notes in the capital markets and approximately $700 million in other long-term notes(23) and will assume certain of Debtor s
contractual and contingent liabilities. After the transfers of assets and on the Plan Effective Date but before the Spin-Off, Debtor will pay a
dividend of all of the outstanding common stock of Newco to Parent, and GTrans will continue as an indirect wholly owned subsidiary of
Parent.

FERC will have jurisdiction over the facilities and the rates, terms and conditions of service established by GTrans.

h) PG&E National Energy Group LLC:

Parent owns interests in numerous non-public-utility energy subsidiaries and energy affiliates through its wholly owned subsidiary, NEG
LLC. NEG LLC is an integrated non-utility energy company with a strategic focus on power generation, new power plant development, natural
gas transmission and wholesale energy marketing and trading in North America. Neither NEG LLC nor any of its subsidiaries or investments are

public-utility companies under the Act.

2. Events Leading Up to Debtor s Bankruptcy Petition.

As part of the implementation of California s restructuring of its electric market beginning in 1998, Debtor and the other California

investor-owned utilities were strongly encouraged by state law and regulation to divest a large portion of their generation assets. Debtor
subsequently divested all of its generation assets other than the nuclear, hydroelectric and fossil fueled assets that it currently holds, as discussed
herein. In addition, California investor-owned utilities generally were required to sell their remaining power output into a central power pool (the

Power Exchange or PX ) and to meet all of the power requirements of their retail customers from this same pool. To the extent that sellers in the
PX did not sell enough supply to satisfy demand, the CAISO was required to purchase electricity outside the PX market and it billed the PX for
the electricity it purchased to keep the system operating. The PX then billed Debtor and other utilities. Under state law, retail rates were reduced
for residential and small commercial customers and frozen during a transition period to end not later than March 31, 2002, which was intended
to provide an opportunity for the utilities to recover the costs of their generation assets that were presumed to be uneconomic in a fully
competitive market. The retail
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(23) The allocation between cash and notes is likely to change based on market conditions and other factors; such changes will be reported by
amendment.

rate freeze was to end earlier than March 31, 2002 if the costs of generation assets were recovered before that date.

For the first two years, the wholesale power market created through the restructuring produced prices that were generally less than the
generation costs included in retail rates even after the retail rate reduction imposed by State law. However, beginning in June 2000, market
prices for wholesale electricity in California began to escalate. Prices moderated somewhat in September and October, only to skyrocket
unexpectedly to much higher levels in mid-November and December. This forced Debtor to pay far more to purchase electricity in the wholesale
market from the PX and the CAISO at FERC-authorized, market-based rates than it could collect from its customers at the CPUC-regulated
frozen retail rates, resulting in a growing undercollection of Debtor s electric procurement costs.

On November 22, 2000, Debtor applied to the CPUC for an emergency rate increase to recover its uncollected wholesale power costs,
combined with a rate stabilization proposal to buffer ratepayers from extreme volatility. No relief was provided by the CPUC until January 4,
2001. By December 31, 2000, Debtor s undercollection had increased to $6.6 billion. On January 4, 2001, the CPUC granted a temporary rate
increase of $0.01/kWh. This rate increase was grossly insufficient to restore Debtor to financial health.

On January 4, 2001, a principal credit rating agency, Standard & Poor s ( S&P ) reduced Debtor s corporate credit ratings from A to BBB-
(minimum investment grade) and its commercial paper ratings from A-1 to A-3. S&P noted that the downgrades reflected the failure of the
CPUC s January 4, 2001 $0.01/kWh rate increase to meaningfully address a regulatory structure that compelled Debtor to charge its customers
prices substantially below the price of procuring wholesale power. On January 5, 2001, another principal credit rating agency, Moody s Investor
Services, Inc. ( Moody s ) similarly lowered the ratings on Debtor s senior secured debt to Baa3 (minimum investment grade) and its commercial
paper ratings to Prime-3, stating that the downgrades reflected the generally weak January 4, 2001 rate order. Both S&P and Moody s noted that
the ratings could decline below investment grade unless immediate state or federal actions were taken. This prediction proved to be true later in
the same month when both S&P and Moody s further reduced Debtor s long- and short-term ratings to below investment grade, speculative
ratings.(24)

After these downgrades to below minimum investment grade credit ratings, Debtor was unable to obtain further financing for its power
purchases. The downgrades in Debtor s credit ratings resulted in an event of default under Debtor s $850-million revolving credit facility, which
left Debtor without available credit lines to pay maturing commercial paper.

(24) On January 16, 2001, S&P again reduced the long-term corporate credit ratings of Parent and Debtor to CC from BBB-. On January 17,
2001, Moody s further reduced Debtor s senior unsecured debt rating to Caa2 from Baa3 and reduced its short term rating for commercial
paper and extendible commercial notes to Not Prime from Prime-3. Moody s also reduced Parent s issuer rating to Caa3 from Baa3 and its
short-term commercial paper rating to Not Prime from Prime-3. On January 19, 2001, S&P further downgraded the ratings on Parent s and
Debtor s commercial paper programs to D from C in response to the companies failure to pay maturing commercial paper that came due on
January 17, 2001. As a result of the defaults, the companies long- and short-term corporate credit ratings were also downgraded to D/D
from CC/C.

As Debtor was no longer creditworthy and consequently unable to continue buying power from the PX and the CAISO on behalf of its
customers, the DWR was authorized by an order issued by the Governor on January 17, 2001 and new emergency laws enacted on January 19
and February 1, 2001 to buy power to fill the net open position(25) on behalf of Debtor s customers. However, instead of purchasing power to
cover Debtor s full net open position, the DWR announced that it would only purchase power at what it considered to be reasonable prices,
leaving the CAISO to purchase high-priced emergency power to avoid blackouts. Statements from the CAISO indicated its intentions to assess
Debtor and other utilities for these additional amounts. By the Petition Date, Debtor s estimated undercollection had increased to approximately
$8.9 billion.(26)

In March 2001, the CPUC issued a series of decisions which (1) made permanent the January 4, 2001 $0.01/kWh rate increase; (2) granted
a further average $0.03/kWh rate increase, but prohibited the increase from being applied to any prior unpaid power bills;(27) (3) ordered Debtor
to pay the DWR the generation-related component of Debtor s retail rate for each kWh sold by the DWR; (4) adopted a calculation method for
determining the California Procurement Adjustment required under AB 1X(28) that had the potential to leave Debtor unable to recover certain of
its own generation costs; (5) adopted the TURN Accounting Order, which Debtor believes to be an illegal and retroactive accounting change that
would further handicap Debtor s financial position by determining that the conditions for ending the retail rate freeze had not been met;(29) and
(6) ordered Debtor to pay the QFs in full even though Debtor at that time was only recovering approximately 15% of its QF costs in rates.

(25) See note 8, supra.
(26)
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The $8.9 billion represents the amount purchased by Debtor from the Power Exchange pursuant to FERC tariffs and includes $6.6 billion
for energy and ancillary services provided by third parties and $2.3 billion for energy and ancillary services supplied by Debtor s own
generation assets.

(27) Debtor began to collect this average $0.03/kWh rate increase on June 1, 2001, when the CPUC adopted the rate design for the increase.

(28) AB 1X directs the CPUC to calculate the California Procurement Adjustment (the CPA ), which is the portion of each electric utility s retail
rates relating to generation, representing the difference between the generation-related component of such electric utility s retail rate
effective on January 5, 2001, and the total of its costs of generation, purchases of power under existing bilateral contracts and QF
contracts, and its cost of ancillary services. The CPUC also is directed to determine the amount of the CPA that is allocable to power sold
by the DWR.

(29) The TURN Accounting Order was issued by the CPUC on March 27, 2001. It required Debtor to restate all of its regulatory books and
accounts retroactively to January 1, 1998 in such a way that has the effect of reversing some previously recorded transition cost recovery.
Depending on the amount and timing of generation valuation, it is possible that the effect of the TURN Accounting Order would be that
such transition costs have not been fully recovered and the conditions for ending the rate freeze have not been met. The CPUC denied
Debtor s application for rehearing of the TURN Accounting Order (but granted rehearing of certain related issues). Debtor has appealed a
decision of the Bankruptcy Court denying Debtor s request for a stay and an injunction of the Turn Accounting Order.

3. Bankruptcy Case.

On April 6, 2001, Debtor filed a voluntary petition for relief under Chapter 11 of the Bankruptcy Code. Debtor s goal was to halt the steady
deterioration of its financial position and propose feasible alternatives allowing Debtor to prevent liquidation, restore the company to financial
health and continue supplying electricity and gas in the ordinary course of its business. While Debtor has been able to maintain safe and reliable
services to its customers and continues to invest in and maintain its facilities, staying in bankruptcy is not sustainable. At present Debtor cannot
pay its pre-petition debts to creditors and cannot pay dividends. It is effectively precluded from access to the capital markets.

The Bankruptcy Code allows a debtor the exclusive right for 120 days to prepare and file a plan of reorganization with the Bankruptcy
Court. If a plan is filed within the 120-day exclusivity period, the exclusivity period is automatically extended to 180 days to allow Debtor to
confirm its plan. After the exclusivity period has expired, a creditor, a committee or other party in interest may file a plan. On September 20,
2001 Debtor filed the initial version of the Plan with the Bankruptcy Court within the exclusivity period. On December 19, 2001 Debtor filed the
first amendment to the Plan, together with a first amended Disclosure Statement, with the Bankruptcy Court (attached hereto as Exhibits B-1 and
B-2, respectively). On January 16, 2002, the Bankruptcy Court approved the extension of Debtor s exclusivity period with the proviso that the
CPUC will be permitted to submit to the Bankruptcy Court a detailed term sheet for an alternate plan in support of its argument that exclusivity
should be terminated to permit its alternate plan to be filed. The Bankruptcy Court stated that to succeed in its attempt to end Debtor s exclusivity
period and file a competing plan, the CPUC must show through its term sheet that it has a sensible alternative that is worthy of being placed on
the table and its plan is sufficiently funded (without reliance on litigation against Parent or other speculative sources of funds).(30) Following
filing of the CPUC s term sheet, Debtor will have a reasonable time to respond to it. The Bankruptcy Court s oral order allowing the CPUC to
attempt to prove that it may have a viable plan explicitly stated the filing of the alternate plan would not derail Debtor s Plan.(31) The court has
subsequently confirmed that, even if the CPUC passes its initial test before the Bankruptcy Court and is permitted to submit an alternate plan,
such filing does not mean that work on the existing Plan will, or should, be suspended, but rather that the two plans would proceed on parallel
paths pending approval by creditors and other security holders and confirmation by the Bankruptcy Court.

The Official Committee of Unsecured Creditors has agreed to support Debtor s Plan, which support expires if the Transaction is not
completed by March 31, 2003.

(30) Transcript, In re: Pacific Gas & Elec. Co., Case No. 01-30923DM (Bankr. N.D. Cal.) at 97-100 (January 16, 2002).
(31) Id at40-41.

4. Current Posture of Debtor.

Today, Debtor is a debtor-in-possession under Chapter 11 of the Bankruptcy Code. Although as explained in detail below, Debtor has filed
the Plan under which it plans to emerge from bankruptcy, for now it continues to operate under the supervision of the Bankruptcy Court. Debtor
continues to provide all of the electric generation, electric transmission, gas transmission and gas and electric local distribution services that it
did before, except that it is not able to purchase power to supply its net open position and, as described above, is only able to make infrastructure
investments because, as described above, it has suspended payments on its pre-bankruptcy debts, reduced its interest payments and suspended
dividend payments. Debtor s electric distribution customers are receiving power purchased by the DWR to make up for the shortfall. Debtor is
involved in a number of regulatory actions, at both the Federal and State levels, related to the power crisis in California.(32)
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5. Plan of Reorganization.

It is against this backdrop that Parent and Debtor have developed the Plan. As described above, the Plan provides for a restructuring of
Debtor s utility business and the payment in full of all valid creditors claims with interest. The Plan and the Disclosure Statement describing the
Plan, as amended, are attached hereto as Exhibits B-1 and B-2, respectively.

In addition to the transfers of assets previously described, certain other assets of Debtor not deemed essential to operations, such as surplus
land parcels, may be sold under the Plan, for a total value of not more than $100 million after tax (currently estimated value is $54 million).
Certain other non-essential assets not transferred or sold as described above will be transferred to Land Holdings LLC, a subsidiary of Newco.
Reorganized Debtor will continue to procure natural gas on behalf of its core customers. As an essential element of the Plan, Debtor and Parent
are asking the Bankruptcy Court to rule that Reorganized Debtor will be prohibited from assuming the net open position of its electric customers
not already provided by the DWR s contracts until the following conditions are met: (1) Reorganized Debtor receives an investment grade credit
rating from S&P and Moody s; (2) Reorganized Debtor receives assurances from S&P and Moody s that Reorganized Debtor s credit rating will
not be downgraded as a result of the reassumption of the net open position; (3) there is an objective retail rate recovery mechanism in place
pursuant to which Reorganized Debtor is able to fully recover in a timely manner its wholesale costs of purchasing electricity to satisfy the net
open position; (4) there

(32) These include, among others: (1) proceedings pending at FERC regarding the rates charged for wholesale power in California for the
period beginning in June 2000; (2) proceedings before the Bankruptcy Court and Federal Court of Appeals regarding the TURN
Accounting Order, which had the effect of prolonging the duration of the retail rate freeze; (3) proceedings before the CPUC regarding
rates for Debtor s retained utility generation facilities and procurement costs still incurred by Debtor; (4) proceedings before the CPUC
regarding the market valuation of Debtor s remaining non-nuclear generation assets (Debtor believes that under state law the CPUC was
obligated to complete this market valuation by December 31, 2001 and to credit that value against transition costs incurred by Debtor); (5)
proceedings before the CPUC regarding DWR s revenue requirement, which may affect the amount DWR may charge for the power it
provides to Debtor and Debtor s customers; and (6) proceedings before the CPUC regarding the billing and collection services Debtor must
provide to the DWR. Debtor is a party to other litigation related to the power crisis in California as discussed in Section G below.

are objective standards in place regarding pre-approval of procurement transactions; and (5) subsequent to reassumption of the net open position,

the conditions in clauses (3) and (4) remain in effect.

In summary, steps in the Transaction are as follows:

On October 19, 2001, Debtor formed Newco as a wholly owned subsidiary. On October 29, 2001, Newco formed ETrans, Gen and
GTrans as wholly owned subsidiaries. ETrans, Gen and GTrans currently have no assets (other than nominal amounts of cash) and
engage in no business activities.

Following issuance of the Confirmation Order and receipt of federal regulatory approvals, including approval from the Commission
under Section 9(a)(2) of the Act, and other rulings, no-action letters and similar documents, Debtor plans to transfer to ETrans a
majority of its electric transmission assets, to transfer to Gen and its subsidiaries a majority of its electric generation assets and to
transfer to GTrans a majority of its gas transmission assets. These transfers will occur on or before the Plan Effective Date, which is
currently expected to occur on or before December 31, 2002. Debtor will retain its gas and electric distribution businesses.

Debtor also will transfer to ETrans, Gen and GTrans certain liabilities, and Debtor may assume certain Parent liabilities for guarantees
of Debtor s own liabilities.

Effective on the Plan Effective Date, ETrans, Gen and GTrans each will issue (either solely or with one or more non-utility subsidiaries
or affiliates as co-issuer or guarantor) long-term notes to the public or to third parties in private offerings(33) for cash.(34) In addition,
effective on the Plan Effective Date, ETrans, Gen and GTrans will issue long-term notes and transfer cash to Debtor, which, as

described below, will be used in satisfying valid claims of Debtor s creditors. Debtor may deposit certain of these long-term notes in one
or more escrow accounts or a special purpose entity if certain claims (such as claims subject to ongoing litigation) are not resolved by
the Plan Effective Date.

After the transfers of assets to ETrans, Gen and GTrans, the assumptions of liabilities and the issuances of long-term notes and transfers
of cash, Debtor will on the Plan Effective Date pay a dividend of all of the common stock of Newco to Parent.

After the transactions discussed above and either on the Plan Effective Date or as soon as practicable thereafter, Debtor will pay a stock
dividend to Parent so that the number of the issued and outstanding shares of common stock of Debtor owned directly by Parent will be
the same as the number of issued and outstanding shares of common stock of Parent. Debtor also will establish a rights plan, similar to
the plan now in place for Parent, under which Debtor will distribute to each holder of Debtor stock a right to purchase preferred stock or
common stock from Debtor under certain

19



Edgar Filing: PG&E CORP - Form U-1

(33) The offerings of such notes may be effected before the Plan Effective Date and the proceeds placed in escrow until the Plan Effective Date.
(34) To the extent any of the original notes are privately placed, the issuer may offer to exchange such privately placed notes for notes that are
registered under the Securities Act of 1933, as amended (the Securities Act ).
circumstances. Then, Parent will implement the Spin-Off by paying a dividend of all the common stock and related stock purchase
rights of Debtor owned directly by Parent to the shareholders of Parent.(35)

If the long-term notes deposited in escrow accounts or special purpose entities and any related cash are insufficient once claims are
resolved, ETrans, Gen and GTrans may need to issue and deliver to Debtor additional long-term notes to satisfy their respective shares
of Debtor obligations associated with these claims.

Effective on or before the Plan Effective Date, Reorganized Debtor also will issue long-term notes to the public or to third parties in
private offerings(36) for cash and long-term mortgage bonds to replace certain existing long-term mortgage bonds.(37)

Reorganized Debtor will transfer cash and long-term notes issued by ETrans, Gen and GTrans to Debtor s creditors to pay off valid
claims under the Plan.(38)

The Plan, including the separation of the utility businesses of Debtor, provides many benefits, including as follows:

The Plan will secure investor confidence through the realignment of the new companies businesses by regulatory jurisdiction. This
realignment places each of Debtor s current businesses under the appropriate regulatory agency and simplifies credit analyses from the
perspective of creditors.

The Plan permits access to the investment grade capital markets by ETrans, Gen and GTrans, as is required for Debtor to raise funds
needed to pay valid creditors claims in full, based on asset values, without risk premiums associated with rate regulation by the CPUC.

The Plan will promote price stability through the long-term PSA between Reorganized Debtor and Gen. The PSA provides for a stable
price for a sizable amount of capacity, and the rates and terms of the PSA must be approved by FERC as just and reasonable. The
long-term power supply for Debtor s customers removes immediate concerns over excessive price volatility, rate levels, or market
power,

(35) Debtor will not be required to register the common stock distributed in the Spin-Off under the Securities Act, but will furnish an
information statement meeting the requirements of the Securities Exchange Act of 1934, as amended (the Exchange Act ), to the holders of
common stock of Parent prior to the date of the Spin-Off. The common stock of Debtor will be registered pursuant to the Exchange Act,
and generally will be freely-tradable by the recipients on the Effective Date or as soon as practicable thereafter. Debtor will apply to list
the common stock of Reorganized Debtor on the New York Stock Exchange. The preferred stock of Debtor will remain in place as
preferred stock of Reorganized Debtor.

(36) The offerings of such notes may be effected before the Plan Effective Date and the proceeds placed in escrow until the Plan Effective Date.
The notes would be redeemed if the Plan Effective Date does not occur.

(37) To the extent any of the original notes are privately placed, Reorganized Debtor may offer to exchange such privately placed notes for
notes that are registered under the Securities Act.

(38) These transfers will be made either directly or by causing the release of cash and long-term notes from one or more escrow accounts or
special purpose entities established to hold proceeds of offerings effected before the Plan Effective Date.

through the contract between Gen and Reorganized Debtor at a rate which is lower than the state is paying under its contracts.

The Plan maintains regulatory oversight for each of Debtor s current lines of business, realigning the existing regulatory structure in
order to enhance access to financial markets to enable Debtor to emerge from bankruptcy. The CPUC will continue to regulate
Reorganized Debtor, including retail electric and natural gas rates, and will retain a limited non-rate oversight role with respect to
ETrans; FERC will have jurisdiction over the licenses for the hydroelectric assets, the rates for Gen s sales of electric energy and related
products and services at wholesale, the rates, terms and conditions of service provided by the electric transmission business, and the
facilities, rates and terms of service of GTrans; and the NRC will continue to regulate DCPP. All Californians will benefit because

safety and environmental regulatory oversight will remain as it is currently, including oversight of the hydroelectric system and DCPP.

The Plan is in keeping with the overall direction of energy policy in the United States, allowing Debtor to emerge from bankruptcy in a
manner that (i) provides for market stability in the western power marketplace, (ii) does so in keeping with FERC s current market
framework, (iii) clears the way for progress on RTO issues and (iv) enables adequate investment in and expansion of the distribution
system, the electric and gas transmission infrastructures and generation improvements.
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The Plan effectively keeps the operations of the new businesses in the hands of the same employees who operate them today; customers
will continue to receive all of the same reliable utility customer services they currently receive.

Implementation of the Plan does not require a retail rate increase, nor does it seek to have customers or taxpayers fund or approve any
form of state bailout.

The Plan avoids selling Debtor s generation assets to out-of-state state generators or other third parties.

The Plan creates a framework by which Debtor can reassume the net open position in the future, without jeopardizing its creditworthy
status.

The Plan realizes the value of Debtor s assets by separating Gen from Reorganized Debtor and provides for Gen to sell power at
market-based, FERC-approved rates to Reorganized Debtor under the PSA while avoiding the loss of value to tax payments that would
have resulted from sale of the assets at an appreciated value.

The Plan, by separating Debtor from Parent, also creates a structure which reduces concerns about possible self-dealing between the
retail activities of Reorganized Debtor and the upstream activities of Parent s subsidiaries.

C. Description of Assets
1. Electric Transmission Business.

On or before the Plan Effective Date, Debtor will transfer the majority of its electric transmission assets to ETrans, and ETrans will operate
as a separate electric transmission company thereafter. Other assets necessary to support the ETrans business, including certain minor assets
currently classified as distribution for ratemaking purposes, also will be transferred by Debtor to ETrans. Specifically, Debtor will transfer to
ETrans nearly all of the approximately 18,500 circuit miles of its electric transmission lines and cables located in California, which will include
approximately 1,300 circuit miles of 500-kV lines, 5,300 circuit miles of 230-kV lines, 6,000 circuit miles of 115-kV lines and 4,000 circuit
miles of 70- and 60-kV lines, and the towers, poles and underground conduits and associated equipment used to support the lines and cables. In
addition, ETrans will receive transmission-related portions of substations, transmission control centers and associated operations systems,
junctions and transmission switching stations and associated equipment necessary to support the lines and cables and all of the other land,
entitlements, rights of way, access rights, personal and intellectual property and the business records necessary to operate Debtor s electric
transmission business. Telecom assets owned by Debtor and used in connection with the transmission, distribution and generation businesses
will be transferred to ETrans which will own and operate such assets. ETrans will provide telecom services required by Gen and Reorganized
Debtor pursuant to short-term transmission agreements for operation and maintenance service and long-term agreements for circuit and
bandwidth services.

Pursuant to Section 365 of the Bankruptcy Code, 11 U.S.C. § 365 (1994), Debtor also will assign to ETrans certain of its continuing
contractual rights and obligations that are associated with the operation of the electric transmission business, after which Debtor will be relieved
of any obligations thereunder. Such contracts include those related to service over the Pacific Intertie, including certain EHV transmission
agreements, contracts for the ownership, use and coordinated operation of the California-Oregon Transmission Project and contracts related to
Debtor s participation in the CAISO as a transmission owner. In addition, Debtor will assume and assign to ETrans several interconnection
agreements with utilities and agencies in Debtor s service area and certain other entities including interconnection and transmission agreements
with generators that interconnect at transmission voltages. ETrans also will enter into contracts with Reorganized Debtor to enable Reorganized
Debtor to continue to provide interconnection and transmission services under contracts to be assumed by Reorganized Debtor, including those
with (a) WAPA, U.S. Department of Energy and certain of its customers and (b) CCSF. In addition, ETrans will enter into interconnection
agreements with Reorganized Debtor and Gen to allow them access to transmission services provided by the CAISO.

Item D. below, Allocation of Assets, Cash and Liabilities Among Parties to the Transaction to Pay Off Debtor s Creditors, sets forth
valuation information for the cash, securities, property, plant and equipment to be transferred to ETrans and the cash and securities to be
transferred or issued by ETrans in connection with the Plan.

2. Generation Business.

On or before the Plan Effective Date, Debtor will transfer the majority of its generation assets to Gen and the GenSub LLCs, and Gen will
operate as a separate electricity generation company thereafter. These assets will include Debtor s conventional hydroelectric generation facilities
and associated lands, Irrigation District Contracts, Helms and DCPP. As discussed above, the Hunters Point fossil power plant and the Humboldt
Bay fossil and nuclear power plants will not be transferred to Gen and its subsidiaries. Gen and its subsidiaries or affiliates will also receive land,
switchyards, step up transformers and other interconnection equipment and other entitlements, rights of way, access rights, personal and
intellectual property and the business records necessary to operate the assets transferred from Debtor s current generation business. To facilitate
price stability for Reorganized Debtor and a seamless restructuring, Gen will enter into the PSA, which is a 12-year contractual obligation to sell
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the output of these assets to Reorganized Debtor. Gen will also fulfill Debtor s remaining wholesale power sales obligations to SVP under the
Grizzly Contract. Pursuant to Section 365 of the Bankruptcy Code, Debtor will also assign to Gen certain of the continuing contractual
obligations of Debtor that are associated with the operation of the transferred generation business, including water supply contracts, after which
Debtor will be relieved of any obligations thereunder.

Item D. below, Allocation of Assets, Cash and Liabilities Among Parties to the Transaction to Pay Off Debtor s Creditors, sets forth
valuation information for the cash, securities, property, plant and equipment to be transferred by and to Gen in connection with the Plan.

3. Distribution Business.

Upon completion of the Transaction, Reorganized Debtor will be an electric and gas local distribution company serving retail customers in
northern and central California. Reorganized Debtor will retain substantially all of Debtor s distribution assets, comprised of the current assets of
Debtor that are not transferred to ETrans, GTrans, Gen or their respective subsidiaries or otherwise transferred or sold pursuant to the Plan.
Unlike the other assets in Debtor s current generation business, the Hunters Point fossil power plant and Humboldt Bay fossil and nuclear plant
assets will remain with Reorganized Debtor instead of being transferred to Gen and its subsidiaries.

Pursuant to Section 365 of the Bankruptcy Code, Reorganized Debtor will assume the bilateral energy purchase agreements between
Debtor and (1) third party gas suppliers and (2) QFs and other third party power suppliers other than the Grizzly Contract and the Irrigation
District Contracts, which will be assumed by Gen. Reorganized Debtor will retain the obligation to procure gas on behalf of its local gas
customers and has identified conditions upon which it will reassume the obligation to procure power on behalf of its retail electric customers. As
discussed above, Reorganized Debtor will also assume contracts with WAPA and CCSF, utilizing services acquired from ETrans under a
back-to-back agreement as required to meet its obligations to such customers.

Item D. below, Allocation of Assets, Cash and Liabilities Among Parties to the Transaction to Pay Off Debtor s Creditors, sets forth
valuation information for the property, plant and equipment to be retained by Reorganized Debtor in connection with the Plan.

4. Gas Transmission Business.

On or before the Plan Effective Date, Debtor will transfer its gas transmission business to GTrans, which will operate as a separate
interstate gas transmission company thereafter. These assets will include natural transmission pipelines, storage facilities and certain service
lines for large end-use customers.

Item D. below, Allocation of Assets, Cash and Liabilities Among Parties to the Transaction to Pay Off Debtor s Creditors, sets forth
valuation information for the cash, securities, property, plant and equipment to be transferred by and to GTrans in connection with the Plan.

5. Disposition of Surplus Property and Property Rights.

Debtor has identified certain land parcels and property rights (not including land associated with Debtor s hydroelectric and nuclear
facilities) deemed not essential to its operations or the operations of any of Reorganized Debtor, ETrans, GTrans or Gen. Some of these
properties are already under contract to third parties and, prior to the Petition Date, Debtor had filed applications with the CPUC to approve the
disposition of some of them. In the event the CPUC has not approved a particular application prior to the date of the Confirmation Order, Debtor
will instead seek approval of such disposition pursuant to the Confirmation Order. Between the date of the Confirmation Order and the Plan
Effective Date, Debtor will sell or dispose of as many of these properties as possible. Debtor expects to realize less than $100 million after tax
proceeds if all such properties are sold. Certain other non-essential assets not transferred or sold as described above will be transferred to Land
Holdings LLC, a subsidiary of Newco.

D. Allocation of Assets, Cash and Liabilities Among Parties to the Transaction to Pay Off Debtor s Creditors
1. Introduction.

The financial purpose of the Plan is to restore and create four creditworthy entities that can obtain investment grade credit ratings. It is
critical for each entity, including Reorganized Debtor, to be able to access the capital markets, both long- and short-term, in order to pay the
valid claims of Debtor s creditors and meet the entities ongoing needs for capital in connection with the continuing enhancement and expansion
of energy delivery infrastructure. In order to emerge from bankruptcy and pay valid claims of its creditors the various companies must issue
more than $9 billion of debt securities. Only the investment grade capital markets have the depth of demand capable of satisfying this
requirement (see Opinion of Lehman Brothers (filed as Exhibit G-1 hereto)). Moreover, Reorganized Debtor, ETrans, Gen and GTrans together
are expected to make capital investments of about $1.6 billion annually after emerging from bankruptcy. If the Plan is not implemented in a
timely manner, Debtor may not be able to maintain this level of investment in the face of growing creditor pressure to be paid. The table below
illustrates the capital expenditure forecast for each of the post-Transaction entities.
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Post-Transaction Capital Expenditure Forecast
(nominal $ millions)

2003 2004 2005 2006 Total
Reorganized Debtor $1,053.8 $ 9554 $ 981.7 $ 9875 $3,978.4
ETrans $ 3479 $ 319.1 $ 397.6 $ 398.0 $1,462.6
GTrans $ 119.1 $ 2035 $ 917 $ 119.6 $ 5339
Gen $ 1139 $ 141.0 $ 142.1 $ 1744 $ 5714
Total $1,634.7 $1,619.0 $1,613.1 $1,679.5 $6,546.3

In addition to the foregoing capital expenditures, access to short-term markets provides temporary cash to fund seasonal cash flow
deficiencies. Historically, Debtor has needed as much as $1 billion of short-term working capital to handle the timing differences between when
cash is received and when payments are made.

The Plan is designed to (1) enable each of Reorganized Debtor, ETrans, GTrans and Gen to achieve investment grade credit ratings and (2)
maximize the overall level of debt capital that can be raised by the four companies consistent with maintaining such investment grade credit
ratings. Meeting these two design goals will enable the companies to pay the valid claims of Debtor s creditors without liquidating Debtor s assets
and to meet the financial needs associated with providing service as public utilities. The basic approach of the Plan is to allocate liabilities to
each company in proportion to the ability of the assets assigned to such company to service those liabilities, taking into account market
judgments with respect to risk factors associated with the particular company s business. (See Exhibit G-1, attached hereto, which contains an
opinion of Lehman that the debt securities of each of the four companies should be of investment grade credit quality if the Transaction is
consummated in accordance with the Plan.)

The imposition of FERC rate jurisdiction over many of the transactions between ETrans, Gen, GTrans and Reorganized Debtor which
results from the implementation of the Plan is essential in enabling the companies to achieve investment grade ratings and raise the amount of
debt necessary to emerge from bankruptcy. Exhibits D-1.6, Testimony of Joseph Sauvage; D-1.7, Testimony of James Asselstine; and G-1,
Opinion Letter of Lehman Brothers, contain evidence of Lehman s views to this effect.

2. Method.

Parent s financial advisor, Lehman, has evaluated the credit capacity of each company using the same basic analytical methods that credit
rating agencies and sophisticated creditors employ. These methods include qualitative and quantitative assessments of risk and financial
cushions available to protect creditors against adverse events which could affect timely payment of interest and principal obligations. Applicants
and Parent s financial advisor, Lehman, have used methods typically used by credit rating agencies and have sought and obtained direct feedback
from the two leading credit rating agencies, Moody s and S&P. In both cases assuming that the Plan is implemented as proposed, Moody s and
S&P gave initial assessments that each of the reorganized companies, including Reorganized Debtor, would , in all likelihood, be rated
investment grade (Moody s) (39) and is capable of achieving investment-grade ratings that are in the BBB rating category (S&P). (40)

In designing the Plan, Applicants and Lehman evaluated the debt capacity of each of ETrans, Gen, GTrans and Reorganized Debtor in
terms of (i) management s projected cash flows for these four companies, (ii) market perceptions of the relative risks associated with the
respective businesses of the four companies, and (iii) standards for obtaining investment grade credit ratings.

The risk profiles were developed as follows:

ETrans was analyzed as having the lowest risk profile, as perceived by the market and the rating agencies, of the four companies and
therefore is able to support the highest debt relative to its earnings capacity. The perceived market risk for ETrans is the lowest among
the four companies because of limited competition in transmission and lack of dependence on commodities. The transmission
technology employed by ETrans is well established, creating moderate operational risk. Also, the regulatory risk for ETrans is
perceived to be relatively moderate based on FERC s supportive regulatory record with respect to electric transmission infrastructur