DOCKET NO. : A-110049
RESPONDENT OR APPLICANT: PG&E ENERGY SERVICES CORP
PARTY OR COMPLAINANT:

ENTRY TYPE DATE BURERU PERSONNEL
1 N 09/19/97 SEC TROUT
APPLICATION OF PG&E ENERGY SERVICES FOR A BROKER/MARKETER LICENSE
2 N 09/23/97 SEC TROUT
SEC MEMO TO FUS ASSIGNING APPLICATION
3 N 0s/23/97 SEC TROUT
SEC LETTER TO APPLICANT ACKNOWLEDGING RECEIPT OF APPLICATION
4 N 10/23/97 SEC KEPNER
RECOM ADOPTED-APPLICATION FOR INTERIM LICENSE APPROVED'STATEMENT BLOOM
5 N 10/23/97 SEC BARBUSH
APPLICANT FILED PROOFS OF PUBLICATION (7)
6 N 10/24/97 SEC GREGORY
OPINION AND ORDER ISSUEP VICE CHAIRMAN BLOOM DISSENTING-STATEMENT ATTACHED
7 N 11/06/97 SEC BARBUSH
INTERIM LICENSE DATED 11/4/97 ISSUED
8 N 01/16/98 SEC FRISCIA
RECEIPT OF $350.00 FILING FEE ISSUED
9 N i2/03/97 SEC HANCOCK
PECO FILED ELECTRIC GENERATION SUPPLY AGREEMENT WITH APPLICANT
10 N p4/23/98 SEC ADAMS
PE& E ENERGY FILED CORRECTED ADDRESS
11 N 0a/28/98 SEC ADAMS
PG&E ENERGY FILED NEW ADDRESS
12 N 11/24/98 SEC BARBUSH
SEC LTR ADV INFO NEEDED TO UPDTE LICENSE APP & APPLY FOR PERM LICENSE BY 12/7
13 N 12/04/98 SEC HANCOCK
APPLICANT FILED LICENSE APPLICATION UPDATE & REQUEST FOR PERMANENT LICENSE
14 N 12/21/98 SEC HANCOCK
SEC MEMO TO UFS ASSIGNING LICENSE APP UPDATE & REQUEST FOR PERMANENT LICENSE
15 N 12/23/98 SEC TROUT
SEC LTR TO APP RETURNING OLD U.S. FIDELITY BOND-ACCEPTS NEW FIREMAN'S FUND BND
16 N 12/08/98 SEC ADAMS
APPL FLD FIREMAN'S FUND BOND #11133363215 REPLACES U.S FIDELITY & GUARNTY BOND
17 N 01/26/99 SEC HANCOCK
OPINION & ORDER SVD TO PARTIES; VICE CHRMN BLOOM, DISSENT IN PART-STMNT ATTCHD
18 N 01/26/99 SEC HANCOCK
LICENSE FOR ELECTRIC GENERATION SUPPLIER DATED 1/1/99 ISSUED
19 N 01/14/99 SEC KEPNER
RECOM ADOPTED-PERMANENT LICENSE GRANTED
20 N 05/09/00 SEC FRISCIA
APPLICANT FILED LTR RELINQUISHING ELEC GENERATION SUPPLIER LIC EFF IMMEDIATELY
21 N 05/19/00 SEC FRISCIA
SEC LTR TO APPLI ACK RCPT OF NOTC TO CANCEL LIC;LIC CANCLD,BOND RETURND 90 DYS
22 N . 05/22/00 SEC FRISCIA
FIRMAN'S FUND FLD NOT/CANCELLATION OF APPLI BOND EFF 30 DYS AFTER RECPT OF NOT
23 N 06/04/01 SEC ADAMS

APPLICANT FILED CHANGE OF CONTACT PERSON & ADDRESS
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APPROVED BY: : co/00/00
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PARTY/COMPLAINANT :
RESPONDENT/APPLICANT: PG&E ENERGY SERVICES CORP

COMP/APP COUNTY: UTILITY CODE: 110049
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ALLEGATION OR SUBJECT

APPLICATION OF PG&E ENERGY SERVICES CORPORATION FOR APPROVAL TO OFFER, RENDER,
FURNISH OR SUPPLY ELECTRICITY OR ELECTRIC GENERATION SERVICES AS A BROKER/
MARKETER ENGAGED IN THE BUSINESS OF SUPPLYING ELECTRICITY TO THE PUBLIC IN

THE COMMONWEALTH OF PENNSYLVANIA.
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James J. McNulty D ]9 ?997

Acting Secretary FA PUE‘,-’_;C Ca

Pennsylvania Public Utilities Commission PROTH()- r} if,.l / CL:W:‘.'ISS{O,V

B-20 North Office Building TLAYS OFppe”

Harrisburg, PA 17120

Dear Mr. McNulty

Enclosed for filing are original and eight copies of the Application of PG&E Energy Services for
certification as an Electric Service Provider in Pennsylvania. We are also serving a copy of the Application
on each person designated by the Commission to receive such service copy. Please file stamp and return
one copy of the Application to us.

Thank you for your attention to this matter.

Sincerely,

Jennifer Chamberlin
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353 Sacramento Streeq - Suite1900 - San Francisco, California 94111 Phone: 415.217.6400 Fax: 415.217.6473 A PG&E Company
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BEFORE THE PENNSYLVANIA PUBLIC UTILITY COMMISSION

\ “’ u-!

Application of PG&E Energy Services Corporation R rw A b Appllcatuﬂ Docket No
dibfa , for. approval - lD{’)&Lq
to offer, render, furnish, or supply electricity or electric . tp 1n 1137 F
generation services as a(n) - v 19

[as specified in item 10 below] L ...',.. v (L HISSION
to the public in the Commonwealth of Pennsylvania. PRZ}TI o3y OFFICE

To the Pennsylvania Public Utility Commission:

1. IDENTITY OF THE APPLICANT: The name, address, telephone number, and FAX number of the

Applicant are: )
PG&E Energy Services Corporation
353 Sacramento Street, Suite 1900
San Francisco, CA 94111
Tel: (415) 217-6400
Fax: (415) 217-6473

Please identify any predecessor(s) of the Applicant and provide other names under which the Applicant has
operated within the preceding five (5) years, including name, address, and telephone number.

Vantus Energy Corporation (Former name)
3563 Sacramento Street, Suite 1900

San Francisco, CA 94111

Tel (415)217-6400

Fax: (415) 217-6473

2.a. CONTACT PERSON: The name, title, address, teiephone number, and FAX number of the person to whom
guestions about this Application should be addressed are:
Harold T. Judd

Chief Counsel - . -
One Capitol Street ‘E‘w wf ey T iy j
Concord, NH 03301 i

Tel: (603) 229-1644 " QL 3% L

Fax: (603) 225-4923

b. CONTACT PERSON-PENNSYLVANIA EMERGENCY MANAGEMENT AGENCY: The name, title, address
telephone number and FAX number of the person with whom contact should be made by PEMA:

William Talbot

Manager of Trading Operations
353 Sacramento Street, Suite 1900
San Francisco, CA 94111

Tel: (415) 217-6400

Fax: (415} 217-6473

3a ATTORNEY: If applicable, the name, address, telephone number, and FAX number of the Applicant’s’
attorney are: Dougias A. Oglesby, Vice President, General Counsel
2




ATTORNEY: If applicableo name, address, telephone number, and, number of the Applicant's
attorney are: Douglas A. Oglesby, Vice President, General Cotinsel

PG&E Energy Services

353 Sacramento Street, Suite 1900

San Francisco, CA 94111

Tel: (415) 217-6400

Fax: (415) 217-6473

REGISTERED AGENT: If the Applicant does not maintain a principal office in the Commonwealth, the
required name, address, telephone number and FAX number of the Applicant's Registered Agent in the
Commonwealth are:

PG&E Energy Services

7 Parkway Center, Suite 815

Pittsburgh, PA 15220

Tel: {415) 928-0245

Fax: {(415) 928-0233

FICTITIOUS NAME: (select and complete appropriate statement)

d Tthe Applicant will be using a fictitious name or doing business as (“d/b/a"):

Attach to the Application a copy of the Applicant's filing with the Commonwealth's Department of State
pursuant to 54 Pa. C.S. §311, Form PA-853.

or

x [ The Applicant will not be using a fictitious name.

BUSINESS ENTITY AND DEPARTMENT OF STATE FILINGS: (select and complete appropriate
statement)

D The Applicant is a sole proprietor.

If the Applicant is located outside the Commonwealth, provide proof of compliance with 15 Pa. C.S. §4124
relating to Department of State filing requirements.

or

U The Applicant is a:

domestic general partnership (*)

domestic limited partnership (15 Pa. C.S. §8511)

foreign general or limited partnership (15 Pa. C.S. §4124)
domestic limited ligbility partnership (15 Pa. C.S. §8201)
foreign limited liability general partnership (15 Pa. C.S. §8211)
foreign limited liability limited partnership (15 Pa. C.S. §8211)

coadad

Provide proof of compliance with appropriate Department of State filing requirements as indicated above.
3 _




Give name, d/b/a, and add of partners. If any partner is notan indi\.l, identify the business nature of
the partner entity and identify its partners or officers.

 +ia corporate partner in the Applicant’s domestic partnership is not domiciled in Pennsylvania, attach
a copy of the Applicant's Department of State filing pursuant to 15 Pa. C.S. §4124.

or

X[ The Applicantis a ;

x [J domestic corporation {none)
| foreign corporation (15 Pa. C.S. §4124)
[ domestic limited liability company (15 Pa. C.S. §8913)
] foreign limited liability company (15 Pa. C.S. §8981)
[ other

Provide proof of compliance with appropriate Department of State filing requirements as indicated above.
Additionally, provide a copy of the Applicant’s Articles of Incorporation.

Give name and address of officers.

Please see attached list.

The Applicant is incorporated in the state of California.

AFFILIATES AND PREDECESSORS WITHIN PENNSYLVANIA: (select and complete appropriate
statement)

xd Affiliate(s) of the Applicant doing business in Pennsylvania are:
US Generating Company
7500 Old Georgetown Rd., Suite 1300
Bethesda, MD 20814
PG&E Energy Trading
1100 Louisiana, Suite 100
Houston, TX 77002

Neither affiliate is a jurisdictional public utility.
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California

SECRETARY OF STATE

CORPORATION DIVISION

I, BILL JONES, Secretary of State of the State of California,
hereby certify:

That the annexed transcript has been compared with
the corporate record on file in this office, of which it
purports to be a copy, and that same is full, true and

correct.

IN WITNESS WHEREOEF, 1 execute
this certificate and affix the Great
Seal of the State of California this

APRTL 28, 1995

P4

Secretary of State

b AR | S S T N I I B!

SEC/STATE FORM CE-107 (REV. 12/94)
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ARTICIES OF INCORPORATION TN l_‘?lcf Fé_ SDE D

OF wite Tifite of the Seciatary of State

VANTUS ENERGY CORPORATICON 6 e wtste ¢i Suliornia

FIRST APR27 1995

The name of this corporation is Vantus Energy _
Corporation. 7231427S;¥MRL
BILL JONES. ©2c'sidry of Slate

SECOND

The purpose of the corporation is to engage in any
lawful act or activity for which a corporation may be organized
under the General Corporation Law of Californmia other than the
banking business, the trust company business or the practice of
a profession permitted to be incorporated by the Califormia
Corporations Code.

THIRD

~ The name and business address in this state of the
corporation's initial agent for service of process is Stuart W.
Booth, 444 Market Street, 19th Floor, San Francisco, California
94111.

FOURTH

This corporation is authorized to issue only one class
of shares, which shall be designated "common" shares. The total
authorized number of shares which may be issued is 10,000 shares.
No distinction shall exist between the shares of the corporation.

FIFTH

The shares of stock may be offered for sale for money
or in exchange for property, from time to time upon such terms
and conditions as the board of directors may prescribe.

SIXTH

This corporation shall have two directors. The names
and addresses of the persons appointed as the initial directors
are:

Tony F. DiStefano
444 Market Street, 19th Floor
San Francisco, CA 94111

Stuart W. Booth
444 Market Street, 19th Floor

San Francisco, CA 94111
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SEVENTH

The liability of the directors of the corporation
for monetary damages shall be eliminated to the fullest extent

permissible under Califormia law.
EIGHTH

The corporation is authorized to provide
indemnification of agents (as defined in Section 317 of the
California Corporations Code) through bylaws, resolutions,
agreements with agents, vote of shareholders or disinterested
directors, or otherwise, in excess of the indemification
otherwise permitted by Section 317 of the California Corporations
Code, subject only to the applicable limits set forth in
Section 204 of the California Corporations Code.

IN WITNESS WHEREQOF, the undersigned, who are the above-
named initial directors of this corporation, have executed these
Articles of Incorporation on April 25, 1995.

7)) —

Tony  F. DiStéfano

Sl (T

Stuart W. Booth




We, and each of us, declare:

1. We are the persons whose names are subscribed
below.

2. We collectively are all of the initial directors
named in the foregoing Articles of Incorporation.

3. The foregoing Articles of Incorporation are our
act and deed, jointly and severally-.

Executed on April 25, 1995.

TonyF. DiSteféno

;f;r%;,ﬁlﬂ4g,ézgﬁ¢fﬂ

Stuart W. Booth



PG&E Energy Services Officers

Samuel F. Barakat

Vice President, Products

333 Sacramento Street, Suite 1900
San Francisco, CA 9411 |

Stuart W. Booth

Treasurer

333 Sacramento Street, Suite 1900
San Francisco, CA 94111

John H. Chamberlin

Vice President, Products

353 Sacramento Street, Suite 1900
San Francisco, CA 94111

Richard Comerford

Regional Vice President, Northeast Region
15604 Warm Springs Court

Charlotte, NC 28278

James Davis

Senior Vice President, Integrated Sales
353 Sacramento Street, Suite 1900
San Francisco, CA 94111

Paul DeMartini

Vice President, Retail Power Services
353 Sacramento Street, Suite 1900
San Francisco, CA 94111

William R. Doucette

Senior Vice President, Gas Field Sales
353 Sacramento Street, Suite 1900
San Francisco, CA 94111

Domenic Falcone

Vice President, Finance/Controller
353 Sacramento Street, Suite 1900
San Francisco, CA 94111

Grant A. Farris

Senior Vice President, Operations & Customer

Service
10375 Richmond, Suite 300
Houston, TX 77042

Scott W. Gebhardt
President & CEO
353 Sacramento Street, Suite 1900

San Francisco, CA 94111

Anthony Harris

Vice President, California Sales
353 Sacramento Street, Sujte 1900
San Francisco, CA 94111

Jeffery Jacobs

Regional Vice President, Central Region
7500 Old Georgetown Road, Suite 1300
Bethesda, MD 20814

James A. Josephson

Vice President, Indirect Sales
1506 Warm Springs Court
Charlotte, NC 28278

Johnathan H. Keast

Vice President, Chief Information Officer
353 Sacramento Street, Suite 1900

San Francisco, CA 94111

Dale A. Murdock

Senior Vice President, Power Sales
353 Sacramento Street, Suite 1900
San Francisco, CA 94111

Laura L. Murrell

Vice President, Regulatory

4400 Post Qak Parkway, 10" Floor
Houston, TX 77027

Douglas A. Oglesby

Vice President & General Counsel, Secretary

353 Sacramento Street, Suite 1900
San Francisco, CA 94111

William E. Roth

Senior Vice President, National Account Sales

353 Sacramento Street, Suite 1900
San Francisco, CA 94111



] ifthe Applicant or an affiliate has a predecessor who has done busi within Pennsylvania, give
name and address of tﬁedecessor(s) and state whether the pre ssor(s) were jurisdictional
public utilities.

or

L 7he Applicant has no affiliates doing business in Pennsyivania or predecessors which have done
business in Pennsyivania.

APPLICANT'S PRESENT OPERATIONS: (select and complete the appropriate statement)

A The Applicant is presently doing business in Pennsylvania as a

Il vertically-integrated provider of generation, transmission, and distribution services.

| municipal electric corporation providing service outside its municipal limits.

[ electric cooperative

1 tocal gas distribution company

J nonintegrated provider of electric generation, transmission or distribution services.
X Other. {Identify the nature of service being rendered.)

PG&E Energy Services is currently operating in Pennsylvania as a gas marketer.

or

[ The Applicant is not presently doing business in Pennsylvania.

APPLICANT’S PROPOSED OPERATIONS: The Applicant proposes to operate as a;

[ Generator and supplier of electric power.
| Municipal generator and supplier of electric power.
Electric Cooperative and supplier of electric power
X[ Broker/Marketer engaged in'the business of supplying eiectricity.
| Aggregator engaged in the business of supplying electricity



10.

11.

12

13.

14.

PROPOSED SERVICES: Generally describe the electric services or the glactric generation services which
the Applicant proposes to o

Marketing and sale of energy products and services, including energy commaodity, at retail.

SERVICE AREA: Generally describe the geographic area in which Applicant proposes to offer services.

The state of Pennsylvania.

CUSTOMERS: Applicant proposes to initially provide services to:

3 Residential Customers
X  Commercial Customers
x Industrial Customers

X  Governmental Customers
L Allofabove

d Other {Describe):

FERC FILING: Applicant has:
W Filed an Application with the Federal Energy Regulatory Commission to be a Power Marketer.

xd  Received approval from FERC to be a Power Marketer at Docket or Case Number ER 95-1614-000.
(Through wholly-owned subsidiary PG&E Energy Services, Energy Trading Corporation)

START DATE: The Applicant proposes to begin delivering services on _November 1997.___
(approximate date).

FURTHER DEVELOPMENTS: Applicant is under a continuing obligation to amend its application if
substantial changes occur in the information upon which the Commission relied in approving the original filing.




15. NOTICE: Pursuant to Section 5.14 of the Commission’s Regulations, 52 Code §5.14, serve a copy of the
signed and verified Application with a’:hments on the following:

Irwin A. Popowsky
Consumer Advocate
1425 Strawberry Square
Harrisburg, PA 17120

Bernard A. Ryan, Jr.
Commerce Building, Suite 1102
Small Business Advocate

300 North Second Street
Harrisburg, PA 17101

Office of the Attorney General
Bureau of Consumer Protection
Strawberry Square, 14th Floor
Harrisburg, PA 17120

Pursuant to Sections 1.57 and 1.58 of the Commission's Regulations, 52 Pa. Code §§1.57 and 1.58, attach
Proof of Service of the Application and attachments upon the above named parties. Upon review of the
Application, further notice may be required pursuant to Section 5.14 of the Commission's Regulations, 52 Pa.
Code §5.14.



16.

AFFIDAVIT AS TO SERVIC@.ND FITNESS: Attach to the Application an affidavit as follows:




AFFIDAVIT

State of California
SS.
County of San Francisco
Douglas A. Oglesby, Affiant, being duly affirmed according to law, deposes and says that:

He is the Vice President, General Counsel & Secretary of PG&E Energy Services Corporation;

That he is authorized to and does make this affidavit for said Applicant;

That PG&E Enerqy Services Corporation, the Applicant herein, acknowledges that PG&E Energy Services
Corporation may have obligations pursuant to this Application consistent with the Public Utility Code of the
Commonwealth of Pennsylvania, Title 66 of the Pennsylvania Consolidated Statutes; or with other applicable
statutes or regulations including Emergency Orders which may be issued verbally or in writing during any
emergency situations that may unexpectedly develop from time to time in the course of doing business in
Pennsylvania.

That PG&E Energy Services Corporation, the Applicant herein, asserts that it possesses the requisite
technical, managerial, and financial fithess to render electric service within the Commonwealth of
Pennsylvania and that the Applicant wilt abide by all applicable federal and state laws and regulations and by
the decisions of the Pennsylvania Public Utility Commission.

That the facts above set forth are true and correct to the best of his knowledge, information, and belief and
that he expects said Applicant to be able to prove the same at any hearing hereof.

Neondlo 2 AL,

Douglas AJOglesby, Vice’Pr&ﬁnt, General Counsel & Secretary

Sworn and subscribed before me this __| i day of gul)wmlu/ ,1997.

NICOLE L. ARNELLE D
Comm. # 1040339 S
D

b/ NOTARY PUBLIC - CALIFORNIA
: City and County of San Francisco
My Comm. Expires Sept, 30, 1998

My commission expires September 30, 1998.




17. TAXATION: Provide the State Tax Account number or similar number of bApplicant . 6938641 _

In certification that the supplier will pay in full all taxes due from the supplier as required by 66 Pa. C.S.
Section 2808 (C)(1)(I){IV), the Applicant will attach to the Application and affidavit as follows:

10




@ @
AFFIDAVIT
State of California
ss.
County of San Francisco

Douglas A. Oglesby, Affiant, being duly affirmed according to law, deposes and says that:

That he is the Vice President, General Counsel & Secretary of PG&E Energy Services Corporation;

That he is authorized to and does make this affidavit for said Applicant;

That PG&E Energy Services Corporation, the Applicant herein, certifies to the Commission that it is
subject to, will pay and in the past has paid, the full amount of taxes imposed by Articles Il and XI of the Act of
March 4, 1971, (P.L. 6, No.. 2 }, known as the Tax Reform Act of 1971 and any tax imposed by Chapter 28 of
Title 66. The Applicant acknowledges that failure to pay such taxes or otherwise comply with the taxation
requirements of Chapter 28, shall be cause for the Commission to revoke the license of the Applicant. The
Applicant acknowledges that it shall provide to the Commission its jurisdictional Gross Receipts and power
sales for ultimate consumption, for the previous year or as otherwise required by the Commission and is
subject to Title 66, Section 506.

As provided by Section 2810 (C)(8)(IV), Applicant, by filing of this application waives confidentiality
with respect to its state tax information in the possession of the Department of Revenue, regardless of the
source of the information, and shall consent to the Depaitment of Revenue providing that information to the
Pennsylvania Public Utility Commission.

That the facts above set forth are true and correct to the best of his knowledge, information, and
belfief and that he expects said Applicant to be able to prove the same at any hearing hereof. .

(Neondln (2 RLA

Douglas A7 Oglesby, Vice/Pres@General Counsel & Secretary

Sworn and subscribed before me this __1%; _day of_Se.ptom b’ 1997,
oy 2R NCOLE L ARNEME

SeEeRa®) | Comm. #1040339  $ .

SENE RIS T oo St T ~ v

r} SIS My Comm. Expires Sopt. 30, 1998 Nicole L. Apé lle

My commission expires September 30, 1998.




18.

19.

COMPLIANCE: State speci™ally whether the Applicant, an affiliate, a pgcessor of either, or a person
identified in this Application has been convicted of a crime involving fraud or similar activity. Identify all
proceedings, by name, subject and citation, dealing with business operations, in the last five (5) years,
whether before an administrative body or in a judicial forum, in which the Applicant, an affiliate, a predecessor
of either, or a person identified herein has been a defendant or a respondent. Provide a statement as to the
resolution or present status of any such proceedings.

No.

STANDARDS, BILLING PRACTICES, TERMS AND CONDITIONS OF PROVIDING SERVICE AND
CONSUMER EDUCATION: Electricity should be priced in clearly stated terms to the extent possible.
Common definitions should be used. All consumer confracts or sales agreements shouid be written in plain
language with any exclusions, exceptions, add-ons, package offers, limited time offers or other deadlines
prominently communicated. Penalties and procedures for ending contracts should be clearly communicated.

a. Contacts for Consumer Service and Complaints: Provide the name, title, address, telephone number and
FAX number of the person and an alternate person responsible for addressing customer complaints.
These persons will ordinarily be the initial point(s) of contact for resolving complaints filed with Applicant,
the Electric Distribution Company, the Pennsylvania Public Utility Commission or other agencies.

Alan Schurr, General Manager, Mass Markets
353 Sacramento Street, Suite 1900
San Francisco, CA 94111

William Talbot

Manager of Trading Operations

353 Sacramento Street, Suite 1900

San Francisco, CA 94111

Consumer service questions and complaints will be handled through our customer service center:
(888) 743-3900.

b. Provide a copy of all standard forms or contracts that you use, or propose to use, for service provided to
residential customers.

We do not currently plan to provide service to residential customers. -

c. Attach to the Application an Affidavit as follows:




@  AFFIDAVIT @

State of California
sS.
County of San Francisco
Douglas A. Oglesby, Affiant, being duly affirmed according to law, deposes and says that:

He is the Vice President, General Counsel & Secretary of PG&E Energy Services Corperation;

That he is authorized to and does make this affidavit for said Applicant;

That PG&E Energy Services Corporation, the Applicant herein, acknowledges that it has a statutory
obligation to conform with 66 PA. C.S. Section 5086, 2807 (C), 2807(D)(2), 2802(B) and the standards and
billing practices of 52 PA. Code Chapter 56.

That the Applicant agrees to provide all consumer education materials and information in a timely manner as
requested by the Bureau of Public Liaison or other Commission bureaus. Materials and information
requested may be analyzed by the Commission or designee to meet obligations under applicable sections of
the law.

That the facts above set forth are true and correct to the best of his knowledge, information, and belief and
that he expects said Applicant to be able to prove the same at any hearing hereof.

Dot AL A

Douglas/ﬁ\ Oglesby, ¥fice Presjednt & General Counsel

Sworn and subscribed before me this €% day of g.u()\'w"\” ¢ 19497,

NICOLE L. ARNELLE MM

L

Comm. # 1040339 . -

BTE] NOTARY PUBLIC - CALFORNIA 2 Nicde/L. Amelle
M(;lty and County of San Francisco E

D Comm. Expires Sept. 30, 1998!

My cominission expires September 30, 1998,

13




20.

21.

22.

23.

24,

BONDING: In accordance with 66 PA. C.S. Section 2809(C) (1){1), the WCant is:

x Furnishing a copy of iniliat bond , letter of credit or proof of bonding to the Commission in the amount of

$250,000.
W Furnishing proof of other initial security for Commission approval, to ensure financial responsibility.

3 Filing for a modification to the $250,000 and furnishing a copy of an initial bond, letter of credit or proof of
bonding to the Commission for the amount of $ . Applicant is required to provide information
supporting an amount less than $250,000.

At the conclusion of Applicant's first year of operation or when a permanent license is issued, whichever
comes first, it is the intention of the Commission to tie security bonds to a percentage of Applicant’s gross
receipts resulting from the sale of generated electricity consumed in Pennsylvania. The amount of the
security bond will be reviewed and adjusted on an semi-annual basis.

FALSIFICATION: The Applicant understands that the making of false statement(s) herein may be grounds
for denying the Application or, if later discovered, for revoking any authority granted pursuant to the
Application. This Application is subject to 18 Pa. C.S. §§4903 and 4904, relating to perjury and falsification in
official matters.

TRANSFER OF LICENSE: The Applicant understands that if it plans to transfer its license to another entity,
it is required to request authority from the Commission for permission prior to transferring the license. See 66
Pa. C.S. Section 2809(D). Transferee will be required to file the appropriate licensing application.

ASSESSMENT: The Applicant acknowledges that Title 66, Chapter 5, Section 510 grants to the Commission
the right to make assessments to recover requlatory expenses and that as a suppiier of elecfricity or an
electric generation supplier it will be assessed under that section of the Pennsylvania Code. The Applicant
also acknowledges that the continuation of its license as a supplier of electricity or an electric generation
supplier will be dependent upon the payment of all pricr years assessments.

FINANCIAL FITNESS:

A. Applicant shall provide sufficient information to demonstrate financial fithess commensurate with the
service proposed to be provided. Examples of such information which may be submitted include the
following:

» Actual (or proposed) organizational structure including parent, affiliated or subsidiary companies.
Please see attached.
¢ Published parent company financial and credit information.
Please see attached. (Parent Company)
* Applicant's balance sheet and income statement for the most recent fiscal year. Published financial
information such as 10K's and 10Q's may be provided, if available.
Please see attached. (Parent Company)
» Evidence of Applicant's credit rating. Applicant may provide a copy of its Dun and Bradstreet Credit
Report and Robert Morris and Associates financial form or other independent financial service reports.

* A description of the types and amounts of insurance carried by Applicant which are specifically intended
to provide for or support its financial fithess to perform its obligations as a licensee.
Please see attached.
*  Such other information that demonstrates Applicant's financial fitness.

14




CREDIT REFERENCES
Dunn & Bradstreet

Dunns# 941565582

Federal Tax ID#

94-3240290

Bank References

Mellon Bank

20 Cabot Road

Medford, MA 02155
(617) 382-4916

Contact - Cynthia Mercer
Account # 064912

Trade References

Illinova Energy Partners

6955 Union Park Center, Suite 300
Salt Lake City, UT 84047

(801) 568-0100

Koch Energy Trading, inc.
P.O. Box 730253

Dallas, TX 75373-0253
(713) 229-3450

PacifiCorp Wholesale

825 NE Multinomah, 540 Lct
Portland, OR 97232

(503) 464-6854

Southern Energy Trading & Marketing, Inc.
900 Ashwook Parkway, Suite 310

Atlanta, GA 30338

(800) 2557364



Dow Jones News Service
August 7, 1997

PG&E. Units. Ratings Affirmed by S&P: Outlooks Unchanged

NEW YORK (Dow Jones) — Standard & Poor’s said it affirmed its ratings on PG&E Corp. and all
of its subsidiaries. )

The ratings outlook on PG&E Corp, remains stable, the outlook on Pacific Gas and Electric Co.
{PacGas) remains positive, and the outlook on Pacific Gas Transmission Co. remains stable, the ratings
agency said.

S&P said the affirmation is in response to Wednesday’s announcement that PG&E Corp.’s
subsidiary, U.S. Generating Co. (US Gen) has agreed to acquire a portfolio of non-nuclear electric
generation assets and power supply contracts from New England electric System (NES) for approximately
$1.59 billion in cash.

S&P said the ratings at PG&E Corp. reflect the consolidated credit quality of its subsidiaries, one
of which is US Gen. The ratings and stable outiook had anticipated continued investment in the natural gas
transmission, energy marketing, and other related energy businesses. As such, the announcement of the
intended transaction with NES does not impair credit quality, to the extent that nonregulated activities are
deemed to be investment grade, S&P said.

RATINGS AFFIRMED BY S&P

PG&E Corp.
Corporate credit rating

A
Commercial paper A-1
Bank Loan A
{Outlook: Stable)

Pacific Gas and Electric Co.
Corporate credit rating A+
Senior secured debt A+
Senior unsecured debt A
Preferred stock A
Preferred stock shelf (prelim) A

A

A

Commercial paper
Bank loan

Pacific Energy Fuels Co.
Commercial paper A-1
(Outlook: Positive)

Pacific Gas Transmission Co.

Senior unsecured debt A-
Commercial paper A-2
(Outlook: Stable)




PR Newswire
August 7, 1997

Pacific Gas and Electric Unaffected by Acquisition News, Says Fitch

NEW YORK. Aug. 7/PRNewswire/ -- Pacific Gas and Electric Ca.’s “A’ rated first mortgage
bonds will not be adversely affected by U.S. Generation Co.’s (US Gen) agreement to acquire New
England Electric System’s (NEES) non-nuclear generating assets and power supply contracts for $1.6
billion, say Fitch analysts. The acquisition will temporarily increase the consolidated leverage of PG&E
Corp., parent company of Pacific Gas & Electric Co. and US Gen. However, PG&E Corp. will benefit
from strong cash inflows resulting from industry restructuring and should be able io enhance its equity
capitalization over a two to three year period.

PG&E Corp.’'s purchase of the NEES assets continues a string of energy asset acquisitions in the
past 10 months. Other announced acquisitions include: Teco Pipeline Co.; the natural gas pipelines,
processing and storage facilities of Valero Energy Corp.; and the buyout of Bechtel Enterprises, Inc.’s
interest in US Gen. Through such acquisitions, PG&E Corp. is positioning itself 10 become a nationwide
energy provider and marketer.

Fitch wil} continue to review Pacific Gas & Electric Co. for any benefits it may derive from
industry restructuring and from the sale of its fossil generating plants.



Business Wire
August 7, 1997

PG&E Corp.. Ratings Afrmd by S&P After Anncmnt

NEW YORK - (Business Wire) — Standard and Poor’s CreditWire 8/7/97 — Standard and Poor’s
today has affirmed its ratings on PG&E Corp. and all of its subsidiaries (see below).

The ratings outlook on PG&E Corp. remains stable, the outlook on Pacific Gas and Electric Co.
(PacGas) remains positive, and the outlook on Pacific Gas Transmission Co. remains stable.

At March 31, 1997, $7.7 billion of debt was outstanding. The affirmation is in response to the
Aug. 6 announcement that PG&E Corp.’s subsidiary, U.S. Generating Co. (US Gen) has agreed to acquire
a portfolio of non-nuclear electric generation assets and power supply contracts from New England Electric
Systems (NES) fro approximately $1.59 billion in cash. The transaction is expected to close in 1998.

The affirmation of the ratings takes several circumstances/assumptions into account. Importantly,
the dominant operating entity, Pacific Gas & Electric Co. (PacGas) is considered largely insulated from
affiliate, nonregulated activities due to the oversight of the California Public Utilities Commission (CPUC),
as well as California law, which prohibits utilities form incurring or guaranteeing debt for nonutility
affiliates. Additionally, the CPUC regulates the utilities capital structure, limiting the dividends it pays
PG&E Corp. Still, Standard & Poor’s is wary of debt incurred at the holding company level, as this is
viewed as being serviced by the operating subsidiaries. However, given the temporary nature of the debt at
PG&E Corp.,, it does not negatively impact the creditworthiness of PacGas. Standard & Poor’ expectation
is that the commercial paper at PG&E Corp. will be paid down within two years.

Ratings at PG&E Corp. reflect the consolidated credit quality of its subsidiaries, one of which is
US Gen. The ratings and stable outlook had anticipated continued investment in the natural gas
transmission, energy marketing, and other related energy businesses. As such, the announcement of the
intended transaction with NEX does not impair credit quality, to the extent that nonregulated activities are
deemed to be investment grade. In addition, the magnitude of non-utility operation is still moderate relative
to the consolidated entity. The acquisition will be funded with $750 million of equity from PG&E Corp.
(initially through commercial paper issuance), and the remainder with project debt and debt at the US Gen
corporate level. Given the time frame of an expected close in 1998, details of the financing structure has
not been finalized. — CreditWire

RATINGS AFFIRMED

PG&E Corp.
Corporate credit rating

Commercial paper
Bank Loan
{(Outiook: Stable)

>

Pacific Gas and Electric Co.
Corporate credit rating
Senior secured debt

Sentor unsecured debt
Preferred stock

Preferred stock shelf (prelim)
Commercial paper

Bank loan

.i..
+
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Pacific Energv Fuels Co.
Commercial paper
(Outook: Positive)

Pacific Gas Transmission Co.
Senior unsecured debt
Commercial paper

{OQutlook: Stable)
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SEP-16-1997 17:36 PGRE INSURANCE DEPT. 415 973 6869
PG&E ENERGY SERVICES
OUTLINE OF INSURANCE
Property*
Description All property owned by the insured or in the insured’s care, custody or

Policy Period
Insurance Co.
Broker
Limits

Liability

Description
Policy Period
Insurance Co.
Broker
Limits

Description

Policy Period
Insurance Co.
Broker
Limits

Policy Period
Insurance Co.
Broker
Limits

Employer’s Liability

Description

Policy Period
Insurance Co.
Broker
Limits

Workmans Compensation
Description

control unless otherwise excluded (includes buiider’s risk)
October 1, 1996 to Cctober 1, 1997

Zurich American Insurance Company {U.S.)

Aon

$10 million (to replacement cost values)

Covers bodily injury and property damage liability to third parties.
October 1, 996 to October |, 1997

Federal Insurance (Chubb)

Aon

$10 milhion

Covers bodily irjury, property damage, for owned, non-owned and
hired vehicles.

Qctober 1, 1996 to October 1, 1997

Wausau Underwriters Insurance Company

Aon

$10 million

Covers bodily injury by accident or disease sustained by an emplovee a
arising out of and in the course of employment for the Insured.
October 1, 1996 10 QOctober 1, 1997

Wausau Underwriters Insurance Company

Aon

Per statute -

Covers bodily injury by accident or disease sustained by an employee
arising out of and in the course of employment for the Insured.
October 1, 1996 to October 1, 1997

Federal [nsurance (Chubb)

Aon

$2 million

Encrgyout.ddc

TOTAL

P.@2




B. Applicant must provide the following information:

« Identify Applicant's chiencers including names and their professioﬂesumes.
Domenic Falcone
Please see attached resume
+ Provide the name, titlie, address, telephone number and FAX number of Applicant's custodian for its
accounting records.
Vanessa White
Accounting Manageer
345 California Street, Suite 2600
San Francisco, CA 94111
Tel (415) 217-6400
Fax (415) 984-5740

25, TECHNICAL FITNESS: To ensure that the present quality and availability of service provided by electric
utilities does not deteriorate, the Applicant shall provide sufficient information to demonstrate technical fitness
commensurate with the service proposed to be provided. Examples of such information which may be
submitted include the following:

= The identity of the Applicant's officers directly responsible for operations, including names and their

professional resumes.
Dale Murdock
Please see attached resume.

» Generalinformation concerning the energy sources to be employed by the Apglicantin providing services.

We will obtain energy from a variety of sources including: our affiliates PG&E Energy Trading and US
Generating, and through market transactions.

s Docurnentationof membershipin ECAR, MAAC or cther regional reliability councils.
Please see attached.

» An affidavit stating that you will adhere to the reliability protocols of the North American Electric Reliability
Council, the appropriate regional reliability council(s}), and the Commission, and that you agree to comply
with the operational requirements of the control area(s} within which you provide retail service.

26. UNIFORM STANDARDS OF CONDUCT AND DISCLOSURE: As a condition of receiving a license,
Applicant agrees to conform to any Uniform Standards of Conduct and Disclosure as set forth by the
Commission,

27. REPORTING REQUIREMENTS: Applicant agrees to provide the following information to the Commission or
the Department of Revenue, as appropriate;

a. Reports of Gross Receipts: Appiicant shall report its Pennsyivania intrastate gross receipts to the
Commission on a quarterly and year to date basis no later than 30 days following the end of the quarter.

b. The Treasurer or other appropriate officer of Applicant shall transmit to the Department of Revenue by
March 15, an annual report, and under oath or affirmation, of the amount of gross receipts received by
Applicant during the prior calendar year.

c. Applicant shall report to the Commission the following information on an annual basis:

« the percentages of total electricity supplied by each fuel source

Applicant will provide fuel source information to the extent that such information is reasonably available to the
applicant. Fuel source information is not normaily available when electricity supply is from other marketers.
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Domenic J. Falcone, CPA
Vice President and Chief Financial Officer
PG&E Energy Services

Mr. Falcone brings more than 25 years of experience in developing financing for the energy,
equipment leasing, and infrastructure industries (i.e., water supply, wastewater treatment, and
solid waste}. Both as a consultant and as a corporate officer, Mr. Falcone helped arrange and
negotiate numerous complex, multimillion dollar joint ventures and financing transactions.

Before joining the Company he served as president of Creston Financia! Group, which for five
years provided project fianancing and financial consulting services to the independent power,
cogeneration, wastewater and solid waste industries. He was, concurrently, a special consultant
to Barakat & Chamberlin, Inc. Earlier, Mr. Falcone served 18 years at a publicly traded
geothermal company. There he held several senior management and officer positions and was a
member of the Board of Directors. He was responsible for the general management of company
operations and for negotiation of project and equipment financings, mergers and acquisitions,
and joint venture activities.

Mr. Falcone has been deeply involved with the independent power industry. He provided
testimony on tax legislation before committees of the U.S. Senate and House of Representatives.
He was the 1991 recipient of the Joseph W. Aidlin Award for Outstanding Contribution to the
Geothermal Resources Council and to Development of Geothermal Energy.

Mr. Falcone earned a B.S. in economics from Villanova University. Mr. Falcone is a Certified
Public Accountant and a California Real Estate Broker.




DALE A. MURDOCK
Senior Vice President, Power Services

PG&E Energy Services

Mr. Murdock is responsible for electric and gas energy portfolio management, including
procurement, sales, delivery management, pricing and risk management. He is also involved in
product and business development.

Mr. Murdock has been with PG&E Energy Services since the company’s inception in early 1995,
Prior to joining PG&E Energy Services, he accumulated 18 years of experience in electric power
generation, fuels management and procurement, wholesale electric energy trading and strategic

planning.

Prior to coming to PG&E Energy Services Energy, Mr. Murdock most recently served as
Manager of Power Generation Fuels and Planning at Pacific Gas and Electric Company (PG&E),
where he managed an electric generation fuel portfolio, including planning, procurement and risk
management for annual fuel purchase contracts of over $500 million. Mr. Murdock was
responsible planning and scheduling procurement of natural gas for PG&E’s 6,000 mW of oil
and natural gas-fired generation. In addition, Mr. Murdock was also responsible for managing
PG&E’s inventory of over 3 million barrels of low sulfur fuel oil.

Mr. Murdock also served as Manager of Energy Trading and Power Market Planning. In this
role, he was responsible for managing PG&E’s portfolio of electric energy supply, including
scheduling and dispatch of PG&E’s roughly 10,000 mW of generation facilities and over 5,000
mW of power purchases. He was also responsible for procuring and managing transmission
capacity necessary to support management of the electric supply portfolio. Mr. Murdock was
responsible for power market analysis and market strategy development for the wholesale
electric markets in the western United States.

As Manager of PG&E’s Qualifying Facilities Contracts Department, Mr. Murdock developed
policies and negotiated contracts for over 4500 MW of non-utility power. These Independent
Power Producer contracts involved complex financial modeling and tariff analyses, as well as
interpretation of complex regulatory restrictions and requirements.

Mr. Murdock served as Plant Manager at PG&E’s Pittsburg Power Plant. Located near San
Francisco, Pittsburg Power Plant is a 2000 mW facility, capable of meeting the energy needs of
approximately 2 million electric customers. The facility consisted of 7 large natural gas or oil
fired steam generating units, ranging individually in size from 165 mW to 750 mW with a full
time operations, maintenance and engineering staff of 275. Mr. Murdock was responsible for all
aspects of plant operations requiring an average annual O&M budget of $40 million and annual
capital investment budgets of up to $60 million. As Plant Manager at Pittsburg, Mr. Murdock
was also responsible for the maintenance and operations of over 5 million barrels of fuel oil
storage and blending facilities, PG&E’s largest active marine fuel oil terminal and a 46 mile
long hot oil pipeline used to transport low sulfur fuel oil from refinery to power plant.




Mr. Murdock holds a Master’s Degree in Business Administration from Saint Mary’s College of
California, as well as a Bachelor’s Degree in Mechanical Engineering from California State
University, Chico. He is a licensed Professional Mechanical Engineer in the State of California.



UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Western Systems Power PFool ) Docket No. ER96-3056-000

NOTICE OF FILIKNG
(September 26, 1996)

Take notice that on September 19, 1996, Vantus Power
Services {(Vantus), tendered for filing an application for
membership in the Western Systems Power Pool (WSPP) under
regulations of the Commission, and requested the Commission to
issue an order amending the WSPP Agreement to reflect Vantus’
membership, accepting for filing the letter informing Vantus that
the WSPP Executive Committee has approved Vantus for membership,
waiving the sixty day notice requirement and making such
membership effective September 19, 1996, and granting certain

other waivers.

Vantus is a wholesale marketer of electric power with
authority from the Commission to sell power at market-based
rates. Vantus Enerqy Corporation, 73 FERC q 61,099 (1993}.
Vantus is a wholly-owned subsidiary of Pacific Gas and Electric
Company, a public utility. The WSPP is a short term electric
power trading market whose implementing agreement has been
accepted for filing by the Commission: Pacific Gas and Electric
Company, 55 FERC § 61,099, order on reh’q, 55 FERC § 61,495
(1981). Vantus has applied for, and been accepted for membership

in, the WSPP.

Any person desiring to be heard or to protest said filing
should file a motion to intervene or protest with the Federal
Energy Regulatory Commission, 888 First Street, N.E., Washington,
D.C. 20426, in accordance with Rules 211 and 214 of the
Commission’s Rules of Practice and Procedure (18 CFR 385.211 and
18 CFR 385.214). All such motions or protests should be filed on
or before October 10, 1996. Protests will be considered by the
Commission in determining the appropriate action to be taken, but
will not serve to make protestants parties to the proceeding.

Any person wishing to become a party must file a motion to
intervene. Copies of this filing are on file with the Commission
and are available for public inspection.

Lois D. Cashell
Secretary

DC-2-20
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UNITED STATES OF AMERICA
BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Docket No. ER91-195-__

St

Western Systems Power Pool

APPLICATION OF VANTUS POWER SERVICES
FOR MEMBERSHIP IN
THE WESTERN SYSTEMS POWER POOL

Douglas A. Oglesby

General Counsel

Vantus Energy Corporation

333 Sacramento Street, Suite 1900
San Francisco, CA 94111
(415)217-6400

September 18, 1996




UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
)
Western Systems Power Pool ) Docket No. ER91-195 -
)

APPLICATION OF VANTUS POWER SERVICES
FOR MEMBERSHIP IN
THE WESTERN SYSTEMS POWER POOL

Pursuant to Rule 205 of the Rules of Practice and Procedure of the Federal Energy Reguiatory
Commission (“Commission”™), 18 C.F.R. section 385.205, and section 35.13 of the Commission’s
Regulations, 18 C.F.R. section 35.13, and pursuant to section 205 of the Federal Power Act, 16 U.S.C.
824d, Vantus Power Services (“Vantus™) hereby requests this Commission to modify the Agreement of
the Western Systems Power Pool (*WSPP”) to reflect that Vantus has become a2 member of the WSPP.
Vantus further submits for filing the letter from the WSPP informing Vantus that its application for
membership in the WSPP has been approved. Vantus further requests waiver of the sixty day notice
requirement pursuant to section 33.11 of the Commission’s Regulations, 18 C.F.R. section 35.11, and
that Vantus’ membership in the WSPP be made effective on September 19, 1996. Finally, Vantus

requests the Commssion to waive such other filing requirements as are necessary and appropriate.

I. COMMUNICATIONS

Communications regarding this application should be addressed to:

Douglas A. Oglesby

General Counsel

Vantus Power Services

353 Sacramento Street, Suite 1900
San Francisco, CA 94111

(415) 217-6461

(415) 217-6400




II. DISCUSSION

Vantus is an electric power marketer with authority from this Commission to sell power at

wholesale at market-based rates. Vantus Energv Corporation, 73 FERC q 61,099 (1995)." Vantus is

headquartered in San Francisco, California, and is 2 wholly-owned subsidiary of Pacific Gas and Electric

Company (“PG&E").
The WSPP is a short term capacity and energy trading market whose implementing Agreement

was accepted for filing by this Commission on May 1, 1991. Pacific Gas and Electric Companv, 55
FERC 961,099, order on rehg, 55 FERC ¥§ 61,495 (1991). By lenter dated June 11, 1996, a copy of which
is attached hereto as Attachment A, Vantus applied for membership in the WSPP. By letter dated August
6, 1996, a copy of which is artached hereto as Attachment B, Vantus was informed by the WSPP’s
General Counsel that the WSPP Executive Committee had accepted Vantus® application for WSPP
membership (“Acceptance Letter”).? The Acceptance Letter (at page 2) identifies certain conditions
which Vanrus must satisfy to implement its membership in the WSPP. With the filing of this
Application, these conditions will have been fully satisfied. Also attached hereto is a copy of the
pertinent signature page of the WSPP Agreement showing its execution by Vantus.

Accordingly, Vantus having been accepted for membership in the WSPP and having satisfied ail
WSPP implementation conditions, it is appr'opriate that the Commission amend the WSPP Agreement by
incorporating into the Agreement the signature page executed by Vantus, and by accepting the
Acceptance Letter for filing.

Vantus also requests that the Commission make its membership in the WSPP effective on
September 19, 1996. Accordingly, Vantus requests the Commission to waive the sixty day notice
requirement pursuant to section 35.11 of the Commission’s Regulations. September 19, 1996 is the
appropriate date to make Vantus’ membership effective because that is the date on which all steps
necessary to implement Vantus’ WSPP membership will have been completed. Moreover, Vantus

intends to compete immediately for the opportunity to make wholesale and, in those jurisdictions

! Vantus’ authority to sell power at market-based prices was obtained under Vantus’ original name Vantus Energy
Corporation. On May 6, 1996, by deiegated authority this Commission accepted for filing a notice of succession
filed by Vantus Power Services stating that Vantus Energy Corporation had changed its name to Vantus Power
Services and that Vantus Power Services was succeeding to Vantus Energy Corporation’s Rate Schedule FERC
No.l. Letter dated May 6, 1996 from Donald J. Gelinas, Director, Division of Applications, Federal Energy
Regulatory Commission

? The Acceptance Letter is incorrectly addressed to Vantus Energy, rather than Vantus Power Services, and the
signature pages enciosed with that letter similarly reflect Vantus Energy. However, the application for WSPP

membership was made in the name Vantus Power Services (see Attachment A).

(W3]



permitting, retail power sales, and would look to the WSPP as its primary supply source and trading
partner. Vantus will lose business opportunities if the effective date is delayed. Vantus is fully
authorized to transact under the terms and conditions of its market-based Rate Schedule FERC No. 1,
including with WSPP members (except its parent, PG&E). The principal advantage of WSPP
membership from Vantus’ perspective is the ability to transact with any of some 140 WSPP members
under the WSPP Agreement without having to put separate enabling agreements or transactional
agreements in place. No purchasers or sellers will be disadvantaged by waiving the notice requirement,
Vantus also asks the Commission to waive filing of the information otherwise required by
section 35.13 to support a change in rate schedule. All information required by section 35.13 in support
of the WSPP Agreement was submitted when the WSPP Agreement was filed. Admission of Vantus to
WSPP membership does not result in any substantive change to the WSPP Agreement other than adding
a new WSPP member; ail rates, terms and conditions of the Agreement will continue unchanged.
Attached as Attachment D is a form of notice suitable for publication in the Federal Register.
Copies of this Application and all Attachments have been served on the officers of WSPP Executive

Committee and on the other individuals identified in the Acceptance Letter,

WHEREFORE, Vantus Power Services requests the Commission to amend the WSPP
Agreement to reflect that Vantus is a WSPP mermmber, accept the Acceptance Letter for filing, make its

membership effective on September 19, 1996, and waive all informational filing requirements.

Respectfully submitted,

Mﬁ W Wb § S phrimbn 16,1776

Douglas A. Og!esby
General Counsel
Vantus Power Services
353 Sacramento Street, Suite 1900
San Francisco, CA 94111
(415) 217-6461
(415) 217-6400




ATTACHMENT A

0 v.NTU-sNENERGY

June i1. 1996

Western Svstems Power Pool

¢/o Rodney L. Nefsky

Chairman, WSPP Qperating Committee
Central Louisiana Electric Company, Inc.
P.O. Box 70

St Landry, LA 71567-0070

Dear Mr. Nefsky:

=y

Enclosed is Vantus Power Services™ application for membership to the Western Systems Power Pool
("*WSPP™). Vantus Power Services is the FERC cenified power marketing arm (ER93-1614-000) of
Vantus Energy. which is 2 wholly owned subsidiary of Pacific Gas & Elecrric Enterprises.

As described in sections 4.4, 16.1 and 16.4 of the Conformed Western Systems Power Pool Agresment,
Vantus Power Services complies with the membership requirements as set forth below:

1. Conmactual contrg| of generation/transmission: Vantus Power Services has firm rights to capacity

and disparchable energy from a specified unit through the attached, executed agreement with
Washington Water Power ("WWP™).

2. Conracmal right to defiver power to 3 WSPP member: Vantus Power Services has sxecuted

Enabling Agreements with several WSPP members, including WWP and Electric Clearinghouse
(“ECI"). These agreements are also artached.

Conrtrol area services agreement: Provisions for control area services are set forth in the Enabling |

Agreements referenced above. Vanmus Power Services will identify the entity responsible for
providing control area services for each transacticn in the ransaction specific documentation
(transaction letter. contract or confirmation) for each such transaction.

ANOWE T

Ll

4. Membership fee: If accepted and upon notification of acceptance by the WSPP, Vantus Power L
Services will immediately forward payment of 525,000 either by check or wire as requested. 1

In addition, Vantus Power Services has a signed agreement with Pacific Gas & Electric Company for 24
hour scheduling services.

If you have any questions regarding this application, please do not hesitate calling me at (415) 291-6420,
or Gary Jeung at (415) 291-6488. 1 lock forward hearing from you following the WSPP Executive

Comimittee’'s review,

Sincerely,

,ér/n/o.
ﬂf M A Mur‘/&? e
Dale A. Murdock
Vice President
Vantus Power Services

cc: Junona Jonas, President and CEQ, Vantus Energy

Phome: 415-291-6400
Fax: 415-291-6498
444 Market Streer-5uite 1900-San Francisco.California-94111

A PG&E Campany
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BY FEDERAL EXPRESS

Dale A. Murdock
Vantus Energy
444 Market Street

Suite 1900
San Francisco, California 94111

Re: WSPP Membership

Dear Mr. Murdock:

On behalf of the Executive Committee of the Western
Systems Power Pool (WSPP), I am pleased to inform you that
your application was approved by the Executive Committee by
fax vote which ended this week. However, the Executive
Committee accepts your membership application upon the
following condition:

In exercising its judgment under Section
16.1 of the WSPP Agreement allowing the
Executive Committee to determine whether
a party is operating a control area or
has appropriate long-term contractual
arrangements to meet control @ area
responsibilities, the Executive Committee
deems that you meet this requirement so
long as for each WSPP transaction, there
exists a contractual arrangement which
establishes at least one entity as the
party that ° has control area
responsibilities. That  responsible
entity must observe and conform to all
criteria and practices of the North
American Electric Reliability Council
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(NERC) guidelines. 1In addition, you must
abide by any WSPP Operating Procedures.

Please note that the WSPP's action 1is based upon the
representations you made as part of your membership
application. If circumstances change such that you no longer
satisfy the WSPP’'s membership criteria, you need to inform the
WSPP’'s Executive Committee of that fact.

To implement your participation, please complete the
following:

1. Execute the two enclosed signature pages of the WSPP
Agreement and return one to Kenneth S. Miyoshi, Chairman,
WSPP Executive Committee, Department of Water and Power,
the City of Los Angeles, Box 111, Los Angeles, CA
90051-0100;

2. Pursuant to Section 16.4 of the WSPP Agreement forward to
Mr. Miyoshi a check in the amount of $25,000 pavable to

Arizona Public Service Company (if you have already paid,

please ignore this request};

3. Specify your official mailing title and address, and
billing title and address for inclusion in Exhibit A and
Exhibit B, respectively, of the WSPP Agreement;

4, Specify your member and alternate member representatives
to the WSPP Executive and Operating Committees pursuant
to Sections 8.1, 8.2 and 8.5 of the WSPP Agreement
(please provide direct telephone and fax numbers);

5. Contact the WSPP Hub Operator, Arizona Public Service
Company (Mr. Cary Diese) at (602) 250-1497 to coordinate
appropriate computer terminal requirements for your

company; and

6. If you are a FERC public utility under Section 201 of the
Federal Power Act, then you need to make a FERC filing to
become a member of the WSPP. You should notify all WSPP
members of the filing and of FERC’'s acceptance. For
lists see the WSPP web site - WSPP.ORG. Please note that
you can request that FERC make your membership effective
as of the date you complete the above arrangements.
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Please send a complete copy of your response to Mr.
Miyoshi and to me. In addition, please send a copy of your

response to:

Mr. Jack Davis (APS)

Vice Chairman of Executive Committee
Arizona Public Service Co.

400 N. 5th Street

Phoenix, AZ 85004

Mr. Walter Pollack (BPA)
Secretary-Treasurer of Executive Committee
Bonneville Power Administration

905 N.E. 1lth Avenue

Portland, OR 97232

Mr. Rodney Nefsky (CLECO)

Chairman - WSPP Operating Committee
Central Louisiana Electric Co.

P.0O. Box 70, Highway 106

St. Landry, LA 71367-0070

Mr. Cary Diese (APS)

Hub Operator

Arizona Public Service Co.
400 N. Sth Street

Phoenix, AZ B5004

Finally, please contact Mark Palmer to be added to
the WSPP web site. His address and numbers are as follows: .

Web Systems Corp.

2503 Robinhood, Suite 290
Houston, TX 77005-2544
Tel. (713) 529-4450

Fax {713) 529-4453
e-mail palmer @ webs.com,
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We look forward to your participation in the WSPP.
Please call with any questions.

Sincerely,

WA & S

Michael E. Small

General Counsel to the
Western Systems Power Pool

wapp\1003-179.147
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WESTERN SYSTEMS POWER POOL AGREEMENT

E-PRIME
By:

Name:

Title:

LOUISVILLE GAS & ELECTRIC COMPANY
By:

Name:

Title:

VANTUS ENERGY

By:
NameéEZ:kﬁL C. % pedocl

Title :%c. /ga.m'sé-/.f'—/%/fw au@nﬁa«

WSPP\1003-179.147



. ®
AFFIDAVIT

State of California

County of San Francisco

Douglas A. Oglesby, Affiant, being duly affirmed according to law, deposes and says
that:

That he is the Vice President, General Counsel of PG&E Energy Services Corporation;
That he is authorized to and does make this affidavit for said Applicant;

That PG&E Energy Services Corporation, the Applicant herein, certifies to the
Commission that it will adhere to the reliability protocols of the North American Electric
Reliability Council, the appropriate regional reliability council(s), and the Commission,
and it agrees to comply with the operational requirements of the control area(s) within

which it provides retail service.

That the facts above set forth are true and correct to the best of his knowledge,
information, and belief and that he expects said Applicant to be able to prove the same at

any hearing hereof.

Signgture of Affiant 4 Q

HICOLE L. ARNELLE Signature of bfficial admil;istering oath

T
. # 1040339
: » NQ%%BLK: - CALFORNIA ]EJ
) City and County of San Francisco =/

|




Commission to fulfill the mission's duty under Chapter 28 pert g to reliability and to inform

Applicant will be requirid to meet periodic reporting requirements as may be issued by the
the Governor and Legislattife of the progress of the transition to a f@competitive electric market.

28.  FEE: The Applicant has enclosed the required initia! licensing fee of $350.

Applicant: PG&E Energy Services Corporation
By: @\% ﬁ W\

Title: Vice President, General C@; & Secretary
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State of California

S5.

County of San Francisco

Douglas A. Qgleshy, Affiant, being duly affirmed according to law, deposes and says that:

He is the Vice President, General Counsel & Secretary of PG&E Energy Services Corporation;

That he is authorized to and does make this affidavit for said corporation;

That the facts above set forth are true and correct to the best of his knowledge, information, and belief and
that he expects said Applicant to be able to prove the same at any hearing hereof.

O AN

Douglas A7 Oglesby, Vice Preﬁnt, General Counsel & Secretary

Sworn and subscribed before me this /.Y day of /é&ZL : , 19 @7

7
HICOLE L ARNEUE ¥ MO/ M——
Comm. # 1040339 S ' :

TTARY PUBLC - ¥
nel Couy of s‘éﬁ‘é’g,i‘*-‘io J Nicole L. ArMelle

s Expires Sept. 30, 1998 =

My commission expires September 30, 1998,
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CERTIFICATE OF SERVICE

Pursuant to Sections 1.57 and 1.58 of the Commission’s Regulations, 52 Pa. Code §§1.57
and 1.58, I hereby certify that on September 19, 1997, the foregoing document was
served upon each of the following parties:

Irwin A. Popowsky
Consumer Advocate
1425 Strawberry Square
Harrisburg, PA 17120

Bernard A. Ryan, Jr.

Small Business Advocate
Commerce Building, Suite 1102
300 North Second Street
Harrisburg, PA 17101

Office of the Attorney General
Bureau of Consumer Protection
Strawberry Square, 14" Floor
Harrisburg, PA 17120
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KNOW ALL BY THESE PRESENTS, That we, PG&E ENERGY SERVICES CORP.

as Principal, and the UNITED STATES FIDELITY AND GUARA;J.I:? " a corporation organized under the laws of the State of
COHPANY
Maryland . and authorized to transact the business of surety in the State of Massachusetts

as Surety, are held and firmly bound unto_PENNSYLVANIA PUBLIC UTILITY COMMISSION

in the just and full sum

of Two Hyndred Fifty Thousand and 0000 -~ - v~ e - v - e v e oo oo mmm oo m v m e EEEEEES- Dollars (§ 250,000.00 )3
for which sum, well and truly to be paid, wc bind ourselves, our heirs, exccutors, administrators, successors and assigns, jointly and

severally, firmly by these presents.

Sealed with our seals, and dated this  18th day of September . 1987

THE CONDITION OF THIS OBLIGATION IS SUCH, That, WHEREAS, _the Principal has applied to the Obligee
for a license as an electric generation supplier.

This bond is written in accordance with Section 2809(c)(1)(i) of the Public Utility Code, 66 Pa.
C.S. §2809(r§é1)(i), to assure compliance with applicable provisions of the Public Utility Code,
66 Pa. C.S. 33101 et _seg, and the rules and regulations of the Pennsylvania Public Utility
Commission by the Principal as a licensed electric generation supplier; to ensure the payment of
Gross Receipts Tax as required by Section 2810 of the Public Utility Code, 66 Pa. C.8.§ 2810;
and to ensure the supply of electricty at retail in accordance with contracts, agreements or
arrangements. Payments made pursuant to this bond shall enure first to the benefit of the
Commonwealth, and second, to any and all retail electric generation customers to whom the
Principal may be held legally liable for failure to supply electric generation pursuant to contract,
agreements or arrangements. Any claims made by the Commonwealth shall have priority over
claims made by private individuals. Proceeds of the bond may not be used to pay any penalties or
fines levied against the Principal for violations of the law or for payment of any other tax
obligations owed to the Commonwealth.

NOW, THEREFORE, if the Principal shall well and truly comply with the application local
ordinances, and conduct business in conformity therewith, then this obligation to be void;
otherwise to remain in full force and effect.

This bond may be canceled by the Surety by the sending notice in writing to the Obligee, stating
when, not less than thirty (30) days thereafter, liability hereunder shall terminate as to subsequent
acts or omissions of the Principal.

PG&E ENERGY SERVICES CORP. (Scal)
; Principal
N A B
(i @ N (Seal)
v 4 Principal
Countersigned By: —~ P '(Scal)
rncipal
/ﬂ/(wm i)ﬁ,,g_\j\ /{)(/,(L United States Fidelity and Cuaranty Company
Marjdrie J. Arch 4 —
Pennsylvania Resident Agent By ) i N //“ 4‘*
e KATSUKO TAKATA, - Anomc)-m-}-‘acl

.

EXECUTED DUPLICATE OF LOST ORIGINAL
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ACKNOWLEDGMENT BY SURETY

STATE OF CALIFORNIA )
County of SAN FRANCISCO )
On  SEPTEMBER 18, 1997 before me, T.A. FERMANICH, NOTARY PUBLIC | personally appeared

KATSUKO TAKATA, ATTORNEY-IN-FACT FOR UNITED STATES FIDELITY AND GUARANTY COMPANY

personally known to me (or proved to me on the basis of satisfactory evidence) to be the person{s} whose namels) islare
subscribed to the within instrument and acknowledged to me that hefshefthey executed the same in his/her/their authorized
capacity(ies), and that by hisfher/their signature(s) on the instrument the person(s), or the entity upon behalf of which the
person(s) acted, executed the instrument.

WITNESS my hand and official seal.

Signature ////)_,;47/,:74?/,74@/4( {Seal) ) STV A T.A. FERMANICH 114

A®  COMM. #1010840 3
“o' -4d BN NOTARY PUBLICCALIFORNA &
A City & County of San Francisco -
i y Comm, Expires Dec. 17, 1997

] L= M [
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United States Fidelity and Guaranty Company /7% IS F+€

Power of Attorney
Mo 110286

Knaw all men by these presents: That United States Fidelity and Guaranty Company, a corooraugn organized and existing under the taws of the State of
Marytand and having its principai office at me City of Balumore, in the State of Marytana, does hereby consutute and appoint  Theresa Fermanich

and Katsuko Takata

ofthe Cityo! Sapn Francisco Seieof California its rue and lawful Artemeyiskin-Fact, each in their separate capacity if more than
one is named above. 10 5ign its name as surety to. and to exetute, seal and acknowledge any and all bands, undertakings, cantracts and other writen inszuments in the
nature thereof on behalf of the Company in its business of guaranteeing the fidelity of persons: guaranteeing the performance of contracts: and executing o Quarapiesing
honds and undertakings required or permitted in any actions or proceedings aillowed by law.

In Witness Whereof, the said United Statag Fidelity and Guaranty Company, has caused this instrument to be sealed with its corporate seal. duly artested by
the signawres of its Vice President and Assistant Secretary, this 28th  dayof March LAD19 97,

United Statas Fidslity and Guaranty Company,

[Signed} By ..eeoonean. ‘4‘?"’;{/ ........................
{Signed} By ‘—.—.—FA"‘—M 7‘\{4 va

Stats of Maryland |

. ) ss: N -
Baltimors City |} \ \.- Y \
N S
Onthis 28th dayof March L AD.19 97 before me personaty wme Gary A. Wilsan, Vice President of United States Fidelity and

Guaranty Company, and Thomas E. Huibregise. Assistant Secretan,"uf :said Company. with both o&ir'h\nm tam uersunalty awu;mted who teing by me severally duly sworn.

said, that they, the said Gary A. Wilson and Thomas E. Humregise WETE respectively the Vica Presrdent and the Assxstant‘&“ecretary of the said United States Fidslity and
Guaranty Company, the corporation described in and wm&h executed the foregamanwer of s Attorney; that thev eatiknew the seal of said corporation; that the seal atfixed
to said Power of Attarney was such corporate seal thacit was so affixed by. orderef the Board. of Dlrecmrs uf s3id corporation, and that they signed their names thereto by
like order as Vice President and Assistant Se:remnr respectively, of the Compa\?ﬁ; -‘

My Commission expiresthe 1St dayof Aug_us t AD, 13 983 ‘»..
_:5,/::‘ = lSlgnedl‘ \’Bv - é"'/k m { % \Z'%g't( 7/5—
L1 i =} tary Public
’3',\_/ W (3 '
Hgar e’ < < (\ =

This Fower of Atiorney is granted under and by authonty of the follewing Resolutions adopted by the Board of Directors of the United States Fidelity and
Guaranty Company on September 24, 1932

Resolved. that in connection with the fidsiity and surety insurance business of the Company, all bends, undertakings, contracts and other instruments relating to
said business may be signed, executed, and acknowledged by persons o entities appainted as Attornewiskin-Fact pursyant to a Power of Attorney issued in accordance with
these resolutions. Said Powerls) of Attorney for and on behalf of the Company may and shall be executed in the name and on behaif of the Company, either by the Chairman,
of the President, or an Executive Vice President, ar a Senior Vice President, or a Vice President or an Assistant Vice President, jointly with the Secretary or an Assistant
Secretary, under their respective designations. The signawre of such officers may be engraved, printed or lithographet. The signature of each of the foregoing officers and the
seal of the Company may be affixed by facsimile to any Power of Antorney or 10 any rertficate relating theretg appointing Artameylskin-Fact for purposes only of executing
and attesting bonds and undertakings and ather writings ctdigatory in the natwre thereof, and subject to any fimitatians set forth therein, any such Power of Attorney or
certificate bearing such facsimile signature or facsimile seat shall be valid and binding upon the Company and any such power so exscuted and cenified by such facsimile
signature and facsimiie seal shail be valid and binding upon the Company with respect 10 arty bond or undertaking to which it is validly attached.

Rasolved, Tha: Attorneyiskin-Fact shall have the power and authonity, ang. 1n any case, subject to the terms and limitations of the Pawer of Attarney issued to
them, to execute and deliver on behalf of the Company and to attach the seal of the Company to any and all bonds and underakings, and other writings obligatory in the
natwe thereof, and any such instrument executed by such Attorneyiskin Fact shall be as binding upen the Company as if signed by an Executive OFficer and sealed and
attested to by the Secretary of the Company,

|, Thamas E. Huidregtse, an Assistant Secretary of the United States Fidelity and Guaranty Company, do hereby certify that the faregoing are true excerpts
from the Resoiutions of the said Company as adopted by its Board of Directors on September 24, 1992 and that these Resolutions are in full force and effect.

I the undersigned Assistant Secretary of the United Statas Fidality and Guaranty Company, do hereby cemfy that the foregoing Power of Attamey is in full
force and effect ana has not been sevoked.

In Testimony Whereaf, | have hergunto set my hand and the seal of the United States Fidelity and Guaranty Company,
onthis 18TH dayot SEPTEMBER 19 97

/. N
T heren € Noaedowglas
Assistant Secretary

F$ 312/396)
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KNOW ALL BY THESE PRESENTS, That we, PG&E ENERGY SERVICES CORP.

as Principal, and the UNITED STATES FIDELITY AND GUARANTY a corporation organized under the laws of the State of
COMPANY

Maryland _and authorized to transact the business of surety in the State of Massachusetts

as Surety, are held and firmly bound unto_PENNSYLVANIA PUBLIC UTILITY COMMISSION

in the just and full sum

of Two Huyndred Fifty Thousand and QQ/1Q0Q ~ -~ -« - -~ -« --e-c-o==o-2°_~--~ EREEE R Dollars ($ 250.00_0.00 . )
for which sum, well and truly to be paid, we bind oursclves, our heirs, executors, administrators, successors and assigns, jointly and

severally, firnly by these presents.

Sealed with our seals and dated this  18th day of September . 1997

"THE CONDITION OF THIS OBLIGATION 1S SUCH, That, WHEREAS, _the Principal has applied to the Obligee
for a license as an electric generatlon suppller

This bond is written in accordance with Section 2809(c){(1)(1) of the Public Utility Code, 66 Pa.
C.S. 2809(2 1)(i), to assure compliance with applicable provisions of the Public Utility Code,
66 Pa. C.S. 33101 et seq, and the rules and regulations of the Pennsylvania Public Utility
Commission by the Principal as a licensed electric generation supplier; to ensure the payment of
Gross Receipts Tax as required by Section 2810 of the Public Utility Code, 66 Pa. C.S.8 2810,
and to ensure the supply of electricty at retail in accordance with contracts, agreements or
arrangements, Payments made pursuant to this bond shall enure first to the benefit of the
Commonwealth, and second, to any and all retail electric generation customers to whom the
Principal may be held legally liable for failure to supply electric generation pursuant to contract,
agreements or arrangements. Any claims made by the Commonwealth shall have priority over
claims made by private individuals. Proceeds of the bond may not be used to pay any penalties or
fines levied against the Principal for violations of the law, or for payment of any other tax
obligations owed to the Commonwealth.

NOW, THEREFORE, if the Principal shall well and truly comply with the application local
ordinances, and conduct business in conformity therewith, then "this obligation to be void;
otherwise to remain in full force and effect.

This bond may be canceled by the Surety by the sending notice in writing to the Obligee, stating
when, not less than thirty (30) days thereafter, liability hereunder shall terminate as to subsequent
acts or omissions of the Principal.

PG&E ENERGY SERVICES CORP. (Scal)
Principal
SO/ /
M@ ’-xl'/\ (Seal)
7 7 Princi
nncipal
Countersigned By: —~— -(Scal)
. (’ Principal
/ﬂ/b:‘m,m,g_d\ @"V_’/L, United States Fldellty and Cuaranty Company
Marjorfe J. Arch "ﬁ ;?1—
Pennsylvania Resident Agent By .~ /f/’ E-'"’- ‘-*'/ /C /
KATSUKO TARATA, Attorney-in-Fact

EXECUTED DUPLICATE OF LOST ORIGINAL



ACKNOWLEDGMENT BY SURETY

STATE QR CALIFORNIA
County of SAN FRANCISCO )

On SEPTEMBER 18, 1997 before me, T.A. FERMANICH, NOTARY PUBLIC , personally appeared
KATSUKO TAKATA, ATTORNEY-IN-FACT FOR UNITED STATES FIDELITY AND GUARANTY COMPANY

personaily known to me {or proved to me on the basis of satisfactory evidence) to be the person(s) whose namels) islare
subscribed to the within instrument and acknowledged to me that helshelthey executed the same in histher/their authorized
capacity{ies}, and that by histher/their signature(s) on the instrument the person(s}, or. the entity upon behalf of which the
person(s) acted, executed the instrument.

WITNESS my hand and official seal.

Signalure{///fzy;f/’%@/(Seal)
re

T.A. FERMANICH :

cOMM. #1010840 B

Y NOTARY PUBLIC-CALIFORNA &
City & County of San Francisco  —*

My Cornm. Expires Dec. 17, 1997
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United States Fidelity and Guaranty Company U S F-@

Power of Attorney
No 110286

N

Kngw all men by these presents: That United States Fidelity and Guaranty Company, a cosporation orgamized and existing unoer the laws of the State of
Maryland ang having 11 princrpat office at the City of Balumare, 1n the State of Marylana. coes nereby consuiute ano appsint.  Theresa Fermanich

and Katsuko Takata

ofheCityof Sap Francisco JSuweof California its true and fawfud Atiorreviskin-Faci. each in their separate capacity if more than
ane is named above. 10 Sign its name as surety to. and 10 execute. Seal and acknowiedge any and all bonds, undertakings, contracts and ather written instruments in the
nawre thereof on behalf of the Company in i1s business of guaranteeing the fidelity of persons; guaranteeing the performance of contracts: and execuling or guaranteeing

bonds and undertakings required or permitted in any actions or proceedings allowed by law.
In Witness Whereof, the said Unitod States Fidelity end Guaranty Campany, has caused this instiument 1a be sealed with its corporate seal. duly attested by

the signawres of its Vice President ana Assistant Secretary, this 28th  dayof March LADIS 97

Unitad States Fidelity and Guaranty Company.

(Signedl By .eeroerennns %?‘”’ A' .................................

Vice Presinent

e —
iSigned) By .1 Aenaa L"%lawa\og;— .............

-\x LiAssistant Secretary

Stats of Maryiand O »
SS: oo
. . T Y
Bakimore Ci ] R pS ot
Ty r‘\\"&.{\‘\ \ ’\
Onthis 28th dayof March CADg 97" before me persanall  tame Gary A, Wilson, !{ce President of Unitad States Fidelity and

Guaranty Company. and Thamas €, Huibregtse, Assistant Secretarv\gjhsald Company, with both dkwhom | am personally acgidinted. who being by me severally duly sworn,
said, that they. the said Gary A. Wilson and Thomas E. Hmhreglse Were respectively the. Vwa.fresudem and the Assisnt:Secretary of the said United States Fidelity and
Gumranty Company, the corporation described in and wrna\"Brecuted the foregoing e of Atterney; that mey:ea:htn\éw the seal of said corporation; that the seal affixed
10 said Power of Attarney was such carporate seat: tﬁh&rt was 50 affixed hv ordé?of'the Board of Directors™ aks3id corporation, and that they signed their names theretp by
like order as Vice President and Assistant Sec:rmawi respectively, of mermpany ‘ 3

My Commissionexpires the  Llst  dayof August AD. 1‘3 98 ’

(Slgnedn ‘Bv - d}‘/k KYC. (L % \7]‘63.2/& t»( }{{—
\'\‘\, tary Public

This Power of Attomey is granted under and by- aqr.hontv of the following Resolutions adopted by the Board of Directors of the United States Fidelity and
Guaranty Company on September 24, 1992

Resaolved. that in cannection with the fidelity and surety insurance business of the Company. ail bonds. undertakings. contracts and other instruments relating to
53id business may be signed, executed, and acknowiedged by persons or entities appoinied as Attomeyiskin-Fact pursuant 1o 2 Power of Attarney issued in accordance with
these resolutions, Said Power(s) of Attorney for and on behalf of the Company may and shall be executed in the name and on behalf of the Company, either by the-Chairman.,
ar the President, or an Exetutive Vice President, or a Senior Vice President, or a Vice President or an Assistant Vice President. jointly with the Secretary or an Assistant
Secretary, under their respective designations. The signature of such oHicers may be engraved, printed of lithegraphed. The signature of each of tha foregoing officers and the
sea! of the Company may be affixed by facsimile to any Power of Attarey or to any certificate iefating thereto appointing Attomeyiskin-Fact for purposes only of BXECULiNG
ard anesting bonds and undertakings and other writings obligatory in the nature thereof, and subject to any fimitatians set forth therein, any such Power of Attorney or
certificate bearing such facsimile signature or facsimile seal shall be valid and binding upon the Company and any such power 50 executed and centified by such facsimile
signature and facsimile seal shail be valid and binding upon the Company with respect ta any bond or undertaking 10 which it js validly attached.

Resolved, That Antorneyts)-in-Fact shall have the power and authonty, and, in any case. subject to the terms and limitations of the Power of Attarney issued to
them. to execute and deliver on behalf of the Company and to attach the seal of the Company te any and all bonds and undertakings, and other writings abligatory in the
nature thereof, and any such instument executed by such Atiarneylskin Fact shall'be as binding upan the Company as if signed by an Executive Officer and sealed and
attested to by the Secretary of the Company.

I, Thomas E. Huibregtse, an Assistant Secretary of the United States Fidelity and Guaranty Company, do herety certify that the foregoing are Uue excerpts
from the Resolutions of the said Company as adopted by its Board of Directors an September 24, 1992 and that these Resolutions are in full force and effect,

I the undersigned Assistant Secretary of the United States Fidelity and Guaranty Company, da hereby certify that the foregoing Power of Attomey is in full
farce and effect and has not been revoked.

In Testimoany Whereof. 1 have hereunto set my hand and the seal of the United Statas Fidelity gnd Guaranty Company,
ontis  L8TH dayet SEPTEMRER 13 97

Assistant Secretary

£S 3(32/96)




1996 FINANCIAL AND STATISTICAL REPORT |

@ PG&E Corporation




Financial Reparting

For 1996, PG&E Corporation
reported financial dara and results
by three types of operations:

» Utility (PG&E except Diable
Canyon, including PGT)
» Diablo Canyon

» Diversified Operations
(principally PG&E Enterprises)

Corporate Overview

PG&E Corporation was formed as a holding company on January 1, 1997. Through its
subsidiaries and their affiliates, PG&E Corporatlon markets energy services in North
America and Auszralia.

Pacific Gas & Electric Company

Pacific Gas & Eectric Company (PG&E) is a public utility engaged principally in the busi-
ness of providing electric and natural gas service to more than |3 million people in
Northern and Central California. PG&E's utility operations include the Diablo Canyon
Nuclear Power Plant,

PG&E Corporation Gas Subsidiaries

PG&E Corporation’s current gas subsidiaries include Pacific Gas Transmission Company,
PGT Australia, PG&E Gas Transmission, Texas, and PG&E Energy Trading. la January 1997,
PG&E Corparation agreed to acguire Valero Energy Corporation; the sale is expacied
to be completed in mid-1997. Please see page 26 for further information on PG&E
Corporation’s gas subsidiaries.

PG&E Enterprises

PG&E Enterprises owns and manages several of the corporation’s non-utility businesses.
Enterprises’ subsidiaries include PG&E Generating Company and PG&E Energy Services.
Please see page 28 for further information on PG&E Enterprises.

Financial Pelicies

Capital Investment Policy

PG&E Corporation's policy is to create value for shareholders by maldng utility and non-utilicy
investments which offer prospective returns commensurate with their risks, build upon core
competencies in the electric and gas businesses, and position the corparation to succeed in
an increasingly competitive environment. The corporation’s utility investments will ensure
that PG&E continues to provide safe, reliable, and responsive service to customers.

To the extent that value-creating investment opportunities are not available, PG&E
Corporation will return capital to its shareholders through commeon stotk repurchases.
.

Capizal Structure Policy
PG&E Corporation’s policy is to finance its assets wn:h a capital structure that minimizes
financing costs, maintains financial flexibility, and complies with regulatory guidelines. The

current corporate consolidated capitalization ratio targets are as follows: J

Long-terrn and short-term debt 49%"
Common equity 47%
Preferred stock 4%

These target ratios exclude potential impacts from the issuance of rate reduction bonds.

The corporation's target capital structure may change as its asset mix, business strategles,
and risk-profile change over time.

Dividend Policy

PG&E Corporation's policy is to pay a dividend which enhances shareholder value by
providing an effective signal to investors about the corporation’s financial outlook and by
meeting the objectives of sustainability, financial flexibility, and comnpetitiveness with invest- -
ment opportunities of similar risk. PG&E Corporation has established a long-term payout
ratio target of 50-65%.



PG&E Corporation Highlights

Earnings and Common Stock Data

Operating revenues (in thousands)

Operating income (in thousands)

Net income (in thousands)

Earnings available for common stock {in thousands)
Weighted average common shares outstanding {in thousands)
Earnings per common share

Book vaiue per commen share at year end
Caommon stock price per share ac year end
Common stock price range per share

Market price to book value ratio at year end
Total return on common stock investment
Price earnings ratio

Return on average common stock equity

Number of common shareholders at year end

Number of common shares outstanding at year end (in thousands)

Dividends declared per common share
Dividends paid per common share
Dividend yield at year end (declared basis)
Dividend payout ratio (declared basis)

Selected PG&E Operating Data

Total electric sales to customers — kWh (in thousands)
Total electric customers at year end

Toral gas throughput — Mcf (in thousands)'

Total gas customers at year end

! Does not ingude power plant use.

1996 1995 % Change
$ 9609972 $  9.621,765 (0.1)
$ 1895585 $ 2762985 (31.4)
$ 755,209 $ 1.338885 (43.6)
$ 722,096 $ 1268597 (43.1)
412,542 423,692 {2.6)
$1.75 $2.99 {41.5)
$20.73 $20.77 (0.2)
$21.00 $28.38 (26.0)
$19.50-28.38 $24.25-30.63 -
1.01x 1.37x -
{19.7%) 25.0% -
12.0x 9.5% -
8.5% 14.6% -
198,000 220.000 (10.0)
403,504 414,026 (2.5)
$1.77 $1.96 (9.7)
$1.9¢6 $1.96 -
8.4% 6.9% -
101.1% 65.6% -
1994 1995 % Change
74,394,282 75,358,632 (1.3)
4,463,000 4,408,000 1.3
691910 654,331 57
3,677,000 3,628,000 1.4
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1996 Selected Financial Data
(un mllliuni excepl pcr shnru dat:)

Dlabln Diversified

Uttty Lanyon Operations
Operating revenues 37,411  $1,789 $410
Operating expenses 6,465 791 458

l Operating income
({loss) 946

‘ Net income {loss) 92

Earnings per
common share

PG&E Corporation

Consolidated
Income Statement Data

Years ended December 31

(in thousands, except per share amounts)
Operating Revenues

Electric utility

Gas utility

Diversified operations

Total operating revenues

Operating Expenses

Cost of electric energy

Cost of gas

Maintenance and other operating
Depreciation and decommissicning
Administrative and general
Workforce reduction costs
Property and other taxes

Total operating expenses
Operating Income

Interest income
Interest expense
Other income and (expense)

Pretax Income

Income Taxes

Net Income
Preferred dividend requirement and redemption premium

Earnings Available for Common Stock

Weighted Average Common Shares Outstanding

Earnings Per Common Share

Dividends Declared Per Common Share




1996 1995

$ 7.160.215 $ 7.386,307
2,039,802 2,059,117
409,955 176,341
9.609.972 9,621,765
2,303,488 2,116,840
761,837 333,280
2,118.174 1.799.781
1,221,952 1,360,118
1,016,439 971,576
- (18.195)
292497 295.380
7.714.387 6.858,780
1,895,585 2,762,985
72.900 72.524
(639.823) (688,408)
(18.459) 87,073
1,310,203 2,234,174
554,994 895,289
755,209" .338,8857
33,113 70,288
$ 722,09 $ 1,268,597
412,542 423,692
$1.75 $2.99°
$1.77 $1.96

1994 1993

$ 8021.547 $ 7.876.925
2,081,062 2421733
247,621 251,344
10,350,230 10,550,002
2.570.723 2,250,209
583,356 952510
1,855,585 1942376
1.397.470 1.315.524
973.302 1,041,453
249,097 190,200
296,91 297,495
7,926,444 7,989,767
2423786 2.560.235
79.643 55,36/
(729.207) | (819,429)
69.995 171,218
1,844,217 1,967,385
836.767 901,890
1.007.450° 1,065.495*
57.603 63.812

$ 9498475 $ 1.001,683*
429,846 430,625
$2.21* $2.33¢
$1.96 $1.88

1992 1991
$ 7.763.011 $ 7.399.536
2,346,308 2,355,176
206,394 68,425
10.315.713 9,823.137
2415522 2.323.956
907.945 824,223
1,848,452 1,819,259
1,221,490 1,140,877
927.316 875.878
295,164 288,610
7,615,889 7.272,803
2,699,824 2,550,334
57,022 70,050
(800.461) (774.945)
109,322 32,487
2,065,707 1,877,926
895,126 851,534
1,170,581 1.026.392¢
78.887 89,595

$ 1,091,694 $ 936,797
422714 417,965
$2.58 $2.24¢
$1.76 $1.64

! Earnings in 1996 included charges totalling $224 million: ofier tox ($.54 per share) for contingencies related to gas transporzation commitments, settlement of litigation, and write-
downs of non-reguloted investments.

Z Earnings in 1995 included charges totalling $35 million after tex (3.09 per share) for increases in litgation reserves, offset by goin on sale of Dalen Resources and reversal of
charges associated with workforce reductions.

3 Earnings in 1994 included charges totalling $257 million after tax ($.60 per share} for workforce reductions, gos reasonableness matters, contingencies related to gas
transportation commitments, and an increase in litigation reserves.

* Earnings in 1993 included charges totalfing $261 million after tox ($.62 per share) for workforce reduction costs refated to electric operations, gas decontracting costs and gas

tronsportation commitments, reserves for gas reasonableness proceedings, ond a Diablo Canyon deferred tax liability adjustment.

$ Eornings in 1992 included o $19 milkion after tax (5.05 per shore) gain due to Pacific Gos Transmission Company's sale of its 49.98% interest in Alberta Natural Gas Company Ltd.

& Earnings in 1991 inciuded a $26 million ofter tox ($.06 per shore) charge due to an affiliate’s write-off of its investment in o mognesium metal production facility project in

Alberta, Canada.
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Year End 1996 Total Assets
(in millions)

Utlity: $20,000
Diversified Operations: $1,434
L Disble Canyon: $4.696

Total Assets
$26,130

PG&E Corporation

Consolidated
Balance Sheet Data

December 31

(in thousands)

ASSETS

Plant in Service
Electric
Nonnuclear
Diable Canyon
Gas

Total plant in service {at original cost)
Accumulated depreciation and decommissioning

Net plant in service'
Construction Work in Progress

Other Noncurrent Assets

Qil and gas properties

Nuclear decommissioning funds
Investment in nonregulated projects
Other assets

Total other noncurrent assets

Current Assets
Cash and cash equivalents
Accounts receivable, net?
Regulatory balancing accounts receivable
Inventories
Materials and supplies
Gas stored underground
Fuel oil
Nuclear fuel
Prepayments

Total current assets

Deferred Charges

Income tax-related deferred charges'

Diablo Canyon costs'

Unamortized loss net of gain on reacquired debt

Workers' compensation and disability claims
recoverable

Other

Total deferred charges

Total Assets




1996 1995 1994 1993 1992 1991
$ 18099342 $ 17530446 $ 17,066,490 $ 16,636,601 $ 16,298,823 $ 15,500,581
6,658,137 6,646,853 6,647,162 6.518.413 5.983.976 5.860.,468
8.138.106 7.732.681 7.447.879 7,146,741 5.454,084 5.073.997
32,895,585 31,909.980 31,161,531 30.301.755 27,736,883 26,435,046
(14.301,934) (13,311,500) (12,270,6%1) (11,236,418) (10.508,222) (9.472.953)
18,593,651 18,598,480 18.890.840 19.065.337 17.228.661 16.962.093
414,229 333,263 527.867 620.187 1,534,578 711,509
- - 437,352 573,523 591.544 632,811
882,929 769,829 616,637 536.544 456.061 384,369
817,259 855,962 741.426 302,293 148,832 127,384
134,271 130,128 137.325 193.466 250,615 222,483
1,834,459 1.755919 1,932,740 1,605,826 1,447,052 1,367,047
143,402 734,295 136,900 61,066 97,592 97,280
1,499,674 1,268,936 1,481,451 1,364,515 1,429,305 1,550,437
444156 746,344 1,245,100 975,850 743,253 555,955
185,771 181,763 197,394 239856 234,630 225,107
130,229 146,499 136,326 170,345 151,707 186,861
23433 40,756 67,707 109,615 155.816 158,725
190,652 175957 140,357 134411} 135,171 99.470
54,116 47.025 33,251 56,062 47,809 39.443
2,671,433 3.341.575 3.438.486 311,720 2,995,283 2913278
1,133,043 1.079.673 1,155,421 1,276,532 - -
363,780 382,445 401,110 419.775 260,042 271,115
376,728 392,116 382.862 395,659 289,338 245,772
288,417 297266 247,209 192,203 174,168 140,340
454,185 669,553 732,029 458,660 259,037 289,516
2,616,153 2.821,053 2,918,631 2,742,829 982,585 946,743
$ 26,129,925 $ 26850290 $ 27,708,564 $ 27145899 $ 24,188,159 $ 22900670

! Effective January 1, 1993, the Company adopted SFAS No. 109,"Accounting for income Taxes,” which resuited in a $1.5 billion increase in deferred charges and @ $0.3 billion

increase in net plant in service.

2 Accounts receivable, net consists of customers plus other, less alfowance for uncollectible accounts.
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Year End 1996 Capitalization
(in mitlions)
Common stock equity

Prelerred stock
and preferred securities {QUIPS)

Long-term debt

| Total capitalization
(from consolidated balance sheet)

Short-term borrowings

Long-term debt
(current portion)

1,770

16,973

481

210

$17.864

PG&E Corporation

Consolidated
Balance Sheet Data (Continued)

December 31

{in thousands)

CAPITALIZATION AND LIABILITIES

Capitalization
Commen stock
Additional paid-in capital
Reinvested earnings

Total common stock equity

Preferred stock without mandatory redemption
provisions

Preferred stock with mandatory redemption
provisions

Company obligated mandatorily redeemable preferred
securities of trust holding solely PG&E
subordinated debentures (QUIPS)

Long-term deb:

Total capitalization

Current Liabilities
Short-term borrowings
Current portion of long-term debt
Accounts payable
Trade creditors
Qrther
Accrued taxes
Amounts due customers
Deferred income taxes
interest payable
Dividends payable
Other

Total current liabilities
Deferred Credits and Other Noncurrent Liabilities
Deferred income taxes'
Deferred tax credits

Noncurrent balancing account liabilities
Other deferred credits and other noncurrent liabilities

Total deferred credits and other noncurrent liabilities

Total Capitalization and Liabilities




1996 1995 1994 1993 1992 1991

$ 2017521 $ 2070128 $ 2151212 $ 2,136,095 $ 2,134228 $ 2087859
3.709.893 3.716.322 3.806.508 3.666.455 3.517.062 3.287.313
2,635,887 2.812.683 2,677,304 2,643,487 2,631,847 2,306,152
8.363.301 8.599,133 8.635.025 8,446,037 8,283,137 7.681.324
402,056 402.056 732,995 807.995 790,791 894,897
137.500 137.500 137,500 75,000 146,888 92,010
300,000 300.000 - - - -
7,770,067 8,048,546 8675091 9,292,100 8,379,060 8,249,300
16,972,924 17.487,235 18,180,611 18,621,132 17.599.876 16,917,531
680,900 829,947 524,685 764,163 1,131,124 1,609,911
209,867 304,204 477,047 221416 353,692 125,411
834,143 413,972 414,291 472,985 529315 678,352
365,499 387,747 337.726 389,065 372,157 325,679
310,271 274,093 436,467 303,575 237,305 109,062
186,899 49,175 46,635 59.616 67.324 102,104
157,064 227,782 432,026 315,584 326219 276,654
63,193 70,179 84,805 82,105 87.975 83,491
123.310 205,467 210,903 203,923 187,721 171,159
309.104 455,798 421,484 428,193 309.862 252,522
3,240,250 3218364 3.386.,06% 3,240,625 3,602,694 3,134,345
3,941,435 3.933.765 3,902,645 3,978.950 1,780,769 1,642,004
379.563 393,255 391,455 410,969 473,879 497,752
120,858 185,647 226,844 112,533 43315 34,098
1,474,895 1,632,024 1,620,940 781,690 687,626 674,940
5916,751 6.144,691 6,141,884 5,284,142 2,985,589 2,848,794
$ 26,129925 $ 26,850,290 $ 27.708.564 $ 27.14589% $ 24,188,159 $ 22,900,670

t Effective fonuary I, 1993, the Company odopted SFAS No. 109, Accounting for income Taxes,” which resuited in a $1.8 billian increase in deferred income raxes.
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in mlltions)

J 96 Cash Flows
(

| Net cash provided by operating activities $2,611

‘ Net cash used by investing activities (1,609)

|| Net cash used by financing activities (§,593)

) Nee change in ¢cash and cash equivalents {591}

PG&E Corporation

Consolidated Cash Flows Data

Years ended December 31

(in thousands})

Cash Flows From Operating Activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation and decommissioning
Amortization
Gain on sale of investment in
Alberta Nawral Gas Company Lud.
Deferred income taxes and tax ¢radits — net
Other deferred charges
Other noncurrent liabilities
Noncurrent balancing accounc liabilities
and other deferred credits
Net effect of changes in operating assets and liabilities
Accounts receivable
Regulatory balancing accounts receivable
Inventories
Accounts payable
Accrued taxes
Other working capiral
QOrther - net

Net cash provided by operating activities

Cash Flows From Investing Activities
Capital expenditures
Diversified operations
Acquisition of PGT Queensland Gas Pipeline
Acquisition of Energy Source
Proceeds from sale of DALEN
Proceeds from sale of investment in

Alberta Natural Gas Company Lud.
Purchase of subsidiary
Other - net

Net cash used by investing activities

Cash Flows From Financing Activities

Common stock issued

Commeon stock repurchased

Preferred stock issued

Preferred stock redeemed or repurchased

Company obligated mandacorily redeemable
preferred securities jssued

Long-term debt issued

Long-term debt matured, redeemed or repurchased

Short-term debt issued (redeemed) — net

Dividends paid

Other — net

Net cash used by financing activities
Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents at January |

Cash and Cash Equivalents at December 31

Supplemental disclosures of cash flow information
Cash paid for
Interest (net of amounts capitalized)
Income taxes
Internal generation as % of cash used to meet
capital requirements '




1996 1995 1994 1993 1992 19¢1
$ 755209 $ 1338885 1.007.450 1.065.495 $ 1170581 1026392
1221952 1.360.118 1,397,470 1315524 1221490 1,140,877
93.948 89.353 95,33 135,808 121,795 103.923
_ _ _ - (48.722) -
(149.550) (116.069) 15312 319,198 164,457 60.376
94,475 61,700 32,740 (158.725) 8.147 (68.905)
113,244 {17.218) 181902 50,279 31.374 75.889
(185.390) (69,787) 316,920 124,189 73,259 9.795
(46.368) 212515 (116.936) 64.790 39,922 (69.076)
302,188 498,756 {269.250) (232,597) (215.195) 202,401
32,043 32,409 66.783 23.097 (7.161) (7.440)
193012 49,702 (110,033) (39.422) (102.559) 172.245
36,014 (162.374) 132.892 44,638 128243 35.977
(6.234) 8304 5.821 108.873 (36.117) 36.784
156,773 50,423 191.285 (28.347) 10.523 5839
2,610,876 3336717 2,947,687 2,792,800 2,560,037 2,725,077
{1,230.331) (944.618) (1.126.904) (1.841,650) (2.351,535) (1.771.183)
(99.532) (178.874) (308.810) (234,221) {148,226) (117.847)
(136.227) - - - - -
(23.270) - - - - -
- 340,000 - - - -
- - - - 97,25 -
- - - - - (388.662)
(£19.923) (122.913) (29,914) 9,992 82,352 33,156
(1.609.283) (906,405) (1,465.628) (2.065,.879) (2.320.158) (2.244.536)
219,726 139,595 274,269 264,489 296,653 271,482
(455,278) (601.360) (181,558) (257.780) (5.410) (337,969)
- - 62312 200,001 (95,451 -
- (358.212) (82.875) (302.640) (276.806) (123.667)
- 300,000 - - - -
1.087,732 591,160 60,907 4,584,548 1676513 738,649
(1.471.390) (1,296.549) (436.673) (4.002.704) (1.409.337) (263.220)
(115.243) 305.262 (239.478) (366.961) 121213 (14.278)
(843.997) (891.270) (891.850) (857.515) (809.108) (765.543)
(14.036) (21,543) 28,721 (24.885) (28.736) 10,078
(1.592.486) (1.832.917) (1.406.225) (763.447) (239.567) (484,468)
(590,893) 597.395 75.834 (36.526) 312 (3.927)
734,295 136,900 61.066 97.592 97,280 101,207
$ 143402 $ 734295 136,900 61.066 $ 97.592 97.280
$ 598,394 $ 644978 674,758 642,712 $ 694512 723,968
639,813 1125635 712,777 542,827 682.809 768,097
104.66% I51.1% 121.6% 77.0% 64.6% 80.0%

! This ratio is caleulated as net cash provided by operating aclivities, less common and preferred stock dividends paid. divided by the sum of construction expenditures {including
AFUDC]), expenditures from diversified operotions. cash used for long-term debt matunties, sinking fund requirements. and redemption of preferred stock with mandatory redemption
provisions. Caiculation does not include $1,112 million, $1,060 million, $210 million, $3,803 million, $1.41 1 million, and $208 miltion for eptional repurchose of long-term debt

and redeemable preferred stock in 1996, 1995, 1994, 1993, 1992, and 1991, respectively.
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Total Return on Common
Stock Investment

40%

20%

-20%

-40%

92

® PG&E

93 94 95

O Dow Jones Ullities

96

Financial Data and Ratios

Years ended December 31

PG&E Corporation

Total Return on Common Stock investment
(Combinaticn of change in stock price and dividends paid)
Common Stock Prices Per Share
High
Low
Close — year end
Return on Average Common Stock Equity
Earnings (Loss) Per Common Share
Utilicy
Diable Canyon
Diversified Operations
Total
Price Earnings Ratio - Year End
Dividends Data
Dividends declared per common share
Dividends paid per common share
Payout ratic {declared basis)
Dividend yield at year end (declared basis)
Book Yalue Per Common Share —Year End
Uhilicy
Diablo Canyon
Diversified Operations
Total
Market Price to Book Value Ratio ~ Year End
Coaverage Ratios —Year End
Times interest earned’
Before income taxes
After income taxes
Times interest and preferred dividends and distributions earned?
Before income taxes
After income taxes
Capitalization Ratios — Year End
Commeon stock equity
Preferred stock and preferred securities
Debt*

Total
AFUDC as % of Earnings Available to Common Stack
Effective Income Tax Rate
Number of employees
Number of common shareholders
Number of cammon shares outstanding

Pacific Gas & Electric Company

Utility Return on?®

Equity — authorized

Equity — earned

Average utility race base

Cost of Capital —Year End ®

Utility embedded cost of bonds

Utility embedded cost of preferred stock and preferred securities

Depreciation and Amortization as % of
Average Depreciable Plant

Authorized Utility Rate Base (in thousands)®

Average Utility Rate Base (in thousands)*®

Electric

Gas

Total

Estumated population in PG&E's service area




1996 1995 1994 1993 1992 1991
{19.7%) 25.0% (25.4%} 11.8% 7.2% 38.6%
$28.38 $30.63 $35.00 $36.75 $34.63 $32.63
$19.50 $24.25 $21.38 $31.75 $29.00 $24.00
$21.00 $28.38 $24.38 $35.13 $33.13 $32.63
8.5% 14.6% 1.1% 11.9% 13.7% 12.5%
$0.65 $1.80 $1.15 $1.12 $1.61 $1.71
$1.18 $1.16 $1.04 $1.11 $0.99 $0.59
$(0.08) $0.03 $0.02 $0.10 ${0.02) ${0.06)
$1.75 $2.99 $2.21 $2.33 $2.58 $2.24
12.0x 9.5x 11,0 15.1x 12.8x 14.6x
$1.77 $1.96 $1.96 $1.38 $1.76 $1.64
$1.96 $1.96 $1.94 $1.85 $1.73 3161
101.1% 65.6% 88.7% 80.7% 68.2% 73.2%
8.4% 6.9% 8.0% 5.4% 5.3% 5.0%
$15.62 $15.22 $14,73 $14.90 $14.35 $13.10
$ 341 $ 360 $ 3 $ 3.30 $ 359 $ 371
$ 170 $ 1.95 $ 211 $ 1.57 $ 1.47 $ 1.59
$20.73 $20.77 $20.07 $19.77 $19.41 $18.40
1.0Ix 1.37x 1.21x 1.78x 1.71x 1.77x
3.04x 4.23x 3.50x 3.30x 3.53x% 3.40x
2.17x 2.93x 2.36x 2.20x 241x 2.30x
2.79x 3.83x 3.25x 3.07x 3.21x 3.05x
1.99x 2.65x% 2.19% 2.05x 2.19x 2.06x
46.8% 46.2% 45.0% 43.1% 43.4% 42.5%
4.7% 4.5% 4.5% 4.5% 5.0% 5.5%
48.5% 49.3% 50.5% 52.4% 51.6% 52.0%
100.0% 100.0% 100.0% 100.0% 100,0% 100.0%
3.0% 2.4% 3.4% 12.0% 77% 4.5%
42 4% 40.1% 45.4% 45.8% 43.3% 45.3%
22,000 22,000 22,000 24,300 27,700 27,400
198,000 220,000 234,000 245,000 254,000 261,000
403,504,000 414,026,000 430,243,000 427,219,000 426.846,000 417,572,000
11.60% 12.10% 11.00% 11.90% 12.65% 12.90%
433% 11.73% 9.63% 10.52% 11.93% 13.64%
5.95% 9.53% 851% 9.28% 10.19% 11.25%
7.46% 7.45% 7.47% 7.51% 8.56% 9.04%
7.44% 7.37% 8.10% ) 8.20% 8.37% 8.74%
37% 4.1% 4.1% 3.9% 4.1% 4.1%
$ 11895595 13,264,321 12717416 $ 12,065,027 $ 10,999,047 10,555,553
% 8,996,733 8,960,877 8,986,737 $ 8,955,903 $ 8,853,363 8,513,000
2,741,701 2,688,666 2,690,237 2,643,503 2,594,716 2,384,900
$ 11,738,434 11.649.543 11,676,974 $ 11.599.406 $ 11,448,079 10,897,900
13,000,000 13,000,000 13,000,000 | 2,800,000 12,100,000 12,100,000

! Excludes preferred security distrbutions which are related 10 PGLE issuance of cumulative quarterly income preferred securities {QUIPS) in November 1995,
¥ Includes both preferred stock dividends and preferred security distributions.

T Inchudes current portion.

* Consists of long-term debt, long-term debt — current portion, ond short-term borrgwings,
$ PGEE only, excluding Dioble Canyen and the in-state {or PG&E) portion of the PGTIPGEE Pipeline Expansion {Line 401).
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PG&E Corporation

Consolidated Capitalization Data

December 11, 1996

Qutstanding

{in thousands) Shares
authorired | Shares Amount
PG&E CORPORATION COMMON STOCK
Common stock 800,000 403.504 | $ 2,017,521
Additional paid-in capital _ _ 3,709,893
Reinvested earnings _ _ 2,635.887
Total Common Stock Equity _ ~ | % 8363301
PG&E PREFERRED STOCK
Current optional
Not  redemption price .
MNewspaper redeemable peor share excluding Shares Qutstanding

Coupon rate Symbol ' prior ta  accrued dividends authorized ' Shares Amount
Preferred stock without mandatory redemption provisions
Redeemable - par value $25 per share’
4.36% PacGE pfl $25.750 418 418 | % 10,457
4.50% PacGE pfH $26.000 61t 611 15,279
4.80% PacGE piG $27.250 793 793 19.826
5.00% Series A PacGE piE $26.750 934 934 23,358
5.00% PacGE piD $26.750 1,779 1,779 44,454
6.875% PacGE pfX  7/31/98 NA 5,000 1721 43,019
7.04% PacGE pfU  1/31/03 NA 3.000 1,438 35,963
744% PacGE piQ 811197 NA 5,000 2603 65079

Total redeemable 17,535 10.297 257,435
Nonredeemable - par value $25 per share?
5.00% EacGE pfC 400 400 10,000
5.50% PacGE pfB 1.173 1,173 29.329
6.00% PacGE pfA 4212 4212 105,292

Total nonredeemable 5.785 5,785 144,621

Total without mandatory redemption provisions 23,320 16,082 402,056
Preferred stock with mandatory redemption provisions
Par value $25 per share’
6.30% PacGE pfZ 1131104 NA 2,500 2.500 62,500
6.57% PacGE pfY  7/31/02 NA 3,000 3,000 75,000

Total with mandatory redemption provisions 5,500 5.500 137,500
IUndesignated in class
Par value $25 per share 46,180 - -
Par value $100 per share 10.000 - -

Total undesignated in class 56,180 - -
Total PG&E Preferred Stock 85,000 21,582 | $ 539556
PG&E PREFERRED SECURITIES
Company obligated mandaterily redeemable

preferred securities of trust holding

solely PG&E subordinated debentures {QUIPS)
7.90% Series A PG&ECapAquips 1 1/28/60 NA 12600 | $ 300,000
TOTAL CAPITAL 5TOCK AND PREFERRED SECURITIES $ 9.202,857

! tocal newspaper symbols may vary.

2 Authorized 75 miltian shares of $25 par value in tota! (both with and witheat mandatary redemptiont provisions),

Firscand
refunding
mnrtgage

Mediurn-term

bonds Evrobonds

PG&E Corporation

Moody’s
Standard & Poor's

PG&E
Moody’s
Standard & Poor's

notes

Commercial
paper

7l;rc ferred
stock and
preferred

securities




PG&E Corporation

LONG-TERM DEBT

December 31, 1996

(in thousands)

PG&E mortgage bonds and
pollution control loan agreements

4-5/8%
5-3/8%
5-3/8%
5-3/4%
5-172%
6-7/8%
6-5/8%
6-314%
8-3/4%
7-718%
6-114%
6.1/4%
5-7/8%
8-3/4%

6-5/8%
6.35%
8-7/18%

8.08%'
3.42%

3.43%!
3.47%?
8.2%

8-1/4%
5-7/8%
6-314%

5.85%

7.05%
8.80%
8-3/8%
8.0%
7-1/4%
7-174%
3.50%’

3.54%!
3.31%
3.35%?

Series LL due June 1, 1997

Series MM due June |, 1998

Series 93B due August |, 1998

Series NN due December 1, 1998
Series OO due June 1, 1999

Series PP due December !, 1999

Series QQ due June |, 2000

Series RR due December |, 2000

Series 90B due January 1. 200]

Series 92A due March [, 2002

Series 93C due August [, 2003

Series 93G due March |, 2004

Series 93F due October 1,2005

Series pollution control |9878-1

due January |. 2007

Series pollution control |992A due june I, 2009
Series poflution control 19928 due June |, 2009
Series pollution contral |987B-2

due January |, 2010

Series 81B adjustable due August 1, 2011
Series pollution contrel 1996G

due February 1.2C16

Series pollution control 1996A

due December |, 2016

Series pollution control 19968

due December 1, 2016

Series pollution control 1987A

due December |, 2018

Series 92D due November |, 2022
Series pollution control 1993A due June |, 2023
Series 23F due Ocrober |, 2023

Series pollution control 19938

due December |,2023

Series 93H due March |, 2024

Series 91A due May |,2024

Series 92B due May |, 2025

Series 92C due October |, 2025

Series 93A due March |, 2026

Series 93D due August |, 2026

Series pollution conwrol 1996D
due November |, 2026
Series pollution control 19%6E
due November |, 2026
Series poliution control 1996C
due November |, 2026
Series pollution control 1996F
due November |,2026

Principal amounts outstanding
Unamortized discount net of premium
Total PG&E mortgage bonds
and pollution contrel loan agreements
Other PG&E long-term debt
Eurobond 12.0% debenwres due January 9, 2000

Unsecured medium-term notes, 4.93% to 9.9%, due 1997-2014
Unamortized discount related to unsecured medium-term notes

Other long-term debt

Total PG&E long-term debt
Long-term debt of PGT and Enterprises

Total PG&E Corporation consolidated long-term debt
Less: long-term deb: — current portion

PG&E

Enterprises

Total PG&E Corporation consolidated long-term debt - current portion

TOTAL PG&E CORPORATION CONSOLIDATED

LONG-TERM DEBT

Total PG&E Corporation Consolidated Capitalization

! Current rote

2 Varigble rote (Rote shown is average for 1996).

Principal Principal
amount amount
issued outstanding
$ 75000 $ 19,566
75.000 48,124
400.000 397.000
80,000 66,442
80,000 66,769
80,000 79210
50,000 49,928

60,000 59.821
100,000 92,890
400,000 380,100
400,000 374,540
350.000 348,000
300,000 289,495
50.000 50,000
35,000 35,000
50,000 50,000
265,000 265,000
75.000 75.000
62,870 62,870
200,000 200,000
160,000 160,000
45,000 45,000
400.000 351,936
60,000 60,000
400.000 373.650
200,000 200,000
350,000 299,200
200,000 184,910
200.000 180,000
250,000 249,000
300,000 290,240
450.000 438.800
100.000 100,000
165,000 165,000
200,000 200,000
100,000 100.000

6,408,191

(49923} |

6,358,268

57.53%

828,200
(L.187)

32.800

7.276.320

703,614

7.979.934

206,829

3,038 |

209,867

7.770.067

$16,972,924

Pacific Gas & Electric Company

fssuance of Additional Montgage Bonds
PG&E Corporation’s Board of Directors, without
sharehclder approval, may increase the maximum
principal amount of bonds (presently fixed at 310
billion) which may be outstanding or reserved for
issue under the Mortgage Indenwre {Morigage).
Such an increase would require filing a supplemental
mortgage indenture and approval by the California
Public Utilities Commission.

Additional bonds may be issued (i) to pay or
redeem bonds of another series, (i) against the
surrender and cancellation of bonds of another
series, (i) against deposit of the ner proceeds
thereof with the Trustee (which shall not be less
than 90% of the principal amount of the bonds to
be issued), which proceeds may be withdrawn to
the exzent of 75% of its capital expenditures, and
{iv) to reimburse PG&E for 75% of its capirtal
expenditures. As of December 31, | 396, unreim-
bursed capital expenditures were approximately
$8.9 billion. No additional bonds may be issued
under (ii) above, in certain instances, or under {iif)
and (iv) above, unless aggregate net earnings for a
twelve-month pericd ending not more chan 60
days prior to the date of delivery of said bonds
were at ieast |.75 times annual interest charges on
aggregate bonded indebtedness. PG&E's earnings
coverage so computed for the year ended
December 31, 1996 is 6.70.

Security

The bonds are secured by the Morigage. which
constitutes a valid first lien upon all real property
and a perfected security interest in substantially ail
personal property owned by PG&E for the egual
pro rata security of all bonds issued.

Sinking Fund

PGEE is required by the indenture to make sinking
fund payments to the Trustee on February | and
August | of each year. The payments equal 1/2 of
1% of the aggregate bonded indebtedness of PG&E
outstanding on the preceding November 30 and
May 31, respectively. For many years, PG&E has
satisfied this obligation by purchasing cutstanding
bonds on the open market and depositing these
bonds with the Trustee,

General Reserve Fund

PG&E covenants to pay the Trustee annualiy, by
April 30 of the fallowing year, for crediting to the
General Reserve Fund (Fund), 4% of total out-
standing bonded indebtedness on June 30, less
credits for (i) maintenance, (ii) bonds purchased
during the year with money from the Fund and
deposited with the Fund, {jii) any balance in the
Fund, and (iv) unreimbursed capital expenditures
certified 1o the Trustee for the purposes of such
credit. Withdrawals from the Fund may be made
on the basis of (a) unreimbursed expenditures for
maintenance, (b} unreimbursed capital expenditures.
or {c) purchase of bonds and deposit thereof with
the Fund (Article Fourth). Since the foregoing
credits always have exceeded 4% of the aggregate
bonded indebtedness cutstanding on June 30, no
moneys ever have been deposited in the Fund. It
is PG&E's intention to continue to satisfy this
requirement through expenditures for maintenance
and property additions.



PG&E Corporation

Consolidated Net Plant
in Service Data

December 31

(in thousands)

ELECTRIC

FINANCIAL Tangible

Production
Fossil fuel
Geothermal
Nuclear!
1996 Electric Plant in Service Hydro
{in thousands) Pumped storage
Cther

Total production
Transmission
Distribution
General

Total tangible

Intangible

Total electric plant in service

Accumulated Depreciation?

Distribution: $9.222.851 Net electric plant in service

Transmission; $2,245.871
—General: $1.730,606

GAS
L —intangible: $45,134
Production: $11,412.697 Tangible
Production
Storage

Gas stored underground
Transmission

] Distribution
1996 Gas Plant in Service General
(in thousands) Total tangible

Intangible

Total gas plant in service

Accumulated Depreciation

Net gas plant in service
Total Net Plant in Service
Construction Work in Progress

Oil and Gas Properties’

Transmission: $3,483,673 Total
General: $885.606
—Storage: $251.162
LGas Stored Underground: $47.426
‘~Intangible: $14,369
Production: $851
L Distribution: $3.555,339




996 1995 1994 1993 1992 1991
$ 1,783,088 $ 1.754.565 $ 1,727,578 $ 1.756.797 $ 1.666.747 $ 1591666
842,182 840,187 839,724 844,275 844,875 870,794
6,535,087 6,142,190 6,008,389 5,886,258 5,823,391 5,715,358
1391,177 1,380,353 1,326,510 1,329,477 1.291.119 1,269,861
788,165 862,388 880,971 890,644 890,641 889,686
72,998 72,986 75.993 75.199 74563 71,547
11,412,697 11,052,669 10,859.165 10,782,650 10.591.336 10,408,912
2,245,871 2.189,485 2,136,153 2.085.997 2031201 1.944,674
9,222,851 8.771 88 8.380.1 18 8,018.922 7.718.394 7,237,992
1,730,606 2115676 2,292,785 2.222,422 1,897.974 1721117
24,612,025 24,12971 | 23,668,221 23,109,991 22,238,905 21,312,695
45,134 47,588 45,43 45,023 43,894 48,354
24,657,159 24,177,299 23.713,652 23,155.014 22,262,799 21,361,049
(10,981,176) (10.235,796) (9.423,282) (8.636,136) (7,980,633) (7.154,501)
13,675,983 13,941,503 14,290,370 14,518,878 14,302,166 14,206.548
85 901 694 3316 11.609 15,026
251,162 247,521 248,498 234,401 224.854 215,752
47,426 46,794 45,983 55,883 53,688 53,688
3,483,673 3271245 3,181,669 3,105,519 1,488,577 1,426,566
3,555,339 3378.827 3,253,000 3,071,543 2,917,009 2,685,075
885,606 778,552 710,286 670,445 753,367 673011
8.224,057 7.723.840 7,440,130 7.141,107 5,449,104 5,069,118
14,369 8,84 7,749 5,634 4,980 4,879
8238426 7,732,681 7,447,879 7,146,741 5,454,084 5,073,997
(3.320,758) (3.075,704) (2.847.409) (2,600,282) (2.527,589) (2,318.452)
4,917,668 4,656,977 4,600,470 4,546,459 2.926,495 2,755,545
18,593,651 18,598,480 18,890,840 19,065,337 17.228.66 16,962,093
414,229 333,263 527,867 620,187 534,578 711,509
- - 437.352 573,523 591,544 632,81
$ 19,007,880 $ 18.931,743 $ 19,856,059 $ 20,259,047 $ 19,354,783 $ 18306413

! Exeludes transmission ond general plant related to Diablo Conyon.

? Inciudes approximately 33,019 million, $2,63% mitiion, $2,250 miflion, $1,895 million, $1,47% miilion, and $1,196 milliorr of accumulated depreciation and decommissioning
related to Dioblo Canyon for 1996, 1995, 1994, 1993, 1992, and 199/, respectively.

3 In fune 1995, PG&E sold DALEN Resources Corp,




ELECTRIC

Qua g Facilities (QFs)
(1996 Staef ) i

Capacity under contract

Operational capacity

Power delivered

Payments to QFs
Energy
Capacity

Average price paid per kWh
(Energy plus capacity)

1996 QF Purchases
(by technology)

Wind: 5%

—Hydro: 4%
L Geothermal: 6%

5,300 MW
4,700 MW

20,309 GWh

1,136 million
3521 million

Cogeneration: 8%

L-Solid waste/biomass: |1 7%

Pacific Gas & Electric Company

Electric Operating Statistics

Years ended December 31

PG&E Sources of Energy - kWh (in thousands)'
Natural gas

Qil

Geothermal

Nuclear

Cormbustion turbine

Net PG&E thermal

Hydroelectric
Solar and wind
Helms pumpback energy

Net PG&E renewable
Net PG&E generation

PG&E QF area purchases
PG&E in area purchases
PG&E aut of area purchases

Net PG&E system sources of energy

Orher control area producers
Orther control area purchases

Net PG&E control area sources of energy *

Disposition of Energy — kWh (in thousands)
Sales to PG&E customers

PG&E uses, losses, and unaccounced for

Qther control area disposition

Net PG&E control area disposition

Area Capability (at annual peak) - MW
Thermal {including nuclear)
Hydroelectric (available)

Total PG&E capability
Less unavailable capability
Total PG&E available capability

PG&E QF area purchases (available)
PG&E in area purchases
PG&E out of area purchases

Total PG&E system available capability
Other control area producers
OCther control area purchases

Total control area available capability®

PG&E System, Peak Demand - MW

Control Area, Peak Demand - MW!
Date

Hour

Annual Load Factor — Net Control Area

Average Fuel Cost Per Million BTUs’
MNatural gas

Residual oil

Weighted average

Fuel Consumed, equivalent barrels (in thousands)
Natural gas (equivalent barrels)’

Fuel ail®

Nuclear

Total fuel consumed



1996 1995 1994 1993 1992 1991
11.577.860 13,289,962 27,950,029 17,734,738 26,499.926 21,830,266
12,958 425,609 1,583,280 1,324,398 104,083 141,279
4,514,643 4,000,930 6,024,133 6,491,142 7.006,932 6,947 260
16,719.721 16,269,002 15,264,977 16816168 16,698,120 15,072,875
29,092 14,044 9.302 10,811 19.087 12.500
32,854,274 33,998,947 50.831.721 42,377.257 50.328.148 44,004,180
15,157,798 16,607.737 7.791.473 14,402,500 7.537.492 7,995,546
1,580 1,451 973 804 323 149
(897.506) (936.882) {466.524) (452,206} (397.966) (592.895)
14.261.872 15,672,306 7.325.922 13,951,098 7.139.849 7.402,800
47,116,146 49,671,253 58,157,643 56,328,355 57.467.997 51,406,980
20.351.814 20,376,389 21,692,229 21.302.621 21,312,227 19.133.856
5,918,620 6.310.864 2,185,156 5.584.441 1.947.686 2,553,451
8,040,762 5,150,062 3.281,118 3,096,088 5.118237 9.761.118
81427342 81,508,568 85.316,146 86,311,505 85,846,147 82,855,405
15457000 16,018,421 6,453,127 6,123,778 5,004,022 5,239,789
5,115,658 4,440,942 10,994,219 7437644 8,402,252 8.875.299
102,000,000 101,967,931 102,763,492 99,872,927 99,262,421 96,970,493
74,394.282 75,358,632 75,621,150 75,653,342 75,285,241 74,195,890
6,500,000 6,040,233 7.838,492 6.960,107 7.277.696 7.184.247
21,105,718 20.569.066 19,303,850 17,259,478 16,689,484 15,590,356
102,000,000 101 967931 102,763,492 99871927 99252421 96,970,493
9,673 9.673 1,015 11,018 11,031 11.096
3.603 3771 3,556 3696 3.878 3881
13,276 13,444 14571 14714 14,909 14977
{2.750) {536) 913 (1.4586) {2.573) (1,358)
10,526 12,508 13,658 13,258 12,336 13619
3.040 2.952 2,981 2,988 3.185 2,603
1,228 979 788 845 695 770
2942 1.639 1341 1,405 1.099 790
17,736 18.478 18,768 18,496 17,315 17.782
3.794 2,682 1,205 2,104 1,220 1,724
I.194 899 1.878 953 1.367 806
22,724 22,059 21,851 21,553 19,902 20312
16,877 15,988 15,334 15,323 15,137 14.981
21,437 20,317 9,118 19.607 18,594 18,620
August 12 August | August 15 August 2 August 1] July 2
5:00 PM 5:00 PM 3:00 PM 4:00 PM 4:00 PM 3:00 PM
54.2% 57.3% 61.4% 58.2% 60.9% 59.5%
§1.83 $2.06 $2.19 $2.86 $2.61 $2.75
166 1.28 2.83 349 3.13 300
1.92 2.03 223 2.90 262 275
20,193 23,143 44,119 28791 43,446 36,262
686 756 2,395 2.080 171 631
28,574 27814 26,135 28,724 28,540 25,808
49.453 51,713 72,649 59,595 72,157 62,701

! Represents actual year net generation from sources shown,

2 includes loads served by Socromento Municipal Utlity District (SMUD). Modesto (MID), and Turlock (T1D) lrrigation Districts’ own resources.

¥ Conventienal fossil fuel plants only.



ELECTRIC

J Electric Industrial Sales Diversification
19946 kWh s (inm
- _IL_A, albibla

i Food products 2,312,366

' Petroleum/coal 1,084,557

| Electronics 1,593,518
i

) Industrial machine and equipment 1,430,499
Stonelclay/glass 1,207,973
Oiligas extraction 985,711

i Wood 680,613
Chermicals 591,575
Paper 590,062

! Primary metal 565,785

‘ Rubber and plastics 521,377

Pacific Gas & Electric Company

Electric Revenues, Sales
and Customers

Years ended December 3§

ELECTRIC REVENUE ANALYSIS

Revenuss (in thousands)
Residential

Commerciai

Industrial

Agricultural

Public street and highway lighting

Revenues from recail customers
Resale
Miscellaneous

PGE&E electric revenues
Regulatory balancing accounts

Total electric revenues

Average Billed Revenue Per kWh

Residential

Comimercial

Industrial

Agricultural

Public street and highway lighting

Resale

Average billed revenue per kWh (including resale)

Average billed revenue per kWh from retail customers

Average Annual Residential Bill

Average Annual Residential
Consumption—kWh

ELECTRIC SALES ANALYSIS
Sales—kWh (in thousands)
Residential

Commercial

Industrial

Agriculwral

Public street and highway lighting

Sales to retail customers
Resale

Total PGEE sales

ELECTRIC CUSTOMERS (at Year End)

Residential

Commerciafl

Industrial

Agricultural

Public street and highway lighting
Resale

Total PG&E customers




1996 1995 1994 1993 1992 1991
$3,033613 403% $2,979590 1383% $2,980,966 37.8% $2,952.893 37.6% $2.790.605 36.5% $2,729.763  364%
2840101 377 2964568 38.1 2,892,302 367 2,214,855 371 2864817 375 2745040 366
1,005694 134 1,160,938 149 1128561 143 1,183,728 15.1 1,210,754 159 1,186,452 158
396,469 5.3 395,531 5.1 477,330 6.1 419,628 53 478,941 63 477.397 6.4

55372 07 56,154 0.7 55545 07 55.976 0.7 53,133 0.7 50,631 0.7
7.331,249 974 7,556,781 971 7,534,704 956 7,527,080 958 7.398.250 969 7,189,283 959
81.855 1.1 133,566 1.7 201,133 26 242,433 3 185,555 24 204,089 2.7
112,303 1.5 92,538 1.2 142,771 1.8 87.991 1.1 51716 0.7 103,180 1.4
7.525.407 100.0% 7.782.885 100.0% 7878608 100.0% 7,857,504 100.0% 7.635521 100.0% 7496552 100.0%
(365,192) (396.578) 142,939 19.421 127,490 (97.018)
$7.160,215 $7.386.307 $8.021.547 $7.876,925 $7.763.001 $7.399.536
% % % % % %
Change Change Change Change Change Change
11.92¢  (2.5) 12.22¢  (0.2) 12.25¢ - 12.25¢ 3.9 11.79¢ 1.6 11.60¢ 11.4
10,19 (7.1) 10.97  (0.6) 11.04 (0.5) 11.10 1.6 10.92 2.4 10.66 89
637 (74) 688 (24) 705 (1.8} 718 (L5 7.29 1.3 720 93
10.92 (4.0 11.37 5.5 1078 (5.7} 1143 132 10,10 0.2 10.08 104
1263 (4.5) 1323 (0.5) 1329 (0.4} 13.35 0.6 13.27 1.8 13.03 318
675 603 421 (11.2) 4.74 (8.1) 5.16 1.0 501 (17.2) 6.17 28
9.96 (2.4} 1020 (C.3) 1023  (0.4) 10.27 20 10.07 1.1 929 98
10.02 (4.3} 1047 {0.9) 10.56 (0.5) 10.61 27 10.33 1.9 10.14 99
$783 05 $779 (1.0} $787 {0.) $788 4.6 $753 1.1 $745 110
6,571 30 6377 (0.7) 64212  (0.1) 6,431 08 6381 (0.6) 6,421  (0.3)
25,457,707  342% 24391279 324% 24,325,737 32.2% 24,011,122 319% 23663905 31.4% 23534822 31.7%
27.867.567 375 27013742 359 26.195.404 345 26,257,994 347 26245815 349 25,757,736 347
15,786,178 21.2 16879390 224 16,010,290 21.2 16,491,597 121.8 16.600.1 15 22,1 16,472,583 222
1631376 49 3478,199 4.6 4425958 59 3.672.449 49 4,740,820 6.3 4,733,798 6.4
438315 06 424,501 05 417.839 0.6 419,173 0.5 400,484 0.5 388,668 0.5
73,181,143 984 72187111 958 71,375,228 944 70,952,335 938 71,651,139 952 70,887.607 955
1,213,139 1.6 3,171,521 4.2 4,245,922 5.6 4,701,007 6.2 3,634,102 48 3,308,283 4.5
74,394,282 100.0% 75,358,632 100.0% 75,621,150 100.0% 75.653.342 100.0% 75285241 100.0% 74,195,890 100.0%
% % % % % %
Change Change Change Change Change Change
3,895,880 1.3 3,844,337 1.2 3.800,399 (0.1) 3,803,485 1.7 3.739.907 1.4 3,689,369 1.4
462,143 1.1 456,967 0.9 452,819 03 451,345 - 451,315 (1.G) 455,678 2.1
1,263 (0.6) 1,270 22 1,243 0.5 1,237 37 1493 (C.3) 1,196 7.0
86,307 (1.6) 87677 (1.9) 89,353 (1.6) 90761 (2.2) 92847 (2.6) 95355 {1.3)
17,783 3.1 17,242 24 16,844 1.7 16,558 45 15.842 2.1 15,523 25
37 542 24 143 21 (25.0) 28 400 20 (16.7) 24 143
4,463,413 1.3 4.407.517 1.1 4,360,679  (0.1) 4,363,414 1.4 4,301,124 1.0 4,257,145 1.4




GaAs

19926 Gas Supply Sources
(in thousands of Mcf)

Canada: 253.209 (65%)
California: 28,130 (7%)
—Southwest: | 10,604 (28%}

20

Pacific Gas & Electric Company

Gas Operating Statistics

Years ended December 31

Sources of Gas Purchased — Mcf (in thousands)
Narural gas purchased

From Canada

From California

From other states (substantially all Southwest U.S.)

Total natural gas purchased

Stored underground (injected)
Withdrawn from storage
Line pack

Net natural gas from storage (to storage)
Total sources

Disposition of Gas — Mcf (in thousands)
Sales to customers

Used in company steam-electric plants
OCrther - et

Total disposition

Sources of Gas Purchased ~ Percent

From Canada

From California

From other states (substantially all Southwest U.S.)

Total purchases
Average Cost of Gas Purchased - Mcf
From Canada (at California border)
From California

From other states (at California border)
Average — all purchases

Miles of Gas System
Transmission
Distribution

Total

Customers Per Mile of Gas Distribution System
Peak Day Sendout — Mcf (in thousands)

Mean Temperature on Peak Day (°F)

Annual Degree Days (60° billing basis)

Percent of Normal
{Over 100% indicates colder than normal)

Average System BTU Per Cubic Foot




1996 1995 1994 1993 1992 1991
253,209 261,800 319,453 329,693 321.770 345,020
28.130 31,158 31,757 32,09 50,953 73,257
110,604 117.538 249,733 243,058 327272 240,141
391,943 410,496 600,943 604,847 699,995 658,418
(22.136) (30.453) (44,098) (42.861) (27.873) (31.629)
28,644 19.846 47805 31312 38,427 24673
363 (314) (116) (685) (419) 107
6,87 (10.921) 1591 (12,234) 10.135 (6.849)
398,814 399,575 604,534 592,613 710,130 651,569
264,439 269.904 306,930 430718 429,109 428393
132,397 132,397 286,213 180,275 263,010 219,167
1,978 (2.726) 1,391 (18.380) 18,011 4,009
398814 399,575 604,534 592,613 710,130 651,569
64.6% 63.8% 53.2% 54.5% 46.0% 52.4%
7.2 7.6 5.3 53 73 1.
282 286 415 402 467 36.5
100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
$1.57 $1.34 $1.94 $2.26 $2.14 $2.34
1.90 .32 1.55 .65 1.73 2.00
372 2.64 2.4 2.84 251 261
2.2 171 212 246 228 2.40
5,730 5,750 5,744 5,727 5.347 5356
36213 35,765 35432 35,163 34,724 34,337
41943 41,515 41,176 40,890 40,071 39,693
101.5 101.4 99.6 101.2 101.8 101.9
3,407 3,334 3,801 4,002 3.930 3,559
439 530 492 414 390 427
1,307 1,286 1,768 1,554 1,299 1,742
75.7% 75.3% 104.4% 89.9% 76.0% 101.5%
1,020 1.024 1029 1019 1015 1016
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Gas

‘) Gas Industrial Deliveries Diversification
L 1%%4 Mcd {in thousands)

e ———— ——

. Petroleumicoal 80,719

Food products 38,699

Stonelclay/glass 17,593

' Paper 13,167
| Chemicats 1,202
Wood 4,675

Qillgas extraction 2,185

Pacific Gas & Electric Company

Gas Revenues, Sales
and Customers

Years ended December 31

GAS REVENUE ANALYSIS

Revenues (in thousands)
Bundled gas sales and transportation service
Residential
Commercial
Industrial
Other gas utilities

Bundled gas revenues

Transportation service only revenue
Vintage system {substantially all industrial)
In-state portion of Pipeline Expansion (Line 401}

Transportation service only revenues
Miscellanecus
Billed PG&E gas revenues
Regulatory balancing accounts

Subsidiaries

Tatal gas revenues

Average Billed Revenue Per Mcf
Average billed bundled gas sales revenues
Residential
Commercial
industrial
Other gas utilities
Average billed revenue per Mcf

Average billed transportation only revenues
Vincage system (substangially all industrial)
In-state portion of Pipeline Expansion {Line 401)

Average Annual Residential Bill

Average Annual Residential Consumption - Mcf

GAS SALES ANALYSIS

Sales = Mcf (in thousands)
Bundled gas sales and transportation service
Residential
Commercial
Induscrial
Other gas utilities

Total bundled gas sales

Transportation service only
Vintage system (substantially all industrial)
In-state portion of Pipeline Expansion (Line 401}’

Total transportation service only sales

GAS CUSTOMERS (at Year End)

Residential
Commercial
Industriat

Other gas utilities

Total PG&E customers




1996 1995 1994 1993 1992 1991
$1.109.463  62.6% $1.205,223  63.4% $1.268966 63.3% $1.152,494 559% $1.092.324  51.2% $1.226094 54.2%
362819 205 421.397 222 444,805 222 467,962 227 479599 225 551,669 244
42520 24 42,106 2.2 57,297 29 367.221 178 425467 200 366.346 162
510 00 0 2371 0.1 25,654 I.2 38.504 1.8 43,224 1.9
1515312 855 1.668.726 87.8 1.773.43% 885 2,013,331 976 2035894 955 2,187,333 967
180,197 102 167325 88 132,503 6.6 56,733 28 75606 35 133,348 59
85144 48 82904 44 58442 29 8097 04 - 00 - 00
265341 150 250229 132 190,951 9.5 64830 32 75606 35 133,348 5.9
(9.271) (0.5 (18.018) (1.0 40427 2.0 {16.692) (0.8) 21,022 1.0 (59.056) (2.6}
1,771,382 100.0% 1,900,937 100.0% 2004817 100.0% 2,061,469 100.0% 2,132,522 100.0% 2,261,625 100.0%
57.864 (43.771) {101.443) 95,339 40,199 (30.091)
210,556 201,951 177,688 264,925 173,587 123,642
$2,039.802 $2.059.117 $2,081,062 $2,421,733 $2,346,308 $2,355.176
% % % % % %
Change Change Change Change Change Change
$5.83  (7.3) $6.29 6.3 $592 5.9 $5.59  (26) $5.74 (1.4 $582 43
584 (IL1} 6.57 6.7 6.16 8.1 570 (5.0) 600 (7.3) 647 174
334 180 3.00 20 2.94 6.5 276  (58) 293 {4.2) 306 (9.7)
0.00 0 265 (2.6) 272 (39) 283 (17.5) 343 280
573 (7.3) 6.18 6.9 578 238 467 (1.9 474 (7.2) 5.1 7.6
067 (2.9) 069 150 0.60 154 0.52 (288) 0.73 141 0.64 l.é6
03 59 034 172 029 (25.6) 0.39 - - - - -
$321  (8.8) $352 (64 $376 9.0 $345 45 $330 (11.8) $374 54
55 (1.8) 56 (125} 64 32 62 88 57 {10.9) 64 00
190,246 71.9% 191,724 71.0% 214,358 69.8% 206,053 478% 190,176  44.3% 210657 492%
62,178 235 64,135 238 72,183 235 82,048 19.1 79.983 186 85203 199
12015 46 14045 5.2 19495 64 133,178 309 145356 339 119916 28.0
- - - - 894 03 9439 22 13,594 3.2 12617 29
264,439 100.0% 269.904 100.0% 306,930 100.0% 430,718 100.0% 429,109 100.0% 428,393 100.0%
189,695 143,921 142,393 101,888 103,186 207,544
237776 240,506 200,755 20513 - -
427471 384,427 343,148 122,401 103,186 207,544
% % % % % %
Change Change Change Change Change Change
3.475.597 l.4 3427935 29 3331647 (0.B) 3358840 07 3,334,436 1.0 3,300,160 1.5
200,123 09 198,380 1.0 196,359 {0.7) 197693  (0.2) 198016  (Q.1) 198,270 03
1437 (4.2) 1,500 .0 1,485 2.6 1319 9.2 1,208 40 I.161 1.0
2 - 2 - 2 - 2 (500 4 - 4 -
3.677.159 I.4 3627817 218 3529493  (0.8) 35357.854 07 3,533.664 1.0 3.499,595 1.5

! Includes on-sysiem transportation volumes transported on the in-stote {or PG&E) portion of the PGTIPG&E Pipeline Expansion (Line 401) of
78,552 MMcf, 100,207 MMcf, 79,749 MMcf, and 7,205 MMcf for 1995, 1995, 1994, and 1993, respectively.
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DiaABLo CANYON

Since 1988, Diablo Canyon has operated under a unique performance-
based ratemaking settlement under which revenues are based primari-
ly on the amount of etectricity generated, rather than traditional
cost-based ratemaking.

In March 1996, PG&E proposed a modified ratemaking treatment for
Diablo Canyon based on the ratemaking treatment for the San Onofre
Nuclear Generating Station (SONGS). Under PG&E's proposal. all of
PG&E's sunk costs would be recovered by the end of 2001, at a reduced
return on equity equal to 30% of PG&E's embedded cost of debt (6.77%).
Ongoing operating costs and capital additions would be recovered
through a performance-based Incremental Cost Incentive Price {ICIP)
mechanism. PG&E’s proposal is currently pending before the California

Public Utilities Commission.

Diablo Canyon Plant Facts

B '_ - Unit 1 T vtz
Commercial operation May 7, 1985 March 13, 1986
Plant capacity 1,073 MW 1,087 MW

Lifetime capacity factor
through 1996 80% 82%

Refueling Schedule’

(subject to change)

1995 1999 © 2000 1001
Uniz | Refueling Refueling  Refueling
begins begins begins

4ile 1130 9123

Refueling  Refueling Refueling
begins begins begins
Fi {1 4/28

! Beginning in 1996. PG&E is scheduting refueling outages every 21 months
as aflowed under its existing NRC operating license. PG&E is seeking NRC
approval to extend the refueling cycle to 24 months beginning in 2001.
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Pacific Gas & Electric Company

Performance Data

Years ended December 31|
(in thousands, except per share amounts)
FINANCIAL DATA

Operating Revenues

Operating Expenses

Cost of electric energy (nuciear fuel)
Maintenance and other operating
Depreciation and decommissioning
Administrative and general

Property and other taxes

Operating Income

Other Income and (Income Deductions)
Net Interest Expense

Pretax Income

Income Taxes

Net Income

Earnings Per Commeon Share
Gross Plant at year end

Net Plant at year end’

Total Assets at year end*
OPERATING DATA

Capacity Factor
Unit |
Unic 2
Combined

Availability Factor
Unit !
Unit 2
Combined

Net Generation — kWh (in thousands})
Unic |
Unit 2
Combined

Settlement Price Per kWh

Refueling Outage
Unit |
Unit 2

Refueling Qutage Days
Unic |
Unic 2




1996 1995 1994° 1993 1992 1991
3 1,789,452 $ 1,844,633 $ 1.869.738 $ 1,932,855 $ 1,781,399 $ 1,501,494
69,755 65.190 68,369 64,887 69.643 68,523
243,846 24| 555 273,069 239,956 238,539 262,974
322,280 357.529 350,250 293.090 269,537 264,292
89,776 89,957 156.739 144,465 129,144 119,869
64,928 61,295 65,708 67.834 69.647 71,184
998,867 1.029.107 955,603 1,122,623 1,004,889 714,652
0 (n 751 39 1.914 103
132,073 145,645 151,698 208,601 219,930 216,206
866,794 883.46| 804,656 914,061 786,873 498,549
369,590 376,354 343813 418,068 343,860 224,564
$ 497204 $ 507,107 $ 460843 $ 495993 $ 443013 $ 273985
$1.18 .16 $1.04 $1.11 $.99 $.59
$ 6,658,137 $ 6.646,853 3 6.647,162 $ 6518413 $5,983.976 $ 5.860.468
$ 3,639,027 $ 4.008,088 $ 4.397.361 $ 4623219 $4,504,497 $ 4,664,642
$ 4,695.962 $ 4962972 $ 5,186,938 $ 5422347 $5,234,353 $ 5271416
93% 79% 78% 26% 79% 78%
83 93 83 82 97 81
88 86 8l 89 88 80
95% 82% 80% 99% 82% 81%
85 96 85 84 99 85
90 89 82 9l 90 83
8,786,806 7,448,022 7.368,87¢ 9,028,005 7,450,388 7,358,078
7.932915 8,820,980 7,896,101 7,788,163 9,247,732 7,714,797
16,719,721 16,269,002 15,264,977 16,816,168 16,698,120 15,072,875
10.50¢ [§.00¢ 11.89¢ I1.16¢ 10.34¢ 9.60¢
- Sept.30-Nov.26 Mar. 12-May 8 - Sept.12-Now. || Feb.l-Apr.4
Apr. 6-May 24 - Sept.24-Oct.28 Mar.6-May | - Aug.31-Oct. 26
- 57 57 - 59 62
48 - 34 57 - 56

2 Double refueling year.

+ Net of accumulated decommissioning depreciation of approximately $747 million, $652 million, $517 millian, $447 million, $371 miilion, and $295 million for 1994, 1995, 1994,
1993, 1992, and 199/, respectively.

* Assets have been restated to exclude raguiotory assets associated with Diablo Canyon.
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PG&E CORPORATION GAS SUBSIDIARIES

Building on its expertise in the natural gas
business, PG&E Corporation is expanding
its operations in the "midstream” portion
of the natural gas market, which includes
gas gathering, processing, storage, trans-
portation, and commodity marketing.
PG&E Corporation’s current gas holdings
include Pacific Gas Transmission Company,
PGT Australia, PG&E Gas Transmission,
Texas (formerly Teco Pipeline Company),
and PG&E Energy Trading (formerly Energy
Source, Inc.). In January 1997, PG&E Corp-
oration agreed to acquire the natural gas
businesses of Valero Energy Corporation;
the transaction is expected to be com-
pleted in mid-1997.

Pacific Gas Transmission Company

Pacific Gas Transmission Company (PGT)
is a wholly-owned subsidiary of PG&E
Corporation. The table on the next
page provides an overview of PGT’s
financial performance,

PGT’s pipeline went into service in
1961 as the upstream pipeline for Pacific
Gas & Electric Company, providing PG&E
with Canadian natural gas to complement
.S, supplies delivered within Californta
or at the California border by other pipe-
lines from the southwest. PGTY dual pipe-
line system extends 612 miles from the
Idaho-British Celumbia border to California.

PGT offers open-access transportation
services to a broad mix of customers,
including utilities {(both gas and electric),
industrial and commercial end-users, and
energy marketers, PGT provided trans-
portation services to 9| customers in
1996, 49 of whom have long-term firm
transportation service agreements, with
terms ranging between 9 and 28 years,

PGT is the largest U.S. transporter of
Canadian natural gas, capable of moving
2.4 billion cubic feet a day of gas into the
U.S. with capacity to provide |.8 billion
cubic feet a day to California. PGT can
atso receive U.S. supplies via intercon-
nections with Northwest Pipeline Corpo-
ration in Washington and Oregon.

In 1996, PGT was the largest provider
of gas transportation to Northern Cali-

fornia markets, accounting for more than
a third of all deliveries.

PGT operated near system maximums
during 1996, achieving system utilization
of 97% at the Canadian border and 92%
at the California border.

PGT Australia

PGT Australia was established in 19%6 to
pursue new business development oppor-
tunities on the Australian continent. PGT
Australia operates the PGT Queensland
Gas Pipeline, an intrastate pipeline in
Queensland, an Australian state that is
two-and-a-half times the size of Texas.
The 389-mile line, acquired from the gov-
ernment of Queensland in 1996, serves
industrial customers along the coast of
Queensland with gas produced in the
country's interior. At present, the PGT
Queensland Gas Pipeline is the only pipe-
line in its service area. PGT Australia
has made proposals to construct several
lateral extensions from the pipeline to
meet growing demand in the area.

In addition to several new projects in
Queensland, PGT Australia has proposed
construction of a major north-south pipe-
line in Western Australia to serve growing
industrial load.

PG&E Gas Transmission, Texas
In January 1997, PG&E Corporation com-
pleted the acquisition of Teco Pipeline
Company (Teco). an intrastate pipeline com-
pany located in Houston, Texas. Teco has
been renamed PG&E Gas Transmission, Texas.
PG&E Gas Transmission, Texas and
Valero Energy Corporation jointly own
a 500-mile Texas intrastate pipeline that
connects an important hezder system
near Waha with a hub near the Houston
suburb of Katy. Intrastate facilities such as
the Waha-to-Katy pipeline are important
links between the major Southwest pro-
ducing basins and the eastbound interstate
pipeline systems that originate along the

Gulf Coast of Texas.

PG&E Gas Transmission, Texas has
investments in gas gathering and processing
facilities with a concentration in the South-
ern and Gulf Coast areas of Texas.

6

PG&E Energy Trading

PG&E Corparation acquired Energy
Source Inc. (ESl), a North American gas
marketing company based in Houston,
Texas, in December, 1996. In April 1997,
the energy trading operations of Teco
were consolidated with ES| and the com-
bined entity was renamed PG&E Energy
Trading. PG&E Energy Trading is one of
the largest natural gas trading businesses
in North America and has offices located
in various cities throughout the .S, PG&E
Energy Trading, Canada, a subsidiary head-
guartered in Calgary, conducts trading
activities in key Canadian markets.

PG&E Energy Trading is primarily
engaged in the wholesale purchase and re-
sale of natural gas to electric generation
companies, local distribution companies,
and other trading partners. It also markets
to large. end-use customers who purchase
their energy in wholesale volume. It aggre-
gates natural gas supplies from producing
basins in the U.S. and Canada, arranges
transportation from the point of purchase
to the point of sale, and resells natural
gas to customers under a variety of
short- and long-term market-sensitive
and fixed-price arrangements.

PG&E Energy Trading also markets
selected other energy commodities to
competitive energy services businesses,
regulated urilities, and large, end-use
customers. PG&E Energy Trading also
supports PG&E Energy Services with a
broad portfelio of energy products and
services for the retail market.

Yalero Energy Corparation

Valero Energy Corporation {Valero) is an
intrastate gas company headquartered in
San Antonio, Texas. Valerc has twa main
subsidiaries, Valero Natural Gas Company
(YNG) and Valero Refining and Marketing
Company (Valero R&M). PG&E Corpor-
ation will acquire only VNG; Valero R&M
will be spun off to Valerc sharehclders
prior to the acquisition.



Pacific Gas Transmission Company

(in thousands, except per share amounts)

For the year: 1996 1995 1994 1993 1992
Revenues? $ 546,785 |$ 269218 |$ 251098 |$ 703,212 {$ 680,907
Operating income

(loss)? 122,550 121,963 114,415 (18.693) (12.871)
Net income (loss) 43,145 51.607 47.742 6,277 24,234
Contribution to

PG&E's earnings

per share 0.105 0.122 0.1 0.015 0.057
At year end
Total assets 1,775,294 1,206,205 1,247 484 |,255,585 803,540
Equity 510,502 417.540 405,933 330,191 191,914

'Includes date for PGT Australia and Energy Source. Inc.

*Decrease in 1994 primorily due 1o eliminatien of gos soles revenue with the implementation of FERC Order 636

effective Navember 1, 1993.

? Amounts for the years 1992 through 1995 have been revised to reflect the reclassification of operating income taxes

ta conform ta PGT's 1995 Form |0-K presentation.

Valero wholly owns approximately
6,400 miles of pipeline. In addition, Valero
jointly owns or leases approximately
1,100 miles of pipeline, including the Valero-
Teco pipeline from Waha in west Texas to
the San Antonio area.

Upon completion of the Valere a¢qui-
sition, PG&E Corporation will have a
major presence in the Texas Gulf mid-
stream gas market. Together, PG&E Gas
Transmission, Texas and Valero will offer
extensive gathering and processing ser-
vices in Texas, with a concentration in the
southern and Gulf Coast areas of the
state. VYalero is capable of processing
94,000 barrels a day of natural gas liquids
extracted at eight Texas processing facili-
ties. In addition,Yalero holds under ¢on-
tract 7.2 billion cubic feet of working gas
storage at an underground salt-dome faci-
lity in Texas and another 6.5 billion cubic
feet of storage ar three different facilities
located near various end-use markets.

Valerc also owns a power marketing
company which provides risk management
and marketing services to the electric
power industry.

Valero /IPG&E Gas Transmission, Texas
—~ Texas —

Valero Ciwneci and Operated
Maturzl Gas Pipelines

o PGEE Gas Transmission, Texas
Crwined or Co-owned Pipelines

---------- Joint PG&E Gas Transmission,

' Texas/Valero System

O  Valero Matural Gas Processing Plants

A PGAE Gas Transmission, Texas
Gathering/Processing Facilities

*  Hubs

Foroworch @8 22

The Valero Natural Gas pipeline system has many n o¥pus Christi

connections to pipelines serving downstream markets, B v
including 4 near Waha, 8 near Carthage and 5 near Katy. h
\
2

s ——

-

27




PG&E ENTERPRISES

PG&E Enterprises

PG&E Enterprises (Enterprises) is a holding
company for PG&E Corporation’s unregu-
lated electric investments. Enterprises’
wholly-owned subsidiaries include PG&E
Generating Company, PG&E Energy
Services, and PG&E Properties.

The table to the right provides an
overview of Enterprises’ consolidated
financial performance.

fPG&E Generating Company

'PGEE Generating Company was formed
to partner with Bechtel Enterprises, Inc.
in LLS. Generating Company (USGen).
LUSGen manages the development, con-
struction, and operation of domestic
non-utility electric generation and natural
gas storage and pipeline facilities in which
the partners have ownership interests.
LUSGen's power plants sell electricity and
steam to utilities (other than PG&E) and
to industrial firms nationwide.

As of December 31, 1996, U5Gen’s
partners had ownership interests in 17
operating plants with a total generating
capacity of 3,375 megawatts {MW), of
which USGen partners own 1,939 MW
(PG&E Generating's share is 73% of the
1.93% MVW). The projects are typically
financed with a combination of equity
or equity commitments from the project
sponsors and non-recourse debt. In add-
ition, USGen has projects in development
locazed in Massachusetts, Texas, Oregon,
California, and Georgia.

In addition to electric generation,
LUSGen is also a 5% owner of the 370-mile
Iroquois Gas Transmission natural gas
pipeline which runs through New York and
Connecticur, bringing Canadian natural gas
to the Northeast United States, USGen is
also a partaer in the Avoca Nartural Gas
storage project located in Avoca. New York,

USGen Power Services, L.P. (USGenPS),
is USGen's power trading subsidiary which
participates in the short-term wholesale
power market. USGenPS$ has received

PG&E Enterprises

{in thousands)

For the year: 1996 1995 1994 1993 1992
Revenues $ 126947 (3 176,186 |§ 247,621 |$ 251344 |§ 20898]

Pretax income (foss} (36,696} 12917 2,370 13,199 (15.084)
Net income (loss) (34.666) 12,725 4934 17,045 (10,142)
Operating cashflow (38,580} 102.427 205128 185,623 118,178
At year end:

Toral assets 1,085,752 [.368.001 1,528,246 1,042,999 934,668
Equity 630,330 809.144 909,026 670,620 627,623

PG&E Generating Company

(in thousands}

For the year: 1996 1995 1994 1993 1992
Revenues' $ 159163 ($ 135555 |$ 68213 |3 28947 |% 1.674
Pretax income (loss) 6,429 32,934 35,942 8,365 (2.386)
Net income (loss)? (1,139} 17,560 17.584 4595 (1.567)
Operating cashflow 100,543 51,888 63.042 S7.179 42,029
At year end:

Toral assets 882,020 987,804 872,467 256,990 210,076
Equity 479.440 488,284 457,941 61873 56,637

" Revenues ore primarily earnings from partaerships accounted for under the equity method.

* Earnings in 1996 inciuded chorges otalling $38 million ofter tax ($.09 per shate) for write down of assets 1o reflect current

rmarket conditions.

authority from the Federal Energy Regula-
tory Commmission to market competitively-
priced electricity. USGenPS sells uncom-
mitted capacity from USGen's existing
facilities and also aggregates surplus gen-
eration from unaffiliated sources for
trade or sale to wholesale and large
industrial customers.

PG&E Energy Services

PG&E Energy Services, formerly Vantus
Energy, is a retail energy services company
formed in August 1995.

Currently, PG&E Energy Services pro-
vides comprehensive, customized energy
services for commercial and industrial
customers throughout the United States.
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As restructuring of the electric and
natural gas industries unfolds nationally,
PG&E Energy Services plans to expand its
customer base into other retail markets.

PG&E Energy Services offers a broad
range of services, including procurement
and sale of energy commodities, energy
portfolio management, power quality solu-
tions, energy efficiency programs, and
customized energy billing and analysis.
Currently, PG&E Energy Services has
contracted more than 3 million kWh in
electricity sales for 1997.

PG&E Energy Services has offices
throughout the Western U.S. and will
open additicnal offices in 1997,




USGen Projects

‘ USGen PG&E PG&E
Year Project USGen Owned | Generating | Generating
Scage Project Location | Operational MW |  Fuel Ownership MW | Qwnership [ Owned MW
Operating Carneys Point N} 1994 260| Coal 60% 156 45% 1z
Cedar Bay FL 1994 250 Coal 80% 200 64% 160
Colstrip MT 1990 37| Woaste-coal 75% 28 38% 14
East Syracuse NY 1993 97| Natural gas 100% 97 50% 49
Hermiston® OR 1996 474| Natural gas 50% 237 40% 190
Indiantown FL 1995 330] Coal 60% 58 48% 158
. Logan N]J 1985 225( Coal 100% 225 50% 113
MASSPOWER MA 1993 240 | Nawwral gas 48% 114 35% 85
MNorthampton PA 1995 110| WVaste-coal 100% 110 50% 55
Ocean State Power Ri 1991 500| Natural gas 10% 50 9% 44
Okeelanta FL 1996 70| Biomass 50% 35 40% 28
Osceala FL 1996 56| Biomass 50% 28 39% 22
Panther Creek PA 1992 83| Vaste-coal 68% 5é 47% 39
Pitesfield MA 1990 165| Matural gas 100% 165 89% 147
Serubgrass PA 1993 83( VVaste-coal 70% 58 49% 41
Sellcirk NY 1994 345 | MNarural gas 51% 177 46% 158
TBG Cogen NY 1989 50| Natural gas 10% 5 8% 4
Total 3,375 57% 1,939 42% 1,424
'in 1996, USGen sold a 50% interest in Harmiston to PocifiCorp, 3
i
Ocher, ' USGen Operating Reven'ués USGen Megawatts Owned
PG&E Properties, Inc. (Properties) develops {in millions of dollars) (in MW)
real estate in PG&E's service territory, $1.000 2500
focusing on mixed-use planned develop-
ment. Enterprises has ro plans for sub- 3800 3000
stantial future additional investments in ~
Properties. 3600 500
In November 1996, Enterprises
announced that it had repched an agree- n.
ment under which Bechtel Enterprises 00 000 H l
will acquire Enterprises’ interest in Inter- o
national Generating Company (InterGen). 3200 i‘]" ‘ "
The sale is expected to reach financial -~ Fli - rl ! ;
close in the second guarter of 1997, sfr'g""_‘ﬁ'“ 93 94 95 96 ¢ 52 93 94 95 96
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Wha to Contact

Shareholder Services

Individual shareholders with questions about
shareholder accounts or requests for copies
of PG&E Corporation's publications

Investor Relations

Security analysts. portfolio managers or
other representatives of the inveszment
community should contact the Manager of
Investor Refations at the following address: f{i.e., Form 10-K Report or Annual Report)
should contact the Shareholder Services

Angela M. C toct
nee omstock Office at the following address:

Mail Code BSC

£O. Box 770000

San Francisco, CA 94 | 77-0001
(415) 973-3007

David M. Kelly

Mail Code B26B

P.O. Box 770000

San Francisco, CA 94177-0001

Corporate Secretary 1-800-367-7731

Individual shareholders with general questions
about PG&E Corporation shouid contact the
Office of the Corporate Secretary at the’
following address:

Leslie H, Everett

Mail Code B32

P.O. Box 770000

San Francisco, CA 94177-0001
(415) 973-2880

Key Daces for 1997

Quarteyr Ist Ind 3rd 4th

Common dividend declaration 2119197 S/21197 716197 10/15/97
Commaon ex-dividend a7 6/12/97 1197 12714197
Commaon dividend record 3114/97 6/16/97 9/15/97 12/15/97
Dividend payment
Common stock 4115197 7115197 10/15/97 1/15/98
Preferred stock (PG&E) 5/15/97 8/15/97 I 1/15/97 2/15/98
Earnings announcement 4/16/97 716197 10/15/97 1121198

Stock Exchange Listings
PG&E Corporation’s commen stock is traded on the New York, Pacific, and Swiss exchanges.
The official New York Stock Exchange symbol is "PCG," but PG&E Corporation's common stock
is usually listed in the newspaper under “PG&E"or “PGE”

Pacific Gas & Electric Company has |3 issues of preferred stock and one issue of quarterly
income preferred securities, all of which are listed on the American and the Pacific exchanges.

This baoklet has been prepared primarily for institutionol investors and security enalysts in the hope that it will provide
a convenignt and useful reference source. It is not a representation or prospectus in regord 10 the corporation’s securities
ond is not furnished in connection with any proposed sole or offér 1o sell or buy any Stock or securities.

The booklet provides dewailed information on the corporation’s operations, including some masgriol ngt found in
other publications. The financiol and statistical data presented herein are unaudited. Complete financial statements
are included in PG&E Corporation’s 1996 Annual Report to Shareholders.

Prigr years”omounts have been reclassified where necessary to conform to the {996 presentation.

{®) Princed on recycled paper.

® April 1997, PGAE Corporation, all rights reserved. Produced by Hane Chaw.

PG&E Corporation
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P.O. Box 770000

San Francisco, CA 94177
WWW,pge.Com

Gordon R. Smith
Chief Financial Cfffcer
{415) 973-2]55

Kent M. Harvey
Treasurer
{415) 973-2393
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Letter

Welcome to the first annual report of PG&E Corporation, the
holding company which our shareholders approved at the
annual meeting last April. PG&E Corporation was officially
created on January |, 1997

Under the new structure, Pacific Gas and Electric Company
(PG&E), Pacific Gas Transmission (FGT) and PG&E Enterprises are
now subsidiaries of PG&E Corporation.

But the holding company is more than just a new name and
redefined corporate structure. It is a new beginning.

We are confident that it will significantly increase our
flexibility, will add to our ability to respoend to competitive
changes in the utility industry and to new opportunities in energy
services businesses, and will help us to meet our goal as we
approach the millennium: to be a recognized leader in the energy
industry, here in the U.S. and around the globe.

The name of the holding company is, of course, familiar.
It reflects the experience, strength and success of Pacific Gas
and Electric Company, which has provided energy to
millions of customers in Northern and Central California for
almost a century.

But while its heritage is roated in the past, PG&E Corporation
is focused squarely on the ample opportunities for profitable
growthi it sees in the future.

A new day has dawned in the energy industry, bringing with
it new complexities and new opportunities in domestic and
foreign markets.

in the competitive and dynamic business environment now
emerging, successful companies will be those with the skills,
resources and agility to keep up with change, recognize new
possibilities, market the range of energy services customers wanc
and do it all profitably.

That is the kind of organization we are building with
PG&E Corporation,

Necessary Steps

We know what PG&E Corporation must do to achieve
its objectives. Ve also know that in the short run it won't always be
an easy task.

Over the next five years, a significant portion of our
business will be transformed from a monopoly to a competitive
enterprise. The various component parts of the business that
traditionally have been bundied together in vertically integrated
utilities now will be unbundied — to give customers choice in the
services they receive,

Some compaonents, such as distribution, will remain
regulated. Others, such as electric generation, will be fargely

deregulated and fully competitive,

to Shareholders

To help customers manage their needs in this new marketplace,
an energy services industry is now developing and will continue
to expand and prosper. PG&E Corporation intends to be an
active participant in all elements of this new gas and electric
services business.

During the transition to a restructured energy marketpface,
as we continue Lo take the steps needed to make components of
our business more competitive, earnings will be lower than in the
recent past.

[n particular, we will accelerate the depreciation of our
Diablo Canyon nuclear power plant between now and the end of 2001
in order to price the electricity it generates at competitive levels,
This means revenues will be offset by greater depreciation,
lowering the earnings available for dividends.

Recognizing this fact, the company in October reduced the
common stock dividend approximately 39 percent to an annualized
level of $1.20 per share. This level is one that we believe can be
sustained and, over ume, increased with the strong performance
we expect from our various businesses. As anticipated, earnings
per share for 1996 were $1.75, down from the $2.99 per share we
reported in 19935,

These results are the product of steps — hard but
necessary steps — we are taking te achieve the competitive,
successful future we are confident lies ahead for your company.
As we work to achieve that future, we remain fully aware of
our responsibility to increase the value of your investment in
PG&E Corporation.

Building On Firm Footings

We believe there is good reason for optimism that earnings,
the dividend and stock price will rise over time and that PG&E
Corporation will grow, because we are building that success on
firm footings and a focused strategic vision. The foundation upon
which our new corporation stands is a utility business which we
are continuing to strengthen,

We undertook major programs in 1996 to upgrade the
systems and facilivies of our core electric distribution business.
These programs will improve customer service, increase
reliability and safety. and hone PG&E’s competitiveness in the
more deregulated energy market to come.

In 1996, California enacted Assembly Bill 1890. This law
provides a clear legislative road map for achieving electric
restructuring in California. It also reduces the financial uncertainties
surrounding the restructuring by providing legislative assurance
that the state’s utilities will have a fair opportunity to recover
significant costs associated with the transition to a competitive

electric marketplace.
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Our gas and electric utility business continued to provide
strong cash flow in 1996, which enabled us to repurchase
a net of $236 million worth of PG&E common stock and retire
a net of $384 million of leng-term debt during the year.
Over the next several years of transition to a restructured
electric industry. we believe cash flow will remain sirong as
PG&E recovers its investments in utility generation. This will
give the corporation substantial flexibility to invest in new
business opportunities and continue to retire debt and buy back
common stock.

And in our gas business, we continued over the year to
expand into domestic and foreign markets through acquisitions
of companies that operate in Texas, the Midwest and Eastern U.S.,
Awustralia and Canada,

The Future

In the energy world that is evolving, customers will be able
to choose from an array of products and services provided by
numerous competitive suppliers. Many customers will exercise
their ability to choose. But as they do, many will not want the
hassle of obtaining individual services from a wide variety of
individual providers.

Like consumers who favor the convenience afforded by one-
stop shopping at a supermarket, many customers will seek “energy
supermarkets’— organizations that can integrate options into
custom-tailored packages and “one-stop” total energy solutions.

PG&E Corporation's strategy is based on satisfying customers’
desires for both choice and convenience. We intend to leverage
the skill, experience and knowledge we have attained over a
century of success in the electric and gas business to take full
advantage of profitable opportunities as competitive markets
open up.

Qur plan is to pursue four lines of business.

Energy Services: This will be the major conduit between the
customer and the energy choices PG&E Corporation and others in
the markert will offer. This unregulated business will help provide
products and services from both the corporation’s various gas and
electric units and from competitive suppliers, packaging them in
whatever combinations best meet individual customers’ needs.

The energy services business will create value for customers by
acting as their agent, helping them to make intelligent choices in a
crowded and confusing marketplace of competing options.

It will be able to put together a wide range of energy
services, obtaining gas and electricity from competitive producers,
arranging for distribution and transmission service, providing
customized energy billing and analysis, and offering energy retrofits,

energy efficiency produccs and seryices, and facility improvements.

Italso will market power quality services for customers whose
manufacturing processes require uninterrupted power supplies.
Through energy services, we will market our decades of experience
in managing electric and gas facilities by contracting with
utilities 1o help operate their distribution systems.

Distribution: The business of delivering gas and electricity
to customers will remain a regulated function. Even if customers
choose to purchase their electricity from other generators, the
power will be delivered to their homes and businesses by the local
distribution company. However, over time, there will be pressure
to allow competitive suppliers to perform some functions that
traditionally have been part of the distribution business.

Generation: While the amount of PG&E-owned electric
generation will decline in the company’s traditional service area,
we will retain the Diablo Canyon nuclear power plant in California
and will continue to develop, own and operate independent power
plants in North America and possibly other selected regions of
the world.

In 1995, the California Public Utilities Commission urged
utilities to divest 50 percent of their fossil-fueled generation. In
response to this request, PG&E in 1996 announced its intention
to sell four of its fossil-fueled plants. These four plants represent
half of PG&E's tortal fossil-fueled generating capacity.

U.S. Generating Company (USGen), our unregulated joint
venture with Bechtel Enterprises, Inc., is a leading competitive
power supplier. USGen and its affiliates have ownership
interests and management responsibilities in 17 electric
generation plants, which represent nearly 3,400 megawatts
of generating capacity. The management success of these plants
reflects USGen’s leadership in clean generating technologies,
as well as innovative operations, maintenance and environmental
management techniques.

USGen is making substantial progress toward achieving its
goals of continued long-term growth and profitability. By 2000,
through development, acquisitions and concentrated marketing
to meet its customers' needs, USGen intends to more than
doublie the megawatts controlled in its current power pfant
portfolio. With effective management and efficient operation,
USGen is confident it can continue to be a pace-setter in the
evolving competitive marketplace.

Gas: We are pursuing the “midstream” portion of the gas
market. This includes gas gathering, processing, storage, trans-
portation and commedity marketing. This fine of business pre-
sents attractive growth opportunities.

We estimate that $110 billion worth of new gas pipeline

projects and facilities will be built worldwide between now and 2010.
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STANLEY T. SKINNER

Customers will include utilities, electric generators, large industrial
companies and local distribution organizations.

The corporation took a significant step forward in the midstream
gas line of business in April of last year with the acquisition of the
Queensland State Gas Pipeline in Australia. Ve see significant
additional opportunities in Australia for this line of business.

in late 1996 and early 1997, we purchased Energy Source,
Inc. {ESI) and Teco Pipeline Company. ES| markets natural gas
supplies in the Midwest and Eastern U.S. and Canada. Teco Pipeline
operates more than 1,000 miles of transmission and gas-gathering
pipelines in Texas with a capacity of |.5 billion cubic feet per day.

On January 31, 1997, we agreed to acquire the natural gas
services business of Yalero Energy Corporation, Valero Natural
Gas Company, which operates a 7,500-mile natural gas pipeline
system and eight natural gas processing plants in Texas. Valero’s
pipeline system has a capacity of more than 3 billion cubic feet
of gas per day. Based in San Antonio, Texas, Valero's operations
include the gathering, transporting, marketing and storage of
natural gas; the processing, transporting and marketing of natural
gas liquids; and the marketing of electricity.

Together, Valero, Teco and ESI will create one of the top ten

gas marketing operations in the nation, with average daily sales
volumes of 3.6 billion cubic feet per day in [996.

We are optimistic about our ability to succeed in these lines
of business. We have capable employees, abundant skills and a
clear direction.

Cur holding company is a new beginning, a new opportunity
to build on our long record of outstanding performance in the
energy industry.

For all of these reasons, we strongly believe that PG&E
Corporation’s prospects are promising and that we will continue

to provide excellent value to our shareholders, our customers

sl — f

Robert D. Glynn, Jr.
President and Chief
Operating Officer

and the many communities we serve,

Stanley T. Skinner
Chairman of the Board and
Chief Executive Officer

February 10, 1997

RoBERT D. GLYNN, JR.
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{in theusands, except per share amounts)

For the Year

Operating revenues
Cperating income

Net income

Earnings per common share

Dividends declared per common share

At Year End
Book value per common share
Common stock price per share
Total assets
Long-term debt and preferred
stock and securities with mandatory
redemption provisions (excluding

current portions)

PG&E Corporacion

Selected Financial Data

1996 1995 1994 1993 1992

$ 9609972 $9.621,765 $10,350,230 $10,550,002 $:0315713
1,895,585 2,762,985 2,423,786 2,560,235 2,699,824
755,209 1,338,885 1,007,450 1.065495 1,170,581

1.75 2.99 221 2.33 258

1.77 1.96 .96 1.88 1.76

$ 2073 $ 2077 $ 20.07 $ 19.77 3 19.41
21.00 28.38 24.38 35.13 33.13
26,129,925 26,850,290 27,708,564 27,145,899 24,188,159
8,207.567 8,486,046 8,812,591 9,367,100 8,525,248

Matters relating to certain data above are discussed in Management’s Discussion and Analysis of Consolidated Resuits of Operations and Financial Condicion and in

MNotes to the Consolidated Financial Statements.




PG&E Corporation

Management's Discussion and Analysis of
Consolidated Results of Operations and Financial Condition

Effective January 1, 1997, Pacific Gas and Electric Company
{PG&E) became a subsidiary of its new parent holding company,
pG&E Corporation. PG&E's ownership interest in Pacific Gas
Transmission Company (PGT) and PG&E Enterprises
(Enterprises) was transferred to PG&E Corporation. PGEE'S
outstanding common stock was converted on a share-for-
share basis into PG&E Corporation common stock. PGEE's debt
securities and preferred stock were unaffected and remain
securities of PG&E

This holding company structure is intended to improve PGSE
Corporation's ability to respond to new business opportunities
and changes in the utility industry. It will enhance the finan-
cial separation of the California utility business from PG&E
Corporation’s other businesses and will provide greater
fimancing flexibility.

The consolidated financial statements in this annual report
include the accounts of PG&E and its wholly-owned and con-
trolled subsidiaries {collectively, the Company} and, therefore,
also represent the accounts of PG&E Corporation and its sub-
sidiaries. PG&E provides generation, procurement, transmission,
and distribution of electricity and natural gas to customers
throughout most of Northern and Central California. PG&E is
regutated by the Cafifornia Public Utilities Commission {Cruc),
the Federal Energy Regulatory Commission {FERC), and the
Nuclear Regulatory Commission, among others.

PGT and Enterprises, previously wholly-owned by PG&E, are
now wholly-owned subsidiaries of PG&E Corporation. Through
these subsidiaries, the Company is expanding its presence in
the “midstream” portion of the gas business, the independent
power generation business, and the energy services business.

The midstream portion of the gas business includes gas
gathering, processing, storage, and transportation. The energy
services business includes obtaining gas and electricity from
competitive producers, arranging for distribution and transmis-
sion service, and providing customized energy billing and analy-
sis, power quality assessments, energy efficiency products and
services, and facility improvements.

PGT transports gas from the Canadian border to the
California border and the Pacific Northwest and is regulated
by the FERC. In 1996, PGT acquired PGT Queensland Gas
Pipeline in Australia and Energy Source, the North American
gas operations of Edisto Resources Corporation. In January
1997, pcae Corporation acquired Teco Pipeline Company

{Teco) in Texas. Teco owns a natural gas pipeline system in
Texas, investrnents in gas gathering and processing facilities,
and a gas marketing company in Houston. Also in January
1997, pgaE Corporation agreed to acquire Valero Natural Gas
Company (Valero) (see Acquisitions and Sales below).

Enterprises, through its subsidiaries and affiliates, develops,
owns, and operates unregulated electric and gas projects in
the U.S. and around the world. Vantus Energy Corporation
{Vantus), a subsidiary of Enterprises, markets gas and electric-
ity commodities and provides energy services,

The following discussion of consclidated results of
operations and financial condition includes forward-looking
statements that involve risks and uncertainties. Words such
as “estimates,” “expects,’ “anticipates,”
expressions identify forward-looking statements involving risks

plans” and similar

and uncertainties.

These risks and uncertainties include but are not limited to
the ongoing restructuring of the electric and gas industries and
the outcome of regulatory proceedings related to that restruc-
turing. The ultimate impacts of both increased competition and
the changing regulatory environment on future results are
uncertain, but both are expected to fundamentally change how
the Company conducts its business. The outcome of these
changes and other matters discussed below may cause future
results to differ materiaily from historic results, or from results
or outcomes currently expected or sought by the Company.

Competition and Changing Regulatory
Environment: The electric and gas industries are
undergoing significant change. Under traditional regulation,
utilities were provided the opportunity to earn a fair return on
their invested capital in exchange for a commitment to serve
all customers within a designated'service territory. The objec-
tive of this regulatory policy was to provide universal access to
safe and reliable utility services. Regulation was designed in
part to take the place of competition and ensure that these
services were provided at fair prices.

Today, competitive pressures and emerging market forces
are exerting an increasing influence over the structure of the
gas and electric industries. Other companies are challenging
the utilities’ exclusive relationship with customers and are
seeking to replace certain utility functions with their own.
Customers, too, are asking for choice in their energy provider.




PG&E Corporation

Management's Discussion and Analysis of

Consolidated Results of Operations and Financial Condition

These pressures are causing a move from the existing regula-
tory framework to a framework under which competition
would be allowed in cerrain segments of the gas and electric
industries.

For several years, PG&E has been working with its regulators
to achieve an orderly transition to competition and to ensure
that PG&E has an opportunity to recover investments made
under the traditional regulatory policies. In addition, PG&E has
proposed alternative forms of regulation for those services for
which prices and terms will not be determined by competition.
These alternative forms in¢clude performance-based ratemaking
{PBR} and other incentive-based alternatives. Over the next
five years, a significant portion of PG&E's business will be trans-
formed from the current utility monopoly to a competitive
operation. This change will impact PG&E's financial results and
may result in greater earnings volatility. During the transition
period, PG&E expects the return on Diablo Canyon Nuclear
Power Plant (Diablo Canyon) and certain other generation
assets to be significantly lower than historical levels.

Electric Industry Restructuring: In 995, the

CPUC issued a decision that provides a plan to restructure
California’s electric utility industry. The decision acknowledges
that much of utilities’ current costs and commitments result
from past CPUC decisions and that, in a competitive generation
market, utilities would not recover some of these costs
through market-based revenues. To assure the continued finan-
cial integrity of California utilities, the cruc authorized recov-
ery of these above-market costs, called “transition costs.”

In 1996, California legislation was passed that adopts the
basic tenets of the CPUC's restructuring decision, including
recavery of transition costs. In addition, the legislation pro-
vides a |0 percent rate reduction for residential and small
commercial customers by January |, 1998, freezes electric
customer rates for all other customers, and requires the accel-
erated recovery of transition costs associated with owned
generation facilities. The legislation also establishes the operat-
ing framework for a competitive generation market.

The rate freeze will continue until the earlier of March 31,
2002, or until pG&E has recovered its transition costs (the
transition period). The freeze will hold rates at 1996 levels
for all customers except those receiving the |0 percent
rate reduction. The rate freeze will hold the rates for these

customers at the reduced level,

To achieve the |0 percent rate reduction, the legislation
authorizes utilities to finance a portion of their transition costs
with “rate reduction bonds.” The maturity period of the bonds
is expected to extend beyond the transition period. Also, the
incerest cost of the bonds is expected to be lower than PG&E's
current cost of capital. Once this portion of transition costs
is financed, PG&E would collect a separate tariff to recover
principal, interest, and issuance costs over the life of the bonds
from residential and small commercial custcomers. The combi-
nation of the longer maturity period and the reduced interest
costs will lower the amounts paid by these customers each
year during the transition period thereby achieving the 10 per-
cent reduction in rates.

During 1997, differences between authorized and actual base
revenues and differences between the actual cost of electric
generation and the revenue designated for recovery of such
revenues or costs will be recorded in balancing accounts. Any
residual balance will be available for transition cost recovery.
During 1997, amounts recorded in balancing accounts will be
subject to a reasonableness review by the cruc.

Absent the rate freeze, PG&E's rates would be expected
to decline under existing cost-based ratemaking method-
clogies. The most significant reasons for the decrease in
cost-based rates are the declining cost of power committed
under certain purchase power contracts, the reduction in the
Diablo Canyon price for power under the existing CPUC-
approved settlement, and the decline in uncollected electric
balancing accounts.

Transition Cost Recovery: The legislation authorizes the
CPUC to determine the costs eligible for recovery as transition
costs. The amount of costs will be based on the aggregate of
above-market and below-market values of utility-owned gener-
ation assets and obligations. PG&E has proposed that costs eligi-
ble for transition cost recovery include: (1) above-market sunk
costs {costs associated with utility generating facilities that are
fixed and unavoidable and currently collected through rates)
and future costs, such as costs related to plant removal, (2)
above-market costs associated with purchase power obliga-
tions with Qualifying Facilities (QFs) and other Power Purchase
Agreements, and (3) generation-related regulatory assets and
cbligations. PG&E cannot determine the exact amount of sunk




costs that will be above market and recoverable as transition
costs until a marker valuation process {(appraisal or sale) is
completed for each generation facility. This process will be
completed during the transition period.

in compliance with the CPUC's restructuring decision and the
restructuring legislation, PG&E has filed numerous regulatory
applications and proposais that detail its transition cost recov-
ery plan. PG&E's recovery plan includes: (1) separation or
unbundling of its previously approved cost-of-service revenue
requirement for its elecwric operations into distribution, trans-
mission, public purpose programs (PPPs), and generation, (2)
accelerated recovery of transition costs, and (3) development
of a ratemaking mechanism to track and match revenues and
cost recovery during the transition period.

The unbundling of PG&E's revenue requirement enables it to
separate revenue provided by frozen rates into transmission,
discribution, peps, and generation. As proposed, revenues col-
lected under frozen rates would be assigned to transmission,
distribution, and ppps based upon their respective cost of
service. Revenue would aiso be provided for other costs,
including nuclear decommissioning, rate-reduction-bond debt
service, the on-going cost of generation, and transition cost
recovery. The combination of a rate freeze and decreasing
costs, based upon existing ratemaking and cost recovery
periods, provides an adequate amount of revenue available
for full transition cost recovery.

PGRE has proposed to accelerate recovery for certain
transition costs related to generation facilities, including Diablo
Canyon. Additionally, PG&E would receive a reduced return on
common equity associated with generation plant assets for
which recovery is accelerated. The lower return reflects the
raduced risk associated with the shorter amorrtization period
and increased certainty of recovery.

In applying its cost recovery plan to Diablo Canyon, PG&E has
proposed to replace the existing settlement prices with: (1) a
sunk cost revenue requirement to recover fixed costs, includ-
ing a return on these costs, and (2) a PBR mechanism to recover
the facility’s variable costs and capital addition costs. As pro-
posed. the sunk cost revenue requirement would accelerate
recovery of Diablo Canyon sunk costs from a twenty-year
period ending in 2016 to a five-year period beginning in 1997
and ending in 2001, The related return on common equity
associated with Diablo Canyon sunk costs would be reduced

to 90 percent of PaE's long-term cost of debr. PGa£'s autho-
rized fong-term cost of debt was 7.52 percent in 1996, The
reduced rate of return combined with a shorter recovery
period would result in an estimated $4 billion decrease in the
net present value of PGAE's future revenues from Diablo
Canyon operations. If the proposed cost recovery plan for
Diable Canyon were adopted during 1996, Diablo Canyon’s
1996 reported net income would have been reduced by $350
million (30.85 per share).

Most transition costs must be recovered by March |, 2002,
However, the legislation authorizes recovery of certain transi-
tion costs after that time. These costs include: (1) certain
employee-related transition costs, (2) payments under existing
QF and power purchase contracts, and (3} unrecovered imple-
mentation costs. Excluding these exceptions, any transition
costs not recovered during the transition period will be
absorbed by pc&e. Nuclear decommissioning costs, which are
not considered transition costs, will be recovered through a
cruc authorized charge. During the transition period, this
charge will be incorporated into the frozen rates. After the
transition period, customers will be assessed a surcharge until
the nuclear decommissioning costs are fully recovered.

PG&E's ability to recover its transition costs during the
transition period will be dependent on several factors. These
factors include: (1) the extent to which application of the cur-
rent regulatory framework established by the restructuring
legislation will continue to be applied, (2) the amount of transi-
tion costs approved by the cruc, (3) the market value of PG&E’s
generation plants, {4) future sales levels, (5) fuel and operating
costs, (6) the market price of electricity, and (7) the ratemak-
ing methodology adopted for Diablo Canyon. Considering its
current evaluation of these factors, PG&E believes it will recover
its transition costs and that its owned generation plants are
not impaired. However, a change in these factors could affect
the probability of recovery of transition costs and result in
2 material loss.

PG&E has proposed to implement portions of its transition
cost recovery plan in [997. The cpuc decision on PGEE's 1997
Energy Cost Adjustment Clause (Ecac) application would
decrease PG&E's 1997 revenue requirement by $720 million.
This decrease would be partially offset by a $160 million rev-
enue requirement increase, provided by the legislation, for
purposes of enhancing transmission and distribution system




PG&E Cerporation

Management's Discussion and Analysis of
Consolidated Results of Operations and Financial Condition

safety and reliability. This increase was approved by the cPuc
as part of PG&E's transition cost recovery plan.

Given the electric customer rate freeze, the $560 million
net revenue requirement decrease resulting from the con-
solidation of the EcAac decision and the revenue requirement
increase contemplated in the cost recovery plan would be
available for transition cost recovery. The proposed acceler-
ated recovery of Diable Canyon would absorb an estimated
$400 million of this available revenue requirement. The remain-
ing revenue requirement would be available to recover other
transition costs.

Competitive Market Framework: [n addition to transition
cost recovery, the legislation establishes the operating frame-
work for the competitive generation market in California. This
framework will consist of a power exchange (Px) and an inde-
pendent system operator (150). The PX, open to all electricity
providers, will conduct a competitive auction to establish the
price of electricity. The 150 will ensure system reliability and
provide all electricity generators with open and comparable
access to transmission and distribution services.

Although the Px will be availabie to all customers, the
legislation allows customers to bypass the px by entering into
direct access contracts with other electricity providers, subject
to a nonbypassable transition charge. This direct access will be
availabie to certain customers by January [, 1998, and will be
phased in for all remaining customers through December 31,
200!. During the transition period, pc&¢ will bill direct access
customers based upon fully bundled frozen rates. Direct
access customers’ bills from PG&E would then be reduced by
an amount based on the Px price and the custemers’ electric
usage. These customers can be billed for their usage directly
by their chosen supplier, or the supplier may contract with
PG&E to perform this billing. During the transition period, these
customers’ overall electric rates will vary only to the extent
that their direct access contract price differs from the pX price.

To prevent undue influence on the PX price by any
participant in the competitive framework, PG&E has indicated it
is willing to proceed with divestiture of at least 50 percent of
its fossil-fueled power plants as directed by the CPUC. PGAE has
filed an application seeking appraval from the cPuc to sell four
plants before the end of 1997. The book value for these plants

is approximately $400 million, and together they generate

approximately 10 percent of PG&E’s total electric sales, PG&E
proposes to recover any shortfall in proceeds from divesti-
ture of these plants as a transition cost. Accordingly, the
Company does not expect any adverse impact on its results
of operations from the sale of these plants.

In addition to the cPUC’s electric industry restructuring
discussed above, the FERC has required utilities to provide
wholesale open access to electric transmission systems on
terms that are comparable to the way udilities use their own
systems. PG&E's open access tariff, filed in July 1996, provides
access to any eligible party interested in wholesale transmis-
sion service over PG&E's transmission system. The FERC also
reaffirmed its intention to permit utilities to recover any legiti-
mate, verifiable, and prudently incurred costs stranded as a
result of customers taking advantage of wholesale open access
orders to meet their power needs from other sources.
Further, the FERC asserted that it has jurisdiction over the
transmission component of retail direct access.

By developing the Px and the (50 2nd by implementing
direct access to generation and open access to transmission,
regulators have established the operating framework of
the competitive generation and wholesale transmission mar-
kets. Although this framework will fundamentally change the
way PG&E does business, the Company does not believe that
the changes will have a material adverse impact on its ability to

recover transition costs.

Accounting for the Effects of Regulation: pGaE accounts
for the financial effects of regulation in accordance with
Statement of Financial Accounting Standards (sFas) No. 71,
“Accounting for the Effects of Certain Types of Regulation.”
This statement allows the Company to record certain regula-
tory assets and liabilicies that would not be recorded under
generally accepted accounting principles for nonregulated
entities. In addition, sFas Ne. 121, "Accounting for the Impair-
ment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of," requires that regulatory assets be written off
when they are no longer probable of recovery and that impair-
ment losses be recorded for long-lived assets when refated
future cash flows are less than the carrying value of the asset,
As a result of applying the provisions of skas No. 71, pGaE
has accumulated approximately $1.6 billion of regulatory assets
atrributable to electric generation at December 31, 19%6.




The net investments in Diablo Canyon and the other genera-
tion assets were $4.5 billion and $2.7 billion, respectively, at
December 31, 1996. The net present value of above-market
QF power purchase obligations is estimated to be $5.3 billion
at January [, 1998, at an assumed PXx price of $0.025 per
kilowatt-hour (k¥Vh) beginning in 1997 and escalating at

3.2 percent per year.

PG&E believes that the restructuring legislation establishes a
definitive transition to market-based pricing for electric gener-
ation. Incorporating the effects of the pX and direct access, this
transition includes cost-of-service based ratemaking. In addi-
tion, PG&E’s generation-refated transition costs will be collected
through a nonbypassabte charge. Based on. this structure. PG&E
believes it will continue to meet the requirements of sFas No.
71 throughout the transition period.

At the conclusion of the transition period, PG&E believes it
will be at risk to recover its generation costs through market-
based revenues. At that time. PG&E expects to discontinue the
application of sFas No. 71| for the electric generation portion
of its business. Since PG&E ariticipates it will have recovered all
transition costs required to be recovered during the transition
period, including generation-related regulatory assets and
above-market investments in net plant, PG&E does not expect
a material adverse impact on its financial position or results of
operations from discontinuing the application at that time.

As a result of the CPUC’s restructuring decision and
California’s electric industry restructuring legislation, the
Securities and Exchange Commission (SEC) has begun inquiries
regarding the appropriateness of the continued application of
sFas No. 71 by California utilities to their electric generation
businesses. As discussed above, PG&E believes it currently
meets and will continue to meet the requirements to apply
sFas No. 71 during the transition period. In the event that the
SEC concludes that the current regulatory and legal framework
in California no longer meets the requirements to apply sFas
No. 71 to the generation business, the Company would reeval-
vate the financial impact of electric industry restructuring and
a material write-off could occur.

Given the current regulatory environment, PG&E's electric
transmission and distribution businesses are expected to
remain regulated and, as a result, will continue application of
the provisions of sfas No. 71.

Gas Industry Restructuring: Restructuring of the
natural gas industry on both the national and the state level
has given customers greater options in meeting their gas sup-
ply needs. PG&E's customers may buy commodity gas directly
from competing suppliers and purchase transmission- and dis-
tribution-only services from PG&E. Transmission and distribu-
tion services have remained “bundled,” or sold together at a
combined rate, within the state. PGT, as an interstate pipeline,
has provided nondiscriminatory transmission-only service
since 1993 and no longer sells commodity gas.

Most of PGaEs industrial and [arger commercial (noncore)
customers purchase their commodity gas from marketers and
brokers. Substantially all residential and smaller commercial
{core) customers continue to buy commodity gas as well as
transmission and distribution from PG&E as a bundled service.

In 1995 and 1996, PGaE actively pursued changes in the
California gas industry in an effort to promote competi-
tion and increase options for all customers, as well as to posi-
tion itself for the competitive marketplace. In 1996, pG&E sub-
mitted to the cPuC the Gas Accord Settlement (Accord). The
Accord is the result of an extensive negotiation process, begun
in 1995, among a broad coalition of customer groups and
industry participants. The Accord must be approved by the
CPUC before it can be implemented. A CPUC decision is
expected in | 997,

The Accord consists of three broad initiatives:

(1} The Accord would separate, or “unbundle,” PGEE's gas
transmission and storage services from its distribution services
and would change the terms of service and rate structure for
gas transportation. Unbundling would give customers the
opportunity to select from a menu of services offered by PGae
and would enable them to pay only for the services they use.
PG&E would be at risk for variations in revenues resulting
from differences between actual and forecasted transmission
throughput. PG&E would also continue to provide cost-of-
service based distribution service, much as it does today.

(2) The Accord would increase opportunities for PGEE's core
customers to purchase gas from competing suppliers and,
therefore, could reduce PGaE's role in procur‘ir;g gas for such
customers. However, PG&E would continue to procure gas as a
regulated utility supplier for those customers who request it.
The Accord also would establish principles for continuing
negotiations between rG&E and California gas praducers for
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the mutual release of supply contracts and the sale of gas gath-
ering facilities. Also related to PG&E's procurement activities,
PG&E has proposed that traditional reasonableness reviews of
its core gas costs be replaced with a core procurement incen-
tive mechanism {CriM) for the period June |, 1994, through
2002. Under the ceiM, PGAE would be able to recover its gas
commaodity and interstate transportation costs and would
receive benefits or be penalized depending on whether its
actual core procurement costs were within, below, or above a
“tolerance band” constructed around market benchmarks.
Actual core procurement costs measured for the period june
I, 1994, through December 31, 1996, have generally been
within the cPiM “tolerance band.” The CpPim proposal also
requests authorization to use derivative financial instruments
to reduce the risk of gas price and foreign currency fluctua-
tions. Gains, losses, and transaction costs associated with the
use of derivative financial inscruments would be included in the
purchased gas account and the measurement against the
benchmarks.

(3) The Accord would resolve various regulatory issues (see
further discussion in Note 3 to the Consolidated Financial
Statements) including:

+ the disallowances ordered by the CPUC in connection with
PG&ES 1988 through 1995 gas reasonableness proceedings;

* the recovery of certain capital costs associated with the PG&E
portion of the paT/PG&E Pipeline Expansion;

» the recovery of costs related to PG&E's capacity commitments
with Transwestern Pipeline Company through 2002; and

* the recovery, through PG&E’s interstate transition cost sur-
charge, of fixed demand charges paid to El Paso Natural Gas
Company and PGT for firm capacity held by rGat on behalf of
its customers.

As of December 31, 1996, eGaE has reserved approximately
$527 million, including $182 million reserved during 1996,
relating to its gas regulatory issues and gas capacity commit-
ments, the majority of which are addressed by the Accord.
PG&E believes the ultimate resoiution of these matters,

whether through approval of the Accord or otherwise, will not
have a material adverse impact on its financial position or

future results of operations.

Acquisitions and Sales: The Company has
developed strategies to focus on the unregulated independent
power generation market, the unregulated energy services
market, and the regulated and unregulated “midstream”
portions of the gas market. As a result of this focus, the
Company has been acquiring related businesses and disposing
of unrelated businesses.

Enterprises participates in multipie domestic and interna-
tional energy businesses. The majority of Enterprises’ domestic
investments are in nonregulated energy projects through u.s.
Generating Company (usGen), a joint venture with Becheel
Enterprises, Inc. (Bachtel). usGen and its affiliates develop, own,
and operate power plants in the United States.

Enterprises’ entry into the international market was also
made in partnership with Bechtel. Enterprises and Bechtel
formed International Generating Company, Led.. (InterGen)
which develops, owns, and operates international electric gen-
eration projects. However, in November 1996, Enterprises
and Bechtel reached an agreement for Bechtel to acquire
Enterprises’ interest in InterGen. The Company expects to
complete the sale in the first quarter of 1997 and realize an
after-tax gain. Enterprises has refined its intermational strategy
to focus on select countries and to concentrate on end-use
energy customers,

In 1995, Enterprises formed Vantus, a retail energy services
provider, to assist customers in locating the most cost-effective
electric and gas products and services. Vantus' energy services
include power marketing for industrial and large commercial
businesses nationwide. In 1996, Vantus opened new offices in
the western United States to establish a presence and market
its services in emerging energy markets.

Also in 1995, Enterprises sold DaLen Corporation (DALEN).
The sales price was $455 million, including $340 million cash
and the assumption of $ |15 million of existing debt. The sale

resulted in an after-tax gain of approximately $13 million.




The Company is pursuing gas-related opportunities as the
gas industry continues to evolve. In July 1996, the Company,
through its subsidiary pGT, purchased PGT Queensland State
Gas Pipeline, a 389-mile natural gas transportation system in
the Australian state of Queensland, The final purchase price
was 3136 million.

in December 1996, PGT entered the unregulated gas
marketing arena with the purchase of Energy Source (est), the
North American gas marketing operations of Edisto Resources
Corporation for approximately $23 million. The purchase
included most of Est’s existing contracts for the purchase, sale,
and transportation of natural gas and natural gas futures. In
1996, esi generated over $1.1 billion in gas marketing revenues,
of which $283 million was earned in December 1996.

In January 1997, pcae Corporation acquired Teco and its
subsidiaries for approximately $380 million. Teco is an owner
of a 500 -mile natural gas pipeline system in Texas. Teco also
has investments in gas gathering and processing facilities and
owns a gas marketing company in Houston.

Also in january 1997, pG&e Corporation agreed to acquire
Valero. Valero’s operations include the gachering, transporta-
tion, marketing, and storage of natural gas, the processing,
transportation, and marketing of natural gas liquids, and the
marketing of electric power. Valero operates approximately
7,500 miles of natural gas pipeline and also owns and operates
536 miles of natural gas liquid pipeline and eight natural gas
processing plants in Texas. PG&E Corparation will acquire
Valero for approximately §1.5 billion, comprised of approxi-
mately $720 million in PG&E Corporation common stock and
the assumption of debr and liabilities. The acquisition is
expected to be completed by mid-1997 and is subject to
applicable regulatory and shareholder approvals.

All of the above acquisitions have been or will be accounted
for using the purchase method of accounting.

Results of Operations: The Company’s results
of operations were derived from three business lines: utility
(excluding Diablo Canyon and including paT's gas pipeline oper-
ations), Diablo Canyon, and diversified operations (principally,

Enterprises and esl). The results of operations and toral assets
for 1996, 1995, and 1994 are reflected in the following table

and discussed below:

Dizblo | Diversified
Urility Canyon™ | Operations Total

{in miltions, except per share
amounts)
1996
Operating revenues $ 7411 $1,789 [ % 410 | 3 9610
Operating expenses 6,465 791 458 7714
Operating income (loss)

before income taxes $ 946 §% 998 | % (48)| % 1898
Net income (loss) $ 292 $ 497 | (34| $ 755
Earnings per

common share $ 65| $ LI % (08| % 175
Total assets at year end $19.283 | $5413 | $1.434 | $26.130
1995
Operating revenues $ 7.601 $1845 | 3 176 | $ 9.622
Operating expenses 5.820 8ls 223 6,859
Operating income (loss)

before income taxes $ 1,781 $1.029 | $ (47)| $ 2.763
Net income $ 820 $ 507 $ 129 | % 1,339
Earnings per

common share $ 180 | $Li6| $ 03 |% 299
Total assets at year end $20,090 | $5717 | $1.043 | $26.850
1994
Operating revenues $ 8232 | %1870 | $ 248 | $10,350
Operating expenses 6,732 9214 280 7926
Operating incormne (loss)

befare income taxes $ 1,500 $ 956 | & (32) $ 2424
Net income $ 539 % 461 | § ™| % 1007
Earnings per

commaon share $ 1.5 % 1.04 $ 02 |% 221
Total assets at year end $20,295 $5,978 $1.,436 | $27,709

" See Note 4 to the Consolidated Financial Statements for discussion
of allocations.

™ |Includes non-operating income resulting from property sales, parmership
earnings, and investment income.

Earnings Per Common Share: Earnings per common
share were $1.75, $2.99, and $2.21 for 1996, 1995, and 1994,
respectively. Utility earnings in 1996 were lower than 1995,
reflecting revenue reductions ordered in the 1996 General
Rate Case (GRC) and other related rate proceedings and
reflecting several one-time charges. The revenue reductions
resulted from a lower cost of capital, lower capital expendi-
tures, and reductions in authorized expense levels, Actual

maintenance and other operating expenses for distribution
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and customer-related services increased in 1996 and exceeded
levels authorized in the 1996 GRC. These increases were pri-
marily attributable to several projects related to transmission
and distribution system reliability, and improved customer-
related services. Additionally, PG&E recorded a charge of $.26
per common share for contingencies related to gas transporta-
tion commitments and recorded a charge of $.19 per common
share for settlement of litigation. (See Operating Expenses
below and Notes 3 and |3 to the Consolidated Financial
Statements.) Finally, the Company recorded a charge of

$.09 per common share for write-downs of nonregulated
investments.

Earnings per common share for 1995 were higher than 1994
due to fewer one-time charges against earnings than in 1994
(see Operating Expenses below). In addition, there were
fewer scheduled refueling outages at Diablo Canyon in 1995,
compared with 1994,

On a consolidated basis, the Company earned 8.5, 14.6, and
[1.] percent returns on average common stock equity for the
years ended December 31, 1996, |995, and 1994, respectively.
PG&E has received a cPuC decision which authorizes, for 1997,
a return on common equity of | 1.6 percent and an overall rate
of return of 9.45 percent. However, PG&E has filed a proposal
with the'CPUC to accelerate recovery of certain transition
costs related to generation facilities, including Diablo Canyon.
Additionally, PG&E would receive a reduced return on common
equity associated with generation plant assets for which recov-
ery is accelerated. This return would equal 90 percent of
PG&E's long-term cost of debt. PGas’s authorized long-term cost
of debt was 7.52 percent in 1996. (See Electric Industry
Restructuring above.)

Common Stock Dividend: The Company's common
stock dividend is based on a number of financial considera-
tions, including sustainability, financial flexibility, and competi-
tiveness with investment opportunities of similar risk. The
Campany's current quarterly common stock dividend is $.30
per common share which corresponds to an annualized divi-
dend of $1.20 per common share. This represents a decrease
from the previous annualized dividend of $1.96 per common
share. The Company has identified a dividend payout ratio
objective (dividends declared divided by earnings available for
comman stock} of between 50 and 65 percent (based on

earnings exclusive of nonrecurring adjustments).

Operating Revenues: Operating revenues in 1996
decreased slightly from 1995, The decreases in utility revenues
as ordered in the 1996 GRC, discussed above, and in Diablo
Canyon revenues were offset by increased revenues from
diversified operations. Revenues from Diablo Canyon
decreased due to a decline in the generaticn price, as provided
in the Diablo Canyon rate case settlement as modified in 1995

.(Diablo Settlement) (see Note 4 to the Consolidated Financial

Statements). This decline was partially offset by higher net gen-
eration, which was a result of fewer scheduled refuelings in
1996 compared to |995. Revenues from diversified operations
increased primarily due to the purchase of sl in December
1996. This purchase created $283 million of revenue but was
partially offset by a decline in revenue due to the sale of DALEN
in 1995, (See Acquisitions and Sales above.)

Operating revenues for 1995 decreased $728 million from
1994. The decrease in utility revenues was primarily due
to a decrease in electric energy costs caused by favorable
hydroelectric conditions and lower natural gas prices. Diablo
Canyon operating revenues decreased due to a decrease in the
generation price as provided in the modified Diablo Settlement
(see Note 4 to the Consolidated Financial Statements for fur-
ther discussion). This decrease was partially offset by favorable
operating revenues from Diablo Canyon resulting from fewer
refueling days in 1995. Revenues from diversified operations
decreased $72 million in 1995 compared to 1994 primarily
due to the sale of DALEN in June [995.

Operating Expenses: Operating expenses increased
$855 million in 1996 compared to 1995, primarily due to: (1) a
charge of $182 million for contingencies related to gas trans-
portation commitments, {2) increases in the cost of gas due to
price increases, (3) increases in purchased power prices and
volumes, (4) increases in maintenance and other operating
expenses for transmission and distribution system reliability
and for improved customer-related services, (5) increases in
fitigation costs, and (6) an increase in the cost of gas for resale
due to the purchase of el in December 1996. The cost of
gas increase from the purchase of Esl was offset by revenues as
discussed above.

Operating expenses decreased $1,067 million in 1995 com-
pared to |994 primarily due to decreased electric costs caused
by favorable hydroelectric conditions, decreased natural gas




prices, and no workforce reduction charges in 1935, {See Note
10 to the Consolidated Financial Statements.)

Other Income and (Expense): Other income and
expense changed in 1996 compared to 1995 primarily due to

write-downs of certain nonregulated investments.

Liquidity and Capital Resources:

The Company'’s capital requirements are funded from cash
provided from operations and, to the extent necessary, exter-
nal financing. The Company's policy is to finance its assets with
a capital structure that minimizes financing costs, maintains
financial flexibility, and complies with regulatory guidelines.
Based on cash provided from operations and its capital
requirements, the Company may repurchase equity and long-
term debt in order to manage the overall balance of its capital
structure.

Debt: In 1996, 1995, and 1994, the Company redeemed or
repurchased $1,113, $758, and $202 million, respectively, of
long-term debt to manage the overall balance of the Com-
pany’s capital structure. Long-term debt maturing during 996,
1995, and 1994 was not refinanced.

Included in the 1996 repurchases is $988 million of variable
and fixed interest rate pollution control mortgage bonds and
loan agreements which were replaced with variable interest
rate pollution contro! loan agreements. Also in 1996, the
Company entered into additional loan agreements of $92 mil-
lion to finance the PGT acquisition of PGT Queensland State
Gas Pipeline. In addition, the Company used its cash balances
to reduce short-term borrowings by $115 million in 1996.

In 1995, PGT issued $400 million of bonds and $70 million of
medium-term notes. In addition, PGT issued commercial paper
which is classified as long-term debt. This classification is based
upon the availability of committed credit facilities expiring in
2000 and management’s intent to maintain such amounts in
excess of one year. The commercial paper outstanding was
$108 and $109 million at December 31, 1996, and 1995,
respectively. Substantially all of the proceeds of PGT's debt
issued in 1995 were used to refinance outstanding debr.

PGAE issues short-term debt (principally commercial paper)

to fund fuel oil, nuclear fuel, and gas inventorigs, unrecovered

balances in balancing accounts, and cyclical fluctuations in daily
cash flows. At December 31, 1996, and 1995, pcaEe had $681

and $796 million, respectively, of commercial paper outstand-
ing. PG&E maintains a $| billion revolving credit facility which
primarily provides support for PG&E's commercial paper
issuance. At maturity, commercial paper can be either reissued
or replaced with borrowings from this credit facilicy. The facil-
ity can also be used for general corporate purposes. There
were no borrowings under this facility in 1996, 1995, or 1994.

In January 1997, pcat Corporation established a $500 mil-
lion revolving credit facility in order to provide for corporate
shart-term liquidicy needs and other purposes.

As discussed in electric industry restructuring above, to
achieve the |0 percent rate reducrion for residential and small
commercial customers, the electric industry restructuring
legislation authorizes utilities to finance a portion of the
transition costs with “rate reduction bonds.” PG&E expects to
work with state authorities to coordinate the issuance of up to
$2.5 billion of these bonds by a special purpose entity. Once
issued, PG&E would collect, on behalf of the special purpose
entity, a separate tariff to recover principal, interest, and
issuance costs over the life of the bonds from residential
and small commercial customers. PG&E does not expect to
secure the bonds with the Company's assets or unrelated

future revenues.

Equity: In 1996, 1995, and 1994, pG&E received $220, $140,
and $274 million, respectively, in proceeds from the sale of
commeon stock under the employee Savings Fund Plan, the
Dividend Reinvestment Plan, and the employee Long-term
Incentive Program.

Since 1993, the Board has authorized the Company to
repurchase up to $2 billion of its commen stock on the open
market or in negotiated transactions. These repurchases are
funded by internally generated funds and are used to manage
the overall balance of common stock in the Company’s capital
structure, Through December 31, 1996, the Company had
repurchased approximately $1.5 billion of its common stock
under this program. Repurchases for 1996, 1995, and 1994
were $455, $601. and $182 million, respectively.

In 1996, PGt did not redeem or repurchase any preferred
stock. In 1995 and 1994, PGaE redeemed or repurchased
$331 and $75 million, respectively, of its higher-cost preferred
stock. In 1994, pc&E issued $62 million of preferred stock.

PG&E is limited as to the amount of dividends that it may

pay to PG&E Corporation based on PG&E's regulatory capital
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structure authorized by the CPUC. PG&E's equity shall be
retained such that, on average, the capital structure authorized
by the cpPuC is maintained. This restriction is not expected to
affect pGa&E Corporation’s ability to meet its cash obligations.

Other Capital: In 1995, rG&E through its wholly-owned
subsidiary, PGaEe Capital |, issued $300 million of cumulative
quarterly income preferred securities. Net proceeds were

used to redeem and repurchase higher-cost preferred stock.

Investing Activities: The Company's estimated capital
requirements for the next three years are shown below:

Yeuar ended December 3, 1997 1998 1999
(in millions)
Utility (including pGT) $1.773 $1.825 $1.705
Diable Canyan 18 39 41
Diversified operations 211 80 172
Total capital expenditures 2,022 | 944 1918
Maturing debt and sinking funds 210 660 270
Total capital requirements $2232 | 32604 | $2,188

Utility and Diablo Canyon expenditures will be primarily for
improvements to the Company’s facilities to enhance their effi-
ciency and reliability, to extend their useful lives, and to comply
with environmental laws and regulations.

Expenditures for diversified operations (consisting primarily
of Enterprises) include capital contributions for Enterprises’
equity share of generating facility projects. Ongoing capital
expenditures for Jeco are included in diversified operations in
the above estimated capitaf requirements.

In addition to the above, the Company, in January 1997,
has acquired Teco for approximately $380 million, consisting
of a note payable of $6| million and $319 million of rGaE
Corporation’s common stock. Further, the Company, in January
1997, agreed to acquire Valero for approximately $1.5 billion,
consisting of approximately $720 million of pGat Corporation’s
common stock and the assumption of debt and liabilities. The
Company has other commitments as discussed in Notes 3 and
12 to the Consclidated Financial Statements.

In December 1995, the Company had a balance of $734 mil-
lion of cash and cash equivalents due to the sale of DaLEN and
the retention of cash for potential investments.

Risk Management: Due to the changing business environ-
ment, the Company's exposure to risks associated with
changes in energy commodity prices, interest rates, and foreign
currencies is increasing. To manage these risks, the Company
has adopted a price risk management policy and established an
officer-level price risk management commitcee. The Company's
price risk management committee oversees implementation

of the policy, approves each price risk management program,
and monitors compliance with the policy.

The Company's price risk management policy and proce-
dures adopted by the committee establish guidelines for imple-
mentation of price risk management programs. Such programs
may include the use of energy and financial derivatives. (A
derivative is a contract whose value is dependent on or
derived from the value of some underlying asset.) Additionally,
the Company's policy allows derivatives to be used for hedging
and non-hedging purposes. (Hedging is the process of protect-
ing one transaction by means of another to reduce price risk.)
Both hedging and non-hedging activities are imited to those
specifically approved by the committee only after appropriate
controls and procedures are put in place to measure, monitor.
and control the risk of such activities. The Company's policy
prohibits the use of derivatives whose payment formula
includes a multiple of some underlying asser.

In"1996, the Company approved and implemented interest
rate and foreign exchange risk management programs, applied
for regulacory approval to use energy derivatives to manage
commodity price risk in its utility business, and acquired
certain natural gas marketing operations which engage in
both hedging and non-hedging derivative transactions, Gains
and losses associated with price risk management activities

during 1996 were immaterial.

Environmental Matters: The Company's projected
expenditures for environmental protection are subject to
periodic review and revision to reflect changing technclogy
and evolving regulatory requirements. Capital expenditures
for environmental protection are currently estimated to be
approximately $36, $50, and $72 million for 1997, 1998, and
1999, respectively. Expenditures during these years will be pri-
marily for nitrogen oxide (NOx) emission reduction projects
at the Company's fossil fuel generating plants and natural gas

compressor stations. Pursuant to federal and state legislation,




local air districts have adopted rules that require reductions in
NOX emissions. These rules are subject to continued review
and modification by the local air districts in which PG&E oper-
ates. The Company currently estimates that compliance

with NOx rules could require capital expenditures of up to
$360 million over the next ten years.

On an ongeing basis, the Company assesses compliance
with laws and regulations related to hazardous substance
remediation, The Company has an accrued liability at
December 31, 1996, of $170 million for remediation costs at
sites where such costs are probable and quantifiable. The costs
at identified sites may be as much as $400 million if, among
other things, other potentially responsible parties are not
financially able to contribute to these costs, or identifiable pos-
sible outcomes change. The Company will seek recovery of
prudently incurred compliance costs through ratemaking pro-
cedures approved by the cruc. The Company has recorded
a regulatory asset at December 31, 1996, of $146 million
for recovery of these costs in future rates. Additionally,
the Company will seek recovery of costs from insurance
carriers and from other third parties. {See Note 13 to the
Consolidated Financial Statements.)

Effective January |, 1997, the Company will adopt the
provisions of the American Institute of Certified Public
Accountants’ Statement of Position {s0OP) 96- |, Environmental
Remediation Liabilities. This SoP provides authoritative guid-
ance for recognition, measurement, display, and disclosure of
environmental remediation liabilities in financial statements.
The adoption of sop 96-1 is not expected to have a materia
adverse impact on the Company’s financial position or results

of operations.

Legal Matters: In the normal course of business, the
Company is named as a party in a number of claims and law-
suits. Substantially all of these have been litigated or settled
with no material adverse impact on either the Company's
results of operations or financial position. In addition, the
Company believes that the litigation or settlement of pending
claims and lawsuits will not have a material adverse impact on
its results of operations or financial position. See Note 13 to
the Consolidated Financial Statements for further discussion of

significant pending legal matters.

Accounting for Decommissioning Expense:

In 1996, the Financial Accounting Standards Board issued an
exposure draft on a proposed $Fas entitled "Accounting for
Cerain Liabilities Related 1o Closure or Removal of Long-
Lived Assets.” If this exposure draft is adopted: (1) annual
expense for power plant decommissioning could increase, and
{2} the estimated toral cost for power plant decommissioning
could be recorded as a liability, with recognition of an increase
in the cost of the related power plant, rather than accrued
over time as accumulated depreciation. The Company does
not believe that this change. if implemented as proposed,
would have a material adverse impact on its results of
operations due to its current and future abiliey to recover
decommissioning costs through rates. (See Note 2 to the
Consolidated Financial Statements for discussion of electric

industry restructuring.)

Inflation: The Company’s rates are designed to recover
operating and historical plant investment costs. Financial
statements, which are prepared in accordance with
generally accepted accounting principles, report operating
results in terms of historic costs and do not evaluate the
impact of inflation.

Inflation affects the Company’s construction costs, operating
expenses, and interest charges. Due to the Company's five-
year electric rate freeze, electric revenues will not reflect the
impact of inflation. However, inflation at the levels currently
being experienced is not expected to have a material adverse

impact on the Company's future results of operations.
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Statement of Consolidated Income

Year ended December 31,

(in thousands, except per share amounts)
Qperating Revenues

Electric utility

Gas urility

Diversified operations
Total operating revenues

Qperating Expenses

Cost of electric energy

Cost of gas

Maintenance and other operating
Depreciation and decommissioning
Administrative and general
Workforce reduction costs

Froperty and other taxes
Total operating expenses
Operating Income

lnterest income
Interest expense
Other income and (expense)

Pretax Income
Ihcome Taxes

Net Income

Preferred dividend requirement and redemption premium
Earnings Available for Common Stock

Weighted Average Common Shares Qutstanding
Earnings Per Common Share

Dividends Declared Per Common Share

The accompanying Notes to the Consolidated Financial Stazements are an integral part of this statement.

20

1996 1995 1964
$7.160,215 $7,386,307 $ 8,021,547
2,039,802 2.059,117 2,081,062
409,955 176,341 247,62
9,609,972 9,621,765 10,350,230
2,303,488 2,116,840 2,570,723
761,837 333,280 583,356
2.118,174 1,799,781 1,855,585
1,221,952 160,118 1,397,470
1.016,439 971.576 973,302
— (18,195) 249,097
292,497 295.380 296,911
7.714,387 6,858,780 7.926,444
895,585 2,762,985 2,423,786
72,900 72524 79,643
(639.823) (688,408) (729.207)
(18,459) 87,073 69,995
1,310,203 2,234,174 | 844217
554,994 895.289 836,767
755,209 1,338,885 1,007,450
33,113 70.288 57,603
$ 722,09 $1,268,597 $ 949,847
412,542 423,692 429,846
$ 175 $ 299 $ 221
$ 177 $ 196 $ 1.96
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Statement of Consolidated Cash Flows

Year ended December 31,
(in thousands)
Cash Flows From Operating Activities
Net income
Adjustments to reconcile net income to net cash provided by
operating activities
Depreciation and decommissioning
Amortization
Deferred income taxes and tax credits—net
Other deferred charges
Other noncurrent liabilities
Noncurrent balancing account liabilities and other deferred credits
Net effect of changes in operating assets and liabilities
Accounts receivable
Regulatory balancing accounts receivable
Inventories
Accounts payable
Accrued taxes
Other working capital
Other—net

Net cash provided by operating activities

Cash Flows From Investing Activities
Capital expenditures

Diversified operations

Acquisition of PaT Queensland Gas Pipeline
Acquisition of Energy Source

Proceeds from sale of DaLen

Qther—net

Net cash used by investing activities

Cash Flows From Financing Activities

Commeon stock issued

Common stock repurchased

Preferred stock issued

Preferred stock redeemed or repurchased
Company obligated mandatorily redeemable preferred securities issued
Long-term debt issued

Long-term debt matured, redeemed, or repurchased
Short-term debt issued (redeemed)—net

Dividends paid

Other—ner

Net cash used by financing activities

Net Change in Cash and Cash Equivaients
Cash and Cash Equivalents at January |

Cash and Cash Equivalents at December 31

Supplemental disclosures of cash flow information
Cash paid for
Interest {net of amounts capitalized)
Income taxes

The accompanying Notes 1o the Consolidated Financial Statements are an integral part of this scatement.
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1996 1995 1994
$ 755209 $1,338.885 $1,007,450
1,221,952 1360118 1,397,470
93,948 89.353 95331
(149.950) (116.069) 15312
94,475 61,700 32.740
113,244 (17.218) 181,902
(185.350) (69.787) 316,920
(46.368) 212,515 (116,936)
302.188 498,756 (269,250)
32,043 32,409 66,783
193,012 49,702 (110,033)
36,014 (162,374) 132,892
(6,234) 8,304 5,821
156,773 50,423 191,285
2,610,876 3,336,717 2.947 687
(1,230,331) (944,618) (1,126,904)
(99.532) (178.874) (308.810)
(136,227) —_ _
(23.270) — —
— 340,000 —
(119.923) (122,913) (29.914)
(1.609,283) (906,405) (1,465,628)
219,726 139,595 274,269
(455,278) (601,360) (181,558)
— — 62312
— (358.212) (82.875)
— 300,000 —
1,087,732 591,160 60,907
(1,471.390) (1,296,549) (436,673)
(115,243) 305,262 (239,478)
(843,997) (891,270) (891,850)
(14,036) (21,543) 28721
(1,592,486) (1,832.917) (1,406,225)
(590,893) 597,395 75,834
734,295 136,500 61.066
$ 143,402 $ 734295 $ 136900
$ 598,394 $ 644978 $ 674758
639,813 1,125,635 712777




PG&E Corporation

Consolidated Balance Sheet

December 31, 1996 1995

(in cheusands)
Assets

Plant in Service

Electric
Nonnuclear $18,099,342 $17.530,446
Diablo Canyon 6,658,137 6,646,853
Gas 8,138,106 7,732,681
Total plant in service {at original cost) 32,895,585 31,909,980
Accumulated depreciation and decommissioning (14,301,934) {13.311,500)
Net plant in service 18,593,651 18,598,480
Construction Work in Progress 414,229 333,263
Other Noncurrent Assets
Nuclear decommissioning funds 882,929 769,829
Investment in nonregulated projects 817,259 855,962
Other assets 134,271 130,128
Total other noncurrent assets 1,834,459 1,755,219

Current Assets

Cash and cash equivalents 143,402 734,295
Accounts receivable, net 1,499,674 1,268,936
Regulatory balancing accounts receivable 444,156 746,344
Inventories
Materials and supplies 185,771 181,763
Gas stared underground 130,229 146,499
Fuel oil 23,433 40,756
Nuclear fuel 190,652 175,957
Prepayments 54,116 47,025
Total current assets 2,671,433 3,341,575
Deferred Charges
Income tax-related deferred charges 1,133,043 1,079,673
Other deferred charges 1,483,110 1,741,380
Total deferred charges 2,616,153 2.821,053
Toral Assets $26,129,925 $26,850,290

The accampanying Notes to the Consolidated Financial Statements are an integral part of this statement.
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Consolidated Balance Sheet

December 31, 1994 1995
{in thousands)
Capitalization and Liabilities
Capitalization
Common stock equity $ 8,363,301 $ 8599.133
Preferred stock without mandatory redemption provisions 402,056 402,056
Preferred stock with mandatory redemption provisions 137,500 137,500
Company obligated mandatorily redeemable preferred securities of trust
holding solely PG&E subordinated debentures 300,000 300,000
Long-term debe 7,770,067 8,048,546
Total capitalization . 16,972,924 17,487,235
Current Liabilities
Short-term borrowings 680,900 829,947
Current portion of long-term debt 209,867 304,204
Accounts payable
Trade creditors 834,143 413,972
Orher 365,499 387,747
Accrued taxes 310,271 274,093
Amounts due customers 186,899 49,175
Deferred income taxes 157.064 227,782
[nterest payable 63,193 70,179
Dividends payable 123310 205,467
Other 309,104 455,798
Total current liabilities 3,240,250 3.218,364
Deferred Credits and Other Noncurrent Liabilities
Deferred income taxes 3,941,435 3,933,765
Deferred tax credits 379,563 393,255
Noncurrent balancing account liabilities 120,858 185,647
Other 1,474,895 1,632,024
Total deferred credits and other noncurrent liabitities 5,916,751 6,144,691
Commitments and Contingencies (Notes 1,2, 3, 12,and 13) — —
Total Capitalization and Liabilities $26,129,925 $26,850,290
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PG&E Corporation

Statement of Consclidated Common Stock Equity, Preferred Stock, and Preferred Securities

{dollars in thousands)

Balance December 31, 1993

Net income

Common stock issued
(10,508,483 shares)

Cormmon stock repurchased
{7.485,001 shares)

Preferred stock issued
(2,500,000 shares)

Preferred stock redeemed
(3.000,000 shares)

Cash dividends declared
Preferred stock
Common stock

Cther

Balance December 31, 1994

Net income

Commeon stock issued
{5.316,876 shares)

Common stock repurchased
(21,533,977 shares)

Preferred securities issued®
(12,000,000 shares)

Preferred stock redeemed or
repurchased (13,237,554 shares)

Cash dividends declared
Preferred stock
Common stock

Other

Balance December 31, 1995

Net income

Commeon stock issued
(9,290,102 shares)

Common stock repurchased
(19,811,396 shares)

Cash dividends declared
Preferred stock
Common stock

Other

Balance December 31, 1996

Preferred Preferred
Stock Stack
Totai Without With
Additional Cormman Mandatory Mandatory
Commen Paid-in Reinvested Stock Redemprion Redemption
Stock Capital Earnings Equity Provisions Provisions
$2,136,095 $3.666,455 $2.643,487 $8,446,037 $ 807,995 $ 75,000
1,007,450 1,007,450
52,543 221,726 274,269
(37,425) (66.334) (77.799) (181,558)
(188) (188) 62,500
(5,331) (2.544) (7,875) (75.000)
(58,203) (58,203)
(840,627) (840,627)
(9.820) 5,540 (4,280)
2,151,213 3,806,508 2,677.304 8,635,025 732,995 137,500
1,338,885 1,338,885
26,584 113011 139,595
(107,669) (195,383) (298,308) (601,360}
300.000
(7.814) (19.459) (27,273) (330,939)
(56,006) (56,006)
(829.828) (829.828)
95 95
2,070,128 3716322 2.812,683 8,599,133 402,056 437,500
Sk
755,209 755,209
46,448 173,278 219,726
(99,055) (182,088) (174,135) (455.278)
(33.113) (33.113)
(728.727) (728.727)
2,381 3,970 6,351
$2,017,521 $3,709.893 $2,635,887 $8.363,301 $ 402,056 $437,500

" Relates to company obligated mandatorily redeemable preferred securities of crust holding solely PGat subordinated debentures.

The accompanying Metes to the Consoiidated Financial Statements are an integral part of this statement.
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PGXE Corporation

Statement of Conscolidated Capitalization

Becember 31, 1994 1995
(dollars in thousands, except per share amounts)
Cemmon Stock Equity .
Common stock, par value $5 per share (authorized 800,000,000 shares, issued and
outstanding 403,504,292 and 414,025 856) $ 2,017,521 $ 2.070.128
Additional paid-in capital 3,709,893 3716322
Reinvested earnings 2,635.887 2,812,683
Common stock equity 8,363,301 8,599,133
Preferred Stock and Preferred Securities
Preferred stock without mandatory redemption provisions
Par value $25 per share®
Nonredeemable
5% to 6%—>5,784,825 shares outstanding 144,621 144,621
Redeemable
4.36% to 7.44%—10,297.404 shares outstanding 257,435 257,435
Total preferred stock without mandatory redemption provisions 402,054 402,056
Preferred stock with mandatory redemption provisions
Par value $25 per share®
6.30% and 6.57%—5,500,000 shares outstanding, due 2002--2009 137,500 137,500
Preferred stock 539,556 539,556
Company obligated mandatorily redeemable preferred securities of trust holding
solely PG&E subordinated debentures
7.90%—12,000,000 shares outstanding, due 2025 300,000 300,000
Long-Term Debt
PGLE long-term debt
First and refunding mortgage bonds
Maturity Interest rates
19962001 4.50% to B.75% 880,450 915.249
2002-2006 5.875% to 7.875% 1,392,135 1,450,000
2007-2012 6.25% to 8.875% 475,000 477,870
2013-201% 7.5% to 8.2% 45,000 105,000
2020-2026 5.85% to B.875% 2,627,736 2,749,651
Principal amounts outstanding 5,420,321 5,697,770
Unamortized discount net of premium {49,923) {55,802)
Total mortgage bonds 5,370,398 5,641,968
Debentures, 12%, due 2000 57.539 57.539
Pollution control loan agreements, variable rates, due 2016-2026 987,870 925,000
Unsecured medium-term notes, 4.93% to 9.9%, due 1997-2014 828,900 1,096,400
Unamortized discount refated to unsecured medium-term notes (1,187} (1.652)
Other long-term debt 32,800 20,298
Total pG&E long-term debt 7,276,320 7,739,553
Long-term debt of PGT and Enterprises 703,614 613,197
Total long-term debt 7,979,934 8,352,750
Less current portion 209,867 304,204
Long-term debt, excluding current portion _ 7,770,067 8,048,546
Total Capitalization $16,972,924 $17,487,235

™ Auchorized 75.000,000 shares in total {both with and without mandatory redemption provisions).

The accompanying Notes to the Consolidated Financial Statements are an integral part of this stacemenc.
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PG&E Corporation

Statement of Consolidated Segment Information

(in thousands)

1996
. Operating revenues

Intersegment revenues™
Total operating revenues

Depreciation and decommissioning
Operating income before
income taxest
Capital expenditures®
Identifiable assets®

Corporate assets
Total assets at year end

1995
Operating revenues

Intersegment revenues™
Total operating revenues

Depreciation and decommissioning
Operating income before
income taxes®
Capital expenditures®
Identifiable assers®

Corporate assets

Total assets at year end
1994
Operating revenués

Intersegment revenues"”
Total operating revenues

Depreciation and decommissioning
Operating income before
income taxes®
Capital expenditures™
Identifiable assets®
Corporate assets

Total assets at year end

Electric Gas Diversified Intersegment
Udlicy Utility Operations® Eliminations Toral
$ 7.160,215 $2,039.802 $ 409.955 $ — $ 9,609,972
12,156 69,645 — (81,801) —
$ 7,172,371 $2.109,447 $ 409955 $(81,800) $ 9.609,972
$ 919958 $ 288,994 $ 13,000 $ — $ 1,221,952
1,757,611 184,506 (47.921) 1,389 1,895,585
921,425 459.074 23,270 — 1,403,769
$18.005,105 $6,215,028 $1.434216 $ — $25.654,349
475,576
$26,129,925
$ 7.386,307 $2,059,117 $ 176,34] $ — % 9.621,765
12,678 85,356 — (98.,034) —
§ 7,398,985 $2.144.473 $ 176341 $(98.034) $ 9621765
$ 1,007467 $ 306,717 $ 45934 3 — $ 1,360,118
2,267,193 540,378 (46,618) 2,032 2,762,985
679,866 282,724 2,067 — 964,657
518610610 $6,064.596 $1,042.764 $ — $25.717.970
i.132,320
$26,850,290
$ 8,021,547 $2.081,062 $ 247621 $ — $10.350,230
12,852 85,341 — (98,193) —
$ 8,034,399 $2,166,403 $ 247,621 $(98,193) $10.350230
$ 982,859 $ 295979 $ 118632 $ — $ 1,397,470
2,187,569 271,537 (32,093) (3,227) 2,423,786
834,494 292,000 [9.456 — 1,145,950
$19,637.222 $6,167,314 $1.436,128 $ — $27.240,664
467,200
$27,708,564

“ |ntersegment electric and gas revenues are accounted for ac tariff rates prescribed by the cruc.

@ General corporate expenses are allocated in accerdance with FERC Liniform System of Accounts and requirements of the CruC.
@ Includes an aliocation of common glant in service and allowance for funds used during construction.

“ Represents the nonregulated operations of wholly-owned subsidiaries including Enterprises, Mission Trail Insurance Ltd. {liability insurance), and Energy Source

(gas marketing).

The accompanying Notes to the Consolidated Financial Statements are an integral part of this schedule.

26




PGAE Cerparation

Notes to Consolidated Financial

Note [: Significant Accounting Policies
Corporate Restructuring: Effective January |, 1997,
Pacific Gas and Electric Company (PG&E) became a subsidiary
of its new parent holding company, PG&E Corporation. PGAE'S
ownership interest in Pacific Gas Transmission Company (PGT)
and PG&E Enterprises (Enterprises) was transferred to PG&E
Corporation. PG&E's outstanding common stock was converted
on a share-for-share basis into pG&E Corporation’s outstanding
common stock. PGaE's debt securities and preferred stock
were unaffected and remain securities of pGae. The members
of PG&E's current Board of Directors became directors of

pc&e Corporation,

Basis of Presentation: The consolidated financial
statements include the accounts of PG&E and its wholly-owned
and controlled subsidiaries (collectively, the Company) and,
therefore, also represent the accounts of pGae Corporation
and its subsidiaries, All significant intercompany transactions
have been eliminated. Certain amounts in the prior years'
consolidated financial statements have been reclassified to
conform to the |996 presentation.

The preparation of financial statements in conformity with
generally accepted accounting principles requires manage-
ment to make estimates and assumptions. These estimates
and assumptions affect the reported amounts of revenues,
expenses, assets, and liabilities and disclosure of contingencies.
Actual results could differ from these estimates.

Operations: The Company and its subsidiaries provide
electric and natural gas services and retail energy services.
PGAE is a regulated public utility which provides generation,
procurement, transmission, and distribution of electricity
and natural gas throughout most of Northern and Central
Califernia. pGT transports gas from the Canadian border to
the California border and the Pacific Northwest. pGT also
has operations in Australia and Texas. Enterprises, through
its subsidiaries and affiliates, develops, owns, and operates

electric and gas projects and provides energy services.

Regulation: PGaE is regulated by the California Public
Utilities Commission (cpuc), the Federal Energy Regulatory
Commission (FERC), and the Nuclear Regulatory Commission,
among others. PG&E currently accounts for the economic

effects of regulation in accordance with Statement of Financial
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Accounting Standards (SFas) No. 71, "Accounting for the
Effects of Certain Types of Regulation.” This statement allows
the Company to record certain regulatory assets and liabilities
which would be included in future rates and would not be
recorded under generally accepred accounting principles for
nonregulated entities.

Effective January |. 1996, the Company adopted $Fas No.
121, “Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to Be Disposed Of” skas No. 121 pre-
scribes general standards for the recognition and measurement
of impairment losses. In addition. it requires that regulatory
assets continue to be probable of recovery in rates, rather
than only at the time the regulatory asset is recorded.
Regulatory assets currently recorded would be written off if
recovery is no longer probable. Adoption of this standard had
no material impact on the Company’s financial position or
results of operations.

On an ongoing basis, PG&E reviews its regulatory assets and
liabilities for the continued applicability of sFas No. 71 and the
effect of skas No. 121, {See Note 2 for further discussion.)

Net regulatory assets and liabilities include the following:

December 31, 1996 1995
(in millions)
Deferrad income tax $1,133 $1.080
Unamortized loss net of gain on reacquired

debt 377 392
Diabloe Canyon pre-settlement costs 364 3B2
Workers’ compensation and disability claims

costs 288 297
Regulatory balancing accounts {net) 323 561
Other deferred (net) 267 474

$2,752 | $3.186

Revenues and Regulatory Balancing Accounts:
Revenues are recorded primarily for delivery of gas and
electric energy to customers. Electric and gas utility revenues
include amounts for services rendered but unbilled at the end
of the year. Revenues also are recorded for changes in regula-
tory balancing accounts established by the cruc. Specifically,
sales balancing accounts accumulate differences between
authorized and actual base revenues. Energy cost balancing
accounts accumulate differences between the actual cost of
gas and electric energy and the revenues designated for
recovery of such costs. Recovery of gas and electric energy
costs through energy cost balancing accounts is subject to
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reasonableness reviews by the crUC. The regulatory balancing
accounts accumulate balances until they are refunded to
or received from utility customers through authorized

rate adjustments.

Dividend Restriction: PG&E is limited as to the amount
of dividends that it may pay to pG&E Corporation based on
PG&E's regulatory capital structure autherized by the cpuc,
PG&E’s equity shall be retained such that, on average, the capital
structure authorized by the cPUC is maintained. This restric-
tion is not expected to affect PGaz Corporation’s ability to

meet its cash obligations.

Financial Derivative Instruments (Derivatives):

The Company engages in price risk management activities to
manage risks associated with changes in energy commeodity
prices, interest rates, and foreign currencies. These price risk
management activities include the use of derivatives.

Gains and losses on derivatives used for hedging purposes
are intended to offset losses and gains on the underlying
hedged item. Under hedge accounting, changes in the market
value of these transactions are deferred and recognized as an
addition to the income or expense of the underlying instru-
ment upon completion of the underlying transaction. All 1996
transactions were accounted for using hedge accounting. Gains
and losses associated with derivative transactions during 1996

were immaterial,

Plant in Service: The cost of plant additions and replace-
ments includes labor, materials, construction overhead, and an
allowance for funds used during construction (AFUDC) or capi-
talized interest. AFUDC is the estimated cost of debt and equity
funds used to finance regulated plant additions. Capitalized
interest is the interest incurred on borrowed funds used to
finance nonregulated plant additions. The original cost of
retired plant and removal costs less salvage value is charged to
accumulated depreciation upon retirement of plant in service.

Plant in service is depreciated using a straight-line remain-
ing-life method. The Company’s composite depreciation rates
were 3.65, 4.09, and 4.3 | percent for the years ended
December 31, 1996, 1995, and 1994,

Nuclear Decommissioning Costs: The estimated

total obligation for decommissioning PG&E's nuclear power
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facilities is comprised of the toral cost {including labor, materi-
als, and other costs) of decommissioning and dismantling
plant systems and structures. In additicon, a contingency
amount for possible changes in regulatory requirements and
increases in waste disposal costs is included in the estimated
total obligation.

The estimated total obligation for nuclear decommissioning
costs, based on a [994 site study, is approximately $1.2 bilfion
in 1996 dollars (or $5.9 billion in future dollars). Actual
decommissioning costs are expected to vary from this esti-
mate because of changes in assumed dates of decommis-
sioning, regulatory requirements, technology, and costs of
labor, materials, and equipment. The estimated total obliga-
tion is being recognized proportionately over the license
of each facility.

For the years ended December 31, 1996, 1995, and 1994,
nuclear decommissioning costs recovered in rates through an
annual allowance were $33, $54, and $54 million, respectively.
Based on the 1994 site study, the amount assumed to be
recovered in rates in |997 and annuzlly up to the commence-
ment of decommissioning is $33 million. This amount will be
reviewed in future rate proceedings.

At December 31, 1996, the total nuclear decommissioning
obligation accrued was $889 million and was included in the
balance sheet classification of Accumulated Depreciation and
Decommissioning,

Decommissioning costs recovered in rates are placed in
external trust funds. These funds along with accumulated earn-
ings will be used exclusively for decommissioning. (See Note 8
for further discussion of nuclear decommissioning funds.)

Decommissioning is scheduled to begin for Diable Canyen
Nuclear Power Plant’s (Diablo Canyon) Unit | and Unit 2 in
2015 and 2016, respectively, with scheduled completion for
both units in 2034. The decommissioning method selected for
Diablo Canyon anticipates that the facilities will be decontami-
nated to a level that permits the property 1o be released for
unrestricted use.

Decommissioning for Humboldt Bay Power Plant is
scheduled to begin in 2015. The decommissioning method
selected consists of placing and maintaining the facility in
protective storage until some future time when dismantling
can be initiated.

PG&E, as required by federal law, has signed a contract
with the u.s. Department of Energy (DoE) to provide for the




disposal of spent nuclear fuel and high-level radicactive waste
from PG&E's nuclear power facilities beginning not later than
January 1998. However, due to delays in identifying a storage
site, the DOE has officially acknowledged that it will not be able
to meet its contract commitment. The DOE'S current estimate
for an available site to begin accepting physical possession of
the spent nuclear fuel is 2010.

Ar the projected level of operation for Diablo Canyon,
PGat's facilities are sufficient to store on-site all spent fuel
produced through approximately 2006. It is likely that an
interim or permanent DOE storage facility will not be available
for Diablo Canyon’s spent fuel by 2006. pG&E is examining
options for providing additional temporary spent fuel storage
at Diablo Canyon or other facilities, pending disposal or stor-
age at a DOE facility.

Gains and Losses on Reacquired Debt: Gains and
losses on reacquired debt charged to operations subject to the
provisions of sFas No. 7| are deferred and amortized over the
remaining original lives of the debt reacquired, consistent with
ratemaking principles. Gains and losses on reacquired debt
associated with other operations are recognized in earnings at

the time such debt is reacquired.

Inventories: Stored nuclear fuel inventory is stated at
lower of average cost or market. Nuclear fuel in the reactor

is amortized based on the amount of energy output. Other
inventories are valued at average cost except for fuel oil, which

is valued by the last-in-firse-out method.

Cash Equivalents: Cash equivalents (stated at cost, which
approximates market} include working funds and short-term

investments with original maturities of three months or less.

Note 2: Electric Industry Restructuring

In 1995, the cruc issued a decision that provides a plan to
restructure California’s electric utility industry. The decision
acknowledges that much of utilities’ current costs and commit-
ments result from past CPUC decisions and that, in a competi-
tive generation market, utilities would not recover some of
these costs through market-based revenues, To assure the
continued financial integrity of California utilities, the cpuc
authorized recovery of these above-market costs, called

“transition costs.”
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In 1996, California legislation was passed that adopts the
basic tenets of the CPUC's restructuring decision, including
recovery of transition costs. In addition, the iegislation pro-
vides a |0 percent rate reduction for residential and small
commercial customers by January I, 1998, freezes electric
customer rates for all other customers, and requires the
accelerated recovery of transition costs associated with
owned generation facilities. The legislatfon also establishes the
operating framework for a competitive generation market.

The rate freeze will continue until the earlier of March 31,
2002, or until PG&E has recovered its transition costs (the tran-
sition period). The freeze will hold rates at 1996 levels for all
customers except those receiving the 10 percent rate reduc-
tion. The rate freeze will hold the rates for these customers at
the reduced level.

To achieve the 10 percent rate reduction, the legislation
authorizes utilities to finance a portion of their transition costs
with “rate reduction bonds.” The maturity period of the bonds
is expected to extend beyond the transition period. Also, the
interest cost of the bonds is expected to be lower than PG&E's
current cost of capital. Once this portion of transition costs
is financed, PG&E would collect a bond service payment to
recover principal, interest, and issuance costs over the life of
the bonds from residential and small commercial customers,
The combination of the longer maturity period and the
reduced interest costs will lower the amounts paid by these
customers each year during the transition period thereby
achieving the |0 percent reduction in rates.

Tax-exempt trusts have been established to oversee the
development of the operating framework for the competitive
generation market. The crPUC has authorized California utilities
to guarantee bank loans of up to $250 million to be used by
the trusts for this purpose. Under this authorization, PG&E will

guarantee a maximum of $112.5 million of these loans.

Transition Cost Recovery: The legislation authorizes
the CPUC to determine the costs eligible for recovery as transi-
tion costs. The amount of costs will be based on the aggregate
of above-market and below-market values of utility-owned
generation assets and obligations. PG&E has proposed that costs
eligible for transition cost recovery include: (1) above-market
sunk costs (costs associated with utility generating facilities
that are fixed and unavoidable and currently collected through

rates) and future costs, such as costs related to plant removal,
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(2} above-market costs associated with purchase power obliga-
tions with Qualifying Facilities (QFs) and other Power Purchase
Agreements, and (3) generation-related regulatory assets and
obligations. pG&E cannot determine the exact amount of sunk
costs that will be above market and recoverable as transition
costs until a market valuation process (appraisal or sale) is
completed for each generation facility. This process will be
completed during the transition period.

Most transition costs must be recovered by March [, 2002.
However, the legislation authorizes recovery of certain transi-
tion costs after that time. These costs include: (1) certain
employee-related transition costs, (2) payments under existing
QF and power purchase contracts, and (3) unrecovered imple-
mentation costs. Excluding these exceprions, any transition
costs not recovered during the transition period will be
absorbed by pG&E. Nuclear decommissioning costs, which are
not considered transition costs. will be recovered through a
cpuc authorized charge. During the transition peried, this
charge will be incorporated into the frozen rates. After the
transition period, customers will be assessed a surcharge until
the nuclear decommissioning costs are fully recovered.

PG&E's ability to recover its transition costs during the
transition period will be dependent on several factors. These
factors include: (1} the extent to which application of the cur-
rent regulatory framework established by the restructuring
legislation will continue to be applied. (2) the amount of transi-
tion costs approved by the cpuc, (3) the market value of its
generation plants, (4) future sales levels, (5) fuel and operating
costs, {6} the market price of electricity, and (7) the ratemak-
ing methodology adopted for Diablo Canyon. Considering its
current evaluation of these factors, PG&E believes it will recover
its transition costs and that its owned generation plants are
not impaired. However, a change in these factors could affect
the probability of recovery of transition costs and resultin a
material loss.

PG&E has proposed to implement portions of its transition
cost recovery plan in 1997. The CPUC decision on PG&E's 1997
Energy Cast Adjustment Clause (Ecac) application would
decrease FG&E's 1997 revenue requirement by $720 million.
This decrease would be partially offset by a $160 million rev-
enue requirement increase, provided by the legislation, for
purposes of enhancing transmission and distribution system
safety and reliability. This increase was approved by the cruc

as part of PG&E'S transition cost recovery plan.

30

Statements

Given the electric customer rate freeze, the $560 million
net revenue requirement decrease resulting from the consoli-
dation of the Ecac decision and the revenue requirement
increase contemplated in the cost recovery plan would be
available for transition cost recovery, The proposed acceler-
ated recovery of Diablo Canyon would absorb an estimated
$400 million of this available revenue requirement. The remain-
ing revenue requirement would be available 1o recover other

transition costs.

Accounting for the Effects of Regulation: Asa
result of applying the provisions of sras No. 7| {discussed in
Note | above), PG&E has accumulated approximately $1.6 bil-
lion of regulatory assets attributable to electric generation at
December 31, 1996. The net investments in Diablo Canyon
and the other generation assets were $4.5 and $2.7 billion,
respectively, at December 31, 1996. The net present value of
above-market QF power purchase obligations is estimated to
be $5.3 billion at January [, 1998, at an assumed market price
of $0.025 per kilowatt-hour (kWh) beginning in 1997 and
escalating at 3.2 percent per year.

PG&E believes that the restructuring legislation establishes a
definitive transition to market-based pricing for electric gener-
ation. Incorporating the effects of the competitive auction pric-
ing of electricity and customer direct access, this transition
includes cost-of-service based ratemaking. In addition, PG&E's
generation-related transition costs will be collected through a
nonbypassable charge. Based on this structure, PG&E believes
it will continue to meet the requirements of sras No. 71
throughout the transition period.

At the conclusion of the transition period, PG&E believes it
will be at risk to recover its generation costs through market-
based revenues. At that time, PG&E expects to discontinue the
application of sras No. 71 for the electric generation portion
of its business. Since PG&E anticipates it will have recovered all
transition costs required to be recovered during the transition
period, including generation-related regulatory assets and
above-market investments in net plant, PGAE does not expect a
material adverse impact on its financial position or results of
operations from discontinuing the application at that time.

As a result of the CPUC’s restructuring decision and
California's electric industry restructuring legislation, the
Securities and Exchange Commission (SEC) has begun inquiries
regarding the appropriateness of the continued application of




sFas No. 71 by California utilities to their electric generation
businesses. As discussed above, PG&E believes it currently
meets and will continue to meet the requirements to apply
$Fas No. 71 during the transition period. In the event that the
SEC concludes that the current regulatory and legal framework
in California no longer meets the requirements to apply SFAs
No. 71 to the generation business, the Company would reeval-
uate the financial impact of electric industry restructuring and
a material write-off could occur.

Given the current regulatory environment, PG&E's electric
transmission and distribution businesses are expected to
remain regulated and, as a result, will continue application of

the provisions of sFAs No. 71.

Note 3: Natural Gas Matters

The Gas Accord Settlement (Accord): Inan effort
to promote competition and to give all residential and smaller
commercial (core) customers the same options that exist for
industrial and larger commercial (noncore) customers, PG&E
submitted the Accord to the cPUC in 1996. In addition to offer-
ing increased customer choice, the Accord would establish gas
transmission rates for the period July 1997 through December
2002 and resolve various pending regulatory issues. The
Accord must be approved by the cruc before it can be imple-
mented. A CPUC decision is expected in 1997

The major outstanding gas regulatory issues that the Accord
would resolve include the 1988 through 1995 gas reasonable-
ness proceedings, the initial capital costs for the PG&E Pipeline
Expansion, the interstate transition cost surcharge {I7Cs)
recovery, and the PG&E pipeline transportation commitments,
all of which are discussed in further detail below.

As of December 31, 1996, pG&E has reserved approximately
$527 million, including $ 182 million reserved during 1996,
relating to its gas regulatory issues and gas capacity commit-
ments, the majority of which are addressed by the Accord. The
Company believes the ultimate resolution of these matters,
whether through approval of the Accord or otherwise, will not
have a material adverse impact on its financial position or
future results of operations.

Gas Reasonableness Proceedings: Recovery of gas
costs through PG&E's regulatory balancing account mechanisms
is subject to a cPUC determination that such costs were rea-

sonable. Under the current regulatory framework, annual
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reasonableness proceedings are conducted by the cPucC on
a historic calendar year basis.

In 1994, the cpuC issued a decision which ordered a
disallowance of approximately $90 million of gas costs plus
accrued interest of approximately $25 million through 1993
for pG&E's Canadian gas procurement activities from 1988
through 1990. pc&Ee has filed a lawsuit in a federal district court
challenging the cPuC's decision on Canadian gas costs. PG&E
expects this issue to be resolved as part of the Accord dis-
cussed above. Under the Accord, pG&E would agree to forgo
recovery of the $90 million disallowance ordered in the 1988
through 1990 gas reasonableness proceeding, irrespective of
the outcome of the lawsuit.

A number of other reasonableness issues related to PG&E's
gas procurement practices, transportation capacity commit-
ments, and supply operations for periods dating from 1988 to
1994 were resolved when the CPUC accepted a settlement in
December 1996 between pG&E and the Office of Ratepayer
Advocates (Ora) of the cpuc. Under the terms of that
settlement, PG&E will return $67 million plus interest to
ratepayers in 1997, PG&E has previously recorded reserves for
this setddement.

PGT/PG&E Pipeline Expansion: In November 1993,
the Company expanded its natural gas transmission system
providing additional firm transportation capacity from the
Canadian border to Northern and Southern California and
the Pacific Northwest.

PG&E has filed an application with the CPUC requesting
that capital costs of $810 million and ongoing operating costs
for the pG&E, or California, portion of the Pipeline Expansion
be found reasonable. Revenues are currently being collected
under interim rates approved by the cpUC, subject to
adjustment.

In 1996, a cPUC Administrative Law Judge (AY) ordered
consolidation of the market impact phase of the pGae Pipeline
Expansion reasonableness proceeding and the ITCs proceeding
discussed below. An ay| also ordered reopening of the 1993
PG&E Pipeline Expansion Rate Case to allow reconsideration
of issues regarding the decision to construct the PG&E Pipeline
Expansion. Were the cPUC to reverse its previous decision,
which found that PG&E was reasonable in constructing the PGas
Pipeline Expansion, the ultimate outcome could have an

adverse impact on PG&E's ability to recover its cost for unused
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capacity on other pipelines as well as on its own intrastate
facilities. PG&E expects these issues 1o be resolved as part of
the Accord discussed above. Under the Accord, PGas would
agree to set rates for the PG&E Pipeline Expansion based on
total capital costs of $736 million.

Transportation Commitments: PG&E has gas
transportation service agreements with various Canadian and
interstate pipeline companies, These agreements include
provisions for payment of fixed demand charges for reserving
firm capacity on the pipelines. The total demand charges that
P& will pay each year may change due to changes in tariff
rates. The total demand and transportation charges paid by
PG&E under these agreements (excluding agreements with PGT)
were approximately $212, $175, and $225 million in 1996,
1995, and 1994, respectively,

The following table summarizes the approximate capacity
held by pG&E on various pipelines (excluding PGT) and the
related annual demand charges at December 31, 1996:

Tetal

Annual

Firm Gross

Capacity Demand
Pipeline Hetd Charges Contract
Company (Mmefid) (i millians) Expiration
El Paso 1,140 %163 Dec. 1997
Transwestern 200 $ 29 Mar. 2007
NOvA 600 $ 20 Ocr. 2001
ANG 600 13 Oct. 2005

As a result of regulatory changes, PG&E no longer procures
gas for its noncore customers, resulting in a decrease in PG&E'S
need for firm transportation capacity for its gas purchases.
PG&E continues to procure gas for almost all of its core
customers and those noncore customers who choose bundled
service (core subscription customers). To serve these cus-
tomers, PGEE holds approximately 600 millicn cubic feet per
day (mmcf/d) of firm capacity for its core and core subscription
customers on each of the pipelines owned by El Pase Natural
Gas Company (El Paso}, nova Corporation of Alberta (nova),
Alberta Natural Gas Company Ltd (ANG), and pGT.

PG&E is continuing its efforts to broker or assign any
remaining unused capacity, including unused capacity held for
its core and core subscription customers. Due to relatively

low demand for Southwest pipeline capacity, PG&E cannot

predict the volume or price of the capacity on El Paso and

Transwestern Pipeline Company (Transwestern) that will be
brokered or assigned.

Substantially all demand charges incurred by PG&E for
pipeline capacity are eligible for rate recovery, subject to a
reasonableness review. These demand charges include capacity
that was formerly used to serve noncore customers bug
which at present cannot be brokered or which is brokered
at a discount, However, certain groups, including the Ora
and intervenors, have challenged the recovery of these
unrecovered dernand charges.

In December 1995, the cruc issued a decision on the rea-
sonableness of PGaE's 1992 operations, concluding that it was
unreasonable for PG&E to commit to transportation capacity
with Transwestern. The decision orders that costs for the
capacity in subsequent years of the contract, which expires in
2007, be disallowed unless PG&E can demonstrate that the
benefits of the commitment outweigh the costs.

The recovery of demand charges associated with capacity
which was formerly used to serve PGAE'S noncore customers
will be decided by the CPuC in the ITCS proceeding, unless oth-
erwise resolved as part of the Accord. Pending a final decision
in the (TCs proceeding, the cPUC has approved collection
{subject to refund) in rates of approximately 50 percent of
the demand charges for unbrokered or discounted El Paso
and PGT capacity which was formerly used to serve PG&E's
noncore customers.

Under the Accord, PGAE would not recover costs through
1997 associated with Transwestern capacity originally sub-
scribed to in order to serve core customers and would have
limited recovery during the period 1998 through 2002, Also as
part of the Accord, PG&E would forgo recovery of 100 percent
and 50 percent of the ITcs amounts allocated to its core and
noncore customers, respectively.

The Company believes ultimate resolution of its capacity
commitments and the ITCS proceeding, either through approval
of the Accord or otherwise, will not have a material adverse

impact on its financial position or future results of operations.

Note 4: Diablo Canyon

The Diablo Canyon rate case settlement as adopted in 1988
and modified in 1995 (Diablo Settlement) bases revenues pri-
marily on the amount of electricity generated by Diablo
Canyon. The Diablo Settlement provides that Diablo Canyon
costs and operations are not subject to ¢PUC reasonableness

reviews. Only certain Diable Canyon costs may be recovered




through base revenues over the term of the Diablo Settlement,
including a full return on such costs. The revenues to recover
all Diable Canyon costs are included in Diablo Canyon oper-
ating revenues reported belaw. Other than for these and
decommissioning costs, Diablo Canyon discontinued the appli-
cation of sFas No. 71 in july 1988.

Under the pricing provisions of the existing Diablo
Settlement, the price for power produced by Diablo Canyon
for 1997 is 10.0 cents per kWh effective January |. PG&E has
the right to reduce the price below the amount specified.
Under the existing settlement, at full operating power, each
Diablo Canyon unit would contribute approximately $2.6 mil-
lion in revenues per day in 1997, The prices per kWh of elec-
tricity generated by Diablo Canyon for 1996, 1995, and 1994
were 10.50, [1.00, and [1.89 cents per kWh, respectively.

Selected financial information for Diablo Canyon is shown

below:
Yoar endod December 31, 1996 | 199% | 1994 |
(in miflions)
Operating revenues $1,789 $1,845 $1.870
Operating income befare

income taxes 998 1,029 956
Net income 497 507 461

In determining operating results of Diablo Canyon,
operating revenues and the majority of operating expenses
were specifically identified pursuant to the Diablo Settlement.
Administrative and general expenses, principally labor
costs, are allocated based on a study of labor costs. Interest
is charged to Diablo Canyon based on an allocation of
PGEE debt.

in conjunction with electric industry restructuring, PG&E filed
in March 1996 a proposal for pricing Diablo Canyon genera-
tion at market prices and completing recovery of the invest-
ment in Diablo Canyon by the end of 200!. If this proposal is
adopted, there would be a significant change to the manner in
which Diablo Canyon earns revenues.

Under its proposal, PG&E would replace the existing settle-
ment prices with: {1) a sunk cost revenue requirement to
recover fixed costs, including a return on these costs, and
(2) a performance-based ratemaking (PER) mechanism to
recover the facility’s variable costs and capital addition costs.
As proposed; the sunk cost revenue requirement would accel-
erate recovery of Diablo Canyon sunk costs from a twenty-
year period ending in 2016 to a five-year period beginning in
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1997 and ending in 2001. The related return on common
equity associated with Diablo Canyon sunk costs would be
reduced to 90 percent of PG&E's long-term cost of debt. PG&E’s
authorized long-term cost of debt was 7.52 percent in 1996.
The reduced rate of return combined with a shorter recovery
period would result in an estimated $4 billion decrease in the
net present value of PG&E's future revenues from Diablo
Canyon operations. If the proposed cost recovery plan for
Diablo Canyon were adopted during 1996, Diablo Canyon's
1996 reported net income would have been reduced by $350
million {$0.85 per share).

MNote 5: Preferred Stock and Company
Obligated Mandatorily Redeemable Preferred
Securities of Trust Holding Solely PG&E
Subordinated Debentures

{See the Statement of Consolidated Capitalization for addi-
tional information.)

Preferred Stock: PGaE's nonredeemable preferred stock
at December 31, 1996, has rights to annual dividends per share
ranging from $1.25 to $1.50.

PG&E's redeemable preferred stock without mandatory
redemption provisions is subject to redemption at PG&ES
option, in whole or in part, if PG&E pays the specified redemp-
tion price plus accumulated and unpaid dividends through the
redemption date. Annual dividends and redemption prices per
share at December 31, 1996, range from $1.09 to $1.86 and
from $25.75 to $27.25, respectively.

pG&E’s redeemable preferred stock with mandatory
redemption provisions consists of the 6.30% and 6.57% series
at December 31, 1996. These series of preferred stock are
subject to mandatory redemption provisions entitling them to
sinking funds providing for the retirement of stock outstand-
ing. They may be redeemed at PG&E’s option, beginning in 2004
and 2002, respectively, at par value plus accumulated and
unpaid dividends through the redemption date. The estimated
fair value of PG&E's preferred stock with mandatory redemp-
tion provisions at December 31, 1996, and 1995, was approxi-
mately $135 and $139 million, respectively, based on quoted
market prices.

In 1995, PG&E redeemed all of its series 7.84%, 8%, and 8.20%
redeemable preferred stock. In addition, PG&E repurchased par-

tial amounts of its series 6%:%, 7.04%, and 7.44% redeemable




PG&E Corporation

Notes to Consolidated Financial

preferred stock through a tender offer. The aggregate par value

of these redemptions and repurchases was $33 | million.
Dividends on all preferred stock are cumulative. All shares

of preferred stock have voting rights and equal preference

in dividend and liquidation rights. Upon liquidaticn or dissolu-

tion of PG&E, holders of preferred stock would be entitled to

the par value of such shares plus all accumulated and unpaid

dividends, as specified for the class and series.

Company Obligated Mandatorily Redeemable
Preferred Securities of Trust Holding Solely
PG&E Subordinated Debentures: During 1995, PG&E
through its wholly-owned subsidiary, pGae Capital | (Trust),
completed a public offering of |2 million shares of 7.90%
cumulative quarterly income preferred securities (QuIPs), with
an aggregate liquidation value of $300 million. Concurrent with
the issuance of the QuIps, the Trustissued to PGaE 371,135
shares of common securities with an aggregate liquidation
value of approximately $9 million. The Trust in turn used the
net proceeds from the QUIPS offering and issuance of the
common securities to purchase subordinated debentures
issued by P&t with a face value of approximately $309 million,
an interest rate of 7.90 percent, and a maturity date of 2025,
These subordinated debentures are the only assets of

the Trust. Proceeds to pG&E from the sale of the subordinated
debentures were used to redeem and repurchase higher-cost
preferred stock.

PG&E's guarantee of the QUIPS, considered together with
the other obligations of PG&E with respect to the QUIPS, consti-
tutes a full and unconditional guarantee by PG&E of the Trust's
obligations under the QUIPS issued by the Trust. The subordi-
nated debentures may be redeemed at PG&E's option beginning
in 2000 at par plus accrued interest through the redemption
date. The proceeds of any redemption will be used by che
Trust to redeem QUIPS in accordance with their terms.

Upen liquidation or dissolution of PG&E, holders of these
QuIFs would be entitled to the liquidation preference of $25
per share plus all accrued and unpaid dividends thereon to
the date of payment. The estimated fair value of PG&E's QUIPS at
December 31, 1996, and 1995, was approximately $29| and
$311 million, respectively, based on quoted market prices.
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Note 6: Long-term Debt
(See the Statement of Consolidated Capitalization for

additional information.)

Mortgage Bonds: PG&E had $5.4 and $5.7 billion of
mortgage bonds outstanding at December 31, 1996, and 1995,
respectively. Additional mortgage bonds may be issued, subject
to CPUC approval, up to 2 maximum rotal amount outstanding
of $10 billion. All real properties and substantially all personal
properties of PG&E are subject to the lien of the mortgage, and
PG&E is required to make semi-annual sinking fund payments for
the retirement of the bonds.

PG&E redeemed or repurchased $182 and $1 14 million of
mortgage bonds in 1996 and 1995, respectively, with interest
rates ranging from 5.375 to 12.75 percent.

Included in the total of outstanding mortgage bonds at
December 31, 1996, and 1995, are $705 and $768 million,
respectively, of mortgage bonds held in trust for the California
Pollution Control Financing Authority (CPCFA) with interest
rates ranging from 5.85 to 8.875 percent and maturity dates
from 2007 to 2023. In addition to these mortgage bonds,

PG&E holds long-term loan agreements with the CPCFA as

described below.

Pollution Contral Loan Agreements: In 1996, PGaEe
refinanced $925 million of variable interest rate pollution con-
trol loan agreements with variable interest rate pollution con-
trol loan agreements to extend certain maturities and achieve
cost savings. These loan agreements from the CPCFA totaled
$988 and $925 million, respectively, at December 31, 19%6,
and 1995. Interest rates on the loans vary with average annual
interest rates for 1996 ranging from 3.24 to 3.54 percent.
These loans are subject to redemption by the holder under
certain circumstances. These loans are secured by irrevocable

letters of credit which mature as early as 1999,

Long-term Debt of PGT: In [996, PGT borrowed $92
million of long-term debt to finance the acquisition of PGT
Queensland Gas Pipeline.

In 1995, PGT issued $470 million of long-term debrt, the
proceeds of which were used to refinance $60C million of out-
standing PGT debt.




Additionally, in 1995, PGT issued commercial paper classified
as long-term debt based upon the availability of committed
credit facilities expiring in 2000 and management’s intent to
maintain such amounts in excess of one year. The commercial
paper outstanding was $108 and $109 million at December 31,
1996, and 1995, respectively.

Repayment Schedule: At December 31, 1996, the
Company's combined aggregate amounts of maturing
long-term debt and sinking fund requirements, for the years
1997 through 2001, are $210, $660, $270, $413, and $376

million, respectively.

Fair Value: The estimated fair value of the Company’s total
long-term debt of $8.0 and $8.4 billion at December 31, (996,
and 1995, respectively, was approximately $8.0 and $8.7 billion,
respectively. The estimated fair value of leng-term debt was
determined based on quoted market prices, where available.
VWhere quoted market prices were not available, the estimared
fair value was determined using other valuation techniques
{e.g. the present value of future cash flows).

Note 7: Short-term Borrowings

Substantially all short-term borrowings consist of commercial
paper, having a maturity of one to ninety days. Commercial
paper outstanding and the associated weighted average
interest rate at December 31, 1996, and 1995, were $68!| mil-
lion and 5.86 percent and were $796 million and 5.92 percent,
respectively. The carrying amount of short-term borrowings
approximates fair value.

PG&E maintains a $1 billion revolving credit facility which
expires in 2001; however, it may be extended annually for addi-
tional one-year periods upon mutual agreement between PG&E
and the banks. This credit facility primarily provides support
for PG&E's commercial paper issuance. At maturity, commercial
paper can be either reissued or replaced with borrowings from
this credit facility. There were no borrowings under this facility
in 1996 or 1995.

In January 1997, pGaE Corporation established a $500 million
revolving credit facility in order to provide for corperate
short-term liquidity needs and other purposes.
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Note 8: Investments in Debt and

Equity Securities

All of PG&E's investments in debt and equity securities are
held in external trust funds and are reported at fair value.
These investments, which are included in Nuclear
Decommissioning Funds, cannot be released from the trust
funds until authorized by the CPUC.

The proceeds received during 1996 and 1995 from sales
were approximately $1.5 billion in each year. During 1996 and
1995, the gross realized gains on sales of securities held as
available-for-sale were %14 and $9 million, respectively, and
the gross realized losses on sales of securities held as available-
for-sale were $20 and $22 million, respectively. The cost of
debt and equity securities sold is determined by specific
identification.

The following table provides a summary of amortized cost

and fair value of these investments:

Year ended December 31, 1996 1995
{in thousandy)
Amortized Cost;
U.S. government and agency issues $374,931 $322.838
Equity securities 281,532 269,117
Municipal bonds and other 32952 63,061
Gross unreatized holding gains 198,875 117,673
Gross unrealized holding losses (5.361) {2,860)
Fair value $882,929 $769.829

Note 9: Employee Benefit Plans

Retirement Plan: The Company provides
noncontributory defined benefit pension plans covering sub-
stantially all employees. Pension benefits are based on an
employee’s years of service and base salary. The Company's
policy is to fund each year not more than the maximum
amount deductible for federal income tax purposes and not

less than the minimum legal funding requirement.
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The following schedule reconciles the plans’ funded status

to the pension liability recorded on the Censolidated Balance

Sheet:
December 31. 1996 1995
(in thousands)
Actuarial present value of benefit
obligations
Vested benefits $(3.486,136) $(3,464,782)
MNonvested benefits (177,782) (182,503)
Accumulated benefit obligation (3.663,918) (3.647.285)
Effect of projected future
compensation increases (529.045) (548,743)
Projected benefit obligation {4.192,963) (4.196,028)
Plan assets at market value 5.526,247 4,935.267
Plan assets in excess of projected
benefit obligation 1,333,284 739,239
Unrecognized prior service cost 82,756 90,496
Unracognized net gain (1,555,281} (1.074.347}
Unrecognized net transition
obligation 85,895 97.348
Accrued pension liability $  (57.346) $ (147.264)

Plan assets consist primarily of common stocks and

fixed-income securities. Unrecognized prior service costs and

net gains are amortized on a straight-line basis over the

average remaining service period of active plan participants.

The transition obligation is being amortized over 17.5 years

from 1987.

Using the projected unit credit actuarial cost method, net

pension income consisted of the following components:

Year ended Docember 31, 1996 1995 1994
(in thousands)
Service cost for benefits

earned $ (99.946)| $ (82814)| $(109,132)
Incerest cose (301.631)| (290563}  (272.932)
Actal return (loss) on

plan assets 811,130 968,126 {(20.358)
Net amortization and

deferral (353,195) (586,350} 412,547
Net pension income $ 56,358 $ 8399 $ 10125
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The following actuarial assumptions were used in
determining the plans’ funded status and net pension income.
Year-end assumptions are used ta compute funded status,
while prior year-end assumptions are used to compute net
pension income.

December 31, 1996 1995 1994
Discount rate 7.5% 7.25% 8%
Rate of future

cormpensation increases 5% 5% 5%
Expected long-term rate

of return on plan assets 9% 9% 9%

Net pension income or cost is calculated using expected
return on plan assets. The difference between actual and
expected return on plan assets is included in net amortization
and deferral and is considered in the determination of future
net pension income or cost. In 1996 and 1995, actual return
on plan assets exceeded expected return. In 1994, the
plan experienced a negative investment return due to weak
performance in domestic equities and bonds.

In conformicy with sras No, 71, regulatory adjustments have
been recorded in the income statement and balance sheet for
the difference between utility pension income or cost deter-
mined for accounting purposes and that for ratemaking, which

is based on a funding approach.

Postretirement Benefits Other Than Pensions:
The Company provides contributory defined benefit medical
plans for retired employees and their eligible dependents and
noncontributory defined benefit fife insurance plans for retired
employees. Substantially all employees retiring at or after age
55 are eligible for these benefits. The medical benefits are pro-
vided through plans administered by an insurance carrier or a
health maintenance organization. Certain retirees are responsi-
ble for a portion of the cost based on past claims experience
of the Company's retirees.

The €pUC has authorized PG&E to recover these benefits
for 1993 and beyond. Recovery is based on the lesser of the
annual accounting costs or annual contributions on a tax-
deductible basis to appropriate trusts. The Company's policy
is to fund each year an amount consistent with the basis for

rate recovery.




The following schedule reconciles the medical and life

insurance plans’ funded status to the postretirement benefit

liabilicy recorded on the Consolidated Balance Sheer:

December 31,

{in chousands}

Accumulated postretirement benefic

obligation
Retirees

Other fully eligible participants
Other active plan participants

Total accumulated postretirement

benefit obligation

Plan assets at market value

Accumulated postretirement benefit
obligation in excess of plan assets
Unrecognized: prior service cost

Unrecognized net gain

Unrecognized transition obligation

Accrued postretirement benefit liabilicy

996 1995
$(444,782)| $(528.367)
(132,797)|  (123.615)
(343.864)|  (309,405)
(921,443)| (961,387
666,287 538,905
(255,156)|  (422.482)
21.946 23.761
(226.753)|  (104,167)
419617 449,647
$ {40.346) $ (53.241)

Plan assets consist primarily of common stocks and

fixed-income securities. Unrecognized prior service costs are

amortized on a straight-line basis over the average remaining

years of service to full eligibilicy of active plan participants,

Unrecognized net gains are amortized on a straight-line basis

over the average remaining years of service of active plan par-

ticipants. The transition obligation is being amortized over

20 years from [993.

Using the projected unit credit actuarial cost method,

net postietirement medical and life insurance cost consisted of

the following components:

Year ended December 31,
{in thousands}
Service cost for
benefits earned
Interest cost
Actuat return on
plan assets
Amortization of
unrecognized prior
service cost
Amortization of
transition obligation
Net amortization
and deferral

Net postretirement
benefit cost

1996 1995 1994
$21954 | $ 17004 | $23617
65,629 64,776 64,872
(1,050)|  (108.932) (1.232)
1,602 1,616 L71
26314 26533 28913
38329 70,070 (29.804)
$62778 | § 71067 | $88077
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The discount rate, rate of future compensation increases,
and expected long-term rate of return on plan assets used
in accounting for the postretirement benefic plans for 1996,
1995, and 1994 were the same as those used for the
pension plan.

The assumed health care cost trend rate for 1997 is
approximately 10.0 percent, grading down to an ultimate rate
in 2005 of approximately 6.0 percent. The effect of a one-per-
centage-point increase in the assumed health care cost trend
rate for each future year would increase the accumulated
postretirement benefit obligation at December 31, 1996, by
approximately $75 million and the 1996 aggregate service and
interest costs by approximately $8 million.

The decrease in net postretirement benefit cost in 1995
compared 1o (994 was primarily due to a reduction in work-
force and an increase in discount rate.

Net postretirement benefit cost is calculated using expected
return on plan assets. The difference between actual and
expected return on plan assets 1s included in net amortization
and deferral and is considered in the determination of future
postretirement benefit cost. In 1996 and 1995, actual return
on plan assets exceeded expected return. In 1994, actual
return on plan assets was less than expected.

Workforce Reductions: The effects of workforce
reductions announced by PG&E in |994 are reflected in the
pension and postretirement benefits funded status tables
above, and the costs are discussed in Note 10

Long-term Incentive Program: paaE Corporation
maintains a Long-term Incentive Program (Program) which
provides for grants of stock options to eligible participants
with or without associated stock appreciation rights and divi-
dend equivalents. The Program alsoc grants performance-based
units to eligible participants. As of December 31, 1996, 245
million shares of common stock have been authorized for
award under the program. At December 31, 1996, stock
options on 3,461,733 shares, granted at option prices ranging
from $16.75 to $34.25, were outstanding, of which 1,655,450
were exercisable. In 1996, 877,900 options were granted at
an option price of $28.25, which was the market price per
share on the date of grant.

Qutstanding stock options expire ten years and one day

after the date of grant and become exercisable on a cumulative
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basis at one-third each year commencing two years from the
date of grant. In 1996, 1995, and 1994, stock options on
72,960, 235,568, and 52,143 shares, respectively, were exer-
cised at option prices ranging from $16.75 to $33.13, $16.75
to $33.13, and $24.75 to $32.13, respectively.

Effective January |, 1996, the Company adopted sFas
No. 123, “Accounting for Stock-Based Compensation.”” sFAS
No. 123 requires the Company to disclose stock option costs
based on the fair vaiue of options granted. For the years
ended December 31, 1996, and 1995, the fair value of options
granted was not material to the Company's results of
operations or earnings per share.

Note 10: Workforce Reductions
In 1994, PG&E expensed the total cost of its planned 1994-1995
workforce reductions of $249 million and recorded a corre-
sponding liability for benefits to be funded or paid. This
amount consisted of $136 million for additional pension bene-
fits, $52 million for other postretirement benefits, and $61
million for estimated severance costs. PG&E did not seek rate
recovery for the cost of the 1994-1995 workforce reductions.
In 1995, PG&e canceled approximately 800 of the 3,000
planned [994-1995 reductions in response to the severity of
the damage caused by the winter storms of 1995 and the iden-
tification of certain facilities that would benefit from a more
extensive and accelerated maintenance program. As a result,
the estimated severance costs accrued and expensed in 1994
were reduced by $18 million in 1995,

Note Il: Income Taxes
The Company files a consolidated federal income tax return
that includes domestic subsidiaries in which its ownership is
80 percent or more. Income tax expense includes currént and
deferred income taxes resulting from operations during the
year. Tax credits are amortized over the life of the related
property.

The significant components of income tax expense were:

Year ended December 31, 1996 1995 1994
{in thousands)
Current $ 704,984 $1,011,358 $821,455
Deferred (132,250 (97.864) 34,657
Tax credits—net (17,740) (18,205) (19,345)
Total income

tax expense $ 554,994 $ 895289 $836,767
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The significant components of net deferred income tax
liabilities were:

December 3§, 1996 1995
{(in thousands)
Deferred income tax assets $1.308,395 $1,203,981
Deferred income tax liabilities:
Regulatory balancing accounts $ 294,494 $ 385,604
Plant in service 3,623,544 3,552,974
Income tax-related deferreg
charges! 454,339 443,152
Other 1,034,497 983,798
Total deferred income tax liabilities $5.406,894 | $5,365,528
Total net deferred income taxes $4,098,499 $4,161,547
Classification of net deferred
income taxes:
{ncluded in current liabilities $ 57,064 $ 227782
Included in deferred credits 3,941,435 3,933,765
Total net deferred income taxes $4.098,499 $4.161,547

" Represents the portion of the deferred income tax liability related to the
revenues required to recover future income taxes.

The differences between income taxes and amounts
determined by applying the federal statutory rate to income

before income tax expense were:

Year ended December 31, 1996 1995 1994
(in thousands)
Federal statutory income tax rate 35.0% 35.0% 35.0%
Increase (decrease) in income
tax rate resulting from:
State income tax
(net of federal benefit} 37 48 8.3
Effect of regulatory treatment
of depreciation differences 59 3.2 37
Tax credits—net (1.4 {8) .n
Other—net (8) 2.1} (.5)
Effective tax rate 42.4% 40.1% 45.4%

Note [2: Commitments
Capital Projects: Capital expenditures for [997 are
estimated to be $1,773 million for utility, $38 million for
Diablo Canyon, and $21 | million for diversified operations.

At December 31, 1996, Enterprises had $67 million in firm
commitments to make capital contributions for its equity share
of generating facility projects. The contributions, payabie upon

commercial operation of the projects, are estimated to be




%52 million in 1997 (included in the expenditures above) and
$15 mitlion in 1998.

Letters of Credit: pGaE utilizes approximately $247
millicn in standby letters of ¢redit to secure future workers’

compensation liabilities.

Qualifying Facilities and Other Power-Purchase
Cantracts: Under the Public Utilicy Regulatory Policies
Act of 1978, PG&E is required to purchase electric energy and
capacity provided by QFs which are cogenerators and small
power producers. The cpuc established a series of power-pur-
chase contracts with certain QFs and set the applicable terms,
conditions, and price options. Under these contracts, PG&E is
required to purchase electric energy and capacity; however,
payments are only required when energy is supplied or when
capacity commitments are met. The total cost of these pay-
ments is recoverable in rates. PG&E's contracts with QFs expire
on various dates from 1997 to 2028. Energy payments 1o QFs
are expected to decline in the years 1997 through 2000.
Capacity payments are expected to remain at current levels.

In 1996, 1995, and 1994, PG&E negotiated early termination
or suspension of certain QF contracts to be paid through 1999
at discounted costs of $25, $142, and $155 million for 1996,
1995, and 1994, respectively. These amounts are expected to
be recovered in rates and as such are reflected as deferred
charges on the accompanying balance sheet. At December 31,
1996, the total discounted future payments remaining under Q¢
early termination or suspension contracts is $68 million.

QF deliveries in the aggregate account for approximately 19
percent of PG&ES 1996 electric energy requirements, and no
single contract accounted for more than 5 percent of PG&E's
energy needs.

PG&E also has contracts with various irrigation districts and
water agencies to purchase hydroelectric power. Under these
contracts, PG&E must make specified semi-annual minimum pay-
ments whether or not any energy is supplied (subject to the
provider’s retention of the FERC's authorization) and variable
payments for operation and maintenance costs incurred by the
providers. These contracts expire on various dates from 2004
to 2031. The total cost of these payments is recoverable in
rates. At December 31, 1996, the undiscounted future
minimum payments under these contracts are $34 million for
each of the years 1997 through 2001 and a total of $383
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million for periods thereafter. Irrigation district and water
agency deliveries in the aggregate account for approximately
six percent of PG&E's 1996 electric energy requirements, and
no single contract accounted for more than five percent of
PG&E's energy needs.

The amount of energy received and the total payments
made under QF and other power-purchase contracts were:

Year ended December 31, 1996 1998 1994
{in millions)
Kilowatt-hours received 26,056 26,468 23,903
QF energy payments $1.136 $1.140 $1.196
QF capacity payments $ 521 $ 484 $ 518
Orther power purchase

payments $ 52 $ 50 $ 49

Note [3;: Contingencies

Nuclear Insurance: PG&E has insurance coverage for
property damage and business interruption losses as a mem-
ber of Nuclear Murtual Limited (nMi) and Nuclear Electric
Insurance Limited {NEL). Under these policies, if a nuclear gen-
erating facilicy of a member utility suffers a loss due to a pro-
lenged accidental outage, PG&E may be subject to maximum
assessments of $29 million (property damage) and $8 million
(business interruption), in each case per policy period, in the
event losses exceed the resources of NML or NEIL.

PG&E has purchased primary insurance of $200 million for
public liability claims resulting from a nuclear incident. An addi-
tional $8.7 billion of coverage is provided by secondary finan-
cial protection which provides for loss sharing among utilities
owning nuclear generating facilities if a costly incident occurs.
If a nuclear incident results in ¢laims in excess of $200 million,
PGEE may be assessed up to $159 million per incident, with
payments in each year limited to a maximum of $20 million
per incident.

Environmental Remediation: The Company may be
required to pay for environmental remediation at sites where
the Company has been or may be a potentially responsible
party under the Comprehensive Environmental Response,
Compensation and Liability Act (Cercra) or the California
Hazardous Substance Account Act. These sites include former
manufactured gas plant sites and sites used by PGaE for the
storage or disposal of materials which may be determined to
present a significant threat to human health or the environ-
ment because of an actual or potential release of hazardous
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substances. Under CerCLA, the Company’s financial responsibili-
ties may include remediation of hazardous substances. even if
the Company did not deposit those substances on the site.

The Company records a liability when site assessments
indicate remediation is probable and a range of reasonably
likely cleanup costs can be estimated. The Company reviews its
sites and measures the liability quarterly, by assessing a range
of reasonably likely costs for each identified site using cur-
rently available information, including existing technology,
presently enacted laws and regulations, experience gained at
similar sites, and the probable level of involvement and financial
condition of other potentially responsibie parties. These esti-
mates include costs for site investigations, remediation, opera-
tions and maintenance, monitoring, and site closure. Unless
there is a better estimate within this range of possible costs,
the Company records the lower end of this range (classified as
other noncurrent liabilities).

The cost of the hazardous substance remediation ultimately
undertaken by the Company is difficult to estimate. It is rea-
sonably possible that a change in the estimate will occur in
the near term due to uncertainty concerning the Company’s
responsibility, the complexity of environmental laws and regu-
lations, and the selection of compliance alternatives. The
Company has an accrued liability at December 31, 1996, of
$170 million for hazardous waste remediation costs at
those sites where such costs are probable and quantifiable.
Environmental remediation at identified sites may be as much
as $400 million if, among other things, other potentially
responsible parties are not financially able to contribute to
these costs, or further investigation indicates that the extent
of contamination or necessary remediation is greater than
anticipated at sites for which the Company is responsible.
This upper limit of the range of costs was estimated using
assumptions least favorable to the Company, based upon a
range of reasonably possibie outcomes. Costs may be higher if
the Company is found to be responsible for cleanup costs at
additional sites or identifiable possible outcomes change.

The Company will seek recovery of prudently incurred
hazardous substance remediation costs through ratemaking
procedures approved by the cPuc. The Company has recorded
a regulatory asset ac December 31, 1996, of $146 million
for recovery of these costs in future rates. Additionally,
the Company will seek recovery of costs from insurance

carriers and from other third parties. The Company believes
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the ultimate outcome of these matters will not have a
material adverse impact on its financial position or results

of operations.

Helms Pumped Storage Plant (Helms): Helms is

a three-unit hydroelectric combined generating and pumped
storage plant with a net investment of $710 miliion at
December 31, 1996. The net investment is comprised of the
pumped storage facility (including regulatory assets of $51 mil-
lien), common plant, and dedicated transmission plant. As part
of the 1996 General Rate Case decision in December 995,
the cpUC directed PG&E to perform a cost-effectiveness study
of Helms. In July 1996, PG&E submitted its study, which con-
cluded that the continued operation of Helms is cost effective.
As a result of the study, PG&E recommended that the ¢cPuc take
no action and address Helms along with other generating
plants in the context of electric industry restructuring.

PG&E is currently unable to predict whether there will be a
change in rate recovery resulting from the study. As with its
other hydroelectric generating plants, the Company expects to
seek recovery of its net investment in Helms through Psr and
transition cost recovery. The Company believes that the ulti-
mate outcome of this matter will not have a material adverse
impact on its financial position or results of operations.

Helms became commercially operable in 1984, following
delays due to a water conduit rupture in 1982 and various
start-up problems related to the plant’s generators. As a result
of the rupture damage and the operational delay, PG&E incurred
additional costs which were excluded from rate base and lost
revenues during the period the plant was under repair. In 1994,
PG&E submitted for cPUC approval a settiement with the ORA
regarding recovery of such additional costs and lost revenues,
amounting to approximately $98 million. In September 1996,
the cpuc issued a final decision adopting the settlement which
permits PG&E to recover that amount. Because PG&E'S current
rate recovery already refiects the anticipated settiement,
adoption of the settlement will have no impact on rates.




Legal Matters:

Cities Franchise Fees Litigation: In {994, the Ciey of Santa
Cruz filed a class action suit in a state superior court {Courrt)
against PG&E on behalf of itself and 106 other cities in PG&E'S
service area. The complaint alleges that PG&E has underpaid
electric franchise fees to the cities by calculating those fees at
different rates from other cities not included in the complaint.

In September 1995, the Court certified the class of 107
cities in this suit and approved the City of Santa Cruz as the
class representative, In January and March 996, the Court
made two rulings against cerrain cities effectively eliminating a
major portion of the suit. The Court’s rulings do not resolve
the suit completely. The cities appealed both rulings. The trial
has been postponed pending the cities’ appeal.

Should the cities prevail on the issue of franchise fee
calculation methodelogy, PG&E's annual systemwide city electric
franchise fees could increase by approximately $14 million and
damages for alleged underpayments for the years 1987 wo 1996
could be as much as $145 million (exclusive of interest). If the
Court’s January and March 1996 rulings become final, PG&E's
annual systemwide city electric franchise fees for the remaining
class member cities not subject to the Court’s rulings could
increase by approximately $4 million and damages for alleged
underpayments for the years 1987 to 1996 could be as much
as $39 million {exclusive of interest).

The Company believes that the ultimate outcome of this
matter will not have a material adverse impact on its financial

position or results of operations.

Hinkley: In 1996, PG&E settled a 1993 lawsuit seeking dam-
ages for personal injuries allegedly suffered as a result of expo-
sure to chromium near PG&E's gas cOMpressor station at
Hinkley. This lawsuit was settled for the aggregate sum of $333
million, of which $50 million had been paid in [994, with the
remaining $283 million paid in 1996. pGae had previously
reserved $200 million for this litigation and in 1996 recorded
an additional reserve of $133 million for this settlement. The
settlement does not resolve other pending chromium liciga-

tion, described below.
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Chromium Litigation: In [994 through 1996, several civil
suits were filed against PG&E on behalf of more than 1,500 indi-
viduals. The complaints seek an unspecified amount of com-
pensatory and punitive damages for alleged personal injuries
resulting from exposure to chromium in the vicinity of PG&E's
gas compressor stattons at Hinkley, Kettleman, and Topock.

PG&E is responding to the complaints and asserting affirma-
tive defenses. PG&E will pursue appropriate legal defenses,
including statute of limitations or exclusivity of workers' com-
pensation laws, and factual defenses including lack of exposure
to chromium and the inabilicy of chromium to cause certain
of the illnesses zlleged.

Given the uncertainty, the Company cannot predict the
outcome of this litigation. However. the Company believes that
the ultimate outcome of this matter will not have a material
adverse impact on its financial position or results of

operations.
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Quarterly Consolidated Financial Data (Unaudited)

Quarterly Financial Data: Due to the seasonal nature
of the utility business and the scheduled refueling cutages

for Diablo Canyon, operating revenues, operating income, and
net income are not generated evenly every quarter during
the year.

All four quarters of 1996 reflected a decline in price per
kilowatt-hours as provided in the modified pricing provisions
of the Diablo Canyon rate case settlement, and revenue reduc-
tions authorized by the 1996 General Rate Case {GRC) and
other related rate proceedings. In addition, maintenance and
operating expenses exceeded levels authorized by the GrC.

In the second quarter of 1996, the Company charged to
earnings $133 million for the settlement of a litigation claim.
Revenues were also reduced due to a greater number of
scheduled refueling days and unscheduled outages.

In the third quarter of 1996, the Company took charges

against earnings of $182 million for contingencies related
to gas transportation commitments.

tn the fourth quarter of 1996, the Company charged
to earnings $59 million in write-downs of nonregulated
investments,

The Company recorded additional litigation reserves of $50
million in the first and third quarters of 1995. Diablo Canyon
scheduled refueling days and unscheduled outages reduced
earnings per common share in the fourth quarter of 1995,

The Company’s common stock is traded on the New York,
Pacific, and Swiss stock exchanges. There were approximately
198,000 common shareholders of record at December 31,
1996. Dividends are paid on a quarterly basis, and net
cash flows are sufficient to maintain the current payment
of dividends.

Quarter ended December 3! Seprember 30 June 30 March 31
{in thousands, except per share amounts}
1996
Operating revenues $2.700,686 $2,521.852 $2.138.,666 $2.248,768
Operating income 508,970 524,846 288,375 573,394
Net income 149,030 233,695 111,780 260,704
Earnings per common share .34 .55 25 61
Dividends declared per common share 30 49 49 49
Common stock price per share
High 24.25 23.88 23.75 28.38
Low 20.88 19.50 21.50 22.38
1995
Operating revenues $2,227.224 $2,637,653 $2.,448 641 $2.308,247
Operating income 451,674 781,912 820,370 709,029
Net income 227,085 377,593 405,520 328,687
Earnings per common share A48 .85 92 73
Dividends declared per common share 49 49 49 49
Common stock price per share
High 30.63 30.00 29.75 25.75
Low 27.13 28.38 2475 2425
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Report of Independent Public Accountants

To the Shareholders and the Board of Directors of pGae Corporation:

We have audited the accompanying consolidated balance sheet and the statement of consolidated capitalization of PG&E
Corporation (a California corporation) and subsidiaries as of December 31, 1996, and 1995, and the related statements of consoli-
dated income, cash flows, common stock equity, preferred stock and preferred securities, and the schedule of consolidated seg-
ment information for each of the three years in the period ended December 31, 1996, These financial statements and schedule of
consolidated segment information are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements and schedules based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

[n our opinion, the consolidared financial statements and schedule of consolidated segment information referred 1o above
present fairly, in all material respects, the financial position of PG&E Corporation and subsidiaries as of December 31, 1996, and
1995, and the results of their operations and cash flows for each of the three years in the period ended December 31, 1996, in

conformity with generally accepted accounting principles.
ARTHUR ANDERSEN LLP

San Francisco, California
February 10, 1997
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Responsibility for Consolidated Financial Statements

The responsibility for the integrity of the consolidated financial statements and related financial information included in this
report rests with management. The consolidated financial statements have been prepared in accordance with generally accepted
accounting principles appropriate in the circumstances and are based on the Company’s best estimates and judgments after giving
consideration to materiality.

The Company maintains systems of internal controls supported by formal policies and procedures which are communicated
throughout the Company. These controls are adequate to provide reasonable assurance thar asserts are safeguarded from material
loss or unauthorized use and to produce the records necessary for the preparation of consolidated financial statements. There are
limits inherent in all systemns of internal controls, based on the recognition that the costs of such systems should not exceed the
benefits to be derived. The Company believes its systems provide this appropriate balance, In addition, the Company’s internal
auditors perform audits and evaluate the adequacy of and the adherence to these controls, policies, and procedures.

Arthur Andersen LLP. the Company's independent public accountants, considered the Company’s systems of internal accounting
controls and conducted other tests as they deemed necessary to support their opinion on the consolidated financial statements,
Their auditors’ report contains an independent informed judgment as to the fairness, in all material respects, of the Company’s
reported results of operations and financial position.

The financial data contained in this report have been reviewed by the Audit Committee of the Board of Directors. The Audit
Committee is composed of six outside directors who meet regularly with management, the corporace internal auditors, and
Arthur Andersen LLP, jointly and separately, to review internal accounting controls and auditing and financial reporting matters.

The Company maintains high standards in selecting, training, and developing personnel to ensure that management’s objectives
of maintaining strong and effective internal controls and maintaining unbiased and uniform reporting standards are attained. The
Company believes its policies and procedures provide reasonable assurance that operations are conducted in conformity with

applicable laws and with its commitment wo a high standard of business conduct.

4
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Boards of Directors of
PG&E Corporation and
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Electric Company*

Richard A. Clarke
Chairman of the Board. Retired,
Pacific Gas and Electric Company

Harry M. Conger
Chairman of the Board,
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David A, Coulter
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Officer,
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Chief Operating Officer,
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Samuel T. Reeves
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John C. Sawhill
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Chief Executive Officer.
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Chief Executive Officer,
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Committees of the
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of PG&E Corporation
and Pacific Gas and
Electric Company*

Executive Committrees
Within limits, may exercise
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of the Board.

Stanley T. Skinner (Chair)
Harry M. Conger

Robert D. Glynn, Jr.
Richard B. Madden

Mary S. Metz

Carl E. Reichardt
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Richard B. Madden
Samuel T. Reeves

John C. Sawhill
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*p committee of the PGEE Corporation Board of Dirnczors only,
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communities served. and recom-
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address such issues.

Mary S. Metz (Chair)
Richard A. Clarke
William S. Davila
Robert D. Glynn, jr.
John C. Sawhill
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PG&E Carporazieon

Shareholder

Shareholder Services Office
77 Beale Street, Room 2600
San Francisco, CA 94105-1814
Call Toll Free 1-800/367-7731
Fax 415/973-7831

For financial and other information about PG&E Corporation
or Pacific Gas and Electric Company. please visit our site on the
World Wide Web at: www.pge.com

If you have questions about your account or need copies of
PG&E Corporation’s or Pacific Gas and Electric Company’s publica-
tions, please write or call the Shareholder Services Office at:

Manager of Shareholder Services
David M, Kelly

Mail Code B26B

PO. Box 770000

San Francisco, CA 94177-000f
i-800/367-773!

If you have general questions about PG&E Corporation or Pacific
Gas and Electric Company, please write or call the Corporate
Secretary's Office:

Corporate Secretary
Leslie H. Everett

Mail Code B32

PO. Box 770000

San Francisco, CA 94177-0001
4|5/973-2880

Securities analysts, portfolio managers, or other representatives
of the investment community should write or call the Investor
Relations Office:

Manager of Investor Relations
Angela M. Comstock

Mail Code B8C

PO. Box 770000

San Francisco, CA 94177-0001
415/973-3007

PG&E Corporation
Pacific Gas and Electric Company

General Information
415/973-7000
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Information

Stock Held in Brokerage Accounts
(“Street Name™)

When you purchase your stock and it is held for you by your
broker, the shares are listed with us in the broker’s name, or
“street name.” We do not know the identity of the individual
shareholders who hold their shares in this manner —we simply
know that a broker holds a number of shares which may be held
for any number of investors. If you hold your stock in a street
name account, you receive all dividend payments, tax forms,
publications, and proxy materials through your broker. If you are
receiving unwanted duplicate mailings, you should contact your

broker to eliminate the duplications.

PG&E Corporation Dividend Reinvestment Plan

If you hold PG&E Corporation or Pacific Gas and Electric Company
stock in your own name, rather than through a broker, you may
automatically reinvest dividend payments from common andior
preferred stock in shares of PG&E Corporation common
stock through the Dividend Reinvestment Plan {the “Plan”). You
may cbtain a Plan prospectus and enroll by contacting the
Shareholder Services Office. If your certificates are held by a
broker (in “street name”). you are not eligible to participate
in the Plan.

Direct Deposit of Dividends

If you hold stock in your own name, rather than through a broker,
you may have your cormmon and/or preferred dividends trans-
mitted to your bank electronically. You may obtain a direct deposit
authorization form by contacting the Shareholder Services Office.

Replacement of Dividend Checks

If you hold stock in your own name and do not receive your dividend
check within five business days after the payment date, or if a
check is lost or destroyed, you should notify the Shareholder Services
Office so that payment may be stopped on the check and a
replacement mailed.

Lost or Stolen Stock Certificates

If you hold stock in your own name and your stock certificate has
been lost, stolen, or in some way destroyed, you should notify
the Shareholder Services Office immediately.
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PG&E Corporation

iPacific Gas and Efectric Company
Annual Meetings of Shareholders
Date: April 16, 1997

Time: 10:00 a.m.

Location: Masonic Audicorium

[ 111 California Street

San Francisco, California

A joint notice of the annual meetings, joint proxy statement, and
proxy form are being mailed with this annual report on or about
March 3, 1997, to all shareholders of record as of February 18,
1997.

10-K Report

If you would like a copy of the 1996 Form 10-K Report to the
Securities and Exchange Commission, please contact the
Shareholder Services Office, or visit cur site on the World Wide
Web at: www.pge.com

1997 Dividend Payment Dates

Pacific Gas and
PG&E Corporation Electric Company

Common Stock Preferred Stock

January 15 February |5
April 15 May 15
July 15 August |5
Ocrober 15 November 15
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Stack Exchange Listings

PG&E Corporation’s common stock is traded on the New York,
Pacific, and Swiss stock exchanges. The official New York Stock
Exchange symbol is “PCG" but PG&E Corporation cammon
stock is listed in daily newspapers under "PG&E” or "PGE”
Local newspaper symbols may vary.

Pacific Gas and Electric Company has |3 issues of preferred
stock and one preferred security, all of which are listed on the
American and Pacific stock exchanges.

Newspaper
Issue Symbol*
First Preferred, Cumulative,
Par Value $25 Per Share
Redeemable:
7.44% PacGE pfQ
7.04% PacGE pfU
6.875% PacGE pfX
6.57% PacGE pfY
6.30% PacGE pfZ
5.00% PacGE pfD
5.00% Series A PacGE pfE
4.80% PacGE pfG
4.50% PacGE pfH
4.36% PacGE pfl
Non-Redeemable:
6.00% PacGE pfA
5.50% PacGE pfB
5.00% PacGE pfC
Cumulative
Quarterly Income
Preferred Securities:
7.90% Series A PG&E Cap A quips

*_ocal newspaper symbols may vary
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PG&E CORPORATION
77 Beale Street
P.O. Box 770000

San Francisco, CA 94177

wWww.pge.com



SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934
For the Fiscal Year Ended December 31, 1996

OR
1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission IRS Employer
File Exact Name of Registrant State of Identification
Number as specified in its charter Incorporation Number
1-12609 PG&E CORPORATION California  94-3234914
1-2348 PACIFIC GAS AND ELECTRIC COMPANY Califorma  94-0742640
77 Beale Street 94177
P.O. Box 770000 (Zip Code)

San Francisco, California
(Address of principal executive offices}
{(415) 973-7000
(Registrant’s telephone number, including area code)
Securities registered pursuant te Section 12(b) of the Act:
Name of Each Exchange on

Title of Each Class ) Which Registered
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Common Stock, no par value ) : New York Stock Exchange and

Pacific Stock Exchange
Pacific Gas and Electric Company
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Capital I and guaranteed by Pacific Gas and Electric Aumerican Stock Exchange and
Company Pacific Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark whether the registrant (1) has fiied all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
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requirements for the past 90 days.
Yes [X] No [ ]
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1o this Form 10-K. )
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Pacific Gas and Electric Company First Preferred Stock $453 million
Common Stock outstanding as of February 18, 1997:

PG&E Corporation: 416,528,027
Pacific Gas and Electric Company: Wholly owned by PG&E Corporation

The market values of certain series of First Preferred Stock, for which market prices as of a date within 60 days prior to the date of filing were not available,
were derived by dividing the annual dividend rate of each such series of stock by the average yietd of all of Pacific Gas and Electric Company's Preferred
Stock outstanding for which market prices were available.
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AFUDC ..........

2110 N

California

Superfund ......
CARE ...........
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core custemers . ...

core subscription

custeomers ... ...

Diablo Canyon . ...
Diablo Settiement . .

EPA .............

Act ... .. ...,

ICIP ... ..

GLOSSARY OF TERMS

Assembly Bill 1890, the California electric industry restructuring legislation
Annual Earnings Assessment Proceeding

Annual Energy Rate

allowance for funds used during construction

Bechtel Enterprises, Inc.

Biernial Cost Allocation Proceeding

Biennial Resource Plan Update

best technology available

British thermal unit

California Hazardous Substance Account Act
California Alternate Rates for Energy
California Clean Air Act

California Energy Commission

Central Coast Regional Water Quality Control Board

Comprehensive Environmental Response, Compensation, and Liability Act
customer identified gas program

Pacific Gas and Electric Company and its subsidiaries, or PG&E Corporation and its
subsidiaries, as determined by the context

residential and smaller commercial gas customers

noncore customers. who choose bundled service
core procurement incentive mechanism
California Public Utilities Commission
competition transition costs

Diablo Canyon Nuclear Power Plant
Diablo Canyon rate case settlement

U.S. Department of Energy

Demand Side Management

Energy Cost Adjustment Clause

electric deferred refund account

El Paso Natural Gas Company

electric and magnetic fields

PG&E Enterprises

United States Environmental Protection Agency
Electric Revenue Adjustment Mechanism
Energy Source, Inc.

Federal Energy Regulatory Commission
Gas Accord Settlement

The Geysers Power Plant

General Rate Case

Helms hydroelectric pumped storage plant

Public Utility Holding Company Act of 1935
Humboldt Bay Power Plant

Incremental Cost Incentive Price
International Generating Company, Ltd.
Independent System Operator

Interstate Transition Cost Surcharge




kV.. ..ol kilovolts
kVa.............. kilovolt-amperes
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KWh .. ........... kilowatt-hour
LEV ... low emission vehicle
1% [ thousand cubic feet
MMecef............ miilion cubic feet
MMef/d .......... million cubic feet per day
MW o megawatts
NEIL ............ Nuclear Electric Insurance Limited
NML ............ Nuclear Mutual Limited
noncore
customers ...... industrial and larger commercial gas customers
NOX . ......ooue oxides of nitrogen
NRC............. Nuclear Regulatory Commission
Nuclear Waste
Act ... ... ... Nuclear Waste Policy Act of 1982
ORA............. Office of Ratepayer Advocates, formerly known as the Division of Ratepayer Advocates
PBR ............. performance-based ratemaking
PEPR ............ Pipeline Expansion Project Reasonableness case
PG&E ........... Pacific Gas and Electric Company
PG&E Expansion .. the PG&E portion of the Pipeline Expansion
PGT ........... .. Pacific Gas Transmission Company
PGT Expansion.... the PGT portion of the Pipeline Expansion
Pipeline .
Expansion ...... PGT/PG&E Pipeline Expansion
PPPs............. public purpose programs
PRP ............. potentiaily responsible party
PX ... California Power Exchange
QF .............. qualifying facility
RAP............. Revenue Adjustment Proceeding
SEC ............. Securities and Exchange Comrmission
Teco ...ooovvnnn.. Teco Pipeline Company
TRA............. Transition Revenue Account
transition period ... the period during which electric rates. are frozen at 1996 levels, which extends until the
earlier of March 31, 2002 or the point in time when PG&E has recovered its transition
costs
Transwestern . . . . . . Transwestern Pipeline Company
TURN ........... The Utility Reform Network.
USGen........... U.S. Generating Company
USOSC .......... U.S. Operating Services Company
Vantus ........... Vantus Energy Corporation

Valero ........... Valero Natural Gas Company




PART 1

ITEM 1. Business.
GENERAL

Corporate Structure and Business

PG&E Corporation was incorporated in California in 1995 for the purpose of becoming the parent holding
company of Pacific Gas and Eleciric Company (PG&E). Effective Januvary 1. 1997, PG&E became a subsidiary
of PG&E Corporation. PG&E’s ownership interest in PG&E Enterprises (Enterprises) and Pacific Gas
Transmission Company (PGT) has been transferred to PG&E Corporation. PG&E's outstanding common stock
was converted on a share-for-share basis into PG&E Corporation common stock, PG&E's debt securities and
preferred stock were unaffected and remain securities of PG&E. The consolidated financial statements of PG&E
incorporated herein include the accounts of PG&E and its wholly-owned and controlled subsidiaries
(collectively, the Company), and, therefore, also represent the accounis of PG&E Corporation and its subsidiaries
(also referred to collectively as, the Company). For financial information summarizing certain pro forma financial
effects of the restructuring of PG&E, see ‘‘Formation of PG&E Corporation™ below.

The principal executive offices of PG&E Corporation and PG&E are located at 77 Beale Street. P.O. Box
770000, San Francisco, California 94177, and their telephone number is (415) 973-7000.

PG&E. incorporated in California in 1905, is an operating public utility engaged principally in the business
of providing eleciric and natural gas services throughout most of Northern and Ceniral California. As of
December 31, 1996, the Company had $26.1 billion in assets. The Company generated $9.6 billion in operating
revenues for 1996. As of December 31, 1996. the Company had approximately 22,000 employees.

PG&E’s gas and electric utility operations, which include Diablo Canyon Nuclear Power Plant (Diablo
Canyon) operations, represent the principal component of its business, contributing $9.2 billion in revenues in
1996 (96% of the Company’s total revenues). PG&E’s utility operations contributed $1.83 of the Company’s
total 1996 earnings per share of $1.73. (Utility earnings were offset by losses at Enterprises.)

Diablo Canyon consists of two nuclear power reactor units, each capable of generating up to approximately
26 miilion kilowatt-hours (kWh) of electricity per day. In 1996, Diablo Canyon contributed $1.8 billion of
revenues (19% of the Company’s total revenues) and $1.18 in earnings per share (67% of the Company’s total
1996 earnings per share). PG&E has proposed a modification to existing Diablo Canyon ratemaking, which if
adopted, would significantly reduce PG&E’s future revenues from Diablo Canyon operations. See '‘Future
Ratemaking—FElectric Raternaking’” below.

PG&E’s utility service territory covers 70,000 square miles with an estimated population of approximately
13 million, and includes all or portions of 48 of California’s 58 counties. The area’s diverse economy includes
acrospace, electronics, financial services, food processing, petroleum refining, agriculture, and tourism.

At December 31, 1996, PG&E served approximately 4.5 million electric customers. PG&E serves its
electric customers with power generated by seven primarily natural gas-fueled steam power plants with 21 units,
ten combustion turbines, Diablo Canyon’s two units, 68 hydroelectric powerhouses with 109 units, the Helms
hydroelectric pumped storage plant (Helms) with three units, and a geothermal energy complex of 14 units.
(PG&E has announced plans to sell four fossil-fueled power plants, with an aggregate of 12 units. in connection
with the ongoing clectric industry restructuring, See “‘Electric Utility Operations—Electric Industry
Restructuring Legislation’* below.) PG&E also purchases power produced by other generating entities that use a
wide array of resources and technologies, including hydroelectric, wind, solar, biomass, geothermal. and
cogeneration. In addition, PG&E is interconnected with electric power systems in 14 wesiern states and British
Columbia, Canada, for the purposes of buying, selling, and transmitting power.
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PG&E served approximately 3.7 million gas customers at December 31. 1996, To ensure a diverse and
competitive mix of natural gas supplies, PG&E purchases gas from both Canadian and United States suppliers.
In 1996, about 65% of PG&E's gas supply came from fields in Canada, about 7% came from ficlds in California,
and about 28% came from fields in other states (substantially all from the U.S. Southwest).

PG&E’s utility operations in 1996 also included PGT’s gas pipeline operations. PGT owns and operates gas
transrnission pipelines and associated facilities capable of transporting approximately 2.4 billion cubic feet per
day of natural gas over 612 miles from the Canada-U.S. border to the Oregon-California border, as well as two
smaller diameter pipeline extensions within Oregon, totaling, 106 miles. In 1996, PGT acquired the PGT
Queensland Gas Pipeline, an approximately 389-mile 12-inch pipeline in Qucens]and Australia, which provides
natural gas transportation service to customers in the vicinity of the pipeline. As noted above, at present PGT is
a wholly owned subsidiary of PG&E Corporation. )

" Building on its expertise in the energy industry, PG&E Corporation is expanding its operations in the
“midstream’* portion of the gas business, the independent power generation business, and the energy services
business. The midstream portion of the gas business includes gas gathering, processing, storage, and
transportation. The energy services business includes obtaining gas and electricity from competitive producers.
arranging for distribution and transmission service, and providing customized energy billing and analysis, power
quality assessments, energy efficiency products and services, and facility improvements.

Enterprises, through its subsidiaries and affiliates, develops, owns, and operates unregulated electric and gas
projects both in and outside the United States. Vantus Energy Corporation (Vantus), a subsidiary of Enterprises,
markets gas and electricity commodities and provides energy services. In 1996, Enterprises generated
approximately $127 million in revenues and accounted for $(0.08) of the Company’s total 1996 earnings per
share of $1.75. As noted above, Enterprises is now a wholly owned subsidiary of PG&E Corporation.

in December 1996, PGT acquired the gas marketing operations of Edisto Resources Corporation in the
United States and Canada. known jointly as Energy Scurce, Inc. (ESI). The acquisition included most of ESI's
existing contracts for the purchase, sale, and transportation of natural gas and natural gas futures. In January
1997, PG&E Corporation acquired Teco Pipeline Company (Teco) in Texas. Teco is an owner of a 500-mile
natural gas pipeline system in Texas. Teco also has investments in gas gathering and processing facilities, and
owns a gas marketing company in Houston, Texas. Also in January 1997, PG&E Corporation agreed to acquire
Valero Natural Gas Company (Valero). Valero's operations include the gat}iering, transportation, marketing, and
storage of natural gas, the processing, transportation, and marketing of natural gas liquids, and the marketing of
electric power. Valero operates approximately 7.500 miles of natural gas pipeline and also owns and operates
approximately 540 miles of natural gas liquid pipelines and eight natural gas processing plants in Texas. The
acquisition is expected to be completed by mid-1997 and is subject to applicable regulatory and shareholder
approvals.

The fellowing discussion of the Company’s business inciudes some forward-looking statements that involve
risks and uncertainties. Words such as ‘‘estimates,” ‘‘expects,’” *‘anticipates,”” “‘plans,” and similar expressions
identify forward-looking statements involving risks and uncertainties. Those risks and uncertainties include, but
are not limited to, the ongoing restructuring of the electric and gas industries and the outcome of regulatory
proceedings related to that restructuring. The ultimate impacts of both increased competition and the changing
regulatory environment on future results are uncertain, but are expected to fundamentally change how the
Company conducts its business. The outcome of these changes and other matters discussed below may cause
future resuits to differ materially from historic results, or from results or outcomes currently expected or sought
by the Company.

Competition and the Changing Regulatory Environment

The electric and gas industries are undergoing significant change. Under traditional regulation, utilities were
provided the opportunity to earn a fair return on their invested capital in exchange for a commitment to serve all
customers within a designated service territory. The objective of this regulatory policy was ta provide universal
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access 1o safe and reliable mility services. Regulation was designed in part to take the place of competition and
ensure that-these services were provided at fair prices.

Today, competitive pressures and emerging market forces are exerting an increasing influence over the
structure of the gas and electric industries. Other companies are challenging the utilities’ exclusive relationship
with their customers and are seeking to replace certain utility functions with their own. Customers, too, are
asking for choice in their energy provider. These pressures are causing a move from the existing regulatory
framework 10 a framework under which competition would be allowed in certain segments of the gas and electric
industries.

For several years, PG&E has been working with its regulators to achieve an orderly transition to competition
and to ensure that PG&E has an opportunity to recover investmenis made under traditional regulatory policies.
In addition, PG&E has proposed aliernative forms of regulation for those services for which prices and terms
will not be determined by competition. These alternative forms include performance-based ratemaking (FBR)
and other incentive-based alternatives. Qver the next five years, a significant portion of PG&E’s business will be
transformed from the current utility monopoly to a compeiitive operation. This change will impact PG&E's
financial resuits and may result in greater earnings volatility, During the transition period, PG&E expects the
return on Diablo Canyon.and certain other generation assets to be significantly lower than historical levels.

Electric Industry

In 1995, the California Public Utilities Commission {CPUC) issued a decision that provides a plan to
restructure California’s electric industry. The decision acknowledges that much of utilities” current costs and
commitments result from past CPUC decisions and that, in a competitive generation market, utilities would not
recover some of these costs. through market-based revenues. To assure the -continued financial integrity of
California utilities, the CPUC authorized -recovery of these above-market costs, called competition transition
costs, or CTCs, through a nonbypassable charge to be collected over a period of years.

In 1996 legislation on electric industry restructuring, Assembly Bill 1890 (AB 1890), was signed into law
in California. AB 1890 adopts the basic tenets of the CPUC"s restructuring decision and establishes the operating
framework for a competitive electric generation market. Key features of AB 1890 include:

~— mandatory unbundling of transmission, distribution, and generation services;

— formation by January [, 1998, of a California Power Exchange (PX) to provide a competitive auction
process to establish the price of electricity;

~~ establishing an Independent System Operator (ISO) to ensure system reliability and provide electric
generators with open and comparable access to transmission and distribution services;

— an electric rate freeze at'1996 levels until the earlier of March 31, 2002, or the point in time when PG&E
has recovered its CTCs (the transition period);

— a 10% rate reduction by January 1, 1998, for residential and small commercial customers, financed
through “‘rate reduction bonds™’;

— nonbypassable charges to provide the opportinity for utilities to recover their CTCs and required
accelerated recovery of CTCs associated with atility owned generation facilities;

— direct access for all electric customers;

— market valuation for utility owned fossil generation assets by 2001, followed by an end to cost-of-
service ratemaking for most plants;.and

— continued support for renewable generation resources, conservation and other public purpose programs.

Under AB 1890, PG&E and other utiiities will continue to own transmission and distribution facilities and
must continue -to offer bundled electric service to customers who request it.
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Recent regulatory changes enacied at the federal level are also changing the electric industry. In 1996, the
Federal Energy Regulatory Commission (FERC) paved the way for the transition to more competitive electric
markets by providing open access to electric transmission. See “‘Electric Utility Operations—Electric
Transmission’” below.

Additional information concerning electric industry restructuring, the expected operating framework for a
competitive generation market and the financial impact of these changes on the Company is provided in
‘‘Management’'s Discussion and Analysis of Consolidated Resuits of Operations and Financial Condition’” in
the 1996 Annual Report to Shareholders, beginning on page 9, and in Note 2 of the ‘‘Notes to Consolidated
Financial Statements’” beginning on page 29 of the 1996 Annual Report to Shareholders.

Gas Industry

Restructuring of the natural gas industry on both the national and state levels has given customers greater
options in meeting their gas supply needs. PG&E’s customers may buy commodity gas directly from competing
suppliers and purchase transmission- and distribution-only services from PG&E. PG&E’s wransmission and
distribution services have remained ‘‘bundled,’” or sold together at a combined rate, within California. PGT, as
an interstate pipeline, has provided nondiscriminatory transmission-only service since 1993, and no longer-sells
commodity gas.

Maost of PG&E’s indusirial and larger commercial (noncore) customers purchase their commodity gas from
marketers and brokers. Substantially all residential and smaller commercial (core) customers continue to buy
commodity gas as well as transmission and distribution from PG&E as a bundled service.

In 1995 and 1996, PG&E actively pursued changes in the California gas industry in an effort to promote
competition and increase options for all customers, as well as to position itself for the competitive marketplace.
In 1996, PG&E submitted to the CPUC the Gas Accord Settlement (Gas Accord), The Gas Accord is the result
of an extensive negotiation process, begun in 1995, among a bread coealition of customer groups and industry
participants. The Gas Accord must be approved by the CPUC before it can be implemented. A CPUC decision
is expected in 1997, :

The Gas Accord consists of three broad initiatives:

— The Gas Accord would separate, or ‘‘unbundle,”” PG&E’s gas transmission and storage services from
its distribution services and would change the terms of service and rate structure for gas transportation.
Unbundling would give customers the opportunity to select from' a menu of services offered by PG&E
and would enable them to pay only for the services they use. PG&E would be at risk for variations in
revenues resulting from differences between actual and forecasted transmission throughput. PG&E
would also continue to provide cost-of-service based distribution service, much as it does today.

— The Gas Accord would increase opportunities for PG&E's core customers to purchase gas from
competing -suppliers and, therefore, could reduce PG&E'’s role. in procuring gas for such. customers.
However, PG&E would continue to procure gas as a regulated utility supplier for those customers who
request it. The Gas Accord alsg would establish principles for continuing negotiations beiween PG&E
and California gas producers for the mutual release of supply contracts and the sale of gas gathering
facilities. Also related to PG&E's procurement activities, PG&E has proposed that traditional
reasonableness reviews of its core gas costs be replaced with a core procurement incentive mechanism
(CPIM) for the period June 1, 1994, through 2002. See *‘Future Ratemaking—Gas Ratemaking’” below,

— The Gas Accord would resolve various regulatory issues including the recovery of certain capital costs
assaciated with the PG&E portion (PG&E Expansion) of the PGT/PG&E Pipeline Expansion (Pipeline
Expansion), recovery of costs related to PG&E’s capacity commitments with Transwestern Pipeline
Company (Transwestern} through 2002, certain disallowances.ordered by the CPUC in connection with
PG&E’s 1988 through 1995 gas reasonableness proceedings, and the recovery, through the Interstate
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Transition Cost Surcharge (ITCS). of fixed demand charges paid to El Paso Natural Gas Company
(El Paso) and PGT for firm capacity held by PG&E on behalf of its customers.

Additional information concerning gas.industry restructuring, and the financial impact of these changes on
the Company is provided in ‘*Management’s Discussion and Analysis of Consolidated Results of Operations and
Financial Condition'” in the 1996 Annual Report to Shareholders, beginning on page 13, and in Note 3 of the
**Notes to Consolidated Financial Statements’* beginning on page 31 of the 1996 Annual Report to Shareholders.

Regulation of PG&E

State Regulation

The CPUC consists of five members appointed by the governor and confirmed by the senate for six-year
terms. The CPUC regulates PG&E'’s rates and conditions of service, sales of securities, dispositions of utility
property, rate of return, rates of depreciation, uniform systems of accounts, examination of records, long-term
resource procurement, and transactions between PG&E and its subsidianes and affiliates. The CPUC also
conducts various reviews of utility performance and conducts investigations into various matters, such as
deregulation. competition, and the environment, to determine its future policies.

The California Energy Commission (CEC) has discretion over electric-demand forecasts for the state and
for specific service territories. Based upon these forecasts, the CEC determines the need for additional energy
sources and for conservation programs. The CEC sponsors aliernative-energy research and development projects,
promotes energy conservation programs, and maintains a state-wide plan of action in case of energy shortages,
In addition, the CEC certifies power-plant sites and related facilities within California. Beginning January 1,
1998, the CEC will also administer funding for public purpose research and development. and renewable
technologies programs. The funding will be collected from ratepayers through a nonbypassable public benefits
charge. See ‘‘Electric Utility Operations—Electric Industry Restructuring Legislation—Public Purpose
Programs™’ below.

Federal Regulation

Both PG&E and PGT are subject to regulation by the FERC. The FERC regulates electric transmission rates
and access, compliance with the uniform systems of accounts, and eleciric contracts involving sales for resale.
The FERC also regulates the interstate transportation of natural gas. In addition, most of PG&E’s hydroelectric
facilities are subject to licenses issued by the FERC.

The Nuclear Regulatory Commission (NRC) oversees the licensing, construction, operation, and
decommissioning of nuclear facilities. NRC regulations reguire extensive monitoring and review of the safety,
radiological, and environmental aspects of these facilities.

Local Regulation

PG&E has separate electric and gas franchises with the 48 counties and the 241 cities in its service territory.
These franchises allow PG&E to locate facilities for the transmission and distribution of electricity and gas in
the streets and other public ways. With few exceptions, the franchises do not have fixed terms and remain in
effect as long as PG&E meets the terms and conditions of the franchises. PG&E is currently involved in litigation
brought by several counties and cities who have granted franchises to PG&E. See liem 3, Legal Proceedings,
“*Counties Franchise Fees Litigation’” and **Cities Franchise Fees Litigation’’ below for more information.

Licenses and Permits

PG&E obtains a number of permits. authorizations, and licenses in connection with. the construction and
operation of its generating plants. Discharge permits, various Air Pollution Control District permits, FERC
hydroelectric facility licenses, and NRC licenses. are the most significant examples. Some licenses and permits
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may be revoked or modified by the granting agency if facts develop or events occur that differ significantly from
the facts and projections assumed in granting the approval. Furthermore, discharge permits and other approvals
and licenses are granted for a term less than the expected life of the associated facility. Licenses and permits
may require periodic renewal, which may result in additional requiremetits imposed by the granting agency.

Regulation of PG&E Corporation

PG&E Corporation and its subsidiaries are exempt from all provisions, except Section 9(a)(2), of the Public
Utility Holding Company Act of 1935 (Holding Company Act) on the basis that PG&E Corporation and PG&E
are incorporated in the same state and their business is predominantly intrastate in character and carried on
substantially in the state of incorporation. It is necessary for PG&E Corporation to file an annual exemption
statement with the Securities and Exchange Commission (SEC), and the exemption may be revoked by the SEC
upon a finding that the exemption may be detrimental to the public interest or the interest of investors or
consumers. At present, PG&E Corporation has no intention of becoming a registered holding company under the
Holding Company Act. ' :

PG&E Corporation is not a public utility under the laws of California and is not subject to regulation as
such by the CPUC. However, the CPUC approval authorizing PG&E to form a holding company was' granted
subject to various conditions related to finance, human resources, record and book-keeping, and the transfer of
customer information. The financial conditions provide that PG&E is precluded ffom guaranteeing any
obligations of PG&E Corporation without prior written consent from the CPUC, PG&E'’s dividend policy shall
continue to be established by PG&E’s Board of Directors as though PG&E were a'comparable stand-alone utility
company, and the capiial requirements of PG&E, as determined to be necessary to meet PG&E’s service
obligations, shall be given first priority by the Boards of Directors of PG&E Corporation and PG&E. The
conditions also provide that PG&E shall maintain on average its CPUC:authorized utility capital structure,
although it shall have an opportunity to request a waiver of this condition in the event an adverse financial event
reduces the utility’s equity ratio by 1% or more.

PG&E Corporation and PG&E have agreed to be subject to the conditions included in the CPUC approval.
PG&E Corporation may also be subject to additional conditions based upon the outcome of an audit of affiliate
transactions currently underway. The audit is being conducted by an outside consultant and supervised by
the CPUC’s Office of Ratepayer Advocates (ORA), formerly known as the Division of Ratepayer Advocates.

Other fegulatory matters are described throughout this report.

Rate Matters

California Rateﬁ:aking‘ Mechanisms

The principal ratemaking mechanisms currently applied by the CPUC in setting PG&E’s revenue
requirements are described below. It is expected that many of these mechanisms may be changed significantly or
eliminated as both the electric and gas utility industries are restructured and regulatory reforms proposed by
PG&E and ‘government authorities are implemented. See “*Future Ratemaking™ below.

PG&E’s utility operations, other than Diablo Canyon, are regulated primarily under the traditional cost-
based approach to ratemaking. In 1996, Diablo Canyon operations were regulated under a performance-based
approach under which revenues for the plant are based primarily on the amount of electricity generated, rather
than on the costs associated with the plant’s operations, However, PG&E has proposed a significant modification
to Diablo Canyon ratemaking. See ‘‘Electric Utility Operations—Diablo Canyon—Diablo Settiement’” below.

PG&E's basic business and operational costs for its utility operations, other than Diablo Canyon, are
recovered through base revenues. Base revenues are intended to recover operation and maintenance expenses
(excluding fuel expenses, fuel-related energy costs, and purchased power costs), depreciation expense, taxes; and
return on invested capital. Base revenue requirements are currently set in general rate case {GRC) proceedings
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held before the CPUC every three vears. (PG&E’s current base revenues were set in the 1996 GRC; its next
scheduled GRC would establish base revenue requirements effective January 1, 1999.)

During a GRC, the CPUC critically reviews PG&E’s operations and general cosls to provide service
(excluding energy costs and. in certain instances, major plant additions), and then determines the revenue
requirement to cover those costs. The revenue requirement is forecasted on the basis of a specified test year.
(The return component of PG&E's revenue requirement is computed using the overall cost of capital authorized
by the CPUC in the annual Cost of Capital consolidated proceeding, in which financing costs are reviewed and
capital structures for all California energy utilities are adopted.) Following the revenue requirement phase of a
GRC, the CPUC conducts a rate design phase, which allocates revenue requirements and establishes rate levels
for the different classes of customers.

The Electric Revenue Adjustment Mechanism (ERAM) allows rate adjustments to offset the effect on base
revenues of differences between actual electric sales volumes and the forecasted volumes used to set rates in the
last GRC. The ERAM eliminates the impact on earnings of sales flucivations. including those resulting from
conservation and weather conditions. Base revenue differences resulting from the disparity between actual and
forecasted electric sales accumulate in a balancing account, with interest. ERAM rate adjustments are made as
part of the Energy Cost Adjustment Clause (ECAC) proceeding described below.

Most of PG&E's fuel, purchased-power, and energy-related costs of providing electric service, as well as
revenues attributable to Diablo Canyon generation, are recovered through a balancing account mechanism called
the ECAC. Under the ECAC balancing account procedure, actual costs are compared with revenues designated
for recovery of such costs. and the difference is recorded as either an undercollection or overcollection. The
differential between forecasted Diablo Canyon revenues under the Diablo Canyon rate case settlement (Diablo
Settlement) and actval revenues also is tracked in the ECAC balancing account. In prior years, rates would be
adjusted such that the amount of overcollections would be returned to ratepayers through lower rates and
undercollections would be recovered through higher rates. However, as part of the electric industry restructuring,
PG&E’s electric rates have been frozen at 1996 levels, and the recorded overcollection in PG&E's ECAC/ERAM
balancing accounts, if any, as of December 31, 1996, will be applied to offset PG&E’'s CTCs. See **1997
Revenues'’ below. The disposition of 1997 balancing accounts is being addressed at the CPUC in connection
with electric industry restructuring. PG&E has proposed to recover 1997 year end balancing account balances
through the CTC ratemaking mechanism.

The Annual Energy Rate (AER) mechanism has provided for recovery of 9% of forecasted electric fuel and
fuel-related costs, without balancing account protection for differences between actual and forecasted costs.
However, the AER was indefinitely suspended by the CPUC in a December 1996 decision.

In December 1996, the CPUC issued a decision establishing an electric deferred refund account (EDRA),
The CPUC ordered PG&E to place into the EDRA credits for CPUC-ordered electric disallowances, the utility
electric generation share of CPUC-ordered gas disallowances, electric and utility electric generation gas
settlement amounts resulting from reasonableness disputes and fuel-related cost refunds made to PG&E based
on regulatory agency decisions, plus interest charges. The CPUC ordered PG&E to file advice letters by
January 31 of each year, setting forth its annual refund plans for directly refunding to electric customers the
dollars accumulated in the EDRA. The CPUC also ordered PG&E to include initiaily in the EDRA any such
credits which were already recorded in the ECAC .and ERAM but had not yet been amortized in rates. The effect
of this is to reduce the amount available to offset PG&E’s CTCs by approximately $75 million. PG&E is seeking
rehearing of this decision at the CPUC. PG&E is also seeking an injunction in federal court to block the refund
of $50 million of the initial EDRA amount pending resolution of PG&E's lawsuit challenging the disaliowance
order issued in PG&E’s 1988-1990 gas reasonableness proceeding that gave rise to that portion of the initial
EDRA amount.

Fuel and fuel-related costs included in an ECAC adjustment are subject to a subsequent reasonableness
review. in which the CPUC determines whether those costs were reasonably incurred. Costs found to be
unreasonable may be disallowed, or deducted, from the amount to be recovered in rates. Currently, the amount
of Diablo Canyon revenues recovered through the ECAC is determined under the Diablo Settlement and is not
subject to reasonableness review. See *‘Electric Utility Operations—Diablo Canyon—Diablo Settlement’” below.
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The Biennial Cost Allocation Proceeding (BCAP) is the major rate proceeding for PG&E’s natural gas
service, other than service on the PG&E Expansion which is addressed in a separate proceeding. Rates to recover
the cost of gas procured for customers who buy gas from PG&E and the cost of providing gas transportation
service for gas customers are determined in the BCAP. The BCAP normally occurs every two years and is
updated in the interim year for purposes of amortizing any accumulation in the balancing accounts. Balancing
accounts for natural gas costs and sales volumes are similar to those for electric fuel costs and sales volumes.

In addition to adopting the gas revenue requirements in the BCAP. the CPUC also allocates both the gas
fuel and transportation revenue requirements among core and noncore classes and among the customer groups
within those classes. The BCAP also includes the rate design process, in which it is determined how specific
costs are recovered from customers, with rates set accordingly.

1997 Revenites

Cost Recovery Plan. In December 1996, the CPUC approved the cost recovery plan filed by PG&E in
compliance with AB 1890. The provisions of the plan approved by the CPUC include a freeze of electric rates at
1996 levels beginning on January 1, 1997, and pursuant to the provisions of AB 1890, an increase in PG&E’s
electric base revenues for 1997 of approximately $164 million to be used to enhance transmission and
distribution system safety and reliability. In January 1997, The Utility Reform Network (TURN) filed an
application for rehearing of the CPUC’s decision. TURN’s application for rehearing argues that the CPUC
exceeded its authority in interpreting AB 1850 to authorize a base revenue increase for PG&E, and that the
CPUC’s decision requires clarification to ensure that any such base revenue increase as is granted is used only to
fund activities which are supplemental to those funded in the most recent GRC. PG&E believes it is entitied to
the base revenue increase provided for in AB. 1890. However, if the CPUC were to find that those funds were
not properly used to supplement PG&E’s system safety and reliability expenditures, the CPUC might order
disallowances that could negatively impact 1997 earnings.

.ECAC. In December 1996, the CPUC issued a decision in PG&E’s ECAC proceeding, authorizing a
decrease in electric revenue requirements of approximately $720 million. The three elements of this decrease
are: (1) a reduction in ECAC revenues of approximately $565 million; (2) a reduction in ERAM revenues of
approximately $153 million; and (3) an increase in the California Alternate Rates for Energy (CARE) program,
which supports energy rate discounts for low income customers, of approximately $2 million. This net reduction
of approximately $720 million is partially offset by an electric revenue requirement increase of approximately
$164 million resulting from the consolidation of revenue changes from the ERAM component of other
proceedings, the base revenue increase authorized by AB 1890 and included in PG&E'’s cost recovery plan, the
Cost of Capital proceeding, and the Annual Energy Assessment Proceeding (AEAP), which sets rate adjustments
resulting from shareholder incentives eamed on demand side management (DSM), or energy efficiency,
programs. The ECAC decision also indefinitely suspends the AER mechanism, which-had placed PG&E at partial
risk for variations between actual and forecasted electric energy costs.

Cost of Capital. 'The CPUC’s decision in the 1997 Cost of Capital proceeding authorized a utility return
on commen equity of 11.60%, a continuation of the 1996 level. The decision authorizes a utility capital structure
for PG&E of 48.00% common equity, 5.80% preferred stock, and 46.20% long-termt debt. The combined
authorized costs of debt, preferred stock, and the 11.60% return on common equity result in an overall return on
utility rate base (excluding Diablo Canyon and the PG&E Expansion) of 9.45%, a decrease from the 9.49%
authorized for 1996, (However, actual returns for 1997 are expected to be subsiantially less than authorized levels
as a result of the electric industry restructuring. See ““Future Ratemaking—Electric Ratemaking’’ below.) Also
as part of the Cost of Capital decision, the CPUC set the authorized return on equity and capital structure for the
PG&E Expansion, See “*Gas Utility Operations—PGT/PG&E Pipeline Expansion—CPUC Ratemaking’’ below.

BCAP. The CPUC’s December 1995 decision in PG&E’s last BCAP authorized an increase of

approximately 360 million in annual gas revenues beginning January 1, 1996. In November 1996, PG&E
submitted an interim filing, as permitted under the BCAP mechanism to-set new rates for the second year of the
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two-year BCAP period. If approved by the CPUC., the filing would result in an approximately $17 million
increase in total gas revenues effective upon CPUC approval, which is not reflected in the table below.

AEAP. The CPUC’s December 1996 decision in the annual AEAP. which determines shareholder
incentives earned for PG&E's DSM programs, adopted an incentive payment of approximately $72 million for
PG&E’s 1995 programs, to be collected in installments over a 10-year period. After consolidating incentive
paymeni installments from prior years, the net revenue change in 1997 from DSM shareholder incentives is an
electric increase of approximately $9 million and a gas decrease of approximately $2 million.

The consolidated effect of these decisions on authorized revenue requirements for 1997 is indicated in the
table below:

Summary of Rate Case Decisions
Effective as of January 1, 1997
(in millions)
Electric G;as Total

ECACIERAMI/CARE/AER . .. o e 5(720) $— $(720)
AB 1890 base revenlie INCIBASE . .. ..iuu ettt ittt e e e e e e e 64 — 164
1997 Cost of Capital .. ... ... .ot e 3 @ €))
ERAM in other proceedings . ... ittt e 4) — (4)
B AP . . e e e e e e e e e e — — —
AR A P . e e e e e e 9 2 7
Total Change in Authorized Revenue Requirement from 1996 Levels........ §(i5§) 5(4) $(560)

Pursuant to PG&E's cost recovery plan and AB 1890. electric rates will not be changed from 1996 levels.
Instead, the conselidated net reduction in electric revenue requirements of approximately $556 million will be
available to offset PG&E’s CTCs and any increase in revenue requirements resulting from PG&E's proposed
cost recovery plan.

Future Ratemaking

Although it 15 clear that ratemaking for both electric and gas utilities in California will be significantly
different in the.future as a result of the ongoing restructuring in both industries, many of the specifics concerning
how rates will be set, adjusted, and billed after 1997 remain to be resolved by the relevant regulatory authorities,
utilities, and other interested parties. Qutlined below are the more significant regulatory rulings to date on this
issue, and some of .the proposals made by PG&E in connection with changes to ratemaking in the new
restructured markets. :

Electric Ratgmaking

In December 1996, the CPUC issued a ‘‘roadmap’” decision outlining the necessary steps to accomplish
electric industry restructuring and commence the transition period no later than January 1, 1998. In that decision,
the CPUC notes that ratemaking has not changed in that the CPUC will still determine the rate components,
revemie allocation, and rate design necessary to derive a rate for each customer class. However, the CPUC
recognizes that the process must be revised to accommodate changes in the electric industry necessary for
implementation of AB 1890 and the new market structure beginning in 1998. A consideration of necessary
changes includes unbundling of rates, transition costs, PBR, and other activities that affect rates and revenue
requirements,

In its roadmap decision, the CPUC establishes a separate annual proceeding to consider ratemaking issues
related to each electric utility’s revenues, which will consolidate all pending revenue changes and track utility
revenues at present 1ate levels for the purpose of comparison with authorized amounts. This annual Revenue
Adjustment Proceeding (RAP) will be designed to annually review, track, and compare each electric utility’s
authorized revenue requirements with the actual recorded revenues, and to make any necessary adjustments or
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updates due to authorized revenues from PBR mechanisms and other proceedings, or revenues for various power
purchase contracts, public purpose programs, nuclear facilities, nuclear decommissioning, and transition costs,
The differential between actual recorded revenues and the consolidated authorized revenue requirement will be
applied to recover CTCs. The authorized revenues will be established in their respectlve proceedings and
consolidated into the RAP. The first RAP will begin in 1998.

PG&E has filed numerous regulatory applications-and proposals that detail its cost recovery plan during the
transition period. PG&E's recovery plan includes: (1) separation or unbundling of its previously approved cost-
of-service revenue requirement for its electric operations into distribution, transmission, public purpose programs
(PPPs), and generation, (2) accelerated recovery of transition costs, and (3) development of a ratemaking
mechanism to track and match revenues and cost recovery during the transition period,

PG&E's unbundling application, filed in . December 1996, -propeses to unbundle PG&E’s revenue
requirements, enabling it to separate revenues provided by frozen rates into transmission, distribution, PPPs, and
generation.. As proposed, revenues collected under frozen rates would be assigned to transmission, distribution,
and PPPs, based upon their respective cost of service. Revenue would also be provided.for other costs, inciuding
nuclear decommissioning, rate-reduction-bond debt service, the ongoing cost of generation, and CTC recovery.
The combination of a rate freeze and decreasing costs, based upon existing ratemaking and cost recovery periods,
provides an adequate amount of revenue available for full CTC recovery.. PG&E’s unbundling application also
presents a method to separate electric rates into the four functional cost categories of PPPs, distribution,
transmission, and generation (including energy costs based on the PX price, and CTCs, determined after all other
costs are accounted for), effective January 1, 1998. Bills for all customers w_ould describe what portion of the
bill is attributable to transmission, distribution, PPPs, energy, and CTCs and other nonbypassable charges.
PG&E’s unbundling application also proposes to replace the ECAC and ERAM durmg the transition period with
a single balancing account, the Transition Revenue Account (TRA). The TRA would be functionally equivalent
to the current system in that it would match revenues with cost components. With the TRA, CTC would be the
only cost component for which recovery during the transition period would be affected by any variation in bilied
revenues due 1o sales fluctuations.

PG&E has proposed to accelerate recovery for certain CTCs related to generation facilities, including Diablo
Canyon. Additionally, PG&E would receive a reduced return on common equity associated with generation plant
assets for which recovery is accelerated. The lower return.is intended to refiect reduced risk associated with the
shorter amortization period.and increased certainty of recovery. :

In applying its cost recovery plan to Diablo Canyon, PG&E has proposed a significant modification to the
existing Diablo Canyon ratemaking. Under the current Diablo Settlement, Diablo Canyon revenues are based on
a pre-established price per kWh of plant generation, PG&E proposes to replace the existing settlement price with:
(1) a sunk cost revenue requirement to recover fixed costs, including a return on those fixed costs, and (2) a PBR
mechanism to recover the facility’s variable costs and capital addition costs. As proposed, the sunk cost revenue
requirement would accelerate recovery of Diablo Canyon sunk costs from a twenty-year period ending' in 2016
to a five-year period beginning in 1997 and ending in 2001, The related return on common equity associated
with Diablo Canyon sunk costs would be reduced to 90% of PG&E’s long-term cost of debt. PG&E’s authorized
long-term cost of debt was.7.52% in 1996. The reduced rate of return combined with a shorter recovery period
would result in an estimated $4.0 billion decrease in the net present value of PG&E’s future revenues from
Diablo Canyon operations. If the proposed cost recovery plan for Diablo Canyon had been adopted during 1996,
Diablo Canyon’s 1996 reported net income would have been reduced by $350 million ($0.85 per share). The
assigned CPUC administrative law judge (ALJ) has issued a proposed decision on PG&E'’s proposal to modify
existing Diablo Canyon ratemaking. With significant exceptions, the proposed decision generally adopts the
overall ratemaking structure proposed by PG&E, but would substantially alter the proposed ICIP mechanism and
would exclude certain items from the sunk cost revenue requirement. See ‘‘Electric Utility Operations—Diablo
Canyon—Diablo Settlement” below for more information regarding PG&E’s proposed modification and the
proposed decision issued by the ALJ. The proposed decision is not a final decision of the CPUC, and is subject
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to change prior to a vote of the full CPUC. The proposed decision currently is scheduled for consideration by
the full CPUC at its April 9. 1997 meeting.

PG&E has proposed a PBR mechanism for recovery of its hydroelectric and geothermal generating unit
costs. The proposed mechanism consists of a base revenue amount that is adjusted to account for inflation less a
productivity offset. In its unbundling application, PG&E proposed a starting point for the
hydroelectric/geothermal generation PBR at approximately $545 miilion in 1998. Under the AB 1890 cost
recovery plan submitted by PG&E and approved by the CPUC, the difference between the authorized revenue
requirement for these units and revenues earned at PX prices would be credited against CTC recovery if, as
currently expected, the revenues earned at market prices exceed the cost of operating these facilities as set under
the PBR mechanism.

Additional information concerning the Company’s transition cost recovery plan, the financial impact of
electric industry restructuring and these various proposals is provided in ‘‘Management's Discussion and
Analysis of Consolidated Results of Operations and Financial Condition’ in the 1996 Annual Report to
Shareholders, beginning on page 9, and in Notes 2 and 4 of the ‘‘Notes to Consolidated Financial Statements’’
beginning on pages 29 and 32, respectively, of the 1996 Annual Report to Shareholders.

Gas Ratemaking

As noted above (see ‘‘Competition and the Changing Regulatory Environment—Gas Industry’’ above),
PG&E has submitted to the CPUC the Gas Accord, which would offer increased customer choice, establish gas
transmission rates for the period luly 1997 through December 2002, and resolve various pending regulatory
issues. The Gas Accord must be approved by the CPUC before it can be implemented. Among other things, the
Gas Accord would unbundle PG&E's gas transmission and storage services from its distribution services and
would change the terms of service and rate structure for gas transportation. Unbundling would give customers
the opportunity to select from a menn of services offered by PG&E and would enable them to pay only for the
services they use. PG&E would be at risk for variations in revenues resulting from differences between actual
and forecasted transmission throughpnt. PG&E would continue to provide cost-of-service based distribution
service, much as it does today. Additional information concerning the potential financial impact of the Gas
Accord is provided in ‘‘Management’s Discussion and Analysis of Consolidated Results of Operations and
Financial Condition’’ in the 1996 Annual Report to Shareholders, beginning on page 13, and in Note 3 of the
“‘Notes to Consolidated Financial Statements’” beginning on page 31 of the 1996 Annual Report to Shareholders.

. As part of the Gas Accord, PG&E has proposed that traditional reasonableness reviews of its core gas costs
be replaced with a CPIM for the pericd June I, 1994, through 2002. Under the CPIM. PG&E would be able to
recover its gas commodity and interstate transportation costs and would receive benefits or be penalized
depending on whether its actual core procurement costs were within, below, or above a ‘“‘tolerance band”’
constructed around market benchmarks. Actual core procurement costs measured for the period June 1, 1994,
through December 31, 1996, have generally been within the CPIM “‘tolerance band.”” The CPIM proposal also
requests authorization to use derivative financial instruments to reduce the risk of gas price and foreign currency
fluctuations. Gains, losses, and transaction costs associated with the use of derivative financial instruments would
be included in the purchased gas account and the measurement against the benchmarks.

Capital Requirements and Financing Programs

PG&E and PGT continue to require capital for improvements to facilities to enhance their efficiency and
reliability, to extend their useful lives, and to comply with environmental laws and regulations. PG&E’s and
PGT's expenditures for these purposes, including the allowance for funds used during construction (AFUDC),
were approximately $1,244 million for 1996. New investments totaled $159 million in 1996,
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The following table sets forth PG&E Corporation’s estimated total capital requirements, consisting of
capital expenditures for PG&E's utility functions, including Diablo Canyon, as well as capital requirements for
PGT and diversified operations and amounts for maturing debt and sinking funds for the years 1997 through
1999. These are forward-looking statements which involve a number of assumptions and uncertainties. Actual
amounts may differ materially from the estimated amounts shown below.

PG&E Corporation Capital Requirements
(in millions)

1997 1998 1999 Total

L0511 1 S PP $1,773 $1,825 $1,705 $5,303
Diablo Canyon . .. ..o vttt et i 38 39 41 118
Diversified Operations(2)
U.S. Generating Company(3)........ .t 160 37 169 386
OUhEI(4) ottt e e e e 51 23 3 77
Total Capital EXpenditures . . . ... .oovvnerneeeennenaeiaeaanss 2,022 1944 1918 5884
Maturing Debt and Sinking Funds ............ ... .. .. ... .o i 210 660 270 1,140
Total Capital Requirements .. .. ......ceiuuue it eunriaaeuiann- $2,232 52,604 $2,188 $7,024

(1) Utility expenditures include PG&E’s electric and gas operations and PGT’s gas pipeline operations, are
shown net of reimbursed capital, and include AFUDC.

(2) Actual capital expenditures may vary signiflicantiy depending on the availability of attractive investment
opportunities. PG&E has announced an agreement to sell its interest in International Generating Company,
Ltd. in 1997 and capital requirements for that company are not jincluded in the table.

(3) U.S. Generating Company expenditures include commitments by PG&E Corporation, PG&E, and/or
Enterprises to make capital contributions for Enterprises’ equity share of currently identified generating
facility projects. These contributions, payable upon commercial operation of the projects, are estimated to
be $52 million and $15 million in 1997 and 1998, respectively.

(4) Other expenditures include ongoing capital réquirements for ESI and Teco.

Most of Utility and Diablo Canyon capital expenditures for 1997 through 1999 are associated with short
lead time, modest capital expenditure projects aimed al the replacement and enhancement of existing facilities,
and compliance with environmental faws and regulations. Also included are expenditures to improve the safety
and reliability of PG&E’s electric transmission and distribution system consistent with AB 1890, as well as major
projects associated with customer service improvements.

PG&E Corporation estimates that its total capital requirements for the years 1997 through 1999 will include
approximately $1,140 million for payment at maturity of outstanding long-term debt and for meeting sinking
fund requirements for debt, as indicated above.

The funds necessary for 1997-1999 capital requirements of PG&E Corporation and its subsidiaries will be
obtained from (i) internal sources, principally net income before noncash charges for depreciation and. deferred
income taxes, and (i) external sources, including short—term financing, such as bank loans and the sale of short-
term notes, and long-term financing, such as sales of equity and long-term debt securities, when and as required.

PG&E Corporation and its subsidiaries and affiliates conduct a continuing review of their capital
expenditures and financing programs. The programs and estimates above are subject 10 revision and actual
amounts may vary based upon changes in assumptions as to system load growth, rates of inflation, receipt of
adequate .and timely rate relief, availability and timing of regulatory approvals, total cost of major projects,
availability and cost of suitable nonregulated investments, and availability and cost of external sources of capital,
as well as the outcome of the ongoing restructuringiin both the electric and gas industries.
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In January 1997. PG&E Corporation acquired Teco and its subsidiaries for approximately $380 miltion,
consisting of the purchase of a $61 million note, and $319 million of PG&E Corporation common stock. Also in
January 1997, PG&E Corporation agreed to acquire Valero for approximately $1.5 billion, consisting of
approximately $720 million of PG&E Corporation common stock and the assumption of debt and liabilities. The
cost of these acquisitions is not included in the lable above, nor are estimates of expected ongoing capital
requirements for Valero.

Risk Management Programs

Due to the changing business environment, the Company's exposure to risks associated with changes in
energy commodily prices, interest rates, and foreign currencies is increasing. To manage these risks, the
Company has adopted a price risk management policy and established an officer-level price risk management
committee. The Company’s price risk management commitiee oversees implementation of the policy, approves
each price risk management program. and monitors compliance with the policy.

The Company's price risk management policy and procedures adopted by the committee establish guidelines
for implementation of price risk management programs. Such programs may include the use of energy and
financial derivatives. (A derivative is a contract whose value is dependent on or derived from the value of some
underlying asset.) Additionally. the Companys policy allows derivatives to be used for hedging and non-hedging
purposes. (Hedging is the process of protecting one transaction by means of another to reduce price risk.) Both
hedging and non-hedging activities are limited to those specifically approved by the committee only after
appropriate contrels and procedures are put in place 10 measure, monitor, and control the risk of such activities.
The Company’s policy prohibits the use of derivatives whose payment formula includes a multiple of some
underlying assel. :

In 1996, the Company approved and implemented interest tate and foreign exchange risk management
programs, applied for regulatory approval to use energy derivatives to manage commodity price risk in.its utility
business, and acquired certain natural gas marketing operations which engage in both hedging and non-hedging
derivative transactions. Gains and losses associated with price risk management -activities during 1996 were
immaterial.

Additional information conceming the Company’s risk management activities is provided in
‘‘Management’s Discussion and Analysis of Consolidated Results of Operations and Financial Condition'" in
the 1996 Annual Report to Shareholders, beginning on page 18, and in Note 1 of the ‘‘Notes to Consolidated
Financial Statements’’ on page 28 of the 1996 Annual Réport to Shareholders.
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o, ELECTRIC UTILITY OPERATIONS

-

Electric, Industry Restructurmg Leglslatlon

In 1996, comprehensivé legislation on electric industry restructuring, in the form of AB 1890, was signed
into law in California. AB 1890 adopted the basic-tenets of the CPUC’s 1995 restructuring decision and provides
guidance to the CPUC on a number of implementation issues. Although many details remain to be worked'out,
implernentation of AB 1890 wili have .2 significant impact on PG&E’s electric utility operauons beginning as
early as 1998. . C o .

Major provisions of AB 1890 include;the following:

Independent System Ojaerator. and Power Exchange

AB 1890 requires the CPUC. to facilitate the development of an ISO and a PX, and establishes a five-
member Oversight Board to oversee the ISO and PX and appoint the members of the ISO and PX Governing
Boards. The ISO and PX Governing Boards will include representatives of invesfor owned utility transmission
owners, publicly owned utility transmission owners, nonmitility electricity sellers, public buyers and sellers,
private buyers and sellers, industrial end-usérs, commercial end-users, residential end-users, agricultural end-
users, public interest groups, and nori-market participant representatives. In a November 1996 order approving in
concept the proposed ISO/PX framework, the FERC limited the ongoing role of the Oversight Board and
eliminated the requirement of AB 1890 that-members of the Oversight Board be residents of California. -

- Under AB 1890, it is intended that both California’s investor owned utilities and its publicly owned utilities
commit control of their transmission facilities to the ISO. The 1SO is required to ensure reliable ‘transmission.
services consistent with planning and operating reserve ctiteria no less stringent than those established by the
Western Systems Coordinating Council ‘and the North American Electric Reliability Council. Oversight
responsibility for reliability of utility distribution systems remains with the CPUC.

To prevent undue. influence on the PX price by any participant in the competitive framework, PG&E has
indicated that it is willing to proceed with voluntary divestiture of at least 50% of its fossil-fueled power plants
as directed by the CPUC. PG&E has filed an application seeking approval from the CPUC to sell four plants
(comprised of 12 units) before the end of '1997. The book value for these plants is approximately $400 million,
and together they generate approximately 10% of PG&E's total electric sales PG&E proposes to recover any
shortfall in proceeds from divestitures of these plants'as CTCs.

Direct Access

AB 1890 authorizes direct transactions between electricity suppliers and customers, beginning January 1,
1998, and on a phased-in schedule, if justified by technical considerations, through December 31,.2001, that is
equitable to all customer classes. Aggregation of customer electrical load for such direct transactions is
authorized.

Rate Levels and Recovery of CTCs

AB 1890 provides for a 10% rate reduction for residential and small commercial electric customers, freezes
electric customer rates for all other customers, and requires the accelerated recovery of CTCs associated with
utility owned generation facilities. The rate freeze will continue until the end of the transition period, which
extends to the earlier of March 31, 2002, or until PG&E has recovered its CTCs. The freeze will hold rates at
1996 levels for all customers except those receiving the 10% rate reduction. The rate freeze will hold the rates
for these customers at the reduced level.

To achieve the 10% rate reduction, AB 1890 authorizes utilities to finance a portion of their CTCs with
“rate reduction bonds.”” PG&E expects to work with state authorities to coordinate the issuance of up to
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$2.5 biltion of these bonds by a special purpose eatity. The maturity period of the bonds 1s expected to extend
beyond the transition period. Also, the interest cost of the bonds is expected to be lower than PG&E’s current
cost of capital. Once the bonds are issued, PG&E would coliect, on behalf of the special purpose. entity, a
separate tariff to recover principal, interest, and issuance costs over the life of the bonds from residential and
small commercial customers. The combination of the longer maturity period and the reduced interest costs will
lower the amounts paid by these customers each year during the transition period thereby achieving the 10%
reduction in rates. PG&E does not expect to secure the bonds with the Company’s assets or unrelated future
revenues.

AB 1890 authorizes utilities to recover transition costs, or CTCs (the uneconomic costs of their generation-
related assets and obligations, including regulatory assets and the costs associated with nuclear ratemaking
settlements such as the Diablo Settlement), from all customers (with certain exceptions) through a- non-
bypassable charge included as part of rates over the period ending December 31, 2001. Recovery may exiend
beyond December 31, 2001, for cerain CTCs, such as certain employee-related transition costs {recoverable
through December 31, 2006) and costs resulting from implementation of direct access and creation of the PX
and [SO, and above market costs associated with power purchase agreements. As a prerequisite {0 any consumer
obtaining direct access services. the consumer must agree to pay its applicable nonbypassable CTC charge.

CTCs associated with utility owned fossil generation would be limited to regulatory assets and the
uneconomic net book value of the fossil capital investment as of January 1, 1998, plus the costs of capital
additions subsequent to December 20, 1995, that the CPUC determines are reasonable and, in the case of fossil
plant additions, are necessary to maintain the facilities through December 31. 200]1. CTCs associated with utility
owned generation-related costs not recovered during the transition period will be absorbed by PG&E. Operating
costs for such facilities would generally be recoverable through market-based rates, excluding facilities that are
required to be operated for reliability purposes by the ISQ. Operating costs for those facilities would be recovered
on a cost-of-service basis through ISO contracts. CTCs associated with existing power purchase contracts, such
as those for purchases from qualifying facilities (QFs), also would be recoverable through nonbypassable rates,
except that the recovery period would be over the duration of the contract or any restructuring thereof.

Nuclear decommissioning costs would continue to be recovered through a nonbypassable charge separate
from CTCs until fully recovered. Recovery of nuclear decommissioning costs may be accelerated.

Base Revenue Increases

AB 1890 provides for annual increases in base revenues for PG&E, effective in 1997 and 1998, equal to the
inflation rate for the prior year plus two percentage points. Given the rate freeze, the base revenue increase would
reduce the arnount available for CTC recovery. The increases will remain in effect pending PG&E's next GRC.
which will set rates effective Janvary 1999. The base revenue increases must be used for enhancing transmission
and distribution system safety and reliability, and any such revenues not expended for such purposes must be
credited against subsequent safety and reliability revenue requirements in future years.

In December 1996, the CPUC approved the cost recovery plan filed by PG&E in compliance with AB 1890,
which included an increase in PG&E’s electric base revenues for 1997 of approximately $164 million to be used
to enhance transmission and distribution system safety and reliability as contemplated by AB 1890, TURN has
filed an application for rehearing of the CPUC’s decision, challenging the base revenue increase. See
“‘General—Rate Matters—1997 Revenues’” above.

Public Purpose Programs

Under AB 1890, energy cfficiency, research and development, and low income programs will be funded in
electric rates pursuant to a separate, nonbypassable charge at current levels from January 1, 1998, through
December 31, 2001. Under this provision, PG&E is obligated to fund through electric rates energy efficiency
and conservation programs at not less than $106 million per year, research and development programs at not less
than $30 million per year, and renewable technologies at not less than $48 million per year.
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In February 1997, the CPUC adopied a decision that changes the way these programs will be administered,
beginning after 1997. Currently, PG&E and other utilities administer public purpose programs for energy
efficiency and conservation, research and development and low income customer assistance. Under the CPUC’s
decision, the -CPUC will appoint independent boards to. oversee energy efficiency and low income assistance
programs. These boards will solicit competitive bids to determine who ' will' administer the programs from January
1,.1998, through 2001. PG&E or an affiliate will be permitted to-bid for adrainistration of the energy efficiency
programs. The decision also turns over administration of the funding for research and development, and
renewable technologies programs to the CEC, beginning January 1, 1992,

Additional information concerning AB 1890 and its financial impact on the Company is provided in
“Management’s Discussion and Analysis of Consolidated Results of Operations and Financial Condition™ in
the 1996 Annual Report to Shareholders, beginning on page 9, and in Note 2 of the “*Notes to Consolidated
Financial Statements™ beginning on page 29 of the 1996 Annual Report to Shareholders.
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Electric OQperating Statistics

The following table shows PG&E’s operating statistics (excluding subsidiaries except where indicated) for

electric energy. including the classification of sales and revenues by type of service.

Years Ended December 31

1996 1995 1994 1993 1992
Customers (average for the year):
Ty ) 3874223 3,825.413 3,788,044 3,748,831 3.708.374
Commercial . .- . 459,001 454,718 452,049 $10,619 455480
Industrial ...ovveiiiiiii i 1,248 1,253 1,260 1,243 1,207
Agricultural ... L. o, 87.250 BB.546 90,520 91,376 94,562
Public street and highway lighting ........ 17,583 17,089 16,709 16,096 15.681
Other electric utitities .. ............... 28 35 st 28 24
T 4,439,333 4,387,054 4,348,611 4,307,193 4275328
Generuted, received and sold — kWh (in millions):
Generated:
Hydroelectio plants . ... oo oo i it e 15,158 16,608 7.791 14,403 7.537
Thermal-glectric plants:
Fossil ueled. ... i e . 11,620 13,729 29,543 19,070 26,613
Geothermal . .. 4.514 4.001 6.023 6,491 7.007
Nuelear .. ......oooiiviains . 16,720 16,269 15,265 i6.816 16,698
Total thermal-eleciric plants ... . 32,854 33.999 50,832 42,377 50,328
Wind and selar plants ............ 2 | ! — —
Received from other sources(1)} ........ 57.134 54,935 47.199 48.859 46,243
Total gross sysiem output(2) .. .. 105,148 105,543 105,823 105,629 104,108
Delivered for interchange or exchange_ .. 4,000 4,261 3,275 8,848 3912
Delivered for Lthe account of cthers{l) ... 19,356 18,946 18,622 13,726 17,235
Helms pumpback enecgy(3)............ 898 937 467 452 398
PG&E use, losses, €164 . ., ovunsvnnnnn. 6,500 6.040 7,838 6.960 7.278
Total €nergy SOl L oveet ity ie e e e e 74,394 75.359 75.621 75.653 75,285
Power plani [uel supply (in thousands):
Natwural gas {equivalent barrels) 20,193 23,143 44,119 28,7191 43,446
T 5 N 686 756 2,395 2,080 171
Nuclear {equivalent bamels). ... ..o i e 28.574 27.814 26,135 28.724 28,540
TOMAl s ot ettt et bt e e e e e 49,453 51713 72,649 59,595 72,157
Power plant fuel costs {average cost per million Btu's):
T oY B+ D - 183 § 206 S 219 $ 286 % 261
Fusloit......ooooiiniiiiiiinniiinn., s 266 3 128 3% 283 8 349 5 3.13
Weighted average $ 192 8 203§ 223 5§ 290 5 .62
Sales — kWh (in millions):
ReESIENtAL . . . .o ettt et e e e aaans 25,4358 24,391 24,326 24,111 23,664
Commencial ....ovvviiiieirriniiiasiu.s 27.868 27.014 26,195 26,258 26,246
Industrial . ...t e 15.786 16.879 16010 16.492 16,600
Agriculiural ..o e 3,631 3478 4,426 3,672 4,741
Public street and highway lighting . . .- R . 43§ 425 4138 419 400
Other electric utilities . ............ .- e “ 1.213 3172 4,246 4,701 3.634
Total energy sold . ... .ournitts i eiar e i e 74,394 75.359 75,621 75,653 75,285
Revenues {in thousands)y
Residentinl .. ... e $3,033,613  $2979.590 52980966 52952893 $2.790.605
Commercial ....ovort it 2,840,101 2,964.568 2,892,302 2,914,855 2,864,817
Induserial ..ot . 1,005,694 1,160,938 1,128,561 1,183,728 1,210,754
Agricultural - ... e 396.469 395.531 477,330 419,628 478,941
Public sireet and highway lighting 55,372 56,154 55,543 55.976 53,133
Other electric MElIHES ... oo e e e i e e §1.855 133,566 201,233 242,433 185,555
. Revenues from energy sales ..o i, 7,413,104 1.690,347 7.735.837 7,769,513 7.583.805
Miscellaneous ... . i e 112,303 92,538 142,771 87,951 51,716
Regulatory balancing accounts . .......oo. .ottt e e (365.192) {396.578) 142,939 19,421 127,450
Operating TEVENUES . -« .1 vt saa et $7.160.215 37386307 38,021,547 57,876,925 57,763,011

(13  includes energy supptied through PG&E's system by the City and County of San Francisco for San Francisco's own use and for sule by San Francisco 10
its customers, by the Department of Energy for government use and sale to its customers, and by the State of California for California Water Project

pumping. as well as energy supplied by QFs and purchases from other uiilities.
(2)  Includes energy output from Modesto and Turlock Irrigation Districts’ own resources,
(3)  Represents energy required for pumping operations.
(4)  Includes use by business units other than the electric utility business units.
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Years Ended December 31

1996 1995 1994 1993 1992
Selected Statistics: ’ :
Total customers (al Year-end) .. ....vveniui it i s 4,500,000 4400000 4,400,000 4400000 4,300,000
Average annual residential usage (kWh) ... e 6,571 6377 6,422 6,431 6,381
Average billed revenues per kWh (¢):
Residential .............o i PN 11.92 12.22 12.25 12.25 11.79
LT T N 10.13 10.97 11.4 11.10 1092
LT T Y 6.37 6.88 7.05 7.18 7.29
B 3T T N P 10,92 10,37 10:78 11.43 10.10
Net plant investment PET CUSIOMEN (3) .o i i e 3,198 3228 3,362 3,436 3,428
Eleetric control area capability(megawatis)(1) ......ooiiiiiiiii i s 22,724 232,099 21,851 23,009 22475
" Electric net control area peak demand(megawatts)(2) ... ..ovieii i i e 21,437 20,317 19,118 19,607 18,594

(1) Area net capability at time of annual peak, based on actual water conditions.
(2) Net control area peak demand includes demand served by Modesto and Turlock Irigation Districts’ own resources.

Electric Generating and Transmission Capacity

As of December 31, 1996, PG&E owned and operated the following generating plants, all located in

California, listed by energy source:

Net
Operating
Number Capacity
Generation Type . County Location of Units kW
Hydroelectric: ‘
Conventional Plants(i)...... .. ... .......... 16 counties in Northern and 109 2;698,100
Centra) California
Helms Pumped Storage Plant .................. Fresno 3 1,212,000
Hydroelectric Subtotai .. ....... e 112 3,910,100
Steam Plants:
ContraCosta .............. e e Contra Costa 2 680,000
Humboldt Bay . ..........ooooii e, Humboldt 2. 105,000
Hunters Point(2) ....... ... it San Francisco 3 377,000
Morro Bay(2) ..., San Luis Obispo 4 1,002,000
Moss Landing(2)................... e Monterey 2 1,478,000
Pittsburg. . .........oo Contra Costa 7 2,022,000
Potrero .. ... e e San Francisco 1 207,000
Stear Subtotal ............oieiiiiia 21 5,871,000
Combustion Turbines: '
Huaters Point. . ... .oovi i iiie e e e San Francisco 1 52,000
Oakland(2) .. ...cov i i e Alameda 3 165,000
POEIO oo vt e e e e e e San Francisco 3 156,000
Mobile Turbines(3)................... e Humboldt and Mendocino 3 45,000
Combustion Turbines Subtotal ......... e 10 418,000
Geothermal:
The Geysers Power Plant(4) ................... Sonoma and Lake 14 1,224,000
Nuclear:
Diablo Canyon ........................... .. San Luis Obispo : 2 2,160,000
Thermal Subtotal ........................ _ : 47 9,673,000
TOta] . e e e e 159 13,583,100

(1) Two hydroelectric plants with approximately 5,000 kW of nei operating capacity were sold in 1996,
(2} PG&E has announced plans to sell these power plants in connection with electric industry restructuring,
(3) Listed to show capability; subject to relocation within the system as required.

(4) The Geysers Power Plant net operating capacity is based on adequate geothermal steam supply conditions. Any decrease in capacity,

at peak, is included as unavailable capacity in the Control Area Nei Capacity table below.
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The following table sets forth the available capacity for the conirol area (the area served by PG&E and
various publicly owned systems in Northern California) at the date of peak (including reduction for scheduled
and forced outages and based on actual water conditions) by various sources of generation available to the control
area and the total amount of generation provided by these sources during the year ended December 31, 1996.

Control Area ) Generation
Net Capacity Year Ended
(at date of 1996 peak) December 31, 1996(3)
kW % kWh
Sources of Electric Generation: . M j’i

PG&E-Owned Piants: : Electric Generation:

Fossil Fueled . .......vivveeeennnss. 6.280,000 48 PG&E-Owned Flants: '

Geothermal ........ovvvneeniannn, 1224000 9 Fossil Fueled...................... 11619910 11

Nuelear ..., S 2.160.000 16 Geothermal ....................... 4,514,643 ) 4

———— - Nuclear ......... e 16719721 17
Total Thermal ........... R 9673000 73 Nuclear szt 1
Hydroelectric (available) ............, 3.603300 27 Total Thermal . .................. © 32854274 32
T ) S A, 0 ) Hydroelectric .................cuu. 15,157,798 15
. o T Solar ... e 1.580 0

Fotal PGEE-Owned Capacity ........... 13,276,300 g Total PG&AE Generation ... . ........ 48.013.652 —

Less Unavailable Capacity ........... 2,750,000 Helms Pumpback Energy ............. (897.506) (1)
Total PG&E A.\'ailable Capacity......... 10,526,300 46 Net PG&F Generation . . ...o.ou..... 47,116,146 46
Capacily Received from Others: _— =

QF Producers (available) . ............ 3.039,600 14 Generation Received from Others:

Area Producers & Imports. ........... 9.158.100 40 QF Producers ..................... 20,351,814 20

. T T Area Producers &

Capacity from Others ........covvee 12197706 54 TRPOLES e+ v 1512040 34

Total Available Capacity .........c..... ——22'724'000 g Generaton from Others . ............ 54,883.854 54
- e pom—q
Total Area Demand(i)(2) ................ m Total Area Generation .. .............. 102,000,000 100

(1) The maximum control area peak demand to date was 21,437,000 kW which occurred in August 1996,

(2} The reserve capacity margin al the time-of the 1996 conwol area peak, taking into account shert-term finn capacity purchases from
utilitics located outside PG&E’s service area: PG&E's load responsibility for spinning reserve (capability already connected to.the
system and ready to meet instantancous changes in demand) to the control area peak was 7.3% of the peak demand and total reserve
(spinning reserve and capability available within a short period of time) was 7.8%.

(3} Represents actual year net generation from sources shown. Generation received from others is based on the best available information
at the publicaticn date of this document.
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Diablo’ Canyon
Diablo Canyon Operations

Diablo Canyon Units | and 2 began.commercial operation in May 1985 and March 1986. respectively. The
operaling license expiration dates for Diablo Canyon Units | and 2 are September 2021 and April 2025,
respectively. As of December 31, 1996, Diablo Canyon Units 1 and 2 had achieved lifetime capacity factors of
79.7% and 81.7%, respectively.

The table below outlines Diablo Canyon’s refueling schedule for the next five years. In the past. Diablo
Canyon refueling outages typically have occurred every 18 months. Beginning in 1996, PG&E schedules
refueling outages every 21 months. and it intends to seek NRC licensing authority to schedule such outages once
every 24 moriths beginning in 2001. The schedule below assumes that a refueling outage for a unit will fast
approximately six weeks, depending on the scope of the work required for a particular outage. The schedule is
subject to change in the event of unscheduled plant outages or changes in the length of the fuel cycle.

1997 1998 1999 2000 . 2001
Unit 1
Refueling........... e April * January September
Srartup. ... May March October
Unit 2 ' :
Refueling........... S : February  October April
SHATIUP . e March November June

Diablo Settlement

The Diablo Settlement adopted alternative raiemaking for Diablo Canyon by basing revenues primarily on
the amount of electricity generated by the plant, rather than on traditional cost-based ratemaking. Under the
existing Diablo Settlement, revenues are based on a pre-established price per kWh of electricity generated by the
plant. That price consists of a fixed component (3.15 cents per KWh) and a separate component that declines
until 2000, at which point the variable component begins to escalate. The total price per kWh for the year 1996
was 10.50 cents. Under this ‘‘performance-based’’ approach, PG&E assumes a significant portion of the
operating risk of the plant because the extent and timing of the recovery of actual operating costs, depreciation.
and a return on the investment in the plant primarily depend on the amount of power produced and the level of
costs incurred. PG&E's earnings are affected directly by plant performance and costs incurred. Currently.
earnings relating to Diablo Canyon can fluctuate significantly as a result of refueling or other extended plant
outages, plant expenses, and the effects of a peak-period pricing mechanism.

As noted above, in connection with electric industry restructuring, PG&E has proposed to modify the
existing Diablo Settlement. Under the modification proposal, PG&E would replace the existing Diablo Setilement
price with a sunk cost revenue requirement and a performance-based Incrememal Cost Incentive Price (ICIP).
The sunk cost revenue requirement for Diablo Canyon would include recovery of the net investment in Diablo
Canyon over a five-year period and a return on common equity of 90% of PG&E’s long-term cost of debt,
PG&E's authorized long-term cost of debt was 7.52% in 1996. Under the ICIP, the plant’s variable and other
operating -costs and future capital additions would be recovered under a pre-set price per kWh of plant output
based on an initial expectation of such costs and output.

Under PG&E’s modification proposal. the termination date in the existing Diablo Seitlement would be
changed from 2016 to 2001. As proposed, closure cost recovery provisions would replace existing abandonment
payment provisions. Under the cost recovery provisions, PG&E would be entitled to recover a percentage of its
annual operating costs for a limited number of years following the plant’s permanent closure: PG&E's continued
recovery of the sunk cost revenue requirement would be subject to CPUC evaluation if Diablo Canyon is shut
down for nine months or more before the end of the transition period. After such time, there would be no
restrictions on Diablo Canyon's operations, to which customers it could sell and at what prices, terms. and
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conditions; however. 50% of any after-lax earnings available for common equity -afier such time would be
allocated to ratepayers.

More information concerning the financial impact of the proposed Diabio Settlement modification is
included in ““Management's Discussion and Analysis of Consolidated Results of Operations and Financial
Condition™” in the 1996 Annual Report 1o Shareholders. beginning on page 9, and in Notes 2 and 4 of the **Notes
to Consolidated Financial Statements’” beginning on pages 29 and 32, respectively. of the 1996 Annual Report
to Shareholders. :

On February 28. 1997. the assigned AL} issued a proposed decision on PG&E'’s proposed madification, lo
Diable Canyon ratemaking. With significant exceptions, the proposed decision generally adopts the overall
ratemaking structure proposed by PG&E, but would substantially alter the proposed ICIP mechanism and would
exclude certain items from the sunk cost revenue requirement.

Instead of adopting the fixed forecast of ICIP prices for the 1997-2001 period proposed by PG&E. the
proposed decision adopts an alternative cost of service approach. which would establish an initial forecast of
ICIP prices which will be adjusted annually through 2001 to reflect a new forecast incorporating Diablo
Canyon’s actual operating costs and capacity factor. With respect 1o, sunk costs. the proposed decision adopts a
“prudence’’ disallowance based on the finding that PG&E admitted in pre-1988 Diablo testimony that a design
error cost $100 million. The disallowance would be equal to $100 million times the ratio of depreciated value of
the original plant to undepreciated value of the original plant, which PG&E estimates would equal approximately
$60-$70 million. The proposed decision also excludes several items totaling $160 million from the sunk cost
revenue requirement, including out-of-core fuel inventory, materials and supplies inventory. and prepaid
insurance expenses, The proposed decision requires that out-of-core fuel inventory and materials and supplies
inventory be recovered in ICIP prices. The proposed decision requires an independent financial verification audit
of Diablo Canyon sunk costs, to be completed within six months. Diablo Canyon sunk cost recovery would be
adjusted to reflect the results of this audit.

In addition, the proposed decision terminates, rather than modifies as proposed by PG&E. the Diablo
Settlement on the date the proposed decisionis adopted by the CPUC. PG&E intends to seek ciarification from
the CPUC that the termination of the Diablo Settlement would not affect Diablo Canyon's *‘must take™" status
during the transition period.

Based on a very preliminary review and interpretation of the proposed decision and assuming that the
modified rates are effective January 1, 1997, PG&E Corporation estimates that the impact on 1997 earnings could
be approximately five cents per share negative compared to PG&E Corporation’s 1997 budget, This estimate is
subject to change, and the actual impact of the proposed deciston on the Company’s financial resuits will depend
on several factors, including clarification of several ambiguities in the proposed decision. In addition. there could
be a further negative impact compared to PG&E Corporation’s 1997 budgeted results if the modified rates are
effective on the date the CPUC adopts the final decision, given the timing of recovery of Diablo Canyon
transition costs. _— :

The proposed decision is not a final decision of the CPUC, and is subject to change prior to a vote of the
full CPUC. The proposed decision currently is scheduied for consideration by the full CPUC at its April 9, 1997

meeting.

Nuclear Fuel Supply and Disposal

PG&E has purchase contracts for, and’ inventories of, uranium concentrates, uranium hexaflouride. and
enriched uranium; it has one contract for fuel fabrication. Based on current operations forecasts, Diablo Canyon’s
requirements for uranium supply, the conversion of uranium to uranium hexaflouride, and the enrichment of the
uranium hexafiouride to enriched uranium will be satisfied by a combination of existing contracts and inventories
through 2000, 1999, and 2002. respectively. The fuel fabrication contract for the two units will supply their
requiremnents for the next eight operating cycles of each unit. These contracts are intended to ensure long-term
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fuel supply, but permit PG&E the flexibility to take advantage of short-term supply opportunities. [n most cases,
PG&E’s nuclear fuel contracts are requirements-based, with PG&E’s obligations linked to the continued
operauon of Diablo Canyon.

nder the Nuclear Waste Pollcy Act of 1982 (Nuclear Waste Act), the U.S. Departmem of Energy (DOE)
is responsible for the transportation and ultimate long-term disposal of spent nuclear fuel and high-level
radicactive waste. Under the Nuclear Waste Act, atilities are required to provide interim storage facilities until
permanent storage facilities are provided by the federal government. The Nuclear Waste Act mandates that.one
or more ‘such permanent disposal sites be in operation by 1998. Consistent with the law, PG&E has signed a
contract with’the DOE providing for the disposal of the spent nuclear fu€l and high-level radioactive waste from
PG&E’s nucléar power facilities beginning not later than January 1998. However, due to delays in identifying a
storage site, the DOE has officially acknowledged that it will not be able to meet its contract commitment to
begin accepting spent fuel by January 1998. Further, under the DOE’s current estimated acceptance schedule for
spent fuel, Diablo Canyon’s spent fuel may not be accepted by the DOE for interim or permanent storage before
2012, at the earliest. At the projected level of operation for Diablo Canyon, PG&E’s facilities are sufficient to
store on- site all spent fuel produced through approximately 2006 while maintaining the capability for a full-core
off-load. It is likely that an interim or permanent DOE storage facility will not be available for Diablo Canyon's
spent fuel by 2006. PG&E is examining options for providing additional temporary spent fuel storage at Diablo
Canyon or other facilities, pending disposal or storage at a DOE facility. ’

In July 1988, the NRC gave final approval to PG&E’s plan to store radicactive waste from the Humboldt
Bay Power Plant (Humboldt) at Humboldt for 20 to 30 years and, ultimately, to decommission the unit. The
license amendment issued by the NRC allows storage of spent fuel rods at Humboldt until a federal repository is
established. PG&E has agreed to remove all nuclear waste ds sooh as possible after the federal disposal site is
available.

Insurance

PG&E has insurance coverage for property damage and business interruption losses as a member of Nuclear
Mutual Limited (NML) and Nuclear Electric Insurance Limited (NEIL). These companies, which are owned by
utilities with nuclear generating facilities, provide insurance coverage against property damage, decontamination,
decommissioning, and business interruption and/or extra expenses during prolonged .accidental outages for
reactor units in commercial operation. Under PG&E’s policies, if the nuclear generating facility of a member
utility suffers' a loss due to a prolonged accidental outage, PG&E may be subject to maximum retrospective
premium assessments of $29 million (property damage) and $8 million (business interruption), in each case per
one-year policy period, if losses exceed the resources of NML or NEIL.

. PG&E has purchased primary insurance of $200 million for public liability claims resulting from a nuclear
incident. An additional $8.7 billion of coverage is provided by secondary financial protection required by federal
law and provides for loss sharing among utilities owning nuclear generating facilities if a costly incident occurs.
If a nuclear incident results in claims in excess of $200 million, PG&E may be assessed up to $159 million per
incident, with payments in each year limited to a maximum of $20 million per incident.

Decommissioning

The estimated total obligation for decommissioning PG&E's nuclear power facilities is comprised of the
total cost (including labor, materials, and other costs) of decommissioning and dismantling plant systems and
structures. In addition, a contingency amount for possible changes in regulatory requirements and increases in
waste disposal costs is. included in the estimated total obligation. The estimated total obligation for nuclear
decommissioning costs, based on a 1994 site study, is approximately $1.2 billion in 1996 dollars (or $5.9 billion
in future dollars). Actual decommissioning costs are expected to vary from this estimate because of changes in
assumed dates of decommissioning, regulatory requirements, technology, and costs of labor, materials, and
equipment. The estimated total obligation is being recognized proporuonately over the license term of each
facility.
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Decommissioning costs recovered in rates are placed in external trust funds. These funds, along with
accumulated earnings, will be used exclusively for decommissioning. The trust funds maintain substantially all
of their investments in debt and equity securities. All fund earnings are reinvested. Funds may not be released
from the external trust funds until authorized by the CPUC. As of December 31, 1996, PG&E had accumulated
external trust funds with an estimated fair value of $883 million, based on quoted market prices, o be used for
the decommissioning of PG&E's nuclear facilities.

In the past, the amount recovered in rates for decornmissioning costs through an annual allowance has been
reviewed by the CPUC as part of the GRC. The CPUC considers the trust’s asset level, together with revised
earnings and decommissioning cost assumptions, to determine the amount of decommissioning costs it will
authorize in rates for contribution to the trust. The funds contributed to the decommissioning trusts, together with
existing trust fund balances and projected earnings, are intended to satisfy the estimated future obligation for
decommissioning costs. For the year ended December 31, 1996, nuclear decommissioning costs recovered in
rates were $33 million.

In the fuwure, AB 1890 provides that nuclear decommissioning costs, which are not transition costs. will be
recovered through a nonbypassable charge until those costs are fully recovered. Recovery of decommissioning
costs may be accelerated io the exient possible under the rate freeze. In its roadmap decision, the CPUC
established a Nuclear Decommissioning Costs Triennial Proceeding to determine the decomnissioning costs and
establish the annuai revenue requirement and attrition factors over three-year periods when and if GRCs are
discontinued.

Other Electric Resources

QF Generation and Other Power Purchase Contracts

Under the Public Utility Regulatory Policies Act of 1978, PG&E is required to purchase electric energy and
capacity provided by QFs which are cogenerators and small power producers. The CPUC established a series of
power purchase contracts with QFs and set the applicable terms. conditlions, and price options. Under these
contracts, PG&E is required to purchase electric energy and capacity; however, payments are only required when
energy is suppliéd or when capacity commitments are met. The total cost of these payments is recoverable in
rates. PG&E’s contracts with QFs expire on various dates from 1997 to 2028. Energy payments to QFs are
expected to decline in the years 1997 through 2000. Capacity payments are expected to remain at current levels.

In 1996, 1995 and 1994, PG&E negotiated the early termination or suspension of certain QF contracts at
discounted costs of $25 million, $142 million, and $155 million, respectively. Amounts to be paid for termination
or suspension are payable through 1999, These amounts are expected to be recovered in rates. Al December 31,
1996, the total discounted future payments remaining under QF early termination or suspension contracts was
$68 million.

QF deliveries in the aggregate account for approximately 19% of PG&E’s 1996 electric energy requirements
and no single contract accounted for more than 5% of PG&E’s energy needs.

PG&E-also has contracts with various irrigation districts and water agencies to purchase hydroelectric
power. Under these contracts, PG&E must make specified semi-annual minimum payments whether or not any
energy is supplied (subject to the provider’s retention of the FERC's authorization) and variable payments for
operation and maintenance costs incurred by the providers. These contracts expire on vartous dates from 2004 to
2031. The total cost of these payments is recoverable in rates. At December 31, 1996, the undiscounted future
minimum payments under these contracts are $34 million for each of the years 1997 through 2001, and a total of
$383 million for periods thereafter. Irrigation district and water agency deliveries in the aggregate account for
approximately 6% of PG&E’s 1996 electric energy requ;rements and no single contract accounted for more than
5% of PG&E’s energy needs.
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The amount of energy received and the total payments made (including termination and suspension
payments) under QF contracts and other power purchase contracts were:
1996 1995 1994

{in millions)

kWhreceived ........... it 26,056 26,468 23,903
QF energy PaymenlS . .. o.ovve v e caneeeieeaneene. $1,136 31,140 $1,196
QF capacily payments ............oveunnenirierreannn, $ 521 % 484 § 518
Other power purchase payments ... ..................... $ 528 50 8% 49

- As of December 31, 1996, PG&E had approximately 5,800 megawatts (MW) of QF capacity under CPUC-
mandated power purchase agreements. Of the 5,800 MW, approximately 4,600 MW were operational.
Development of the balance is uncertain and it is estimated that very few of the remaining contracts will become
operational. The 5,800 MW of QF capacity consists of 2,900 MW from cogeneration projects, 1,700 MW from
wind projects and 1,200 MW from other projects, including biomass, waste-to-energy, geothermal, solar, -and
hydreelectric.

" Geothermal Generation

PG&E’s geothermal units at The Geysers Power Plant (Geysers) are forecast to operate at reduced capacities
because of declining geothermal steam supplies and curtailment of the Geysers due to the existence of .more
economic sources of electric generation. PG&E’s agreements with several of its steam suppliers permit PG&E to
curtail generation at the Geysers at PG&E’s discretion. The consolidated Geysers capacity factor is forecast to
be approximately 40% of installed capacity in 1997, which includes economic curtailments, forced outages,
scheduled overhauls, and projected steam shortage curtailments, as compared to the actual Geysers capacity
factor of 42% in 1996.

Helms Pumped Stordge Plant

Helms is a three-unit hydroelectric combined generating and pumped storage facility, completion of which
was delayed due to a water conduit rupture in September 1982 and various start-up problems related to the
plant’s generators. Helms became commercially operable in June 1984. As a result of the damage caused by the
rupture and the delay in the operational date, PG&E incurred additional costs which were not initially included
in rate base, and lost revenues during the period the plant was under repair. In September 1996, the CPUC
approved a settiement resolving the treatment of remaining unrecovered Helms costs.

As part of the 1996 GRC decision issued in December 1995, the CPUC directed PG&E to perform a cost-
effectiveness study of Helms. The CPUC indicated the study should consider changes in rate recovery for the
plant including, among other things, the option of retirement with recovery of the investment without a return.
The cost-effectiveness study submitted by PG&E in July 1996 concluded that the continued operation of Helms
is cost effective. PG&E recommended that the CPUC take no action based on the study, but address Helms along
with other generatmg plants in the context of electric indusiry restructuring. PG&E is currently unable to predict
whether there will be a change in rate recovery resulting from the study. As with its other hydroelectric
generating plants, PG&E expects. to seek recovery of its net investment in Helms ($710 million at December 31,
1996) through the hydroeiectric and geothermal PBR and CTC recovery.

Electric Load Forecast and Resource Planning and Procurement

At present, California’s long-range electric resource planning is coordinated between the CEC and the
CPUC. Applicable statutes require that, every two years, the CEC prepare an Electricity Report that includes
load forecasts and resource assumptions for a 20-year period and the CPUC conduct a Biennial Resource Plan
Update (BRPU).proceeding which is linked to a specific CEC Electricity Report. The purpose of the BRPU is to
determine whether any cost-effective electric resources (either new generating resources or power purchases)
should be added 1o the regulated utilities’ electric systems based on a 12-year planning horizon. In making this
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determination, the CPUC gives great weight to the load forecasts and resource assumptions included in the
CEC’s Electricity Report. However. in light of the restructuring of the electric utility industry, it is unclear what
relevance, if any, the BRPU and the CEC’s Eleciricity Report proceedings will have with regard to California
utility resource planning and procurement in the future. The timetable for release of the draft 1996 Electricity
Report has been delayed.

The future of electric resource acquisition is being addressed as part of electric industry restructuring. Under
the pian contemplated in the CPUC's restructuning decision issued in December 1995, milities would retain the
obligation o acquire resources for customers who continue to take bundled electric utility services. but this
obligation would be met entirely through purchases from the PX during the transition period starting January 1.
1998. Beginning in 2002, PG&E could acquire power from sources other than the PX to satisfy the demands of
its utility customers. '

PG&E's demand forecasts and resource procurement plans are subject to possibly significant changes
depending on the uliimate outcome of electric industry restructuring. In 1997, PG&E does not anticipate adding
any new MW of resources 1o its system. PG&E currently plans no new major construction projects for electric

supply.

Electric Transmission

To transport energy to load centers, PG&E as of December 31, 1996; owned and operated approximately
18,516 circuit miles of interconnected transmission lines of 60 kilovolts (kV) to 500 kV and transmission
substations having a capacity of approximately 32,892,000 kilovolt-amperes (kVa). Energy is distributed to
customeérs through approximately 108,170 circuit miles of distribution system and distribution substations having
a-capacity of approximately 23.000,000 kVa.

Traditionally, the transmission of electric energy in interstate commerce and the sale of electric energy for
resale (wholesale sales) have been regulated by the FERC. In 1996, the FERC issued an order requiring utilities
to provide wholesale open access to electric transmission systems on terms that are comparable to the way
utilities use their own systems. PG&E’s open access tariff, filed in July 1996, is now available for service to any
eligible party interested in wholesale transmission service over PG&E’s transmission system. The FERC also
reaffirmed its intention to permit utilities to recover any legitimate, verifiable, and prudently incurred costs
stranded as a result of customers taking advantage of wholesale open access orders to meet their power needs
from other sources.

Pursuant to the CPUC’s electric industry restructuring decision, PG&E and the other two California investor
owned electric utilities filed a joint ISO application with the FERC. The application requested authorization to
transfer operational control (but not ownership) of certain ransmission facilities to the ISO. The ISO will control
the dispatch of generation and the operation of the transmission system and provide open access transmission
service on a nondiscriminatory basis. In November 1996, the FERC issued an order approving the structure of
the ISO and PX as proposed by the utilities, but requiring detailed tariffs and other required filings by March 31,
1997, Also in connection with electric industry restructuring, the FERC issued an order in December 1996
addressing market power issues. That decision relied on measures to mitigate and monitor market power rather
than on continued studies to determine whether the utilities had market power.

The FERC has also approved a proposal from PG&E and the other California utilities that distinguishes
between local distribution facilities and transmission facilities. The order defines jurisdiction for the CPUC over
local distribution and retail power customers. The FERC will have jurisdiction over the transmission facilities as
defined in the order and over the transmission aspects of retail direct access.
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GAS UTILITY OPERATIONS

PG&E owng and operates an integrated gas transmission, storage,.and distribution system in California. At
December 31, 1996, PG&E's system, including the PG&E Expansion (Line 401), consisted of approximately
5,700 miles of transmission pipelines, three gas storage facilities, and approximately 36,200 miles of gas
distribution lines.

Gas Operatlons

PG&E § peak day send-out of gas on its integrated system in California during the year ended
December 31, 1996 was 3,407 million cubic feet (MMcf). The total volume of gas throughput dunng 1996 was
approxnmately 826,000 MMcf, of which 264,000 MMcf was soid to direct end-use or resale customers, 134,000
MMcf was used by PG&E primarily for its fossil-fueled electric generating plants, and 428,000 MMcf was
transported as customer owned gas..

The California Gas Report, which presents the outlook for natural gas requirements and supplies for
California over a long-term planning horizon, is prepared annually by the California electric and gas utilities as a
result of a CPUC order. A comprehensive biennial report is prepared in even-numbered vyears with a
supplemental report in intervening odd-numbered years.

«; The 1996 Report updates PG&E’s annual gas requirements forecast (excluding bypass volumes) for the
years 1996 through 2010, forecasting growth in gas thoughput served by PG&E of 2% per year. The gas
requirements forecast is subject to many uncertainties and there are many factors that can influence the demand
for natural gas, inciuding weather conditions, level of utility electric generation, fuel switching and new
technology. In addition, some large customers, mostly in the industrial and enhanced oil recovery sectors, may
have the ability to use unregulated private pipelines or interstate pipelines, bypassing PG&E’s system entirely.
The 1996 Report forecasts a total bypass volume-of 133,600 MMcf for 1996.
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Gas Operating Statistics’

The following table shows PG&E’s operating statistics (excluding subsidiaries except where indicated) for
gas, including the classification of sales and revenues by type of service.

Years Ended December 31

1996 1995 1994 1993 1992
Customers (average for the year):
Residential ... ouun i e 3,455,086 3,417,556 3,372,768 3.339.859 3,311,881
Commercial ........oivivvrinn.n- 198,071 197.939 196.509 195.815 195,689
Industrial ....... ... ... ... 1,500 1.500 1,400 1.265 1,185
Other gas utilities 2 2 2 4 4
1 A 3,654,659 3.616.997 3570679 3,536,943 3,508,759
Gas supply — thousand cubic feet (Mcf) (in thousands):
Purchased:
From€Canada ... ... .. . e 253,209 261,800 319,453 329.693 321,770
From California ................ 28.130 31.158 31.757 32.096 50,953
From other SIIES . .. .u\ e e ae v e cnn e e iarrnnranns 110,604 117.538 249,733 243,058 327,272
Total purchased .........ooviiiiiinei i 391,943 410,496 600,943 604,847 699,995
Net from S10rage (L0 SIOTAZE} . . ...t vvrrinee e aieaanneannss 6,871 (10,921} 3,591 (12,234) 10,135
B - 398,814 399,575 604,534 592,613 710,130
PG&Ewse, losses, etc ). ..o e 134,378 122,671 297.604 161,895 281,021
Netgasforsales .......coovveiviiiinianlinan ... 264.439 269,504 306,930 430,718 429,109
Bundled gas sales and transportation service — Mcf (in lhousands)
Residential ..ot e e e 190,246 191,724 214,358 206,053 190.176
Commercial ... ..ottt s 62,178 64,135 72,183 82,048 79.983
Industridl .......ooo 12,015 14,045 19,495 133,178 145,356
Othergas utilities ... e 0- 0. 894 9.439 13,594
Total{2) . ..o e 264,439 269,504 306,930 430,718 429,109
Transportation service only — Mcf (in thousands): '
Vintage system (Substantially all Indusmial)}3).................. . 189,695 143,921 142,393 101.888 103,186
PG&E Expansion (Line 401) ..........c.ooiiiiiiiiiniinnn.. 237,776 240.506 200,755 20,513 —
TOM] e e 427,471 384,427 343,148 © 122,401 103,186
Revenues (in thousands):
Bundied gas sales and transportation service:
Residential ...... S . $1,109.463 $1,205,223 $1.268.966 $1.152.494 $1,092.324
Commercial ......0 ... e e, 362,819 421.397 444,805 467,962 479,599
Industrial .................. R P 42,520 42,106 57,297 367.221 425.467
Other gas utilities............ e 510 0 2,371 25.654 38.504
Bundled gas revenues ..:....c. ... e o 1515312 1,668,726 1,773439 2,013,331 2,035,804
Transportation only revenue: .
Vintage system (Substantialiy all Induslnal) .................. 180,197 167,325 132,509 56,733 75,606
PG&E Expansion (Line 401y ...... ... iiiat, 85,144 82.904 58.442 8.097 —
Transportation service only revenue .................... 265,341 250,229 190,951 64,830 75.606
Miscellaneous ... ................ f e (9.271)  (18018) 40427  (16.692)  21.022
Regulatory balancing accounts ................................. 57.864  {(43,771)  (101.443) 95,339 40,199
Subsidiaries(d) .. ..o e e 210,556 201.951 177.688 264,925 173,587

Operating revenues ... $2,039.802 $2,059.117 352,081,062 $2,421.733 $2.346,308

(1) Includes use by business units other than the Gas Supply business unit, principally as fuel for fossil-fueled generating plams.

(2) “In August 1991, PG&E implemented its customer identified gas (CIG) program. Sales included apprOXImately 105,000 MMcf and
130,000 MMcf in 1993 and 1992, respectively. of gas procuréd by PG&E for CIG customers at_prices negotiated directly between
those customers and suppliers. The CIG Program was terminated on October 31, 1993 upon full implementation of the CPUC’s capacity

brokering program.

(3) Does not include on-system transportation volumes r.ransponed on the PG&E Expansion of 78,552 MMecf, 100,207 MMcf, 79,749

MMcf, and 7.205 MMcf for 1996, 1995, 1994, and [993, respectively.
(4) Includes gas transportation revenues from PGT.

27




Years Ended December 31

1996 1995 1994 1993 1992
Selected: Statistics: '

Total customers (at Year-end) .. .....oveeuurnreesaienrnannn 3,700,000 3,600,000 3,500,000 3,600,000 3,500,000
Average annual residential usage (Mcf)............. . ... 55 56 . 64 62 57
Heating temperaturé — % of normal(1)............ e 75.7 753 i04.4 89.9 76.0
Average billed bundled gas sales revenues per Mcf:

Residential .. ..ottt e e e $5.83 $6.20 $5.92 $5.59 - $5.74

Commercial . .............o.iihs e 5.84 6.57 6.16 5.70 6.00

Industrial .........0c0 e P ' 3.54 3.00 294 2.76 293
Average billed transportation,only revenue per Mecf:

Vintage system ... ..... e e 0.67 0.69 0.60 0.52 0.73

PG&E Expansion (Line 401) ... .ovveiii et ieeinrneeaannns 0.36 0.34 0.29 0.39 —
Net plant investment Per CUSIOMET . . v v e oevtanrreeaearairaeeenenes $1.378 $1.315 51,340 $1.339 - $L170

(1) Over 100% indicates co]der'.lhan normal.

Natural Gas Supplies -

The objective of PG&E’s gas supply planning is to maintain a balanced supply portfolio which provides
supply reliability and contract flexibility. minimizes costs, and fosters competition among suppliers.

Under current CPUC regulations, PG&E -purchases natural gas from its various suppliers based on.economic
considerations, consistent with regilatory,. contractual, and operational constraints. During the year ended
December 31, 1996, approximately 65% of PG&E’s total purchases of natural gas consisted of Canadiai gas
purchased from various Canadian producers and transported by Canadian pipeline companies and PGT;
approximately 7% was purchased from various California producers; and approximately 28% was purchased
from other states (substantially all U.S. Southwest sources and transported by El Paso or Transwestern).
The following table shows the volume and average price of gas in dollars per thousand cubic feet (Mcf)
purchased by PG&E fror these sources during each of the last five years.

Years Ended December 3
1996 . 1995 1994° 1993 1992

Thousands Avg. Thousands Avg. Thousands Avg. Thousands Avg. Thousands Avg.

of Mcf  Price(l) of Mcl  Price(l) of Mcf  Price(l) ofMcf  Price(l)  of Mcf  Price(l)
Canada.............. 253,200 3157 . "261,800 T %134 319453 $1.94 329,693 $2.26 324,770 $2.14
California ........... 28,130 $1.90 31,158 §$1.32 31.757 1.55 32,096 1.65* © 50,953 1.73
Other states - ’

(substantially all . :
“U.S. Southwest) . ... 110,604 $3.72 117538 $2:64 249733 241 243,058 284 - 327272 2.51

Totab/Weighted'

Average......... L. 391943 $52.21 410496  $1.71 600943 $2.12 604,847 52:.46 699,995 $2.28

(1) The average prices for Canadian and U.S. Southwest gas include the commodity gas prices, interstate
pipeline demand or reservation charges, transportation charges, and other pipeliné assessments, including
direct bills allocated over the quantities received at the California border. The average prices for California
gas include only commodity gas prices delivered to PG&E’s gas system.

Gas Regulatory Framework

The current regulatory framework for natural gas service in California (i) segments customers into core and
noncore classes; (ii) unbundles utilities’ gas transportation and procurement services; (iii) allows customers to
purchase gas directly from producers, aggregators, or marketers, -and to separately purchase gas transportation
from their utilities; and (iv) places the utilities at risk for collecting a portion of the transportation revenues
associated with their noncore markets.




Under this regulatory framework. noncore customers have the option of buying gas directly from the
supplicr of their choice and purchasing from PG&E transmission and distribution services only. Certain
customers can also use alternative transportation services provided by competing pipeline companies. However,
core customers coniinue to have more limited opportunities in choosing their gas suppliers. with substantially ali
core customers receiving bundled services from PG&E.

In an effort to promote competition and increase options for all customers, as well as to position itself in
the competitive marketplace, PG&E has submitted to.the CPUC for its approval a Gas Accord, which would
restructure PG&E’s gas services and its.role in the gas market. As discussed above (see *‘Competition and the
Changing Regulatory Environment—Gas Industry’). the Gas Accord consists of three broad initiatives:
(1) unbundling of PG&E’s gas transmission and storage services from its distribution services: (2) reduction of
PG&E's role in procuring gas supplies for core customers in order to increase opportunities for such customers
to purchase gas from their supplier of choice; and (3) resolution of major outstanding regulatory issues. Also as
part of the Gas Accord, PG&E has proposed that traditional reasonableness reviews of its core gas procurement
costs be replaced with a CPIM, under which PG&E would be able to recover its gas commodity and intersiate
transportation costs and receive benefits or be penalized depending on whether its actual core procurement costs
were within, below, or above a “*tolerance band™’ constructed around market benchmarks.

The Gas Accord must be approved by the CPUC before it can be implemented.

Transportation Commitments

PG&E has gas transportation service agreements with various Canadian and interstate pipeline companies.
These agreements include provisions for payment of fixed demand charges for reserving firm capacity on the
pipelines. The total demand charges that PG&E will pay each year may change due to changes in tariff rates.
The total demand and transportation charges paid by PG&E under these agreement (excluding agreements with
PGT) was approximately $212 million in 1996,

As a result of regulatory changes, PG&E no longer procures gas for its noncore customers, resulting in a
decrease in PG&E’s need for firm transportation capacity for its gas purchases. PG&E continues to procure
gas for almost all of its core customers and those noncore customers who choose bundled service (core
subscription customers).

PG&E is continuing its efforts-to broker or assign any remaining unused capacity, including unused capacity
held for its core and core subscription customers. Due to relatively low demand for Southwest pipeline capacity.
PG&E cannot predict the volume or price-of the capacity on El Paso and Transwestern that will be brokered or
assigned. ‘

In general, demand charges incurred by PG&E for pipeline capacity are eligible for rate recovery. subject
to-a reasonableness review. The demand charges include the cost of capacity that was formerly used to serve
noncore customers but which at present cannot be brokered or which is brokered at a discount. However, certain
groups, including the ORA and intervenors, have challenged the recovery of these unrecovered demand charges
in the proceeding relating to ITCS recovery (see ‘‘El Paso and PGT Capacity’’ below). In addition. the CPUC
has issued an unfavorable decision addressing recovery of Transwestern charges (see *‘Transwestern Capacity’’
below). .

El Paso and PGT Capacity

PG&E's firm transportation agreement with PGT for 1.066 million cubic feet per day (MMcf/d) runs
through October 31, 2005. PG&E's firm ‘transportation agreement with El Paso for 1,140 MMcf/d runs through
December 31, 1997. The firm transportation reservation charges associated with PG&E’s firm capacity on PGT
and El Paso are approximately $57 million and $163 million per year, respectively.

Pursuant to FERC rules on capacity relinquishment and release and the CPUC's capacity brokering
program, PG&E currently retains approximately 600 MMcf/d on each of the PGT and El Paso systems to support
its core and core subscription. customers. PG&E made capacity not needed to support such customers available
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for release and brokering to other potential shippers beginning in 1993. PG&E has assigned substantially all of
its-unused capacity on PGT. Due to lower demand for Southwest pipeline capacity, PG&E cannot predict the
volume. or price of the capacity on El Paso that will be brokered or assigned. To the extent PG&E is unable to
broker its.firm interstate capacity above core and core subscription. reservations at the ‘full as-billed rate, PG&E
has been authorized to accumulate unrecovered demand charges. for El Paso. and-PGT in the ITCS account
pendmg CPUC reasonableness review of those amounts in the ITCS proceedmg

As. noted above, in the ITCS: proceeding. certain intervenors have challenged PG&E’S recovery'of amounts
in the ITCS account, and suggested disallowances and/or a feallocation among customers of between $40 and
$101 million. Pending a final decision in the ITCS proceeding, the CPUC has approved coliection in rates
(subject to refund) of approximately 50% of the demand charges for unbrol-cered or discounted El Paso dnd PGT
capacny formerly used to serve PG&E’s noncore customers. : :

In the meantime, PG&E has proposed a resolution of this matter as part of the Gas Accord. Under the Gas
Accord, PG&E would. forgd recovery of 100% and 50% of the I'TCS amounts allecated-to its core and: noncore

customers, respectively. - v ‘ "

Transwestern Capacity

In April 1992, PG&E executed firm transportation agreements with Transwestern to transport approximately
200 MMcf/d of San Juan basin gas supplies into PG&E’s southern gas system, of which approximately 150
MMcf/d is 1o be used to meet PG&E’s core gas sales demands and approximately 50 MMcf/d is for use by
PG&E's electric depanmem The agreements with Transwestern expire in 2007. The demand charges associated
with the entire Tranewesrem capacity are currently approximately $29 million per vear.

Curréntly, PG&E is not permitted to include any Transwestérn firm capacity demand charges in rates or in
the ITCS account. PG&E is authorized to record costs associated ‘with its Transwestérn capacity in a balancing
account, with recovery of such costs-subject to reasonablencss review proceedings.

" In December 1995, the CPUC issued a decision on the reasonableness of PG&E’s 1992 gas operations.
which concluded that it was’ unreasonable for PG&E to commit to transportation capacity with Transwestern.
The decision orders that costs for the capacity in subsequent years of the contract, which expire$ in 2007, be
disallowed each year unless PG&E can demonstrate that the benefits of the commitment-outweight the costs in
that year.

' PG&E has also addressed the ‘Transwestern issue in its Gas Accord proposal. The Gas Accord provides 'that
PG&E would not recover costs through 1997 associated with Transwestern capacity originally subscribed to in
order to serve core custommers and would have limited. recovery during the period 1998 through 2002.

PG&E has recorded.reserves relating to its gas capacity commitments and the issues addressed by the Gas
Accord. More dinformation concerning the financial impact of these matters is.included in “*“Management’s
Discussion and Analysis of Financial Condition and Results of Operations’’ in the 1996 Annual Report to
Shareholders, beginning on page 13, and in Note 3 of the "*Notes to Consolidated Financial Statements’’
beginning on page 31 of the 1996 Annual Report to Shareholders. .

Gas Reasonableness Proceedings

Recovery of gas costs through PG&E’s regulatory balancing account mechanisms is subject to a CPUC
determination that such costs were incurred reasonably. Under the current regulatory framework, annual
reasonableness proceedings ai® conducted by the CPUC on a historic caiendar year basis.

1988-1990 Canadian Gas Procurement Activities

In March 1994, the CPUC issued a final decision on PG&E's Canadjan gas procurement activities during
1988 through 1990. The CPUC found that PG&E could have saved its customers money if it had bargained more
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aggressively with its existing Canadian suppliers or bought less expensive gas from other Canadian sources. The
decision ordered a disallowance of $90 million of gas costs, plus accrued interest estimated at approximately
$25 million through December 31. 1993.

In December 1994, PG&E filed a complaint against the CPUC in the U.S. District Court for the Northern
District of California challenging this decision by the CPUC. The complaint alleges that the CPUC disallowance
order purports to regulate the foreign and interstate purchase and transportation of natural gas, matters within the
exclusive jurisdiction of United States and Canadian regulatory authorities. Accordingly. the complaint alleges,
such order is preempted by federal law and violates PG&E’s rights under the United States Constitution. The
complaint seeks injunctive and declaratory relief.

PG&E's lawsuit is still pending in federal court. However, as part of the Gas Accord, PG&E would agree
to forgo recovery of the $90 million disallowance ordered in the 1988-1990 reasonableness proceeding,
irrespective of the outcome of the lawsuit challenging the disallowance.

Gas Settlement Agreement

In December 1996, the CPUC approved a settlement agreement resolving various issues related to PG&E’s
gas procurement practices and supply operations for periods from 1988 through May 1994. Pursuant (o the
settlement agreement, PG&E will retum approximately $75 million (including interest) to ratepayers.

PGT/PG&E Pipeline Expansion

In November 1993, PGT and PG&E placed in service the Pipeline Expansion, an expansion of their
interconnected natural gas transmission systems from the Canadian border into California. The 840-mile
combined Pipeline Expansion provides an additional 148 MMcf/d of firm capacity (o the Pacific Northwest and
an additional 851 MMcf/d of capacity to Northern and Southern California.

CPUC Ratemaking

The conditions of the CPUC’s approval of the construction of the PG&E Expansion place PG&E at risk for
its decision to construct based on its-assessment of market demand and for undersubscription and underutilization
of the facility. The CPUC required the application of a “‘cross-over”” ban under which volumes deiivered from
the incremental PGT portion (PGT Expansion) of the Pipeline Expansion must be transported at an incremental
PG&E Expansion rate. The costs of PG&E Expansion operations are recovered only from PG&E Expansion
customers, through rates established in separate PG&E Expansion rate proceedings. -

To date, shippers have executed long-term firm transportation contracts for approximately 40% of capacity
on the PG&E Expansion. However, one of those shippers, which holds a substantial portion of the capacity held
under long-term firm contracts, has an option (o buy out its contract. The option is exerctsable on or before
May 1, 1997. PG&E will continue to market available capacity on the PG&E Expansion on both firm and as-
available bases. Revenues are being collected on the basis of an interim revenue requirement, pending a final
decision in the Pipeline Expansion Project Reasonableness case (PEPR).

In 1994, PG&E filed its application in the PEPR requesting that the CPUC find reasonable the full capital
costs of the PG&E Expansion (estimated to be $810 million). In that proceeding, the ORA recommended a
minimum of $100 million in capital costs be disallowed, while two intervenors jointly recommended a
$237 million disallowance or reallocation of costs among customers. In addition, in 1996, a CPUC ALIJ ordered
consolidation of the market impact phase of the PEPR and the ITCS proceeding described above. An ALJ also
ordered reopening of the 1993 PG&E Pipeline Expansion Rate Case to allow reconsideration of issues regarding
the decision to construct the PG&E Expansion. Were the CPUC to reverse its previous decision, which found
that PG&E was reasonable in constructing the PG&E Expansion, the vitimate outcome could have an adverse
impact on PG&E’s ability to recover its cost for unused capacity on other pipelines as well as on its own
intrastate facilities. Decisions in these proceedings are expected in 1997, if the matters are not otherwise resolved
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as part of the Gas Accord. Under the Gas Accord, PG&E would agree 1o set rates for the PG&E Expansion
based on total capital costs of $736 million.

The CPUC’s decision in the 1997 Cost of Capital proceeding authorized a 1997 return on equity for PG&E
Expansion operations of !1.6%, resulting in an overall rate of return-of 8.99%. Authorized long-term debt levels
for the PG&E Expansion will be reduced from their current 67% to 64% for 1997.

FERC Ratemaking

In Sepltember 1996, the FERC approved a settlement of PGT's 1994 rate case, The major issue in this
proceeding was whether PGT s mainline transportation rates should be equalized through the use of rolled-in
cost allocations, or whether they should continue to reflect the use of incremental cost allocation to-determine
the rates to be paid by firm shippers. (Under incremental rates. a pipeline would generally charge higher rates to
shippers contracting for capacity on newly-added expansion facilities as compared to shippers using depreciated
pre-expansion facilities.) The settlement provides for rolled-in rates effective November 1996. To mitigate the
impact of the higher rolled-in rales on shippers who were paying loer rates under contracts.executed prior to
construction of the PGT Expansion, most of the firm shippers who took service prior to such time receive a
reduction from the rolled-in rate for a six-year period, while PGT Expansion firm shippers pay a surcharge in
addition to the rolled-in rdles to offset the effect of the mitigation. The settlement also provides for rates based
on a return on equity 'of 12.2%. Several parties are seeking rehearing of the FERC order approving the settlement,
but PGT currently expects the settlement to be upheld.

DIVERSIFIED OPERATIONS

In 1996, diversified operations primarily consisted of Enterprises. Enterprises participates in multiple
domestic and international energy businesses. Enterprises, through its wholly owned subsidiary, PG&E
Generating Company, has made the majority of its investments in nonregulaied energy projects through U.S.
Generating Company (USGen), in partnership with Bechtel Enterprises, Inc. (Bechtel). USGen, a California
partnership, manages the development, construction, and operation of non-utility electric generation facilities that
compete, in the United States power generation market. Enterprises™ average overall ownership in all the projects
in which USGen participates is approximately 42 percent.

As of December 31, 1996, USGen’s partners had ownership interests in 17 operating plants. The rotal
generating capacity of these 17 plants is 3,375 MW, of which Enterprises’ share i$ 1,424 MW. The projects were
largely financed with a combination of equity or equity commitments from the project sponsors and non-recourse
debt. USGen, through its affiliate, U.S. Operating Services Company (USOSC), provides contract operations and
maintenance services to many of these facilities.. USGen, through its affiliate, USGen Power Services. L.P,, is
also an active power marketer, USGen also manages appfoximately 5.6 million tons per year of coal deliveries
to its plants and approximately 875 MMcf/d of Canadian and U.S. nawral gas supplies for deliveries to its plants
and to local gas distribution companies.in the Northeast.

Enterprises’ entry into the international market was also made in partnership with Bechtel. Enterprises and
Bechtel formed International Generating Company, Lid. (InterGen). which develops, owns, and operates
international electric generation projects. However, in November 1996, Enterprises and Bechtel reached an
agreememt for Bechtel 1o acquire Enterprises” interest i InterGen. The Company expects to complete the sale in
the first quarter of 1997 and 1o realize dn after-tax gain. Enterprises has refined its international strategy to focus
on select countries and Lo concentrate on end-use energy customers.

In 1995, Enterprises formed Vanius, a retail energy services provider. to assist customers in locating the
most cost-effective electeic and gas products and services. Vautus’ energy services include power marketing for
industrial and large commercial businesses.nationwide. In 1996, Vantus opened new offices in the western United
States to establish a presence and market its services in emerging energy markets.
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PG&E ENVIRONMENTAL MATTERS

Environmental Matters

The following discussion includes certain forward-looking information relating to estimated expenditures
for environmental protection and the possible future impact of environmental compliance. This information
reflects PG&E's current estimates which are periodically evaluated and revised. These estimates are subject 1o a
number of assumptions and ‘unceriainties. including changing laws and regulations. the uliimate outcome of
complex factual investigations. evolving technologies. selection of compliance alternatives. the nature and extent
of required remediation, the extent of PG&E’s responsibility. and the availability of recoveriés or contributions
from third parties. Future estimates and acival results may differ materially from those indicated below.

PG&E and its affiliates are subject to a number of federal, state. and local laws and regulations designed to
protect human health and the environment by imposing stringent controls with regard to planning and
construction activities, land use, and air and water pollution. and. in recent years, by governing the use. treatment.
storage, and disposal of hazardous or toxic materials. These laws and regulations affect future planning and
existing operations, including environmental protection and remediation activities. PG&E has undertaken major
compliance efforts with specific emphasis on its purchase, use. and disposal of hazardous materials. the cleanup
or miligation of historic waste spill and disposal activities. and the upgrading or replacement of PG&E’s bulk
waste handling and storage facilities. The costs of compliance with environmental laws and regulations have
generally been recovered in rates.

Environmental Protection Measures

PG&E’s estimated expenditures for environmental protection are subject to periodic review and revision to
reflect changing technology and evolving regulatory requirements. PG&E's capital expenditures for
environmental protection are currently estimated to be approximately $36 million. $50 million. and $72 million
for 1997, 1998 and 1999, respectively, and are included in PG&E’s three-year estimate of capital requirements
shown above in *‘General—Capital Requirements and Financing Programs.”” Expenditures during these years
will be primarily for oxides of nitrogen (NOx) emission reduction projects at PG&E's fossil-fueled generating
plants and natural gas compressor stations as described below. which currently are expected to decline in the
later years as the NOx reduction projects are completed.

Air Quality

PG&E’s existing thermal electric generating: plants are subject to numerous air pollution control laws,
including the California Clean Air Act (CCAA) with respect to emissions, Pursuant to the CCAA and the Federal
Clean Air Aci, the three local air districts in which PG&E operates fossil-fueled generating planis adopted final
rules that require a reduction in NOx emissions from the power plants of approximately 90% by 2004 (with
numerous interim compliance deadlines). The first major retrofits began in 1995. Certain rewofits will not be
required if the smaller generating units are operated for emergency purposes only after 2000, PG&E currently
estimates that compliance with these NOx rules could require capital expenditures of up to $360 million over
10 years. This .estimate assumes that most of the 170 MW and smaller boilers will be retired before the retrofits
are required. Ongoing business and engineering studies could change this estimate.

Other air districts have adopted NOx rules for PG&E’s natural gas compressor stations in California, and
these rules continue to be modified. Eventually the rules are likely to require NOx reductions of up to 80% for
many of PG&E’s natural gas compressor stations. PG&E currently estimates that the total cost of complying
with these rules will be up to $58 million over five years.

In PG&E's 1996 GRC, the CPUC included $11.5 million in 1996 rate base for the estimated $60 million
cost of gas and electric NOx retrofit projects to be installed in 1996. In the future. PG&E’s electric NOx costs
may be recoverable as CTCs or through PBR, market pricing, or other means established as part of electric
industry restructuring. Under AB 1890, NOx costs would be eligible for recovery as CTCs but only to the extent
that those costs are found by the CPUC to be both reasonable and necessary to maintain the unit in operation
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through 2001. With respect to gas NOX costs, under the proposed Gas Accord $42 million would be included in
rates for gas NOx retrofit projects through 2002.

Water Quality

PG&E’s existing power plants, including Diablo Canyon, are subject to federal and state water quality
standards with respect to discharge constituents and thermal effluents, PG&E's fossil-fueled power plants comply
in all material respects with the discharge constituents standards and either comply in all material respects with
or are exempt from the thermal standards. A thermal effects study at Diable Canyon was completed in May 1988,
and was reviewed by the Central Coast Regional Water Quality Control Board (Central Coast Board),
The Central Coast Board did not make a final decision on the report and requested that PG&E continue its
thermal effects monitoring program. In 1995, the Central Coast Board requested that PG&E prepare an updated
comprehensive asséssment of Diablo Canyon’s thermal effects and approved a reduced environmental monitoring
program. The new comprehensive assessment is scheduled for completion in the fourth quarter of 1997. In the
unlikely event that the Central Coast Board finds that Diablo Canyon's existing thermal limits are not protective
of beneficial uses of the marine waters and that major modifications are required (e.g., cooling towers),
significant additional construction expenses could be required.

Pursuant to the federal Clean Water Act, PG&E is required to demonstrate that the location, design,
construction, and capacity of power plant cooling water intake structures reflect the best technology available
(BTA) for minimizing adverse environmental impacts at all existing water-cooled thermal plants. PG&E has
submitted detailed siudies of each power plant’s intake structure to various governmental agencies. Each plant’s
existing water intake structure was found to meet the BTA requirements. PG&E is currently preparing a new
study for Diablo Canyon. The study is scheduled to be submitted to the Central Coast Board for review in 1999.
In the ‘event that the Centrat Coast Board finds that Diablo Canyon's cooling water intake structure does not
meet the BTA requirements, significant additional expenses for construction or mitigation could be required.
In addition. the promulgation or modification of federal, state, and regional water quality control plans may
impose increasingly stringent cooling water discharge requirements on PG&E power plants in the future. Costs
to comply with renewed permit conditions required to meet any more stringent requirements that might be
imposed cannot be estimated at the present time. '

Several fish species listed or proposed for listing as endangered species may be found in the waters near
certain of PG&E’s power plants. There are severe restrictions on the “‘taking™ (e.g., harassing, wounding, or
killing) of such species. Therefore, significant modifications could be required to plant operations (e.g., cooling
towers) if a plant intake structure or thermal discharge is found to “‘take’” .an endangered species.

Hazardous Waste Compliance and Remediation

PG&E assesses, on an ongoing basis, measures that may need to be taken to comply with laws and
regulations related to hazardous materials and hazardous waste comptfance and remediation activities. At present,
these compliance and remediation costs (other than certain costs directly atiributable to generation facilities)
would generally be recovered through the GRC process or through a separate mechanism established by the
CPUC in 1994 for recovery of certain hazardous waste remediation costs. At present, environmental remediation
costs attributable to the' decommissioning of generation facilities are included in rates as part of decommissioning
costs. Under electric industry restructuring, remediation costs for generation facilities.can be included as eligible
CTCs that may be recovered during the transition period. It is not clear at this time what specific ratemaking
mechanisms may be available for recovery of hazardous waste compliance and remediation costs,after the
transition period.

'

PG&E has a comprehensive program to comply with the many hazardous waste storage, handling, and
disposal requirements promulgated by the United States Environmeéntai Protection Agency .(EPA) under the
Resource Conservation and Recovery Act and the Comprehensive Environmental Response, Compensation,-and
Liability Act (CERCLA), along with California’s hazardous waste laws and other environmental requirements.
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One part of this program is aimed al assessing whether and to what extent remedial action may be necessary 10
mitigate poteniial hazards posed by certain disposal sites and retired manufactured gas plant sites. During their
operation. manufactured gas plants produced lampblack and tar residues, byproducts of a process that PG&E, its
predecessor companies. and other utilities used as early as the 1850s 1o manufacture gas from coal and oil. As
natural gas became widely available (beginning about 1930). PG&E's manufactured gas plants were removed
from service. The residues which may remain at some sites contain chemical compounds which now are
classified as hazardous. PG&E has identified and reported to federal and California environmental agencies 96
manufactured gas plant sites which operated in PG&E's service territory. PG&E owns all or a portion of 29 of
these manufactured gas plant sites. PG&E has a program. in' cooperation with environmental agencies, to
evaluate and take appropriate action 1o mitigate any potential health or environmental hazards at sites which
PG&E owns. PG&E currently estimates that this program may result in expenditures of approximately $8 milljon
to $10 million over the period 1997 through 1998. The full long-term costs of the program cannot be determined
accurately until a closer study of each site has been completed. It is expected that expenses will increase as
remedial actions related to these sites are approved by regulatory agencies or if PG&E is found to be responsible
for cleanup at sites it does not currently own.

Manufactured gas plant sites at which PG&E has been designated as a polentially responsible party (PRP)
under the California Hazardous Substance Account Act (California Superfund) include the Martin Service Center
site and Midway/Bayshore sites in Daly City. California. the San Rafael site, and the Sacramento site.

In addition to the manufactured gas plant sites. PG&E may be required to take remedial action at certain
other disposal sites if they are determined to present a significant threat to human health and the environment
because of an actual of potential release of hazardous substances. PG&E has been designated as a PRP under
CERCLA (the federal Superfund law) with respect to the Purity Oil Sales site in Malaga. California, the Jibboom
Junkyard site in Sacramento, California, the Industrial Waste Processing site near Fresno, California, and the
Lorentz Barrel and Drum site in San Jose, California. The Purity Qil Sales site is a former used oil recycling
facility at which PG&E is one of nine PRPs named in an EPA order requiring groundwater remediation at the
site. PG&E has also entered into an Administrative Order with the EPA to address soil contamination at the site.
PG&E has accrued a $4.5 million liability as of December 31. 1996, for the Purity Oil Sales site. With respect to
the Casmalia site near Santa Maria, California, PG&E and several other generators of waste sent to the site have
entered into an agreement with the EPA 'that requires these generators to perform certain site investigation and
mitigation measures. and provides a release from liability for certain other site cleanup obligations. Court
approval of the agreement is being sought. PG&E has accrued a $3.2 million liability as of December 31, 1996,
for the Casmalia site. Although PG&E has not been formally designated a PRP with respect to the Geothermal
Incorporated site in Lake County, California, the Central Valley Regional Water Quality Control Board and the
California Auorney General's office have directed PG&E and other parties to initiale measures with respect to
the study and remediation of that site. PG&E has accrued a liability of $12.5 million as of December 31, 1996,
for the Geothermal Incorporated site.

In addition to the sites discussed above, PG&E has also been identified as a PRP at certain disposal sites
under the California Superfund. These sites include the Emeryville Service Center site in Emeryville, California.
and the GBF Landfill at Pittisburg, California. PG&E has also been sued for reimbursement of cleanup cosis
incurred by the State of California at PG&E’s former Jibboom Street Siation B power plant in Sacramento,
California. In addition, PG&E has been named as a defendant in several civil lawsuits in which plaimiffs aliege
that PG&E is responsible for performing or paying for remedial action at sites PG&E no longer owns or never
owned.

The cost of hazardous substance remediation ultimately undertaken by the Company is difficult to estimate.
It is reasonably possible that a change in the estimate will occur in the near term due to uncertainty concerning
the Company's responsibility, the complexity of environmental laws and regulations. and the selection of
compliance aliematives. The Company had an accrued liability at December 31. 1996. of $170 million for
hazardous waste remediation costs at those sites where such costs are probable and quantifiable. Environmental
remediation at identified sites may be as much as $400 million if, among other things. other PRPs are not
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financially able to contribute to these costs or further investigation indicates that the extent of contamination or
necessary remediation is greater than anticipated at sites for which the Company is responsible. This upper limit
of the range of costs was estimated using assumptions least favorable to the Company among a range of
reasonably possible outcomes. Costs may be higher if the Company is found to be responsible for cleanup costs
at- addittonal sites or identifiable possible outcomes change.

Potential Recovery of Hazardous Waste Compliance and Remediation Costs

In 1994, the CPUC established a ratemaking mechanism for hazardous waste remediation costs. That
mechanism assigns 90% of the includable hazardous substance cleanup costs to uiility ratepayers and 10% to
utility shareholders. without a reasonableness review of such costs or of underlying activities. However, under
the proposed mechanism, utilities will have the opportunity to recover the shareholder portion of the cleanup
cosls from insurance carriers. Under the mechanism, 70% of the ratepayer portion of PG&E’s cleanup cosls is
attributed to its gas depariment and 30% is autributed to its electric department. PG&E can seek to recover
hazardous substance cleanup costs under the new mechanism in the rate proceeding it deems most appropriate.
In connection with electric industry restructuring. PG&E has proposed that any hazardous waste cleanup costs
related 1o electric generation facilities be removed from this mechanism and included in CTCs. In addition,
PG&E has proposed that this mechanism no longer be used for electric generation-related cleanup costs after
January 1. 1998,

PG&E expects 1o seek recovery of prudently incurred hazardous substance remediation costs through
ratemaking procedures approved by the CPUC. The Company has recorded a regulatory asset at December 31,
1996. of $146 million for recovery of these costs in.future rates. Additionally, PG&E-will seek recovery of costs
from insurance carriers and from other third parties.

In 1992, PG&E filed a complaint in San Francisco County Superior Court against more than 100 of its
domestic and foreign insurers, secking damages and declaratory relief for remediation and other costs associated
with hazardous waste mitigation. PG&E had previously notified ils insurance carriers that it seeks coverage under
its comprehensive general liability policies to recover costs incurred at certain specified sites. In the main,
PG&E's carriers neither admitted nor denied coverage. but requested additional information from PG&E.
Although PG&E has received some amounts in settlements with certain of its insurers, the ultimate amount of
recovery from insurance coverage. either in the aggregate or with respect to a particular site. cannot be guantified
at this time.

Compressor Station Litigation

In 1996, litigation brought against PG&E relating to alleged chromium contamination near PG&E’s Hinkley
Compressor Station was scttled for the aggregate sum of $333 million. The Hinkley Compressor Station is
located along PG&E's gas transmission system in San Bernardino County, California. The plaintiffs had
contended that between 1951 and 1966, PG&E discharged chromium-contaminated wastewater into unlined
ponds, which led to chromium percolating into the groundwater of surrounding property.

Several other cases have been brought against PG&E seeking damages from alleged chromium
contamination at PG&E's Hinkley, Topock, and Ketileman Compressor Stations. See Item 3. ‘‘Legal
Proceedings—Compressor Station Chromium Litigation™" for a description of the pending litigation.

Electric and Magnefic Fields

In Junuary 1991, the CPUC opened an investigation into polential interim policy actions to address
increasing public concern, especially with respect to schools, regarding potential health risks which may. be
associated with electric and magnetic fields (EMF) from utility facilities. In its order instituting the investigation,
the CPUC acknowledged that the scientific community has not reached consensus on the nature of any health
impacts from contact with EMF. but went on to state that a body of evidence has been compiled which raises the
question of whether adverse health impacts might exist. .
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In November 1993, the CPUC adopted an interim EMF policy for California energy utilities which. among
other things. requires California energy utilities to take no-cost and low-cost steps to reduce EMF from new and
upgraded utility facilities. California energy utilities are required to fund a $1.5 million EMF education program
and a $5.6 million EMF research program managed by the California Department of Health Services.

As part of its efforl to educaie the public about EMF. PG&E provides interested custonmers with information
regarding the EMF exposure issue. PG&E also provides a free field measurement service to inform customers
about EMF levels at different locations in and around their residences or commercial buildings.

PG&E and other utilities are involved in litigation concerning EMF. In August 1996. the California Supreme
Court held that homeowners are barred from suing utilities for alleged property value losses caused by fear of
EMF from power lines. The Court expressly limited its holding to property value issues. leaving open the
guestion as to whether lawsuits for alleged personal injury resulting from exposure to EMF are similarly barred.
PG&E is named as a defendant in one pending civil appeal in which plaintiffs allege personal injury resuliing
from exposure to EMF.

In the event that the scientific community reaches a consensus that EMF presents a health hazard and further
determines that the impact of utility-related EMF exposures can be isolated from other exposures, PG&E may be
required to take mitigation measures at its facilitics. The costs of such mitigation measures cannot be estimated
with any certainty at this time. However. such costs could be significant depending on the particular mitigation
measures undertaken, especially if relocation of existing power lines is ultimately required,

Low Emission Vehicle Programs

In December 1993, the CPUC issued its decision in the Low Emission Vehicle (LEV) proceeding which
approved approximately $36 million in funding for PG&E's LEV program for the six-year period beginning in
1996. The CPUC’s decision on electric industry restructuring finds that the costs of utility LEV programs should
continue to be collected by the utility for the duration of the six-year period.




FORMATION OF PG&E CORPORATION

As previously noted, effective January 1. 1997, PG&E Corporation became the parent holding company of
PG&E. PG&E’s ownership .interest in PGT and Enterprises was transferred to PG&E Corporation. The following
financial information summarizes certain pro forma financial effects of the restructuring of PG&E. The
restructuring resulted in PG&E becoming a separate subsidiary of PG&E Corporation with the present holders
of PG&E common stock becoming holders of PG&E Corporation common stock. The pro forma balance sheet
is as of December 31, 1996, and the pro forma income statement is for the twelve months ended December 31,
1996, as if the restructuring occurred December 31, 1996, and January |, 1996, respectively. The restructuring

was accounted for as an as-if pooling of interests. _
Pro Forma (Unaudited)

PG&E PG&E
Consolidated Pro Forma PG&E Corporation
Historical Adjustments(l) Consolidated(!) Consolidated

) (In millions. except per share amounts)

Balance Sheets—As of December 31, 1996

Assets
Net plant in 8&rvVICE. .. ... vuoe et aiiiaaeanes $18.594 $(1,176) $17.418 $18,594
Investments and other noncurrent assets ......... 2,249 (853) 1,396 2,249
CUITENL @S8BLS . ..\ttt v e 2,671 (574) 2,097 2,671
Deferred charges . ..o uni i, 2616 on 2,525 2,616
Total Assets .......... [T FURU $26.130 $(2.694) $23,436 $26,130
Capitalization and Liabilities Capitalization .
Common stock equity . ...... ... .. ... ... $ 8,363 $(1,142) § 7.221 $ 8,363
Preferred stock and preferred securities .. ... ... 840 — 840 840
Long-termdebt .......co vt 7.770 (701) 7.069 7,770
Total Capitalization ................ P 16,973 (1,843) 15,130 16,973
Current liabilities ............................ 3,240 (343) 2,897 3,240
Deferred credits and other noncurrent liabilities . . . 5917 (508) 5.409 5,917
Total Capitalization and Liabilities.............. $26,130 $(2.694) $23.436 $26,130
Book Value per Common Share ................ 20.73 20.73

Statements of Income—
Year Ended December 31, 1996

Operating Revenues . .....................ovns $ 9.610 $ (620) $ 8.990 $ 9.610
Operating Expenses ...........cooiiiinnnvrenn. 7,714 (337) 7877 7,714
Operating [ncome ........... ..o i i iuans 1,896 (83} 1,813 1,896
Interest INCOME .. ..ot iiiiir e 73 3) 70 73
Interest EXpense ........oooiiiiiranennennn. (640} 32 (608) (640)
Other Income and (Expense) ..................... L)) 10 (%) (19}
Preferred Dividend Requirements of PG&E ........ — —-— — 332
Pretax Income ... ..o 1.310 (44} 1,266 1,277
Income Taxes .......vuninneniinnnneiaiennns 555 29 526 555
NetIncome ......ovoniinin i iiaenns 755 (15 740 722
Preferred Dividend Requirements . ................ 33 33(2) —
Earnings Available for Common Shares ........... $ 722 $ 722
Eamings per Common Share..................... $ 175 $ 175

(1) Reflects transfer of PGT und Enterprises from PG&E 1o PG&E Corporation in connection with restructuring.
(2}  Reflects dividends associated with PG&E Preferred Stock as a charge against retained earnings for PG&E and as a charge against net
income for PG&E Corporation.
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ITEM 2. Properties.

Information concerning PG&E's electric generation units. gas transmission facilities, and electric and gas
distribution facilities is included in response to liem 1. All real properties and substantially all personal properties
of PG&E are subject to the lien of an indenture which provides security to the holders of PG&E's First and
Refunding Morigage Bonds.

ITEM 3. Legal Proceedings.

See ltem | — Business, for other proceedings pending before governmental and administrative bodies. In
addition to the following legal proceedings. PG&E is subject to routine litigation incidental to its business.

Antitrust Litigation

On December 3. 1993, the County of Stanislaus and Mary Grogan, a residential customer of PG&E. filed a
complaint in the U.S. District Court. Eastern District of California. against PG&E and PGT. on behaif of
themselves and purportedly as a class action on behalf of ail natural gas customers of PG&E during the period
of February 1988 through October 1993, The complaint alleged that the purchase of natural gas in Canada was
accomplished in violtation of various antitrust laws and sought damages of as much as $950 million. before
webling. In August 1994, the District Court dismissed plaintiffs’ antitrust claims, and in September 1994, the
plaintiffs filed an amended complaint which added Alberta and Southern Gas Co. Lid., PG&E’s gas purchasing
subsidiary, as a defendant. The amended complaint reiterated price fixing claims and also alleged that the
defendants, through anticompetitive practices, foreclosed access over the PGT pipeline to altemnative sources of
gas in Canada.

On December 18, 1995, the District Coun dismissed the plaintiffs’ amended complaint with prejudice. In
dismissing the lawsuil. the District Court determined that plaintiffs were barred from making price fixing
allegations because gas rates had been reviewed by various federal authorities and the CPUC. The District Court
also found that plaintiffs were barred from making foreclosure of access claims because the volume of imports
of gas had been reviewed by federal authorities. and the CPUC had actively overseen the allocahon of pipeline
capacity. Plaintiffs have filed an dppeal with the Court of Appeals.

The Company believes that the ultimate outcome of this matter will not have a material adverse impact on
its financial position.

Counties Franchise Fees Litigation’

On March 31. 1894, the Counties of A]ameda and Santa Clara ﬁled a complaint in Santa Clara County
Superior Court against PG&E on behalf of themselves and purportedly as a class action on behalf of 47 counties
with which PG&E has gas or electric franchise contracts. Franchise contracts require PG&E to pay fees on an
annual basis to cities and counties for the right to use or occupy public streets and roads. The complaint alleges
that, since at least 1987, PG&E has intentionally underpaid its franchise fees to the counties in an unspecified
amount.

The complaint cites two reasons for the alleged underpayment of fees. Based on their interpretation of
certain legislation, the plaintiffs allege that PG&E has been using.the wrong methodology to compute the
franchise fees payable to the plaintiff counties. The plaintiffs also allege [hal fees have been underpaid due to
incorrect calculations under the-methodology used by PG&E.

The parties agreed to stipulate to this case proceeding as a class action lawsuit regarding the issue of the
correct payment methodology to be applied in calculating the franchise fees due to the plaintiffs, On March 4,
1995, the Superior Court granted PG&E’s motion for summary judgment in the class action lawsuit.
The plaintiffs appealed that ruling and on January 14, 1997, the Court of Appeal upheld the summary judgment
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in PG&E’s favor. The plaintiffs did not seek review of the Court of Appeal's ruling, and accordingly the
summary judgment has become final, resolving the issue regarding the payment methodalogy.

Consistent with the agreement between the parties noted above, the plaintiffs refiled a separate action
covering just the issue of whether PG&E properly computed its franchise payments, assuming that PG&E has
been using the correct methodology. Plaintiffs may now reactivate this case. which had been stayed pending
resolution of the challenge to the payment formula. Plaintiffs have not indicated damages to be sought in that
separate action, but they are not anticipated to be material.

Cities Franchise Fees Litigation

On May 13, 1994, the City of Santa Cruz filed a complaint in Santa Cruz County Superior Court against
PG&E on behalf of itself and purportedly as a class action on behalf of 107 cities with which PG&E. has certain
electric franchise contracts. The complaint alleges that, since at least 1987, PG&E has intentionally underpaid its
franchise fees to the cities in an unspecified amount.

The complaint alleges that PG&E has asked for and accepted electric franchises from the cities included in
the purported class, which provide for lower franchise payments than required by franchises granted by other
cities in PG&E’s serviée territory. Plaintiff asserts that this was done in an unlawfully discriminatory manner
biased solely on location. The plaintiff also alleges that the transfer of these franchises to PG&E by its
predecessor companies was not approved by the CPUC as required, and, therefore, all such franchise contracts
are void.

The Court has certified the class of 107 cities in this action, and approved the City of Santa Cruz as the
class representative. On.September 1, 1993, the Court denied PG&E'’s motions for summary judgment and class
decertification in this case. The Court did bifurcate the issues in the case for trial such that the is5ue concerning
whether PG&E engaged in unlawful discrimination in accepting certain franchise contracts with differing
payment formulas would be tried first, to be followed by the issue relating to the validity of PG&E’s current
franchise contracts with the plaintiff cities. ' ’

On January 22, 1996, the Court granted PG&E's motion for summary judgment against- five class member
cities with respect to the cities’ claims that the different franchise payment formulas in the 1937 Franchise Act
constitute unlawful discrimination. On March 19, 1996, the Court granted PG&E's motion for judgment against
the 31 charter cities who are members of the plaintiff class, including the class répresentafive (the City of Santa
Cruz). The Court determined that those cities had no basis for their claims against PG&E since their franchise
fee structure was of their own choosing as a matter of ‘*home rule’™” underthe California Constitution.

At present, 71 general law cities remain as merrjbgrs of the plaintiff class. Given the Court’s pridr rulings,
the only remaining triable issue relates to the validity of PG&E’s current franchise contracts with the remaining
plaintiffs. Trial has been postponed indefinitely pending plaintiffs’ appeal of the rulings against them.

Should the cities prevail on the issue of franchise fee.calculation methodology, PG&E's annual system-wide
city electric franchise fees could increase by approximately $14 million and damages for alieged underpayments
for the years 1987 to 1996 could be as much as $145 million (exclusive of interest). If the Court’s rulings
effectively eliminating certain cities’ claims become final. PG&E’s potential damages and increased fees would
be significantly reduced. In that event, should the remaining plaintiffs prevail; PG&E’s annual systemwide city
electric franchise fees could increase by approximately $4 miilion and damages for the remaining plaintiffs for
alleged underpayments could be as much.as $39 million (exclusive of interest). The ultimate damages and/or
increase in fees in any case might vary depending on the Court’s interpretation of the. plaintiffs’ claims,
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The Company believes that the ultimate cutcome of this matter will not have a material adverse impact on
its financial position or results of operations.

Norcen Litigation

In March 1994, Norcén Energy Resources Limited (Norcen Energy) and Norcen Marketing Incorporated
{Norcen Marketing) filed a complaint in the U.3. District Court, Northern District of California. against PG&E
and PGT. Norcen Marketing has a 30-year gas transportation contract with PGT. which is guaranteed by Norcen
Energy. The complaint alleged that PGT and PG&E wrongfully induced Norcen Energy and Norcen Marketing
to enter into the 30-year coniract by concealing legal action taken by PG&E before the CPUC (requesting
clarification that gas shipped on the PGT portion of the Pipeline Expansion should pay PG&E’s incremental
Expansion rates for in-state Service) two days before Norcen Marketing’s contract became binding. The
complaint also alleged breach of represematlons to plaintiffs that PG&E would not ‘‘unreasonably’” build its
Pipeline Expansion with less than “*sufficient”” firm subscription and a breach of an agreement between PGT
and a Norcen predecessor relating to the installation of additional capacity. In addition 1o state law contract
claims, the complaint also alleged a series of federal and state antitrust claims related to the construction of the
Pipeline Expansion and PG&E's alleged refusals 1o allow access to the original PGT and California transmission

syslems.

In September 1994, the District Court granted PGT’s and PG&E’s motion to dismiss ali federal antitrust
claims in the complaint originally filed in this case. and dismissed the remaining state law claims for lack of
jurisdiction,

In October 1994, plaintiffs filed an amended complaint. The amended complaint reasserted part of the
original complaint’s antitrust claims, asserted new antitrust claims based on the same facts, and specifically
alleged diversity jurisdiction for the state law contract claims. In July 1995, the District Court issued an order on
PG&E’s motion to dismiss the amended complaint. The order dismisses all of plaintiffs’ federal and state
antitrust claims, but does not dismiss Vvarious state law contract claims, including claims based on fraudulent
inducement and breach of contract. Plaintiffs have the right to appeal the dismissal of the antitrust claims 1o the
Court of Appeals. Plaintiffs still seek rescission of their gas transportation contracts and compensatory and
punitive damages in connection with their remaining state law claims. The Company believes plaintiffs in this
action might seek contract damages of approximately $100 million in this matter.

The Company believes-that the ultimate outcome of this. matter will not have a material adverse impact on
its financial position or results.of operations. '

California Attorney General Investigation

In February 1995, the California Attorney General .(AG) initiated an investigation to determine whether
PG&E and its consultant, Tenera. Inc. (Tenera), violated the Federal Clean Water Act and the California Water
Code in connection with a 1988 study of the cooling water intake system at Diablo Canyon (1988 Study). The
United States Department of Justice (DOJ} has since joined the A(G’s investigation. PG&E has been in
discussions with the AG and the DOJ concerning the disposition of this matter and related litigation with the
League For Coastal Protection and John W. Carter (collectively, the Diablo Canyon Environmental Litigation).
See ‘‘Diablo Canyon Environmental Litigation’” below. In those discussions, the AG and DQJ have indicated
their belief that PG&E violated the Federal Clean Water Act, the California Water Code, and other provisions of
California law in connection with the 1988 Study. The AG and DOJ have proposed a resolution of these matters
that involves the payment by PG&E of civil penalties and mitigation project costs.

The Company believes that the ultimate outcome of these matters will noi have a material adverse impact
-on its financial position or results .of operations.
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Diable Canyon Environmental Litigation

On October 13, 1995, the League for Coastal Protection (Coastal League) filed a lawsuit in San Francisco
County Superior Court against PG&E and its consultant, Tenera, alleging violations of the California Business
and Professions Code in connection with the 1988 Study. The 1988 Study is also the subject of an investigation
by the AG and DOJ, as described above. The Coastal League.alleges that PG&E and its consultant violated the
law by making misrepresentations in connection with the 1988 Study. The Coastal League seeks an.unspecified
amount of damages related to restitution or disgorgement of improper or excessive profits, punitive damages,
injunctive relief, and attorneys’ fees.

On April 16, 1996, the Coastal League filed another lawsuit in the United States District Court, Northern
District of California, against PG&E and Tenera, alleging violations of the federal Clean Water Act.in connection
‘'with the 1988 Study. The Coastal League-alleges that PG&E and Tenera withheld data from the 1988 Study'and
submitted misleading information to the state and federal agencies. The Coastal League seeks a judgment that
PG&E has violated its discharge permit for Diablo Canyon, revocation of the peimit, an order requiring
restoration of the marine environment; an unspecified amount: of civil penaltles and recovery of its litigation and
attorneys’ fees.

Also on April 16, 1996, PG&E received a copy of a complaint filed in a third case involving the 1988 Study.
In this case, John W. Carter (Carter) alleges on behalf of himself and the United States and the State of California
that PG&E, Tenera, and certain of their employees violated the federal and state False Claims Acts by filing an
incomplete report in 1988 (i.e., the 1988 Swdy) and failing to correct it. The United States and the State of
California have declined to prosecute this action, and it is maintained by Carter, who is represented by the same
attorneys representing the Coastal League. The plaintiffs seek civil penalties, trebie damages, a separate payment
to Carterunder the False Claims Acts, and attorneys” fees:

See “‘California Attorney General Investigation” above for a discussion of a possible resolution of this
litigation.

The Company believes that the ultimate cutcome of this matter will not have a material adverse impact on
its financial position or results of operations.

Compressor Station Chromium Litigation

PG&E has been named as a defendant in several civil actions filed in Southern California courts on behalf
of more than 1,500 plaintiffs. These cases are Aguayo v. PG&E, filed March 15, 1995, in Los Angeles County
Superior Court; Aguilar v. PG&E, filed October 4, 1996, in Los Angeles County Superior Court; Tate v. PG&E,
filed October 29, 1996, in San Bernardino County Superior Court; and Adams v. Betz, filed September 21, 1994,
in Los Angeles County Superior Court. In the Adams case, the claims remaining against PG&E arise from a
cross-claim filed by Betz Chemical Company (Betz), the supplier of water treatment products containing
chromium which are used at the gas compressor stations. All of these cases will be referred to collectively as the
““‘Aguayo Litigation.”” Each of the complaints in the Aguayo ngauon allege pérsonal injuries and seek
compensatory and punitive -damages in an unspecified amount arising out of alleged exposure to chromium
contamination in the vicinity of PG&E's gas compressor stations.at Kettleman, Hinkley, and Topock, California.
Betz also is named as a defendant in the Aguayo Litigation. The plaintiffs in the Aguayo Litigation include
PG&E employees, former PG&E employees, relatives of PG&E employees or former employees, residents in
the vicinity of the compressor stations, and persons who visited the gas compressor stations; alleging exposure
to chromium at or near the compressor stations. The plaintiffs also include spouses or children of these plaintiffs
who claim only loss of consortivm or injury through the alleged exposure of their parents, PG&E is responding
to the complaints and asserting affirmative defenses. PG&E will pursue appropriate legal defenses, including
statute of limitations or exclusivity of workers’ compensation laws, and factual defenses, including lack of
exposure to chromium and the inability of chromium to cause certain of the illnesses alleged. At this stage of the
proceedings, there is substantial uncertainty concerning the claims alleged, and PG&E is attiempting to gather
information concerning the alleged type and duration of exposure, the hature of injuries alleged by individual
plaintiffs, and the additional facts necessary to support its legal defenses, in order to better evaluate and defend
this litigation.
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The Company believes that the ultimate outcome of this matter will not have a material adverse impact on
its financial position or results of operations.

ITEM 4. Submission of Matters to a Vote of Security Holders.
Not applicable.
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““Executive officers,”’

EXECUTIVE OFFICERS OF THE REGISTRANT

and Exchange Act of 1934, of PG&E Corporation are as follows*:
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as defined by Rule 3b-7 of the General Rules and Regulations under the Securities

Age at
December 31,
1996 Position

59 Chairman of the Board and Chief Executive Officer

54 President and Chief Operating Officer

58 Executive Vice President (PG&E)

52 Senior Vice President and General Manager. Customer Energy Services
(PG&E)

49 Senior Vice President—Corporate Services (PG&E)

45 Senior Vice President and General Manager,
Gas Supply Business Unit (PG&E}

48 Chief Financial Officer

47 General Couonsel

49 Vice President—Corporate Planning (PG&E)

*All positions are with PG&E-Corporation, unless otherwise noted.
**Mr, Shiffer will retire effective Aprdl 1, 1997,

““Executive officers,”’ as defined by Rule 3b-7 of the General Rules and Regulations under the Securities
and Exchange Act of 1934, of PG&E are as follows*:
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.D. Shiffer** ... .........
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B. R. Worthington ............
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*All positions are with PG&E.
**Mr. Shiffer will retire effective Aprl 1, 1997,

All officers of PG&E Corporation and PG&E serve at the pleasure of the relevant Board of Directors. All
executive officers of both companies have been employees of PG&E for the past five years. During that period,
the executive officers had the following business experience as PG&E empioyees and/or officers, and/or PG&E

Corporation officers®:

S.T. Skinner

R.D. Glynn,

J.D. Shiffer

Name

1} N

Age at
December 31,
1996 Position
59 Chairman of the Board.and Chief Executive Officer
54 President and Chief Operating Officer
58 Executive Vice President
52 Senior Vice President and General Manager, Customer Energy Services
49 Senior Vice President-—Corporate Services
45 Senior Vice President and General Manager, Gas Supply Business Unit
48 Senior Vice President and Chief Financial Officer
47 Senior Vice President and General Counsel
49 Vice President—Corporate Planning

Position

Chairman of the Board and Chiel Executive
Officer (FG&E Corporation}

Chairman of the Board and Chief Executive
Officer

President and Chief Executive Officer

President and Chief Operating Officer

President and Chief Operating Officer
(PG&E Corporation)

President and Chief Operating Officer

Executive Vice President

Senior Vice President and General Manager,

Customer Energy Services Business Unit

Senior Vice President and General Manager,

Electric Supply Business Unit
Executive Vice President

Period Held Office
December 18, 1996 to current
June 1, 1995 to current
July 1, 1994 to May 31, 1995
November 1, 1991 to June 30, 1994
December 18, 1996 to current
June 1, 1995 10 current
July 1, 1994 to May 31, 1995
January 1, 1994 to June 30, 1994
November 1, 1991 1o December 31, 1993

November 1, 1991 to current



Name

R.J. Haywood . ..

Position

Senior Vice President and General Manager.
Customer Energy Services Business Unit

Vice President of Power System

Vice President-Power Planning and Contracts

Senior Vice President-Corporate Services

Vice President and Assistant to the Chief
Executive Officer

Vice President and Assistant to the Chairman
of the Board

Sentor Vice President and General Manager,
Gas Supply Business Unit

Vice President and Treasurer

Chief Financial Officer (PG&E Corporation)

Senior Vice President and Chief Financial
Officer

Vice President and Chief Financial Officer

General Counsel (PG&E Corporation)

Senior Vice President and General Counsel

Vice President and General Counsel

Chief Counsel-Corporate

*All positions are with PG&E, unless otherwise noted.

45

Period Held Office

December 21, 1994 10 current

February 22, 1993 to December 20, {994
April 20, 1988 0 February 21, 1993
June 1, 1995 10 current

July 1, 1994 10 May 31, 1995

November 1. 1991 to June 30, 1994
August !, 1993 to current

January 15, 1992 to July 31, 1993
December 18, 1996 lo current
June 1, 1995 (o current

November 1, 1991 to May 31, 1995
December 18, 1996 10 current

June 1, 1995 to current

December 21, 1994 to May 31, 1995
January 10, 1591 10 December 20, 1994




PART 11

ITEM 5. Market for the Registrant’s Common Equity and Related Stockholder Matters.

Information responding to part of Item 5 is set forth on page 42 under the heading **Quarterly Consolidated
Financial Data’’ in the 1996 Annual Report to Shareholders, which information is hereby incorporated by
reference and filed as part of Exhibit 13 to this report.

PG&E has made no sales of unregistered equity securities in the last three years. PG&E Corporation has
made the following sales of unregistered equity securities during such period:

On January 27, 1997, PG&E Corporation issued 14,607,143 shares of common stock The shares were
issued to nine former sharcholders of Teco in connection with the acquisition by PG&E Corporation of
Teco. PG&E Corporation owns all the outstanding shares of Teco as a result of the acquisition. The shares
were issued in reliance upon the exemption from registration under the Securities Act of 1933, as amended,
pursuant to Section 4(2) thereof and Rule 506 of Regulation D thereunder. All of the former sharcholders
of Teco represented that they were “‘accredited investors’” as defined in Rule 501(a) under the Securities
Act of 1933 and made other representations establishing the basis for thé exemption. A legend as provided
for by Rule 501 (d}(3) was placed on each of the stock certificates representing the shares of PG&E
Corporation common stock received by the former shareholders of Teco.

ITEM 6. Selected Financial Data.

A summary of selected financial information for the Company for each of the last five fiscal years is set
forth on page 8 under the heading *‘Selected Financial Data’” in the 1996 Annual Report to Shareholders, which
information is hereby incorporated by reference and filed as part of Exhibit 13 to this report.

ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations,

A discussion of the Company’s financial condition, changes in financial condition and results of operations
is set forth on pages 9 through 19 under the heading ‘‘Management's Discussion and Analysis of Consolidated
Results of Operations and Financial Condition™” in the 1996 Annual Report to Shareholders, which discussion is
hereby incorporated by reference and filed as part of Exhibit 13 to this report.

ITEM 8. Financial Statements and Supplementary Data,

Information responding to Item 8 is contained in the 1996 Annual Report to Shareholders on pages 20
through 43 under the headings *‘Statement of Consolidated Income,” ‘‘Statement of Consolidated Cash Flows,”
“‘Consolidated Balance Sheet,”” ‘‘Statement of Consolidated Common Stock Equity, Preferred Stock and
Preferred Securities,”” ‘‘Statement of Consolidated Capitalization,”” *‘Statement of Consolidated Segment
Information,”” “Notes to Consolidated Financial Statements,”’ ‘‘Quarterly Consolidated Financial Data
{Unaudited),”” and *‘Report of Independent Public Accountants,”” which information is hereby incorporated by
reference and filed as part of Exhibit 13 to this report.

ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

PART III
ITEM 10, Directors and Executive Officers of the Registrant.

Information regarding executive officers of PG&E is included in a separate item captioned *‘Executive
Officers of the Registrant’” contained on pages 44 through 45 in Part I of this report. Other information
responding to Item 10 is included on pages 2 through 5 under the heading ‘‘Election of Directors of PG&E
Corporation and PG&E’" and page 29 under the heading *‘Section 16(a) Beneficial Ownership Reporting
Compliance’’ in the 1997 Joint Proxy Statement relating to the 1997 Annual Meetings of Shareholders, which
information is hereby incorporated by reference.
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ITEM 11. Executive Compensation.

Information responding to Item 11 is included on page 8 under the heading *‘Compensation of Directors’
and on pages 19 through 27 under the heading ‘*Executive Compensation” (excluding the sections thereunder
entitled “*Nominating and Compensation Commitiee Report on Compensation’” and “‘Comparison of Five-Year
Cumulative Total Shareholder Return’’) in the 1997 Joint Proxy Statement relating 1o the 1997 Annual Mectings
of Shareholders. which information is hereby incorporated by reference.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management.

Information responding to Item 12 is included on pages 10 and 28 under the headings ‘*Security Ownership
of Management'’ and *‘Principal Shareholders’ in the 1997 Joint Proxy Statement relating to the 1997 Annual
Meetings of Shareholders. which information is hereby incorporated by reference.

ITEM 13. Certain Relationships and Related Transactions.

Information responding to Item 13 is included on page 9 under the heading '*Certain Relationships and
Related Transactions’” in the 1997 Joint Proxy Statement relating to the 1997 Annual Meetings of Shareholders,
which information is hereby incorporated by reference.

PART IV
ITEM 14. Exhibits, Financial Statement Schedules, and Reports on Form §-K.
(a) The following documents are filed as 2 part of this report:

I. The following consolidated financial statements, schedules of consolidated segment information,
supplemnental information, and -report of independent public accountants contained in the 1996
Annual Report to Shareholders, are incorporated by reference in this report:

Statement of Consolidated Income for the Years Ended December 31, 1996, 1995, and 1994,
Statement of Consolidated Cash Flows for the Years Ended December 31, 1996. 1995, and 1994,
Consolidated Balance Sheet at December 31, 1996, and 1995.

Statement of Consolidated Common Stock Equity, Preferred Stock and Preferred Securities for the
Years Ended December 31, 1996, 1995, and 1994.

Statement of Consolidated Capitalization at December 31, 1996, and 1995.

Schedule of Consolidated Segment lnformation for the Years Ended December 31, 1996, 1995, and
1994,

Notes to Consolidated Financial Statements.
Quarterly Consolidated Financial Data (Unaudited).
Report of Independent Public Accountants.

2. Report of Independent Public Accountants included at page 53 of this Form 10-K.
3. Consolidated financial statement schedules:

II — Consolidated Valuation and Qualifying Accounts for the Years Ended December 31, 1996,
1995 and 1994.
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*

Schedules not included are omited because of the absence of conditions under which they are required or
because the required information is provided in the consolidated financial statements including the notes thereto.

4. Exhibits required to be filed by Itern 601 of Regulation S-K:

31

32

33
34

10.1

10.2

10.3

*10.4

*10.5

Restated Articles.of Incorporation of PG&E Corporation effective as of December 19, 1996
(PG&E Corporation’s Form 8-B (File No. 1-12609), Exhibit 3.1).

By-Laws of PG&E Corporation effective as of December 19, 1996 (PG&E Corporation’s
Form $-B (File No. 1-1260%9), Exhibit 3.2).

Agreement of Merger (PG&E Corporation’s Form 8-B (File No. 1-12609), Exhibit 1).

Restated Articles of Incorporation of Pacific Gas and Electric Company effective as of July
26, 1994 (PG&E’'s Form 10-Q, for guarter ended June 30, 1994 (File No. 1-2348), Exhibit
3.0

By-Laws of Pacific Gas and Electric Company as of January 1, 1997.

First and Refunding Mortgage of PG&E dated December 1, 1920, and supplements thereio
dated April 23, 1925, October 1, 1931, March 1, 1941, September 1, 1947, May 15, 1950,
May I, 1954, May 21, 1958, November 1, 1964, july 1, 1965, Iuly 1, 1969, January 1,
1975, Tune 1, 1979, August 1, 1983, and December 1, 1988 (Registration No. 2-1324,
Exhibits B-1, B-2, B-3; Registration No. 2-4676, Exhibit B-22; Registration No. 2-7203,
Exhibit B-23; Registration No. 2-8473, Exhibit B-24; Registration No. 2-10874,
Exhibit 4B; Registration No. 2-14144, Exhibit 4B; Registration No. 2-22910, Exhibit 2B;
Registration No. 2-23759, Exhibit 2B; Régistration No. 2-35106, Exhibit 2B; Registration
No. 2-54302, Exhibit 2C: Registration No. 2-64313, Exhibit 2C; Registration No. 2-86849,
Exhibit 4.3; PG&E’s Form 8-K dated January 18, 1989 (Fiie No. 1-2348), Exhibit 4.2).

Firm Transportation Service Agreement between PG&E and Pacific Gas Transmission
Company dated OQctober 26, 1993 (PG&E's Form 10-K for fiscal year 1993
(File No. 1-2348), Exhibit 10.4), rate schedule FTS-1, and general terms and conditions.

Transportation Service Agreement as Amended and Restated between PG&E and El Paso
Natural Gas Company dated November 1, 1993 (PG&E’s Form 10-K for fiscal year 1993
(File No. 1-2348), Exhibit 10.5), rate schedule FT-1, and general terms and conditions.
(PG&E's Form 10-K for fiscal year 1995 (File No. 1-2348, Exhibit .10.2).

Diablo Canyon-Settlement Agreement (Diablo Settlement) dated June 24, 1988 (PG&E's
Form 8-K dated June 27, 1988) (File No. 1-2348), Exhibit 10.1), Implementing Agreement
dated July 15, 1988 (PG&E’s Form 10-Q for the quarter ended June 30, 1988
(File No. 1-2348), Exhibit 10.1), portions of the California Public Utilities Commission
Decision No. 88-12-083, dated December 19, 1988, interpreting the Diablo Settlement
(PG&E's Form 10-K for fiscal year 1988 (File No. 1-2348), Exhibit 10.4) and Settlement
Agreement dated December 14, 1994, modifying the Diablo Settlement (PG&E's
Form 10-K for fiscal vear 1995 (File No. 1-2348), Exhibit 10.3).

Pacific Gas and Electric Company Deferred Compensation Plan for Directors (PG&E's
Form 10-K for fiscal year 1992 (File No. 1-2348), Exhibit 10.5).

PG&E Corporation Deferred Compensation Plan for Directors. (PG&E Corporation’s
Form 8-B (File No. 1-12609), Exhibit 10.5)

Management contract or compensatory plan or arrangement required to be filed as an exhibit to this report

pursuant to Item 14(c) of Form 10-K.
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*10.6

*10.7

*10.8

*10.9

*10.10

*10.11

*10.12

*10.13

*10.14

*10.15

*10.16

*10.17

1.
12.1
12.2

Pacific Gas and Electric Company Deferred Compensation Plan for Officers (PG&E's
Form 10-K for fiscal yvear 1991 (File No. 1-2348). Exhibit 10.6).

Savings Find Plan for Employees of Pacific Gas and Electric Company applicable to non-
union employees, as amended and restated effective as of January 1, 1997 (PG&E
Corporation’s Form 8-B (File No. 1-12609), Exhibit 10.7).

Short-Term Incentive Plan for Officers of Pacific Gas and Electric Company, effective
January 1, 1996 (PG&E's Form 10-K for fiscal year 1995 (File No. 1-2348). Exhibu 10.7).

The Pacific Gas and Electric Company Retirement Plan applicable to non-union
employees, as amended October 18. 1995. effective January 1, 1996 (PG&E's Form 10-K
for fiscal year 1995 (File No. 1-2348), Exhibit 10.8).

Pacific Gas and Electric Company Supplemental Executive Retirement Plan, as amended
through October 16, 1991 (PG&E’s Form 10-K for fiscal year 1991 (File No. 1-2348),
Exhibit 10.11).

Pacific Gas and Electric Company Relocation Assistance Program for Officers (PG&E’s
Form 10-K for fiscal year 1989 (File No. 1-2348), Exhibit 10.16).

Pacific Gas and Electric Company Executive Flexible Perquisites Program (PG&E’s
Form 10-K for fiscal year 1993 (File No. 1-2348), Exhibit 10.16).

PG&E Postretitement Life Insurance Plan (PG&E's Form 10-K fér fiscal year 199]
(File No. 1-2348), Exhibit 10.16).

PG&E Corporation Retirement Plan for Non-Employee Directors (PG&E Corporation’s
Form 8-B (File No. 1-12609), Exhibit 10.14).

Pacific Gas and Electric Company Retirement Plan for Non-Employee Directors (PG&E
Corporation’s Form 8-B (File No. 1-12609), Exhibit 10.15).

Executive Compensation Insurance Indemnity in respect of Deferred Compensation Plan
for Directors, Deferred Compensation Plan for Officers, Supplemental Executive
Retirement Plan and Retirement Plan for Non-Employee Directors (PG&E’s Form 10-K
for fiscal year 1991 (File No. 1-2348), Exhibit 10.19).

PG&E Corporation Long-Term Incentive Program, as amended and restated effective as
of January 1, 1997, including the PG&E Corporaticn Stock Option Plan, Performance Unit
Plan and Restricted Stock Plan for Non-Employee Directors (PG&E ~ Corporation’s
Form 8-B (File No. 1-12609), Exhibit 10.17).

Computation of Eamings Per Common Share.
Computation of Ratios of Earnings to Fixed Charges.

Computation of Ratios of Earnings to Combined Fixed Charges and Preferred Stock
Dividends.

*  Management contract or compensatory plan or arrangement required to be filed as an exhibit to this report
pursuant to [tem 14(c) of Form 10-K.
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13. 1996 Annual Report to Sharcholders (portions of the 1996 Annual Report to Shareholders
under the headings *‘Selécted Financial Data,” ‘‘Management’s Discussion and Analysis of
Consolidated Results of Operations and Financial Condition,” ‘‘Report of Independent
Public Accountants,”” ‘*Statement of Consolidated Income,”” ‘‘Consolidated Balance
Sheet,”” “‘Statement of Consolidated Cash Flows,”” *‘Statement of Consolidated Common
Stock Equity, Preferred Stock and Preferred Securities,”” "‘Statement of Consolidated
-Capitalization,”” ‘‘Schedule of Consolidated Segment Information,”” ‘‘Notes te Consolidated
Financial Statements’ and ‘‘Quarterly Consolidated Financial Data,”’ included only) (except
for those portions which are expressly incorporated herein by reference, such 1996 Annual
Report to Sharcholders is furnished for the information of the Commission and is not deemed
to be ““filed’" herein). '

21.  Subsidiaries of the Registrants.
23.  Consent of Arthur Andersen LLP. .

24.1 Resolutions of the Boards of Directors of PG&E Corporation and Pacific Gas and Electric
Company authorizing the execution of the Form 10-K.

24.2 Powers of Attorney.
27.  Financial Data Schedule.

The exhibits filed herewith are attached hereto (except as noted) and those indicated above which are not
filed herewith were previously filed with the Commission as indicated and are hereby incorporated by reference.
Exhibits will be furnished to security holders of the Company upon written request and payment of a fee of $0.30
per page. which fee.covers only the Company’s reasonable expenses in furnishing such exhibits. The Company
agrees to furnish to the Commission upon request a copy of any instrument defining the rights of long-term debt
holders not otherwise required to be filed hereunder.

{b) Reports on Form 8-K

Reports.on Form 8-K during the quarter ended.December 31, 1996 and through the date hereof:

1. October 16, 1996(1)
Item 5. Other Events

— Performance Incentive Plan — Year-to-Date Financial Results
~— Common Stock Dividend Reduction

2.  November 22, 1996(1)

Item 5. Other-Events

— Acquisitions and Dispositions

3. December 20, 1996(1)

Item 5. Other Events

—  Performance Incengive Plan — 1997 Targel

4. January 2, 1997(1)(2)
Item 5. Other Events
— Holding Company Formation

5.  January 7, 1997(1)(2)

Item 5. Other Events

— Electric Industry Restructuring
— 1997 ECAC

6. January 16, 1997(1)(2)

Item 5. Other Events

— Performance Incentive Plan — Year-to-Date Financial Results
— 1996 Consolidated Earnings (unaudited)
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(1
2)

7. January 31. 1997(1)(2)

I[tern 5. Other Events

— Acquisition of Valero Energy Corporation

— Acquisition of Teco Pipeline Company

—  Electric Industry Restructuring Cost Recovery Plan

8. February 19, 1997(1)(2)
ftem 7. Financial Statements, Pro Forma Financial Information and Exhibits
- 1996 Financial Statements

9. March 3, 1997(1%(2)
Item 5. Other Events
-— Proposed Decision on Diablo Canyon Ratemaking Proposal

Filed under Commission File Number 1-2348 (PG&E)
Filed under Commission File Number 1-12609 (PG&E Corporation)
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrants have duly caused this report to be signed on their behalf by the undersigned, thercunto duly
authorized, in the City and County of San Francisco, on-the 4th day of March, 1997.

PG&E CORPORATION PACIFIC GAS AND ELECTRIC COMPANY
{Registrant) (Registrant)
By /s/ GARY P. ENCINAS By /s/ GARY P. ENCINAS
{Gary P. Encinas, Altorney-in-Fact) (Gary P. Encinas, Attorney-in-Fact) -

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title 2.-_42
A. Principal Executive Officer or Officers
*STANLEY T. SKINNER Chairman of the Board, March 4, 1997
Chief Executive Officer, and Director
(PG&E Corporation)

Chairman of the Board,
Chief Executive Officer, and Director
(Pactfic Gas and Electric Company)
B. Principal Financial Officer
*GORDON R. SMITH Chief Financial Officer March 4, 1997
(PG&E Corporation)
Senior Vice President and
Chief Financial Officer
(Pacific Gas and Electric Company)
C. Principal Accounting Officer
*CHRISTOPHER P. JOHNS Controller (PG&E Corporation) March 4, 1997
Vice President and Controller
(Pacific Gas and Electric Company)
D. Directors .
*RICHARD A. CLARKE
*H, M. CONGER
*C. LEE COX
*ROBERT D. GLYNN, JR.
*DAVID M. LAWRENCE

*RICHARD B. MADDEN Directors (PG&E Corporation and March 4, 1997
*MARY S. METZ Pacific Gas and Electric
*REBECCA Q. MORGAN Company)

*SAMUEL T. REEVES
*CARL E. REICHARDT
*JOHN C. SAWHILL
*ALAN SEELENFREUND
*BARRY LAWSON WILLIAMS

*By /s/ GARY P. ENCINAS
{Gary P. Encinas, Attorney-in-Fact)
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders and the Board of Directors
of PG&E Corporation:

We have audited in accordance with generally accepted auditing standards, the consolidated financial
statements included in the PG&E Corporation Annual Report 1o Shareholders incorporated by reference in this
Annual Report on Form 10-K, and have issued our report thereon dated February 10. 1997. Qur audits were
made for the purpose of forming an opinion on those statements taken as a whole. The schedule listed in Part
Iv, Item 14, (a)(3) of this Annual Report on Form 10-K is the responsibility of the Company's management and
is presented for the purpose of complying with the Securities and Exchange Commission’s rules and is not part
of the basic consolidated financial statements. The schedule has been subjected to the auditing procedures applied
in the audit of the basic consolidated financial statements and. in our opinion, fairly states in all material respects
the financial data required to be set forih therein in relation to the basic consolidated financial statements taken
as a whole.

/sf ARTHUR ANDERSEN LLP

ARTHUR ANDERSEN LLP

San Francisco, California
February 10. 1997
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Schedule II

PACIFIC GAS AND ELECTRIC COMPANY

SCHEDULE 11 — CONSOLIDATED VALUATION AND
QUALIFYING ACCOUNTS '
For the Years Ended December 31, 1996, 1995 and 1994 |
Column A . Column B Column C Colurnn D Colurn E
Additions
Balance  Charged
at to Costs  Charged Balance
Beginning and to Other at End of
Description of Period  Expenses Accounts Deductions Period
(in thousands)
VALUATION AND QUALIFYING ACCOUNTS
DEDUCTED FROM ASSETS:
1996:
Reserve for deferred project costs.............. $5710 $§ — $ — §$57101) $ 0
Allowance for uncoliectible accounts . .......... $35,520 $55,566 $ 1,836 $35,018(2) $57,904
Reserve forland costs. ..........cvovvienrnnn. $4444 § — § — §4444(1) % 0
1995:.
Reserve for impairment of oil and gas
PIOPERIES .ttt e it e et ii e $4341 § — §$ — $4341(3) § 0
Reserve for deferred project costs.............. $25,800 §$ — $ — $20090(1) $ 5710
Allowance for uncoliectible accounts . .......... $29,769 $50,327 $ — $44.576(2) $35,520
Reserve forland costs. . ...covvve e innnnnnn $§5960 § — F§ — §1516(1) § 4444
1994
Reserve for impairment of oil and gas
PrOPETLEs « . o\t $7924 $4565 § — § 8148(3) § 4341
Reserve for deferred project costs . ............. 51868 $7.111 $ — % — $25.800
Allowance for uncollectible accounts .. ...... ... $23,647 $44415 $  — $38,293(2) $29,769
Reserve forland costs. .. ... oo onenennnnnn. $6154 $ — $ — & 194(1) $ 5960

(1) Deductions consist principally of write-offs. Reserve for deferred project costs is classified on the balance sheet in other deferred
charges. Reserve for land costs is classified on the balance sheet in investment in nonregulated projects.

(2) Deductions consist principally of write-offs. net of collections of receivables previously writien off.

(3) Deductions consist principally of write-offs of expired leaseholds on reserved property. Deduciion in 1995 resulis from sale of oil and
gas properties.
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DATE:

SUBJECT:

TO:

FROM:

[ ¢

COMMONWEALTH OF PENNSYLVANLA

September 23, 1997
A-110049
Bureau of Fixed Utility Services

James J. McNulty, Acting Secretary Cﬁ’(ﬁ(’

Attached is a copy of the Application of PG&E Energy
Services Corporation for a license to supply Electricity or
Electric Generation Services as a Broker/Marketer engaged n
the business of supplying electricity.

This matter 1s assigned to your Bureau for appropriate
action.

Attachment
cc: Law Bureau

ddt

JOCKETE )

SEP 23 1997



mMONWEALTH OF PENNSYLV#’-\
PENNSYLVANIA PUBLIC UTILITY COMMISSION

P. O. BOX 3265, HARRISBURG PA 17105-3265
IN REPLY PLEASE
REFER TC OUR FILE
Deputy Prothonotary
717-787-8009

September 23, 1997 A-110049

HAROLD T JUDD

CHIEF COUNSEL

PG&E ENERGY SERVICES CORPORATION
ONE CAPITOL STREET

CONCORD NH 03301

Dear Mr. Judd:

The Application and $350.00 filing fee of PG&E Energy Services Corporation,
received in this Office on September 19, 1997, to supply Electricity or Electric
Generation Services as a Broker/Marketer engaged in the business of supplying
electricity, is hereby acknowledged.

Pursuant to the Commission’s Final Order, entered February 13, 1997, at
M-00960830F 0004, Notice of filing of this Application must be published in newspapers
of general circulation covering each county in which you intend to provide service. |

You have requested state-wide autharity. Attached is a list of the six
newspapers in which you must publish in order to meet the publication requirement.

Please note that this Application will not be considered complete until the
original proof of publication is filed with this Office.

Very truly yours,

o § TL

James J. McNulty
Acting Secretary

JIM:ddt

cc.  Douglas A. Oglesby

FOLDER-




LICENSING OF ELECTRIC GENERATION SUPPLIERS

NEWSPAPER PUBLICATION FOR STATE-WIDE AUTHORITY

Philadelphia Inquirer
Pittsburgh Post Gazette
Harrisburg Patriot News
Scranton Times

Erie Morning News

Williamsport Sun Gazette




