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* PACIFIC GAS AND ELECTRIC COMPANY

Material Redacted

PG&E is one of the nation’s largest investor-owned gas
and electric utilities, serving 11.5 million people in
Northern and Central California.

Our electricity comes from widely diversified
resources —fossil-fuel plants; hydroelectric plants;
a major pumped storage plant; the Diablo Canyon
Nuclear Power Plant; and from alternative technologies,
wind power, solar power and biorass. Qur natural gas
comes from Canada, the U.S. Southwest and California.
The area PG&LE serves is also diversified, with a robust
economy based on technology, agriculture and industry.
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GRLIGHTS

Material Redacted

Pacific Gas and Electree Company

1989 1988
Operating revenues $ 8,588,264,000 $ 7,645,748,000
Operating income $ 1,622,558,000 $ 1,297,372,000
Net income $ 900,628,000 $ 62,127,000
Earnings (loss) applicable to common stock $ 799,549,000 $ (40,330,000)
Earnings (loss) per common share $ 190 $ (.10)
Dividends declared per common share $ 140 3 1.66
Construction expenditures (including AFUDC) $ 1,448,452,000 $ 1,335,257,000
Total electric sales to customers (kwh) 69,765,728,000 68,537,208,000
Total gas sales to customers (mcf) 497,209,000 461,292,000
At year-end _
Total assets $21,351,970,000 $2:,067,685,000
Total customers 7,482,000 7,327,000
Number of shareholders 368,000 388,000
Number of common shares outstanding 428,990,166 411,443,226
Number of employees (PG&E only) 26,200 26,600

In 1988, net income was reduced by 576 million (81.43 per share) as a result of the Diablo Canyon Nuclear Power Plant rate case settlement
and adjusiments for vartous non-Diablo Canyon costs. This is discussed in Management's Discussion and Analysis of Consolidated Financial

Condition and Results of Operations.

Common Stock Price—1989
At end of quarter

¢ °  2nd 3rd 4th
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0
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DEDICATION

This annual report is dedicated to the
26,200 men and women of PG&E. Their extro-
_ ordinary efforts led to the safe, efficient and

- rapid restoration of gas and electric service

in Northern California following the earth-

quake on October 17, 1989. Their achiove-

ments in all aspects of PG&E's business resulted
ina v§ry successful year, p;oviding a l;usis'for' :
_ optimism that PG&E will succeed in meeting

the chullenges‘ of the decade of the 1990s.

Material Redacted GTR0061398
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FTTER TO SHAREHOLDERS

ENTERS THE 1990s
prepared to build on the success it achieved
in 1989. Your company brings many strengths
to the new decade. But none is more impor-
tant than its people — their competence,
their commitment, their cooperation and
their courage.

PG&E people demonstrated all of these
attributes following the 7.1-magnitude carth-
quake that struck Northern California on
October 17 last year. Their outstanding efforts
were praised by the customers and commu-
nities we serve, by our regulators and by city,
state and federal officials.

Our employees’ response to this disaster
and their superior performance throughout
the year reinforce management’s confidence
that your company can meet any challenge
that lics ahcad — a confidence supported
by the excellent results PG&E produced
in 1989.

Earnings in 1989 were $1.90 per share,

compared to the loss of 10 cents per share

Energy Resources

Percentage of total area load

Geothermal
8.4%

Nuclear

Geothermal
8.5%

Other
Producers

35.8%

1989

recorded last year. We achieved our earnings
in 1989 for two primary reasons. First, we
earned the full return on equity invested in
our utility business authorized by the Cali-
fornia Public Utilities Commission for 1989.
Second, we continued to operate the Diablo
Canyon Nuclear Power Plant safely and reli-
ably. The revenues we received for the power
produced by the plant contributed signifi-
cantly to our corporate earnings for the year.

Based on the company’s positive financial
performance in 1989, and our confidence in
PG&E’s continued solid performance in
the years ahead, the Board of Directors on
January 17,1990, raised the quarterly com-
mon stock dividend to 38 cents per share, an
increase of 3 cents over the 35-cent level set
in June 1988,

The new annualized rate is $1.52 per
share, an increase of 8.6 percent from the
previous annualized rate of $1.40 per share.

This action is consistent with our commit-
ment to a policy of increasing dividends for
our shareholders when such increases can
be sustained. We believe that we have the
plans, the people, the resources and the
opportunities to increase earnings so we can
accomplish that objective:

* We serve onc of America’s most dynamic
economies and our utility business should
continue to grow.

* We are developing new markets for our gas
transmission business in Southern California
and the Pacific Northwest.

* We are committed to operating Diablo
Canyon at the highest levels of safety and
performance. Under the settlement agreement,
the price we are paid for power produced

by the plant escalates annually through 1994
at a fixed rate and thereafter at a rate based
on an inflation formula. These price escala-
tions can add substantially to our revenues
and earnings, so long as we operate the plant

effectively.

GTR0061399



ur company is

effectively positioned to

continue its success

Material Redacted

Over the longer term, our objective is that
PG&E Enterprises, our unregulated subsid-
iary, will provide new earnitigs from its
investments in independent electric power
generation, gas exploration and development,
and development of real estate in Northern
California.

In addition to raising the dividend, the
Board in January authorized the purchase
on the open market of up to $500 million of
the company’s common stock. This stock
purchase will be used primarily to offset new
shares issued through the employees’ stock
ownership plan and the shareholder divi-
dend reinvestment plan.

The financial results your company
achieved in 1989 clearly reflect PG&E peo-
ple’s commitment to controlling costs in
order to keep prices competitive, and to
adding value to the services they provide.

Throughout the company, from linemen
and gas servicemen in the field, to computer
operators and customer services people in
division offices, to budget analysts and engi-
neers in corporate headquarters, PG&E
people are getting the job done with fewer
human and financial resources. In 1989 — for
the fourth consecutive year — PG&E manag-
ers held their operating budgets nearly flat.
The budget approved for 1990 once again
shows little spending growth. By focusing on
essential work, by applying new, more effi-
cient technologies, and finding better ways
to accomplish their tasks, PG&E people are
increasing productivity. Since 1986, we have
absorbed more than 469,000 new customers
and cumulative inflation of 13. 2 percent
without significant spending increases. Four
years ago, we served 231 customers per
employee. Today we serve 286 customers per
employee — an increase of 24 percent—and
we have a customer/employee ratio that ranks
us among the most productive utilities in
the nation.

At the same time, we continue to receive
very high marks for the quality of service
PG&E provides. In 1989 overall customer

opinion ratings were among the most favor-
able we have ever had. But we are not
becoming complacent. Customer service
representatives, marketing employees and
operating crews are continuing to find ways
to add value to PG&E service.

In addition to serving our existing mar-
kets efficiently and competitively, we also are
moving aggressively to build new markets.
Managers and engineers in our gas supply unit
and in our subsidiary, Pacific Gas Trans-
mission Company, are developing a planned
expansion of our pipeline that brings competi-
tively priced Canadian natural gas into
California. Some of the added capacity pro-

vided by this expansion would be used to

Customers Served Per Employee

At year-end

280
260
240

220

200

85 86 87 88 89

meet forecasted increases in gas demand by
customers in PG&E' service area. But a vast
majority of this increased gas supply would
be transported to utilities and large industrial
customers in Southern California and the
Pacific Northwest.

Our managers and plant personnel have
been very successful in the operation of the
Diablo Canyon Nuclear Power Plant, As a
result of their competence and commitment,
Diablo Canyon is recognized as one of the
nation’s premier nuclear power plants. In

1989, it continued to operate safely and

GTR0061400



Chairman Richard A.
Clarke toured the San
Francisco Marina District
after the October 17
earthquake and discussed

repairs with PG&E crews.

Material Redacted

reliably, generating about 15.8 billion kilo-
watthours of electricity and $1.4 billion in
revenues. Over the year, the plant achieved a
“capacity factor” —which is a measure of
actual performance against the theoretical
maximum performance — of 84 percent for
both units combined. That is significantly
higher than the 75-percent capacity factor
that PG&E management had budgeted for
the year. The plant’s performance, averaged
over the past three years, has exceeded the
U.S. industry’s average capacity factor for
plants of this type.

Looking ahead, we are pursuing new
opportunities that are being created as dereg-
ulation occurs in the gas and electric industry.
PG&E Enterprises is working to capitalize
on these opportunities by making investments
in unregulated businesses where we have
expertise. The objective is to achieve returns
that exceed utility returns and that will sustain
earnings growth in the mid-1990s and in
the years that follow.

However, losses attributable to startup
and other costs for such ventures are to be
expected in the early years. In 1989, those
losses amounted to nine cents per share. But
we believe that the strategy for Enterprises
is in the long-term best interests of our

shareholders.

We are also positioning PG&E to meet
three major challenges in the 1990s: serving
businesses which face increased competition
in the global marketplace, improving the
quality of our environment and adapting to
significant changes in the workplace.

Global competition will intensify as West-
ern Europe moves to form a unified eco-
nomic community in 1992, making the coun-
tries there more economically efficient.
American businesses, already severely chal-
lenged to provide quality goods at competi-
tive prices in global markets, will be put to
an even greater test of their ability to pro-
vide value to custemiamsssIn tur,n; these busi-
nesses will expect PG&E to provide energy
at competitive prices so that American busi-
ness can compete. PG&E will meet intensi-
fied competitive pressures with a renewed
dedication to holding down costs and finding
innovative ways to add value to our service.

In the 1990s we will increase our efforts to
improve the environment, and we're already
moving down that path.

Growth will bring increased demand for
electricity. PG&E'’s electric supply plénncrs
are working to meet that increased demand

in an environmentally acceptable way. One

Expense Per Customer

Non-fuel
% Expense per customer
B Inflation
{Index)
115
110
105
100
95
S0

85 86 87 88 89
(Base Year)

Expense includes transmission, distribution,
customer services, admnistratsve and
general, masntenance and other expenses.
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PG&E people are ready
to meet the major

challenges of the 1990s

Material Redacted

key will be to add to our power supply using
clean fuels and renewable resources to the
maximum extent-possible.

For this reason we are adding to our
supplies of natural gas, which 1s the most
environmentally acceptable of the fossil fuels.
We also are working to increase the amount
of hydroelectric and other preferred power
supplies available to us. '

In addition, we are working to demon-
strate the potential for vehicles powered by
electricity and compressed natural gas
(CNG)—an effort which before long may
help to reduce the amount of pollution in
California’s skies. PG&E first public access
CNG service station will open soon in
Concord, California, to serve company CNG
vehicles and selected new fleet customers.

Another key to improving the environ-
ment is increasing consumers’ efficient use of
energy. PG&E has joined with the Natural
Resources Defense Council, the Rocky
Mountain Institute and Lawrence Berkeley
Laboratory in a three-year test to find ways to
increase the energy efficiency of products in
homes, offices and businesses.

We know, for example, that lighting can
account for between 30 and 70 percent of a
commercial firm’s energy bills. So PG&E
will open a $3-million Lighting Technology
Center next year to promote new, more
cfficient lighting materials and systems.

And we are striving to capitalize on the
third major issue for the 1990s — the chang-
ing nature of the workplace. Our employees
have proven their excellence in all aspects of
our business, but they will continue to be
tested. Fewer people will be entering the
workplace, and the jobs that are available
will require greater competency in technol-
ogy, communications and business.

To help meet this new challenge, we are
developing an atmosphere of continuous
learning and improvement for all employees.
Everyone at PG&E is encouraged to improve
his or her skills and find better, more pro-

ductive ways to do the job. Since it opened in

1987, the company’s Learning Center in San
Ramon has trained more than 11,800
employees in technical, business and com-
munications skills. Throughout the company,
managers are working with their employees
to provide opportunities for improvement
through training and temporary assignments.
Our work environment is also changing
to reflect the demographics and the cultural
diversity of our service territory. PG&E’s
line managers and human resources person-
nel have worked hard to advance equal
opportunity for minorities and women in the
company. PG&E also supports education
programs in the community which will help
prepare generations of future workers. In
1989 the company was honored for these
programs by the U.S. Department of Labor
with its prestigious Opportunity 2000 Award.
With strong performance in our utility
business, a diverse and growing economy to
serve, safe and reliable operation at Diablo
Canyon, and a clear corporate direction for
sustaining future earnings growth, PG&E is
effectively positioned to continue its success.
In every part of your company, employees
are working to make that success a reality.
Through their outstanding performance in
1989, these men and women proved once
again that they can translate competence,
commitment, cooperation and courage into
superior results. I am confident they will
continue that kind of performance in the
decade ahead and that PG&E will continue
to provide value for our shareholders, for our
customers and for the communities we are

privileged to serve.

Fool e d Mo hos

Richard A. Clarke

 Chairman of the Board

and Chief Executive Officer

February 2, 1990
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PGA&E is people: the men and women who climb poles and string wires, dig trenches and lay gas lines, main-
tain and run a highly diversified electric generating and transmission system, buy natural gas in three
widely dispersed markets and transport it to California, talk to customers and solve their problems, plan
for future growth and manage a highly complex energy utility. As our business has changed, PG&E people
have changed with it, finding new ways to do the job, new solutions to difficult challenges, new ventures to
capitalize on emerging opportunities. Because of them, PG&E is a leader in the industry. Because of them,
PGA&E is prepared to succeed in the decade of the 1990s. The following section can show just a few of these

extraordinary people at work, but it is dedicated to all the 26,200 men and women who are your company.
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SERVING OUR »
CUSTOMERS

PG&E’s basic utility business, providing gas i
and electric services to 11.5 million people in v

Northern and Central California, is chang-

. . . A PG&E account
ing rapidly. New computer technologies are

. . . .. representative
increasing the flexibility and precision of :

. . . . consults with

controlling our electric system, dispatching

the manager of

Gladding
RicRean & Co.'s

gas servicemen and troublemen in the
field, running our natural gas transmission

pipelines, and receiving and managing cus-

. A clay pipe ond

tomer accounting data — to name just a few
L. . X terra-cotta tile

areas where service is being streamlined.

iant in the
One constant remains, however, and that P
, . Sacramento
is to provide customers a real value for
Valiey to

their energy dollar: high-quality service at
: . .. reduce the fuel
prices which are competitive.
. . . consumption of
To serve large commercial and industrial
. . o beehive kiln.
customers who have sensitive electronic

control and data processing systems, the staff
in our Marketing Department developed a

program called Power Quality Enhancement.
This adds value to PG&E service by helping

these customers identify and solve relia- The Opportunity

bility problems on their premises. To date, 2000 Award

almost 400 such customers have benefited recognizes

from this service. : PG&E's affirm-
With the trend toward two-income house- ative action

holds, many residential customers place programs.

increasing value on their time. That means
PG&E troublemen, gas servicemen and
phone clerks have to be available to serve
customers during hours when customers are
at home.

Computerized controls on electric distri-
bution lines can reduce outage times for
customers from two or three hours to a few
minutes. Sensors on these circuits can detect
faults, allowing distribution operators to
control switches remotely to isolate the break
and reroute power over alternative lines.

The proof that PG&E is adding value

can be found in the evaluations customers

A construction circuit breaker

routinely make of seven popular PG&E
. crew installsa  at San Mateo
services: 91 percent rated the company
massive new Substation.

“excellent” or “very good.” In all our busi-
230-kilovolt

ness, customer satisfaction is a key to success.
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Pheone clerks

give warm ond

-caring service

te PG&E's cglﬂ_-

- in customers,

. Mobile data

terminals, now
being tested,
will speed the

dispatching of
gas servicemen

end electric

troublemen.

The PG&E spirit
is teamwork.
Two linememn
'\l:worlking at the
top of @ pole

in Santa C;uz
keep the

energy flowing.
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RESPONDING T0 THE
FARTHQUAKE

PG&E people are deeply committed to
service. When high winds knock down
power lines, darkening whole neighborhoods,
that sense of commitment sends line crews
out into the storm to get the lights back on.

The competence and commitment of
PG&E people were demonstrated by the
speed and efficiency with which they restored
service and recovered from the damage
caused by the October 17 earthquake. Over
1.4 million electric customers had been
plunged into darkness. In the days following
the quake, more than 150,000 gas customers
were without service.

Yet PG&E people were ready for it. Senior
executives, local managers, electric and gas
crews —everyone knew how to do the job.
Electric service was restored to the bulk of
PG&E’ customers within 48 hours. The last
gas customers without service, in the San
Francisco Marina District, were reconnected
slightly more than a month after the disaster
—alfter the gas system there had been almost
completely rebuilt.

Thorough planning and training — tested
in an emergency response drill in June 1989
—had prepared our managers and service
crews for this situation. Our electric and gas
crews worked at peak efficiency, giving special
attention to public safety.

The U.S. Department of Energy, in its
final report on the earthquake, noted that
PG&E was “well prepared. The company is
exceptionally well organized, confident and
professional’

PG&E people were supported in their
efforts by more than 400 gas service person-
nel from other utilities throughout the West,
and by units of the U.S. Navy and Air Force.

The company also helped others, with a
donation of $1.2 million to the Red Cross,
The Salvation Army, local food banks and
other programs to assist quake victims.
PG&E employees volunteered their

time in the hardest-hit areas.

Material Redacted

After the October
quake, 5,400 gas
customers in the
San Francisco
Marina were
without service.
PG&E mobilized
400 employees
to replace 10
miles of line in
just overa

month.

A customer
service repre-
sentative helps
a family of quake
victims in the

Santa Cruz area.
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The sarthguake
bpﬂemg@d ‘iﬁ,
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MANAGING OUR ASSET
AT DIABLO CANYON

The company’s largest single asset is the
Diablo Canyon Nuclear Power Plant. In
1989, it generated 15.8 billion kilowatthours
of electricity and $1.4 billion in revenues.
Diablo Canyon contributed 25 percent of the
company’s net income in 1989.

The management, operating and mainte-
nance crews at Diablo Canyon are committed
to running the plant at the highest levels of
safety and efficiency, so that it can continue
to earn revenues for PG&E shareholders
and provide a major energy resource to the
people of California.

An example of this safe and efficient oper-
ation is the refueling outage for Unit 1,
which began in early October. PG&E’ out-
age team had completed a previous refueling
—of Unit 2 in 1988 — in only 82 days, estab-
lishing a plant record for this work. They
completed the most recent outage of Unit 1
in only 70 days. This is an important accom-
plishment, because each unit at the plant
earns revenues of approximately $2 million
for every day it can operate at full capacity.

Training is essential to achieving such a
level of performance. The operating crews at
Diablo Canyon spend one week out of five in
the classroom or in the control room simula-
tor. Through this constant training they
have the skills which help make Diablo
Canyon one of the best operated nuclear
power plants in the country.

PG&E supports its commitment to safe
and reliable performance with the most
sophisticated computer systems to monitor
and manage plant operations. We are also
providing the maximum support for mainte-
nance crews, including a new computerized

parts inventory system, enabling rapid deliv-

ery of necessary equipment and supplies.

Before o fue! techricions

assembly is give it
loaded into the  maeticuious

reactor, plant inspoctions.
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PGAE biologisis
study the marine
life in Diablo Cove.
Preserving the
uvnique environ-
ment of the
California coast

is a responsibilizy

PG&E people

take seriously.

. . Maintenance
ihe Diable .

. crews train
Coayon com- .
. with a mockup
s cender s

. of the sicam
one of the most

sophisticated in generator
the world, mon-
itoring nearly
every plant

. .
Tunciion.
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also run eleciri-
cal tosts and
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PREPARING FOR
THE FUTURE

As PG&E moves into the 1990s, an increas-
ingly competitive national market for elec-

tricity, a rising demand for natural gas, and

the public’s desire for environmental quality PGA&E Operat-
will shape future opportunities. ing Services
Our unregulated subsidiary, PG&E engineers
Enterprises, seeks to capitalize on these study a gas
opportunities. Entrepreneurs, engineers, turbine unit
geologists and analysts within Enterprises and in Oakland,

its various subsidiaries and affiliates are California.
developing investment opportunities in
business areas that build on PG&E’s expertise
and that can, over time, provide returns
greater than utility returns.

PG&E-Bechtel Generating Company,
which develops, manages and owns indepen-
dent power projects, now has eight plants
representing approximately 1,500 megawatts
of generating capacity in various stages of
development throughout the nation. A 35-
megawatt plant using waste coal as fuel will
begin commercial operation in Montana this
spring. And in 1989, the joint venture partic-
ipated in two winning competitive bids: one
in Massachusetts, the other in New York.

PG&E Resources, located in Dallas,
acquires and develops natural gas and oil
resources. The subsidiary is focusing on

A,..I- a*_"t;.-__-.A .

exploration and development in Texas, PGA&E Proper- ’
Louisiana and the Rocky Mountains. Its ties was a
success rate in drilling exploratory wells in partner in the . PG&EEnterprises
. . . projocts in various
1989 was well above the historical average in construction of stages of
the industry. In 1989, PG&E Resources this 51,000- development:
participated in developing 21 wells with a square-foot '
: - : " B rosb-beched

potential for producing the equivalent of 26 office building B - bechte

e . AN Generating Company
million cubic feet of gas per day. in Bakersfield,

PG&E Properties, working in joint ven- California. .@ PG&E Resources

Company

tures with local and regional developers, has
completed five projects in California, includ-
ing an apartment complex in Folsom and an
office building in Bakersfield. A 294-unit
housing development in Pittsburg is under
construction.

Material Redacted GTR0061410



m PG&E Properties N

PG&E Operating
‘ Services Company

PG&E Resources
has an interest
in this rig dril-
ling for natural

gas in Louisiana.
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PG&E-Bechtel
Generating
Company is
completing a
35-megawatt
power piant
at Colstrip,

Montana.
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There are 26,200
people at PG&E,
atl of whom con-
tribute toward
preparing the
company for the
future.

Those featured
on the following
pages are justa

few of them.
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ECTED FINAN(/A[ INFORMATION

Pacific Gas and Electric Company

1989 1988 1987 7986 1985
In thousands, except per share amounts
Operating revenues $ 8,588,204 B 7,045,748 $ 7,185,701 $ 7,816,661 % 8,430,981
Operating income $ 1,622,558 % 1,297,372 $ 1,261,701 $ 1,653,625 $ 1,369,359
Net income § 900,628 $ 62,127 $ 688,517 $ 1,081,223 % 1,030,805
Earnings (loss) per common share $ 190 $ (.10) $ 1.53 8 260 § 2.65
Dividends declared per common share § 1.40 3 1.66 $ 192 8 1.90 % 1.81
At year-end
Book value per common share $ 17.38 $ 1679 % 18.68 % 19.06 8 18.05
Common stock price per share ] 22.00 % 17.50  $ 1625 § 24.25 % 20.00
Total assets 821,351,970  $21,0067,685  $21,733,652  $21,002,253  $19,098,003
Long-term debt, preferred stock
with mandatory redemption
provision and capital lease
obligations § 7,978,968 % 8,116,603 $ 8,511,789 $ 7,832,921 % 7,760,506

The above includes data discussed in Managements Discussion and Analysis of Consolidated Financial Condition and Results of Operations.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF CONSOLIDATED

Responsible for

company's cor-
porate account
representative,
power quality
enhancement
and marketing
and sales train-
ing programs.
Over last several
years has led
PG&E efforts to
successfully
retain electric
customers with
potential to
bypass PG&E.
Jokn Sherrgff

Director; Corporate Sales
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NANCIAL CONDITION AND RESULTS OF OPERATIONS

Pacific Gas and Electric Company

Resulis of Operations

Earnings In 1989, the Company’ earnings per com-
mon share were $1.90 compared to a loss of $.10 in 1988
and earnings of $1.53 in 1987. The 1989 earnings equal
an 11.1% return on weighted average common equity
and an 11.4% return on average utility rate base. In 1989,
the performance of the Diablo Canyon Nuclear Power
Plant (Diablo Canyon) significantly contributed to the
Company’s earnings whereas in 1988, settlement of the
Diablo Canyon rate case resulted in a substantial
charge to earnings.

The Company has three types of operations: utility,
Diablo Canyon and nonregulated through PG&E
Enterprises (Enterprises), a wholly-owned subsidiary
formed to invest in nonregulated businesses. For 1989,
the first full year of operations for Diablo Canyon
under the settlement and for Enterprises, selected
financial information is shown below:

Daable
Utilsty Canyon  Enterprises

In millions,
except per share amounts
Operating revenues $ 7,169 $1,373 $ 46
Operating income (loss) $ 1,150 P 497 $ (24)
Net income (loss) $ 715 $ 225 ¥ (39)
Earnings (loss) per

common share $ 154 % 45 $(.09
Total assets at year-end $15,271 $5,786 $ 295

In 1989 and 1988, revenues increased $943 million
and $460 million, respectively, over the preceding

Common Stock Price Per Share
At year-end

L s20
- - w5
$10

$5

87 88 89

years primarily due to Diablo Canyon and the recovery
of increased fuel costs. Revenues for Diablo Canyon
increased $533 million in 1989 and $157 million

in 1988.

In 1987, revenues decreased by $631 million from
1986 primarily because effective January 1987, the
Company changed its recording of revenues for Diablo
Canyon essentially to reflect only amounts actually
received through interim rates and other costs approved
by the California Public Utilities Commission (CPUC).

In 1988, as a result of the Diablo Canyon rate case
settlement, the Company charged to earnings approxi-
mately $871 million of Diablo Canyon revenues previ-
ously recorded but uncollected through rates, as well
as approximately $150 million of litigation and other
Diablo Canyon costs. In addition, the Company
charged to earnings various non-Diablo Canyon costs.
The effect on earnings of the above charges was a
decrease of $576 million after tax.

To match revenues and expenses more closely,
effective January 1987 the Company began accruing
revenues for service provided but unbilled at the end of
each month. The cumulative effect of this accounting
change increased net income in 1987 by $91 million,
net of related income taxes of $77 million.

In 1987 the Company offered an early retirement
plan to qualified employees, which increased adminis-
trative and general expenses by $87 million before taxes.

Annual dividend In January 1990, the Company
increased the quarterly common stock dividend, effec-
tive with the April 15, 1990 payment. The increase was
based on estimates that longer-term earnings will be
sufficient to sustain the higher dividend while provid-
ing adequate financial flexibility. On an annualized
basis, the new dividend is $1.52 per share compared to
the previous dividend of $1.40 per share.

Diablo Canyon Under the Diablo Canyon rate case
settlement approved by the CPUC, effective July 1988,
revenues for the plant are based primarily on the
amount of electricity generated, rather than on tradi-
tional cost-based ratemaking. Under this “performance-
based” approach, the Company assumes a significant
portion of the operating risk of the plant. 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 pro-
duced and the level of costs incurred. The Company’s
earnings are affected directly by plant performance
and costs. :

In approving the settlement, the CPUC explicitly
affirmed that Diablo Canyon costs and operations no
longer should be subject to CPUC reasonableness
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Material Redacted

reviews. The CPUC cannot bind future commissions
in fixing rates for Diablo Canyon, but to the extent
permitted by law intends that this decision remain in
effect for the full term of the settlement.

Diablo Canyon revenues are based primarily on a
pre-established price for each kilowatt-hour (kwh) of
electricity generated by the plant. (Pricing for Diablo
Canyon is discussed in Note 2 to the consolidated finan-
cial statements.) From the revenues received for Diablo
Canyon, the Company must recover the costs of own-
ing and operating the plant, including all future capital

_additions. If power generation drops below specified
- capacity levels, the Company may request floor pay-

ments which insure that the Company will receive
some revenue, even if the plant stops producing power.
However, payments received must be refunded to
customers under specified conditions. Decommissioning
costs will continue to be recovered through base rates
and are not subject to plant performance.

The CPUC has directed the Company to conduct
and file a study by December 31, 1990, on segregation of
administrative and general costs and common plant
between Diablo Canyon and other operations. The
purpose of the study is to segregate the costs of operat-
ing Diablo Canyon from those considered in estab-
lishing electric and gas rates for utility customers.
Based on the study and the comments of interested
parties, the CPUC may conduct further hearings to
consider revisions to the revenue requirement for util-
ity expenses for the 1991 and 1992 attrition years.

The plant capacity factor for 1989 was 84%, reflecting
one planned refueling outage for Unit 1 in the fourth
quarter and no extended unscheduled outages for either
unit during the year. The plant capacity factor for
the second half of 1988, after the settlement became
effective, was 60%, primarily due to the scheduled refucl-
ing and unplanned outage of Unit 2. During refueling
outages, which typically occur every eighteen months
and last about three months, or during unscheduled
outages, the Company will report significantly lower .
revenues for the plant. The Unit 1 refueling in the fourth
quarter of 1989 was completed two weeks ahead of
schedule. Unit 2 is scheduled for refueling beginning
March 1990. Through December 31, 1989, the life-
time capacity factor for the plant was 73%, exceeding
the national average capacity factor for this type of
nuclear power plant.

Under the settlement and for illustration purposes,

2 Diablo Canyon capacity factor of 60% in 1990 would
produce 11.4 billion kwh or $1 billion in revenues on
an annualized basis. An 80% capacity factor would
produce 15.1 billion kwh or 31.3 billion in revenues.

Ratemaking Pacific Gas and Electric Company’s
(PG&E) prices for electric and gas energy, excluding
Diablo Canyon, are regulated by the CPUC through
base rates and balancing accounts. Base rates compen-
sate the Company for operating and maintenance
costs, taxes and depreciation, and provide a return on
capital. Base rates are set in general rate case (GRC)
proceedings every three years. Between rate cases, the
Attrition Rate Adjustment (ARA) mechanism makes
annual adjustments for certain changes in financial
and operational expenses.

Balancing accounts help stabilize PG&E’ earnings.
Energy-cost balancing accounts reduce the effect on
earnings of fluctuations in electric and gas energy costs.
Sales bulancing accounts reduce the effect on earnings
of fluctuations in electric and gas sales. For electric and
core gas customers, the CPUC bases rates on estimated
sales; differences between revenues based on these
estimates and actual revenues are accumulated in the
balancing accounts for subsequent rate adjustment.

PG&ES’ gas customers are separated into “core” and
“noncore” classes as part of the CPUC’ regulatory
framework for natural gas service, effective May 1988.
Core customers include all residential customers and
commercial customers that do not exceed certain use
limitations. Noncore customers are industrial and larger
commercial customers that meet certain size limita-
tions. For noncore customers, PG&E offers an array
of services including gas transportation. While these
changes give the Company greater flexibility in com-
peting for some customers through the ability to
negotiate transport rates, they remove some of the
protection afforded previously by the gas balancing
accounts.

The Annual Cost Allocation Proceeding (ACAP) is
part of the gas regulatory framework which places
utilities at risk for recovering most of the transportation
costs associated with their noncore markets. To the
extent that gas transportation revenues collected from
the noncore customers are less than the forecasted costs
allocated to these customers, the Company is not
allowed full recovery of the shortfall. Currently, however,
the Negotiated Revenue Stability Account (NRSA)
places a limit on over or undercollections of noncore gas
revenues, up to 317 million before tax through April
1990, when NRSA is scheduled to be eliminated. The
Company has filed a petition with the CPUC request-
ing an extension. In 1989, after the limited NRSA
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protection, the Company had a revenue shortfall of
approximately $33 million.

Effective June 1989, the CPUC granted the Com-
pany a $151 million increase in gas revenues under the
first ACAP, primarily for net undercollections in the
gas balancing accounts and an increase in purchased
gas costs. In January 1990, the Company revised to
$129 million the $143 million revenue increase requested
in its second ACAP application.

In December 1989, in the 1990 GRC decision,
the CPUC granted PG&E an increase in the electric
and gas revenue requirement of $174 million and $43
million, respectively, effective January 1, 1990. These
amounts are based on a 12.9% return on common
equity authorized by the CPUC for 1990, a decrease

-from the 13% authorized for 1989.

On October 17, 1989, a major earthquake struck
Northern California causing damage to a wide area
served by PG&E. The Company currently estimates
total costs at approximately $100 million. These costs
are not expected to have a significant impact on results
of operations because the Company will seek recovery
through insurance and regulatory action. Effective
November 3, 1989, the CPUC authorized a balancing
account to accumulate costs associated with the earth-
quake. By May 1, 1990, the Company will file a report
of the costs recorded in the account for the CPUC’s
review and will propose rate recovery of earthquake-
related costs.

The regulatory environment has helped to reduce
the effects of inflation on the Company’s utility business.
Both the ARA and the energy-cost balancing accounts

Diablo Canyon Operating Revenues
{Including decommissioning revenues)

In billrons

o $0.8

$0.4

87 88 89

limit the effect of inflation on PG&E?’ earnings by -
closely matching rates with costs. Diablo Canyon rates
are based on a formula that considers inflation after 1994,

Liquidity and Capital Resources

Biablo Canyon While revenues arc based primarily
on the amount of electricity generated by the plant,
actual cash revenues collected are based on a forecasted
operating capacity factor adopted by the CPUC for
that year. For the twelve months ending October 31,1990,
the adopted operating capacity factor is 81%, excluding
the effects of the two refueling outages scheduled dur-
ing that period. Over or undercollections in one year
resulting from differences between the actual and fore-
casted operating capacity factor are refunded or collected
in the following year. Accordingly, cash flows over the
long term under the settlement will depend significantly

on Diablo Canyon’s performance.

Capital requirements The Company’s three-year

projection of capital requirements is shown below:

7990 1997 1992
In millions
Utility $1,572 $1,796 $2,196
Diablo Canyon 109 102 107
Enterprises 125 122 102
Total capital expenditures 1,806 2,020 2,405
Maturing debt and
sinking funds 74 117 182
Total capital requirements ~ $1,880 $2,137 $2,587

Utility includes allowance for fund’s used during construction and 100%
of the PGT-PGGE pipeline expansion project costs discussed beloaw.

Enterprises’ actual capital expendstures may vary significantly
depending on the avatlability of attractive mnvestment opportunities.
Enterprises’amounts include ol and gas exploration and development
costs and the equity share of generating factlities.

Utﬂity expenditures primarily will be for replacing,
modernizing and expanding the Company’s facilities.

Pacific Gas Transmission Company (PGT), a wholly-
owned subsidiary, has filed an application with the
Federal Energy Regulatory Commission and PG&E has
filed an application with the CPUC for authority to
expand their respective connecting gas pipeline transmis-
sion facilities. The escalated cost to complete the pipe-
line expansion is estimated at $1.5 billion. The
expanded facilities would transport Canadian gas to the
Pacific Northwest and California. Construction would
be completed in 1993,
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* In February 1990, the CPUC issued a decision in
a proceeding to investigate California’s need for new
intcrstatc gas pipeline capacity and the various pro-
posals to construct that capacity. The CPUC stated it

- would allow competition to decide which of the

numerous proposed pipeline projects should be built to
serve California’s growing needs for additional natural
gas supplies. The CPUC will support projects that
meet certain conditions. The decision indicates that the
PGT-PG&E project meets most of the conditions, but
expresses concern with respect to issues relating to
capacity allocation and cost allocation. The CPUC also
stated it would give expedited consideration to all pipe-
line related issues.

Sources of capitel Internally generated cash flows
and external financings will continue to supply capital.
In. 1989, proceeds from long-term debt and common
stock issued were $316 million and $335 million,

‘respectively. Net of optional repurchases, these cash _
flows supplied.21% of cash used to meet capital require-

ments for the year. The Company did not require
other significant long-term debt financing due to strong
cash flows from operations.

Utility capitalization ratios authorized by the CPUC
for 1990 are 46.75% common equity, 6.25% preferred

~ stock and 47% long-term debt.

Actual consolidated capitalization ratios for the

- Company at December 31 were:

1989 1988

Common equity 45% 43%
Preferred stock 7 8
Long-term debt - . 48 49

Total capitalization 100% 100%

. Long-term debt has been sold in the United States

and in European financial markets. Common stock has
been issued through the Company’ dividend reinvest-
ment and employee savings plans. Over the next two
and one-half years, the Company plans to purchase up
to $500 million of its common stock on the open market
or in negotiated transactions, primarily to offset new
shares purchased from the Company by these plans.

‘The Company’s bond indenture permits issuance of
mortgage bonds up to an amount approved by the
Company’s Board of Directors and the CPUC. At
December 31, 1989, the Company had $6.5 billion out-
standing in mortgage bonds and may issue up to $3.5
billion more under the indenture provisions on earnings
coverage and property available as collateral. In 1987,

. 1988 and 1989, the Company reacquired certain older,

high-cost securities to reduce financing costs.

The Company issues short-term debt (principally
commercial paper) for interim construction financing
and for fluctuations in general working capital. Short-
term debt also has helped fund fuel oil, nuclear fuel, gas
inventories, advances to gas producers, and unrecov-
ered balances in balancing accounts. The Company
must borrow when balancing account revenues are
undercollected, as in 1987, 1988 and 1989, until the
revenues, plus interest, are received in rates. Short-
term borrowings, which provide flexibility to meet
capital needs and to schedule long-term debt issues,
were $628 million at December 31, 1989.

In 1989, PG&E entered into a $750 million, four-
year global revolving credit facility agreement to
support the sale of commercial paper and for other
corporate purposes. Pacific Energy Fuels Company
(PEFCO), a wholly-owned subsidiary, entered into a
$250 million revolving credit facility agreement to
support thesale of commercial paper which is used to
finance the purchase of nuclear fuel. PEFCO’s com-
mercial paper and credit agreement are guaranteed
by PG&E.

At December 31, 1989, the Company had total
credit facilities available of $1,050 million, including
those mentioned above.

Statement of Financial Accounting Standards
{SFAS) No. 96, Accounting for Income Taxes, issued in
December 1987, established new financial accounting
standards for income taxes, which must be adopted by
1992. (See Note 8.) :

GTR0061416



STATEMENT OF CONSOLIDATED INCOME

Implemented a

new Accounts
Payable System
and is currently
udd‘ing anew
Payroll/Human
Resources
System using
state-of-the-art
technology. v
Terry Lattemore
Manager of Accounting

Srrvrces

21

Material Redacted

Pacific Gas and Electric Company

Years ended December 31 1989 7988 1987
In thousands, except per share amounts
Operating revenues
Electric $6,216,050 $5,512,865  $5,133,028
Gas 2,372,214 2,132,883 2,052,673
Total operating revenues 8,588,264 7,645,748 7,185,701
Operating expenses
Cost of electric energy 1,755,955 1,666,971 1,283,497
Cost of gas 1,181,772 1,031,453 894,981
Transmission 161,996 142,572 135,435
Distribution _ 199,972 201,231 189,782
Customer accounts and services 329,756 304,654 283,965
Administrative and general 698,544 641,943 708,200
Maintenance 372,845 382,366 241,118
Depreciation 1,000,316 931,904 875,208
Income taxes 724,718 508,258 603,012
Property and other taxes 270,573 282,757 240,217
Other v 269,259 284,807 253,585
Total operating expenseé 6,965,706 6,348,374 5,924,000
Operating income 1,622,558 1,297,372 1,261,701
Other income and (income deductions)
Diablo Canyon rate case settlement —  {1,021,858) —
Income tax benefit related to Diablo Canyon rate case settlement - 509,547 —
Allowance for equity funds used during construction 25,200 18,603 2,564
Interest income 131,250 - 115,442 99,011
Other—net _ (43,530) (55,258) 10,312
Total other income and (income deductions) 112,920 (433,524) 111,887
Income before interest expense 1,735,478 863,848 1,373,588
Interest expense _ '
Intcrest on long-term debt 733,776 722,074 698,233
Other interest charges 119,335 91,813 77,845 -
Allowance for borrowed funds used during construction (18,261) (1Z,166) 316
Net interest expense 834,850 801,721 776,394
Income before change in recording unkbilled revenites 900,628 62,127 597,194
Cumulative effect as of January 1, 1987 of accruing unbilled revenues, ‘
net of income taxes of $77,045 - — 91,323
Net income 900,628 62,127 688,517
Preferred dividend requirement 101,079 102,457 110,782
Earnings (loss) applicabie to common stock $ 799,549 ¢ (40,330) $ 577,735
Weighted average common shares outsianding 420,940 401,775 377,723
Earnings (loss) per common shiere before change i recording
unbilled revernues $1.90 $(.10; $1.29
Cumulative effect as of January 1, 1987 of accruing unbilled revenues - - .24
Earnings (loss} per common shere _ $1.90 $(.10) 31.53
Dividends declared per commmon share $1.40 £1.66 $1.92
The accompanying Notes to Consolidated Financia! Statements are an integral part of this statement.
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(ONSOLIDATED BALANCE SHEET

Pacific Gas and Electric Company

December 37 1989 7988
In thousands
Assets .
Plant in service (at original cost)
Electric
Non-nuclear $13,606,860 $12,721,004
Diablo Canyon 5,655,651 5,602,997
Gas 4,244,858 3,889,030
Total plant in service 23,507,369 22,213,031
Accumulated depreciation (7,533,159)  (6,717,941)
Net plant in service 15,974,210 15,495,090
Construction work in progress 683,723~ 837,941
Advances to gas producers 223,665 280,333
Funds held by trustee 207,262 143,458
Oil and gas exploration costs 176,809 213,842
Investments _ 144,663 106,106
Capital leases (including nuclear fuel of $212,255 in 1988) 15,337 228,553
Other 5,851 16,035
Provided leader- Total 17,431,520 17,321,358
ship in repairing Current assets
a damaged Cash and cash equivalents 66,778 96,966
substation to Accounts receivable
restore power to Customers 1,102,867 1,001,969
. Other 393,087 472,014
customers in Allowance for uncollectible accounts (14,275) (7,348)
Morgan Hiil. Regulatory balancing accounts receivable 760,944 636,489
" Joreph Cardinale Inventories
Mainterance Electrician Fuel oil 993399 1097400
Mike Davis Nuclear fue] 138,406 —
. Gas stored underground 196,217 204,077
Operator No.J Rettif Materials and supplies 220,038 216,921
' Prepayments 57,115 38,408
Total current assets 3,020,576 2,768,896
Deferred charges
Regulatory assets 293,263 304,336
Unamortized project costs 96,991 125,796
Workers’ compensation and disability claims recoverable 103,061 100,000
Unamortized loss net of gain on reacquired debt 235,828 225,772
Other—net 170,731 221,527
Total deferred charges 899,874 977,431
Total assets $21,351,970 321,067,685
The accompanying Notes to Consolidated Financial Statements are an integral part of this statement.
22
Material Redacted
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INSOLIDATED BALANCE SHEET

Pucific Gas and Electric Company

December 31 1989 1988
In thousands
Capitalization end lichilities
Capitalization
Common stock $ 2,144,951 % 2,057,216
Additional paid-in capital 3,121,583 2,874,279
Reinvested earnings 2,188,859 1,978,432
Common stock equity 7,455,393 6,909,927
Preferred stock without mandatory redemption provision 1,010,195 1,010,195
Preferred stock with mandatory redemption provision 142,133 167,378
Long-term debt _ 7,809,187 7,781,580
Total capitalization 16,416,908 15,869,080
Noncurrvent liabilities
Customer advances for construction 164,559 - 145,351
Workers’ compensation and disability claims - 113,000 100,000
Capital lease obligations 15,026 155,023
Other 134,978 152,689
Total noncurrent liabilities 427,563 553,063
Current liabilities -
Short-term borrowings 627,732 858,232
Accounts payable
Trade creditors 526,316 450,770
Other 296,259 230,214
Accrued taxes 17,382 23,671
Deferred income taxes 337,560 287,784
Long-term debt and preferred stock 74,133 68,350
Capital lease obligations 253 225,839
_ Interest payable 73,902 71,181
" Dividends payable 149,615 145,555
Amounts due customers 97,093 109,006
Other 180,571 74,497
Total current liabilities 2,380,816 2,545,099
Deferred credits
Deferred investment tax credits 536,056 546,078
Deferred income taxes 1,340,972 1,319,139
Other 249,655 235,226
Total deferred credits 2,126,683 2,100,443
Contingencies (Note 10)
Total capitalization and lHabilities $21,351,970 321,067,685
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TATEMENT OF CONSOLIDATED CASH FLOWS

Pacific Gas and Electric Company

4
1}

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

Years ended December 31 1989 7988 1987
In thousands
Cash flows from operations !
Net income ‘ $ 900,628 $ 62,127 B 688,517
Adjustments to feconcile net income to net cash provided by i
operating activities '
Depreciation 1,000,316 931,964 875,208
Amortization 93,396 152,583 190,355
Deferred taxes 84,057 (238,385) 172,796
Regulatory balancing accounts
Diablo Canyon - 871,144 —
Other : (124,455) (2,592) (145,507)
Change in operating assets and liabilities '
Accounits receivable (15,044) (40,795) - (417,470)
Fuel inventories 42,482 11,309 35,183
Accounts payable 141,591 (46,704) 44776
Accrued taxes (6,289) (77,956) 51,793
Advances to gas producers 56,668 54,434 . 32,659
Other working capital 75,059 (32,613) 16,343
Other—net 44,619 152,111 277,578
Net cash provided by operations 2,293,028 1,796,627 1,822,231
Investing activities |
Construction expenditures (1,423,252)  (1,316,654)  (1,326,211)
Other— net 64,532 8,531 158,067
Net cash used in investing activities (1,358,720) ~ (1,308,123)  (1,168,144)
Finaneing activities
Common stock issued 334,988 378,233 415,898
Preferred stock redeemed (25,390) (15,000) (268,976)
Long-term debt issued 316,379 1,059,570 1,083,703
Long-term debt matured or redeemed (249,357)  (1,262,191) (314,136)
Long-term debt purchased for sinking fund (at cost) (67,531) (69,515) (71,340)
Short-term debt issued (redeemed)—net (230,500) 304,208 (547,189)
Capital lease payments (356,911) (80,504) (97,432)
Dividends paid (688,126) (810,044) (840,466)
Other—net 1,952 (41,852) 13,204
Net cash used in financing activities (964,496) (537,095) (626,734)
" Net change in cash and cash equivalents (30,188) (48,591) 27,353
Cash and cash equivalents at January I 96,966 145,557 118,204
Cash and cash equivalents at December 31 $ 66778 $ 96,966 $ 145,557
Supplemental disclosures of cash flow information %
Cash paid during the year for: Ji
Interest $ 772,492 $ 748,272. $ 736,107 V
Income taxes $ 535486 $ 414,348 % 250,817
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Pacific Gas and Electric Company

TATEMENT OF CONSOLIDATED COMMON STOCK EQUITY AND PREFERRED STOCK

Preferred Preferred
stock stock
: awithout with
Additional Common mandatory mandatory
Common paid-in Reinvested stock redemption redemption
stock capital earnings equity provision provision*
In thousands, except shares ‘
Balance, December 31,1986  $1,840,036  $2,319,344  $2,855,748  $7,015,728 81,207,865  $225,285
Net income—1987 688,517 688,517
Common stock sold .
- (20,181,371 shares) 100,907 314,991 415,898
Preferred stock redeemed
(8,209,650 shares) (22,681) (22,681) (197,670) (30,285)
Cash dividends declared
Preferred stock {120,992) (120,992)
Common stock {(728,873) (728,873)
Foreign currency : :
translation adjustment , 4,708 4,708
Balance, December 31, 1987 1,941,543 2,611,654 2,699,108 7,252,305 1,010,195 195,000
Net income—1988 62,127 62,127
Common stock sold s -
(23,134,679 shares) 115,673 262,560 g 378,233
Preferred stock redeemed
(150,000 shares) 65 (18,407) (18,342) (15,000)
Cash dividends declared :
Preferred stock . (102,752) (102,752)
Common stock {666,846) (666,846)
Foreign currency A
translation adjustment 5,202 5,202
Balance, December 31, 1988 2,057,216 2,874,279 1,978,432 6,909,927 1,010,195 180,000
Net income—1989 900,628 900,628
Common stock sold :
(17,546,940 shares) 87,735 247,253 334,988
Preferred stock redeemed
(252,450 shares) 51 (196) (145) (25,245)
Cash dividends declared . .
Preferred stock (101,560) (101,560)
Common stock (590,626) (590,626)
Foreign currency o
translation adjustment 2,181 2,181
Balance, December 31, 1989  $2,144,951 $3,121,583 $2,188,859 $7,455,393 $1,010,195 $154,755
*Includes current portion.
The accompanying Notes to Consolidated Financial Statements are an integral pari of this statement,
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Pacific Gas and Electric Company

December 31 1989 1988
In thousands, except percentages and shares
Common stock, par value $5 per share (authorized 800,000,000 shares,

issued and outstanding at December 31, 1989: 428, 990 166;

1988: 411,443,226) $ 2,144,951 $ 2,057,216
Additional paid-in capital 3,121,583 2,874,279
Reinvested earnings 2,188,859 1,978,432

Common stock equity 7,455,393 45% 6,909,927 43%
Preferred stock without mandatory redemption provision ' '

Par value $25 per share (authorized 75,000,000 shares)

Nonredeemable

5% to 6% — 5,784,825 shares outstanding 144,621 144,621

Redeemable :

4.36% to 8.2% — 13,534,959 shares outstanding 338,373 338,373

9% to 10.46% — 21,088,034 shares outstanding 527,201 527,201

_ 1,010,195 1,010,195
Preferred stock with mandatory redemption provision
Par value $100 per share (authorized 10,000,000 shares)
9% and 10.17%— 1,547,550 and 1,800,000 shares outstanding 154,755 180,000
Total preferred stock 1,164,950 7% 1,190,195 8%
Less preferred stock— current portion 12,622 12,622
Preferred stock in total capitalization 1,152,328 1,177,573
Pacific Gas and Electric Company
First and refunding mortgage bonds

Maturity Interest rates

1989-1994 4.375% to 14% 391,305 442 843

1995-2016 4.25% to 8.125% 1,613,393 1,613,393

1996-2020 8.2% t0 8.875% ‘1,709,984 1,709,984

1995-2022 9% t0 9.95% 1,559,250 1,359,250

2012-2020 10% to 13.5% 1,223,426 1,415,474
Principal amounts outstanding 6,497,358 6,540,944
Unamortized discount net of premium (91,559) (93,229)

_ Total mortgage bonds ~ 6,405,799 6,447,715
Unsecured debentures, 10.8% to 12%, due 1994-2000 221,538 223,650
Pollution control loan agreements, variable rates, due 2008-2016 925,000 925,000
Other long-term debt 157,340 159,202

Total PG&E long-term debt 7,709,677 7,755,567
Long-term debt of subsidiaries 161,021 81,741

Total lung-term debr of PGEE and subsidiaries 7,870,698 48% 7,837,308 49%
Less long-term debt—current portion 61,511 55,728

Long-term debt in total capitalization 7,809,187 7,781,580
Total capitalization $16,416,908 $15,869,080

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement.
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Intersegment
Years ended December 31 Electric Gas eliminations Total
In thousands )
1989
Operating revenues $ 6,216,050 $ 2,372,214 $ 8,588,264

Intersegment revenues(a)

Total operating revenues

Depreciation _
Operating income before income taxes (b)
Construction expenditures(c)

Identifiable assets(c)

Corporate assets

Total assets

2988
Operating revenues
Intersegment revenues(a)

Total operating revenues

Depreciation

Operating income before income taxes(b)
Construction expenditures(c)

Identifiable assets(c)

Corporate assets

Total assets

2987
Operating revenues
Intersegment revenues(a)

Total operating revenues

Depreciation _
Operating income before income taxes(b)
Construction expenditures(c)

Identifiable assets(c)

Corporate assets

Total assets

$ (682,474)

12,463
$ 6,228,513
$ 753,488

$ 2,099,884
$ 1,016,707

670,011
$ 3,042,225
$ 246,828
$ 247,392
$ 431,745

$ (682,474)

$ 8,588,264
$ 1,000,316
$ 2,347,276
$ 1,448,452

(a) Intersegment electric and gas revenues are actounted for at tariff rates prescribed by the CPUC.

$16,272,545 § 4,182,397 $20,454,942
897,028

$21,351,970

$ 5512,865 § 2,132,883 $ 7,645,748
9,807 717,833 $  (727,640) -

$ 5,522,672 5 2,850,716 $ (727,640) $ 7,645,748
$ 716539 § 215425 $ 931,964
$ 1,587,438 § 218,192 $ 1,805,630
932,573 B 402,684 $ 1,335,257
$16,058,553  $ 4,079,365 $20,137,918
929,767

$ 21,067,685

$ 5,133,028 § 2,052,673 $ 7,185,701
7,724 631,981 8 (639,705) —

$ 5,140,752 $ 2,684,654 $ (639,705) $ 7,185,701
$ 674,135 % 201,073 $ 875,208
$ 1,574,483 $ 290,230 $ 1,864,713
$ 948,080 $ 380,695 $ 1,328,775
$ 16,874,666 $ 3,765,079 $ 20,639,745
1,093,907

$ 21,733,652

(6} Income taxes and general corporate expenses are allocated in accordance with the FERC Uniform System of Accounts and reguirements of the
CPUC. Operating income in the Statement of Consolidared Income is net of income taxes.

(¢} Includes an allocation of common plant in service and AFUDC.

The accompanying Notes to Consolidated Financial Statements are an integral part of this schedule.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Pacific Gas and Electric Company
For years ended Decewider 31, 1989, 1958 and 1957

Note 1: Summary of Significant Accounting Policies

Accounting records The accounting records of
Pacific Gas and Electric Company (PG&E) are kept in
accordance with the Uniform System of Accounts pre-
scribed by the Federal Energy Regulatory Commission
(FERC) and adopted by the California Public Utilities
Commission (CPUC).

Principles of consolidation The consolidated finan-
cial statements include PG&E and its wholly-owned
and majority-owned subsidiaries (the Company). All
significant intercompany transactions are eliminated.
Major subsidiaries are: Pacific Gas Transmission
Company (PGT) — transports and sells natural gas
outside California; Alberta and Southern Gas Co. Ltd.
(A&S) —buys gas in Canada and arranges transport
to the U.S. border; Pacific Energy Fuels Company
(PEFCO) — finances the purchase of nuclear fuel
through issuance of its commercial paper; PG&E
Enterprises — holding company for the nonregulated
subsidiaries of PG&E, including PG&E Resources
Company (PG&E Resources) which acquires and
operates oil and natural gas production properties.
Alberta Natural Gas Company Ltd (ANG), an
affiliate of PG, owns and operates a pipeline in
Canada, which transports natural gas for A&S to the
U.S. border. The investment in ANG, a less than
50%-owned affiliate, is accounted for by the equity
method of accounting.

Revenues Revenues include billings to customers,
accrued unbilled revenues and changes in regulatory
balancing accounts. :

Before 1987, revenues were recognized as customers
were billed throughout each month. To match revenues
and expenses more closely, effective January 1987, the
Company began accruing revenues for service provided
but unbilled at the end of each month.

The CPUC authorizes the use of balancing accounts
which reduce earnings fluctuations from changes in
sales and most costs of providing electricity and gas. The
balances of these accounts represent amounts that will
be recovered from, or repaid to, customers by adjust-
ments to future customer rates. The CPUC reviews the
reasonableness of the amounts in these accounts.

Plant in service The costs of plant additions, includ-
ing replacements of plant retired, are capitalized. Costs
include labor, material, construction overheads and an
allowance for funds used during construction (AFUDC).
AFUDC is the cost of financing the construction of
new facilities. Effective July 1988, financing costs of
capital additions for the Diablo Canyon Nuclear Power
Plant (Diablo Canyon) are calculated under Statement
of Financial Accounting Standards (SFAS) No. 34,
Caprtalization of Interest Cost, since Diablo Canyon is no
longer on a cost-based ratemaking basis. (See Note 2.)
Costs of depreciable retired utility plant plus removal
costs less salvage are charged to accumulated deprecia-
tion. Property maintenance, repairs and minor replace-

ments and additions are charged to maintenance expense.

Depreciation For financial reporting purposes, depre-
ciation of plant in service is computed using a straight-
line remaining-life method. For federal income tax
purposes, the most liberal depreciation methods allowed
by the Internal Revenue Code generally are used.

Income taxes PG&E files a consolidated federal
income tax return that includes subsidiaries in which
its ownership is 80% or more. Income tax expense
includes the current and deferred income tax expense
resulting from operations during the year. Deferred
income tax expense is provided on most of the major
timing differences between financial statement and
income tax reporting, to the extent permitted for rate-
making purposes. These timing differences are item-
ized in the deferred tax section of Note 8. Although the
tax effects of most major timing differences are deferred,
others are recorded currently. Timing differences for
which there are no deferred taxes include certain
capitalized overheads, percentage repair allowances,
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excess depreciation for state purposes, and removal costs
and federal tax depreciation on property acquired
prior to 1981. At December 31, 1989, the cumulative .
net amount of these differences was $2.1 billion for
federal purposes and $2.5 billion for state purposes.
The Company expects to recover the tax effects of these
timing differences in future rates. Investment tax credits
are deferred and amortized to income over the life of
the related property.

Debr premium, discount and related expense
Long-term debt premium, discount and expense are
amortized over the life of each issue. Gains and losses -
on reacquired debt are amortized over the remaining
original lives of debt reacquired, consistent with rate-
making. Effective July 1988, gains and losses on reac-
quired debt allocated to Diablo Canyon are recognized
in income.

Inventories Nuclear fuel inventory is stated at the
lower of cost or market. Amortization of fuel in the
reactor is based on the amount of power generated.

As required by federal law, the U.S. Department
of Energy (DOE) is responsible for the future storage
and disposal of spent nuclear fuel. The cost of these
activities is funded through a one-tenth of one cent
fee on each kilowatt-hour (kwh) generated by all nuclear
power plants, including Diablo Canyon. This fee is
deposited with the DOE. The cost of nuclear fuel,
including the spent fuel fee, is recoverable through the

- Diablo Canyon settlement revenues. (See Note 2.)

Other inventories are valued at average cost except
for fuel oil, which is valued by the last-in first-out
(LIFO) method.

Oil and gas exploration costs PG&E Resources uses
the successful efforts method of accounting to deter-
mine the profits and losses on nonregulated oil and gas
exploration, development and production.

Statement of consolidated cash flows Cash and
cash equivalents include special deposits, working funds
and short-term investments (at cost which approxi-
mates market).

Noncash investing and financing activities include
increases of $50 million and $48 million in 1988 and
1987, respectively, in capital lease obligations, primarily
for nuclear fuel. (See Note 6.)

Reclassifications Prior years’ amounts in the consoli-
dated financial statements have been reclassified where
necessary to conform to the 1989 presentation.

Note 2: Diablo Canyon

Rate case settlement In December 1988, the CPUC
approved a settlement of the Diablo Canyon rate case.
The settlement, effective July 1988, adopted alternative
ratemaking for Diablo Canyon by basing revenues
primarily on the amount of electricity generated rather
than on traditional cost-based ratemaking. In approv-
ing the settlement, the CPUC explicitly affirmed that
Diablo Canyon costs and operations no longer should
be subject to CPUC reasonableness reviews. The CPUC
cannot bind future commissions in fixing rates for
Diablo Canyon, but to the extent permitted by law
intends that this decision remain in effect for the full

“term of the settlement.

The settlement provides that certain costs of Diablo
Canyon aggregating $1.056 billion after tax will con-
tinue to be recovered, including a full return, through
base rates. Other than these and decommissioning
costs, Diablo Canyon no longer meets the criteria for
application of SFAS No. 71, Accounting for the Effects of
Certain Types of Regulation. Consequently, application
of this statement was discontinued for Diablo Canyon
effective July 1988.

In 1988, as a result of the settlement, the Company
charged to earnings approximately $871 million of
Diablo Canyon revenues previously recorded but uncol-
lected through rates, as well as approximately $150
million of litigation and other Diablo Canyon costs.

Pricing Under the settlement, revenues are based
on a pre-established price per kwh consisting of a fixed
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Pacific Gas and Electric Company

component and an escalating component. The total

price for 1989 was 8.34 cents per kwh, effective January 1.

Total prices for the years 1990 through 1994, effective
January 1 of each year, are 8.93 cents, 9.6 cents, 10.34
cents, 11.16 cents and 11.89 cents per kwh. For 1995
through 2016, the escalating component will be adjusted
by an inflation factor. During the first 700 hours of
full- power opcration during the peak period in June
through September, the price is 130% of the stated
amount to encourage the Company to utilize the plant
during the peak period. Beginning in January of each
year, during the first 700 hours of full-power operation
outside this peak period, the price is70% of the stated
amount. At all other times, the price is 100% of the
stated amount.

Decommissioning costs Since 1987, the CPUC has
granted the Company $53 million in annual revenues
to provide for the future costs of decommissioning
Diablo Canyon. This amount is based on an estimated
decommissioning cost of $579 million (computed in
1985 dollars), which includes a contingency factor of
50% for expected changes in regulatory requirements
and waste disposal cost increases. Decommissioning
costs will continue to be recovered through base rates
and are not subject to plant performance.

As of December 31, 1989, approximately $14Y million
had been deposited in an external trust fund to be used
for the decommissioning of Diablo Canyon and was
included in funds held by trustee in the consolidated
balance sheet. Funds may not be released from the
trust fund until authorized by the CPUC.

Note 3: Preferred Stock

Nonredeemable preferred stock ($25 par) consists of
2 5%, a 5.5%, and a 6% series, which have rights to
annual dividends per share of $1.25,$1.375, and $1.50,

respectively.

Redeemable preferred stock without mandatory
redemption provision ($25 par) is subject to redemption,
in whole or in part, if the Company pays the specified
redemption price plus accumulated and unpaid divi-
dends to the redemption date. Per share information is:

Sertes Annual dividend

4.36% t0 8.2% $1.09 10$2.05
9% to 10.46% $2.25 10 $2.015

Redemption price

$25.75 to $28.125
$25.85 10 528.50

Preferred stock with mandatory redemption provision

" (3100 par) consists of a 9% and a 10.17% series, each

entitled to asinking fund providing for the retirement
of stock outstanding at $100 per share plus accamu-
lated and unpaid dividends. The total redemption cost,
excluding any accumulated and unpaid dividends, for
each of the years 1990 through 1994 is $13 million.

In addition to sinking fund retirements, the 9%
series, and after August 14, 1993, the 10.17% series, may
be redeemed at PG&E'’ option for $100 per share plus
accumulated and unpaid dividends and a redemption
premium under specified circumstances.

Preferred stock dividends are cumulative. All shares
of preferred stock have equal preference in dividend.
and liquidation rights. Upon liquidation or dissolution
of PG&E, holders of the preferred stock would receive
the par value of such shares plus all accumulated and
unpaid dividends, as specified for the class and series.

Note 4: Long-term Debt

Mortgage bonds The first and refunding mortgage
bonds of PG&E are issued in series, bear annual
interest rates ranging from 4.25% to 13% and mature
from 1990 to 2022. Additional bonds may be issued up
to a maximum total outstanding of $10 billion, assum-
ing compliance with indenture covenants for earnings
coverage and property available as security. The inden-
ture requires that net earnings not including deprecia-
tion and interest be equal to or greater than 1.75 times
the annual interest charges on PG&E's mortgage
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bonds outstanding. The Board of Directors of PG&E
may increase the amount authorized, subject to CPUC
approval. All real properties and substantially all per-

.sonal properties are subject to the lien of the indenture.

Stock representing PG&E'’ investments in subsidiaries
is pledged as collateral for PG&E’s mortgage bonds.
PG&E is required by the indenture to make semi-
annual sinking fund payments on February 1 and
August | of each year for the retirement of the bonds.
The payments equal ¥ of 1% of the aggregate bonded
indebtedness outstanding on the preceding November
30 and May 31, respectively. Bonds of any series, with

-certain exceptions, may be used to satisfy this require-

ment. In addition, holders of Series 84D bonds matur-

ing in 2017 have an option to redeem their bonds in 1995.

PG&E continues to reacquire high-cost debt when
it is economical to do so. In 1989, PG&E reacquired
$161 million of its outstanding long-term debt with
interest rates ranging from 12% to 14%, at a redemp-
tion premium of $25 million. The premium is amor-
tized over the remaining original lives of the debt
reacquired. Effective July 1988, the portion allocated to
Diablo Canyon is charged to income. '

In January 1989, PG&E issued $200 million of
Series 89 A mortgage bonds at 9.95%, to mature in
February 2022. Proceeds from these bonds were applied
to construction expenditures and to the redemption,
repayment, or retirement of debt or preferred stock.

Poliution control loan agreements PG&E has loans

from an agency of the State of California to finance

air and water pollution control, and sewage and solid
waste disposal facilities. In 1988, PG&E borrowed
$925 million to refund existing loans with the agency.
Interest rates on the $925 million in loans vary depend-
ing on whether the loans are in a daily, weekly, com-
mercial paper, or fixed rate mode. Conversions from
one mode to another take place at PG&E's option.
Average annual interest rates for 1989 ranged from
6.3% t0 6.6%. These loans are subject to redemption by
the holder on demand under certain circumstances.

The Company’s obligations for such demands are
secured by irrevocable letters of credit which can be
drawn on at anytime until 1996. Any borrowings result-
ing from use of the letters of credit would mature in
1996. PG&E has additional loans with the agency
totaling $423 million with interest rates ranging from
6.25% to 8.875% and maturities from 2007 to 2018.
These loans are secured by PG&E’s mortgage bonds.

- Repayment schedule For the years 1990 through

1994, the Company’s combined aggregate amount of
debt maturing and sinking fund requirements, as of
December 31, 1989, is $62 million, $104 million, $169
million, $358 million, and $174 million.

Note 5: Short-term Bofrowings

Short-term borrowings are principally commercial
paper with weighted average interest rates of 10.1% and
9.7% at December 31, 1989 and 1988, respectively. The
usual maturity for commercial paper is 10 ta 90 days.
PG&E has a $750 million revolving credit facility
agreement to support the sale of commercial paper and
for other corporate purposes. PEFCO’ commercial
paper issued to finance the purchase of nuclear fuel is
supported by a $250 million revolving credit facility
agreement guaranteed by PG&E. PEFCO’s commer-
cial paper also is guaranteed by PG&E. The Company
is in compliance with all covenants associated with
both agreements. There were no borrowings outstanding
against either of these facilities at December 31, 1989.
A&S maintains a $35 million (Canadian) line of
credit with a bank to support the sale of commercial
paper for take-or- pay payments on gas contracts. PG&E
has executed guarantees to assume liabilities not to
exceed $350 million on commercial paper and a bank
line of credit for A&S to cover take-or- pay borrowings.
(See Note 9.) A&S also maintains lines of credit with
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four banks totaling $23 million (Canadian) for opera-
tions. As of December 31, 1989, A&S had no significant
borrowings outstanding against either of these lines
of credit.

The Company pays fees to the banks for credit
facilities and other banking services.

Note 6: Nuclear Fuel Lease

PG&E leased nuclear fuel from Pacific Energy Trust
(PET) under an agreement that was terminated in
March 1989. Lease payments were based on the cost of
the nuclear fuel used plus the daily finance charges on
PET'% net investment in nuclear fuel during the period.

Nuclear fuel lease expenses were $98 million and
$110 million, including interest of $21 million and $11
million, in 1988 and 1987, respectively. The carrying
value of nuclear fuel under capital lease, net of accumu-
Manages pension  lated amortization of $160 million, was $212 million as
of December 31, 1988.

In March 1989, PEFCO purchased PET’s remain-
ing investment in the nuclear fuel lease. The acquisition

fund as well as

a trust fund

established for cost was financed by the issuance of commercial paper.
eventual decom- PEFCO continues to finance the acquisition of nuclear
missioning of fuel through the issuance of its commercial paper.

, (See Note 5.)
nuclear power
plants. Note 7: Retirement Plan and Postretiromont Benefits

Sunny Qberol
Retirement Plan The Company provides a defined

benefit retirement plan covering substantially all
employees. The retirement benefits are based on years
of service and the employee’s base salary. The Compa-
ny’ funding policy is to contribute each year not more

- thanthe maximum amount deductible for federal
income tax purposes and not less than the minimum
contribution required under the Employee Retirement
Income Security Act of 1974. The cost of this plan was
charged to expense and plant in service. -

Director; Investments

and Benefit Finance
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The plan’s funded status was:

December 31 1989 1988

In thousands

Actuarial present value of projected
benefit obligations
Vested benefits $2,003,385  $1,777,000
Nonvested benefits . 127,876 154,711

Accumulated benefit obligation 2,131,261 1,931,711
Effect of projected future

compensation increases 846,957 789,306
Projected benefit obligation 2,978,218 2,721,017
Plan assets at market value 3,075,207 2,535,708

Projected benefit obligation
in excess of (less than)

plan assets (96,989) 185,309
Unrecognized prior service cost (3,247) —
Unrecognized net gain 308,741 52,309
Unrecognized net obligation (173,703) (185,682)
Accrued pension liability $ 34,802 $ 51,936

Assumptions used to calculate the projected benefit
obligation to determine the plan’s funded status were:

Weighted-average discount rate 7.5% 8.0%
Rate of projected future
compensation increases 6.5% 7.0%

Plan assets are composed primarily of common stocks,
fixed-income securities and real estate investments.
The unrecognized net obligation is being amortized
over approximately 18 years.

Net pension cost, using the projected unit credit
actuarial cost method, was:

1989 1988 1987
In thousands
Service cost for benefits
earned $ 90,735 $ 81,653 $ 92,812
Interest cost on projected )
benefit obligation 215,993 209,372 184,774

Return on plan assets (552,393)  (323,087) (89,046)
Net amortization and

deferral 349,742 135,536 (87,235)
Net pension cost 104,077 103,474 101,305
Cost of early retirement

benefits - - 87,052
Net pension cost

recognized $ 104,077 $ 103,474  $ 188,357
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The expected long-term rate of return on plan assets
used in determining pension cost was 8.5%, 9% and 8%
for 1989, 1988 and 1987, respectively.

Effective January 1988, pension benefits for manage-

ment employees were based on final three years' average

pay. For nonmanagement employees, the Company
historically has amended the retirement plan every two
to three years so that pension benefits are based on the
most current salaries. Subject to collective bargain-
ing, the Company intends to continue this practice
and therefore future amendments to the plan for non-
management employees have been anticipated and

. arereflected in the projected benefit obligation and

pension cost.

Early retirement plan In 1987, PG&E offered an
early retirement plan to qualified employees, which
increased administrative and general expenses in 1987
by $87 million before taxes. '

Life insurance benefits The Company provides life
insurance benefits for retired employees. This benefit

is provided through an insurance company whose pre-
miums are based on total claims paid in the prior year.

A life insurance plan available to certain management™

employees uses the same actuarial funding methods
and assumptions as the retirement plan. The annual
contribution is the normal cost plus the amortization

“of the unfunded actuarial liability. The cost of provid-

ing life insurance benefits was charged to expense and
plant in service and totaled $2.6 million, $1.3 million and
$2.2 million for 1989, 1988 and 1987, respectively.

" Health care benefits The Company provides health

care benefits for retired employces and their eligible

_ dependents. Costs are based on benefits paid during

each year. The cost of providing these benefits for
retirees cannot be separated from the cost for active
employees. Health care costs (in thousands) and the
number of covered retired and active employees were:

1989 1988 1987
Health care costs $92,000  $99,000  $87,000
Retired employees 8,400 8,400 8,400
Active employees 27,900 28,400 28,900

The cost of health care benefits was charged to expense
and plant in service.

Note 8: Income Taxes

The current and deferred components of income tax

€xpense were:

1989 1988 1987
In thousands
Current
Federal $457,014  $ 133,864  $313,144
State 139,975 88,579 111,835
Total current 596,989 222,443 424,979
Deferred —Federal :
and State
Balancing accounts 78,445 (11,215) 100,229
Depreciation 95,414 223,494 197,143
Contributions in aid
of construction (27,708) (27,100) (30,741)
Fuel oil inventory 7,912 14,282 (38,924)
Capitalized interest :
and overheads (1,240) 13,511 (44,246)
Early retirement plan 2,630 2,401 (37,790)
Unbilled revenues (39,599) (6,433) 48,642
State tax deductions (20,173) 15,300 9,721)
Gain/loss on
reacquired debt 908 8,216 (2,694)
Energy project costs - - (24,414) -
Diablo Canyon
- adjustment account - (446,280) -
Other—net (12,532) (147) (9,066)
Total deferred 84,057 (238,385) 172,832
Investment tax credits-net (11,161) (7,423) 34,663
Total income tax
expense $669,885  $ (23,365) $632,474
Classification of
income taxes
Included in operating
expenses $724,718  $ 508,258 $603,012
Included in other—net (54,833) (22,076) (47,583)
Included in accounting
change - — 77,045
Diablo Canyon settlement - (509,547) —
Total income tax
expense $669,885 $ (23,365) $632,474
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The differences between reported state and federal
income taxes and amounts determined on income before
income tax expense by applying the federal statutory
rate are:

1989 1988 17987

In thousands

Expected federal
income tax expense
at statutory rate
Increase (decrease)
in income tax expense
resulting from:
Investment and

$ 533,974 $ 13,179 $ 528,396

other tax credits (24,547) (21,923) (29,019)
State income tax
(net of federal
benefit) 96,225 13,365 74,853
Financial state-
ment deprecia-
tion in excess of )
tax depreciation 89,780 105,977 133,656
AFUDC (14,629) (8,076) (899)
Removal costs (6,724) (6,724) (7,912)
Repair allowance (10,881) (10,880) (8,120)
Capitalized interest 8,404 6,165 (35,094)
Capitalized
overheads (3,621) (11,326) (26,670)
Diablo Canyon
settlement — (104,169) —
Other—nct 1,904 1,047 3,283
Total income tax
expense $ 669,885 $ (23,365) $ 632,474
Income before income
tax expense $1,570,513 $ 38,762 $1,320,991
Effective tax rate (total
income tax expense/
income before income
tax expense) 42.7% (60,3%) 47.9%

The 1988 effective tax rate was affected primarily by
the Diablo Canyon settlement. Deferred income taxes

for Diablo Canyon revenues accrued but not collected
had been provided in prior years using historical
income tax rates. In 1988, these deferred income taxes
were reversed and the difference between historical and
present income tax rates was included in net income.

SFAS No. 96, Accounting for Income Taxes, issued in
December 1987, established new financial accounting
standards for income taxes. The Company currently is
evaluating the accounting, regulatory and financial
implications of SFAS No. 96, which must be adopted
by 1992. The Company estimates that both consoli-
dated assets and liabilities will increase by-two to three
billion dollars upon adoption, as the result of recording
additional deferred taxes and the related regulatory
assets. The impact on consolidated net income is not
expected to be material.

Note 9: Commitments

Capital expenditures Capital expenditures for 1990

are estimated to be approximately $1.8 billion, con- -
sisting of $1.6 billion, including AFUDC, for utility
expenditures, $109 million for Diablo Canyon and $125
million for nonregulated investments.

Natural gas take-or-pay contracts A&S, the
Company’s Canadian gas purchasing subsidiary, has_
contracted to make take-or-pay payments to Canadian
natural gas producers if it does not take certain quanti-
ties of natural gas during a contract year. The contracts
permit make-up of the prepaid gas and provide for
reimbursement of take-or-pay payments if make-up of
the gas prior to the expiration of the contracts is not
possible. Total advances by A&S to producers as of
December 31, 1989, were $224 million. Advances unre-
imbursed by A&S’s gas customers are financed by short-
term borrowings. PG&E has executed guarantees to
assume liabilities not to exceed $350 million on com-
mercial paper and astandby bank line of credit for A&S
to cover take-or-pay borrowings. (See Note §.)
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Stock Option Plan The Company has a Stock Option
Plan (Plan) to grant incentive and nonqualified stock
options with associated stock appreciation rights (SARs)

and dividend equivalents to key management employees.

A total of 1.5 million shares of the Company’s com-
mon stock was authorized for award under the Plan.

. Costs associated with the Plan are not recoverable

in rates. v ’
During 1987 through 1989, nonqualified options on
322,650 shares were granted at option prices ranging
from $16.75 to $26.63. Option prices were the market
price per share on the date of grant.

The options expire ten years and one day after the
date of grant, and become exercisable on a cumulative

-basis at one-third each year commencing two years

from the date of grant. Options also become exercisable
upon retirement or death. As of December 31, 1989,
options on 72,996 shares were exercisable. No optlons
or SARs have been exercised.

Western Area Power Administration (WAPA) energy
agreement The Company has an agreement with
WAPA to purchase energy from them and resell it to
them upon their request. The energy under contract
has been purchased by the Company from WAPA at
favorable prices based on WAPA's cost of generation.
That energy must be sold back to WAPA at a price

“equal to the Company’s current thermal production

cost at the time of delivery to WAPA less the Company’s
savings that resulted from the purchases at the lower
WAPA prices.

The contract will expire in 2005. As of December
31,1989, the cost to the Company to return the amount
of energy currently available to WAPA was approxi-
mately $412 million, assuming WAPA requests the
return of all the energy prior to the contract’s expira-

tion date. However, such cost represents a return of the
benefits the Company received through its purchases

. from WAPA, which were passed on to ratepayers at that

time. The Company believes it is entitled to recover in
rates costs of energy resold to WAPA.

Qualifying facilities (QFs) Under the Public Utility
Regulatory Policy Actof 1978, the Company is required
to purchase energy and capacity produced by QFs. The
CPUC established a series of power purchase agree-
ments which set the applicable terms, conditions and
price options.

Under the power purchase agreements, sellers receive
payments for the energy delivered at a calculated
rate equal to the Company’s own marginal costs for
constructing new facilities or purchasing power, or at
forecasted rates negotiated in the individual agree-
ment. The total cost of the QF purchase payments is
recoverable in rates.

Approximately 3857 million, $538 million and

-$360 million was paid to QFs for 12,975 million, 9,387

million and 6,718 million kwh of energy and associated
capacity in 1989, 1988 and 1987, respectively.

Note 10: Contingencies

Helms Pumped Stomge Project (Helms) Helms,
which was delayed due to a witer conduit rupture in

"1982 and various start-up problems, became commer-

cially operable in 1984.

The total cost of the project as of December 31, 1989
was $969 million, of which $716 million is in rate base
and $22 million was disallowed by the CPUC. The
Company was granted recovery of an additional $51
million of costs in the 1990 general rate case. The
remaining $180 million is not in rate base and therefore
is not earning a return on investment. The Company
currently is seeking recovery of the majority of these
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Pactfic Gas and Electric Company

costs through litigation. Any costs then remaining will
be submitted to the CPUC for recovery in rates.

The CPUC has indicated that PG&E will bear a
heavy burden of proof in establishing the reasonable-
ness of these costs. In addition, if PG&E seeks to recover
these costs in rates, the CPUC intends to consider an
offset to revenues to reflect lost or deferred capacity
benefits due to the delay in commercial operation.

In its 1985 Helms rate case decision, the CPUC
declined to include in rates the revenues accrued dur-
ing the time Helms was out of service for the modifica-
tion and repair of the generators. These revenues and
related interest amounted to $55 million. PG&E will
be allowed to file a separate application for recovery
after claims against third parties are resolved.

The Company believes that it is entitled to recover
in rates all Helms costs not recovered through claims
or litigation and that any revenues or costs disallowed
by the CPUC would not have a significant impact on
its financial position or results of operations.

Nuclear insurance PG&E is a member of Nuclear
Mutual Limited (NML) and Nuclear Electric Insur-
ance Limited (NEIL I and II). In the event of property
damage to a nuclear plant of a member utility or
increased cost of replacement power due to a prolonged
accidental outage of a member utility’s reactor unit,
PG&E may be subject to maximum assessments of $55
million (property damage), or $9 million (replacement
power) in each case per policy period, if losses exceed

premiums, reserves, NML, NEIL I or NEIL II resources.

With respect to property damage at Diablo Canyon,
the NML coverage is limited to $500 million and an
additional $1.5 billion of excess coverage is provided
by NEIL II and the nuclear insurance industry pools.
The maximum industry liability for third-party
claims resulting from any nuclear incident is $7.4 billion -
per incident under provisions of the Price- Anderson
Act. In the event that a nuclear incident results in public
liability claims in excess of $200 million, PG&E is
subject to a retrospective assessment of up to $63 million
per incident for each of its two licensed reactors, not
to exceed $10 million per reactor per calendar year with
payments in excess deferred to the next calendar year.
In addition, if theé sum of all public liability claims and
legal costs arising from any nuclear incident exceeds
the maximum amount of financial protection, each
licensee can be assessed an additional 5% ($3.2 million)
of the maximum retrospective assessment for each of
its licensed reactors.

Geothermal steam contracts litigation In January
1987, two lawsuits were filed against the Company
relating to the sale of geothermal steam to the Com-
pany for use in the generation of electricity at the
Company’s Geysers Geothermal Power Plant. In total,
the lawsuits claim damages in excess of $120 million
for breaches of contract. The Company has filed a cross-
complaint requesting damages in excess of $57 million.

The Company plans to defend these lawsuits
vigorously and believes that the ultimate outcome of
this matter would not have a significant impact on its
financial position or results of operations.
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FERC hydroelectric relicensing Federal legislation
has eliminated any preference for governmentally-run
utilities in the relicensing of hydroelectric projects.
Certain governmentally-run utilities previously had
challenged the Company? relicensing of three hydro-
electric projects. _

The new law requires the Company to pay these
challengers a “reasonable” settlement consisting of their
costs incurred to pursue the licenses and a potential
further amount ranging from 0% to 100% of the Com-
pany’s remaining net investment of approximately
$126 million in the projects. In return, the challengers
are required to withdraw their competing license
applications. Settlement negotiations are taking place
and a tentative agreement has been reached for one
project. The other two projects currently are proceed-
ing toward eventual FERC hearing. The Company
expects to recover settlement costs for each project

_through rates.

Take-or-pay liabilities 'The Company has a service
agreement with El Paso Natural Gas Company (El
Paso) for the purchase of natural gas. Under a FERC
order, El Paso may recover take-or-pay settlement costs
from customers, subject to refund. As a result, the
Company estimates that it could be assessed over $100
million in fixed costs over three years. The Company

has challenged El Paso’s proposed allocation of these costs.
The Company began payments to EI Paso in
January 1989, and as of January 1990, had paid approx-
imately $21 million in direct billings. The Company
has applied to the CPUC for rate recovery and believes
that the ultimate outcome would not have a significant

.impact on its financial position or results of operations.

Environmental cleanup matters The Company
currently is assessing measures that may need to be taken,
principally at retired manufactured gas plant sites, to
comply with environmental laws and regulations. The
probable costs of these measures cannot be deter-
mined at this time due to uncertainty as to the extent of
environmental risks and the Company’ responsibility,
the complexity of environmental laws and regulations
and the selection of alternative compliance approaches.
However, the Company expects to recover in rates costs
not recovered through insurance and believes that the
ultimate outcome would not have a significant impact
on its financial position or results of operations.
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; RPORT OF (NDEPENDENT PUBLIC ACCOUNTANTS
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To the Shareholders and the Board of Directors of
Pacific Gas and Electric Company:

We have audited the accompanying consolidated
balance sheet and the statement of consolidated capitai-
ization of Pacific Gas and Electric Company (a California
corporation) and subsidiaries as of December 31, 1989
and 1988, and the related statements of consolidated
income, cash flows, common stock equity and preferred
stock, and the schedule of consolidated segment infor-
mation for each of the three years in the period ended
Pecember 31, 1989. These financial statements are
the responsibility of the Company’s management.
Our responsibility is to express an opinion on these
financial statements 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 misstaternent. An audit includes exam-
ining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit

RESPONS{s!LiTY FOR FINANCIAL STATEMENTS
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Pacific Gas and Electric Company

"The responsibility for the integrity of the financial
information included in this annual report rests with
management. Such information has been prepared in
accordance with generally accepted accounting princi-
ples appropriate in the circumstances, and is based

on the Company’s best estimates and judgments after
giving consideration to materiality.

PG&E maintains systems of internal accounting
controls supported by formal policies and procedures
which are communicated throughout the Company.
These controls are adequate to provide reasonable
assurance that assets are safeguarded from loss or
unauthorized use and to produce the records necessary
for the preparation of financial information. There are
limits inherent in all systems of internal control, based
on the recognition that the costs of such systems should
net exceed the benefits to be derived. The Company
believes its systems provide this appropriate balance.
1a addition, the Company’s internal auditors perform
audits and evaluate the adequacy of and the adherence
to these controls, policies and procedures.

Arthur Andersen & Co., the Company’s indepen-
dent public accountants, review and evaluate the
Company’s internal accounting control systems to the

also includes assessing the accounting principles used
and significant estimates made by management, as well
as evaluating the overall financial statement presenta-
tion. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements
and schedule of consolidated segment information
referred to above present fairly, in all material respects,
the financial position of Pacific Gas and Electric
Company and subsidiaries as of December 31, 1989 and
1988, and the results of their operations and cash flows
for each of the three years in the period ended December
31, 1989 in conformity with generally accepted
accounting principles.

As discussed in Note 1 to the consolidated financial
statements, effective January 1, 1987, the Company
changed its method of recognizing revenues to accrue
for service provided but unbilled.

ARTHUR ANDERSEN & CO.
San Francisco, California
February 2, 1990

extent they consider necessary in order 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.

In a further attempt to assure objectivity and remove
bias, 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 five
outside directors who meet regularly with management,
the corporate internal auditors and Arthur Andersen
& Co., jointly and separately, to review internal account-
ing controls and auditing and financial reporting matters.

The Company maintains high standards in select-
ing, training and developing personnel to ensure that
management’s objectives of maintaining strong, effective
internal controls and unbiased, uniform reporting
standards are attained. The Company believes its poli-
cies and procedures provide reasonable assurance that
operations are conducted in conformity with applicable
laws and with its commitment to a high standard of
business conduct.
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Quarterly financial data for the four quarters of 1989
and 1988 are shown below. Due to the seasonal nature
of the utility business and the planned refueling outages
for Diablo Canyon, operating revenues, operating
income, and net income are not generated evenly by
quarter during the year.

The Company’s common stock is traded on the New
York, Pacific, London, Amsterdam, Basel and Zurich

stock exchanges. There were approximately 287,000
common shareholders of record as of December 31, 1989.
Dividends are paid on a quarterly basis, and there are
no material restrictions on the present ability of the
Company to pay dividends. In the fourth quarter of 1988,
the Company charged to earnings $576 million after

_tax for the Diablo Canyon rate case settlement and for

various non-Diablo Canyon adjustments.

. Common stock price per share

High
Low
1988
Operating revenues
Operating income
Net income (loss)
Earnings (loss) per common share
Dividends declared per common share
Common stock price per share
High
Low

4th 3rd 2nd st
- In thousands, except per share amounts

1989 :
Operating revenues $2,146,711 - $2,245,948  $2,086,494 $2,109,111
Operating income $ 296,437 $§ 475,876 § 430,479 $ 419,766
Net income $ 102,975 $ 317,022 § 236,193 $ 244,438
Earnings per common share $ 18 8 69 8 50 8 .53
Dividends declared per common share

$ 35 8 35 08 35 8 .35

$§ 2200 $§ 2163 S8 2050 $ . 18.50
$ 1875 $ 1950 S 1750 $ 17.25

$2,043,571

$1,966,016  $1,766,565 31,869,596
$ 290,085 B 388,685 § 318,403 $ 300,199
P (461,644) % 240,649 $ 146,454 5 136,668
P (.19 3 . .53 % 30 08 .28
P 3503 35 03 A48 3 48
$ 1838 3 1750 $ 1613 $  18.00
$ 1663 % 1500 ¢ 1400 & 1513

|

|

|

i

i'

1
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Facific Gas and Electric Company

Years ended December 31 1989 7988 1987
Electric statistics
Net area output (millions of kwh) 94,155 91,575 88,444
Net area output— percent
Hydroelectric plants _ 11.5% 9.3% 10.2%
Thermal electric plants (excluding nuclear) 35.9 42.3 38.2
Nuclear plants 16.8 12.5 15.8
Other producers 35.8 359 35.8 .
Total 100.0% 100.0% 100.0%
Area capability —mw (at annual peak)
~ Hydroelectric plants (adverse conditions) 3,895 3,875 3,938
Thermal electric plants (excluding nuclear) 8,995 8,995 9,070
Nuclear plants 2,160 2,160 2,164
Other producers (adverse conditions) 8,194 - 8,917 6,554
Total 23,244 23,947 21,726
Net area peak demand —mw 17,623 18,490 16,202
Reserves capacity margin at peak — percent ' 8.8% 7.8% 19.3%
Annual load factor — percent 61.0% 56.7% 62.3%
Average annual residential consumption —kwh 6,468 6,537 6,489
Average residential revenue per kwh 9.69¢ 8.64¢ 7.80¢
Average annual residential bill $626 $565 3506
Total customers (end of year) 4,110,000 4,027,000 3,951,000
Plant investment per customer $3,474 $3,520 $3,565
Customers per mile of distribution line 40.8 40.3 40.0
Gas statistics
Gas purchased for U.S. operations (thousands of mcf) - 756,222 745,606 681,421
Source of gas purchased — percent
From California 11.7% 15.8% 18.3%
From other states 39.2 33.0 27.7
From Canada 49.1 51.2 54.0
Total 100.0% 100.0% 100.0%
Average cost of gas purchased per mef (U.S. operations)
From California ' 81.83 $1.69 $1.71
From other states $2.58 $2.47 $2.16 ;
From Canada $2.36 $1.88 $1.87
Average $2.38 $2.05 $1.92 i
Peak day sendout —mmcf 3,430 3,524 3,530 :
Average annual residential consumption—mcf 67.0 64.0 66.0
Average residential revenue per mcf $5.28 $4.77 $4.55 ‘
Average annual residential bill $352 $305 $300 !
Total customers (end of year) 3,372,000 3,300,000 3,245,000 (
Plant investment per customer $705 3665 5631 :
Customers per mile of distribution main 100.4 100.1 100.3 g
Miscellaneous statistics |
Customers served per employee 286 275 264
Depreciation and amortization as a percent of average depreciable plant )
Electric 3.6% 3.6% 3.6%
Gas 5.3% 5.3% 5.7%
PG&E composite (includes common plant in service) 4.0% 4.0% 4.0%
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1986

7985

1984

1983

1982

7987

1980

1979

84,633 85,308 84,227 78,879 78,399 80,606 76,747 77,511
17.4% 13.3% 17.9% 22.9% 19.9% 13.2% 17.3% 15.3%
28.7 40.2 36.8 28.9 31.7 48.8 46.0 53.6
14.5 7.6 .3 — — — - —
39.4 38.9 45.0 48.2 48.4 38.0 36.7 31.1
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
3,875 3,913 - . 3,723 2,658 2,518 2,517 2,491 2,485
9,171 8,939 - 8,926 8,923 8,699 8,815 8,694 8,629
2,152 1,073 — - — — — —
6,978 6,860 - 7,561 7,617 0,673 8,732 7,1807 7,307
22,176 20,791 . 20,210 19,198 17,890 20,064 18,365 18,421
15,439 16,507 _16,225 15,156 13,907 15,542 15,336 15,065
25.7% 11.6% 0.2% 8.8% 9.6% 5.9% 9.0% 12.1%
62.6% 59.1% 59.1% 59.4% 64.4% 59.2% 57.0% 58.7%
6,343 6,533 6,557 6,386 6,252 6,489 6,535 6,811
7.82¢ 7.88¢ 6.75¢ 6.03¢ 7.33¢ 5.77¢ 5.16¢ 3.54¢
$496 515 $443 $385 $458 $374 $337 $241
3,855,000 3,761,000 3,686,000 3,594,000 3,546,000 3,515,000 3,448,000 3,366,000
$3,592 $3,407 $3,157 $2,847 $2,554 $2,310 $2,199 $2,032
39.§5° 38.8 38.3 39.4 39.1 39.2 39.1 38.9
586,135 778,318 690,455 621,539 698,166 835,684 781,643 843,381 .
24.4% 21.9% 24.0% 23.1% 18.2% 19.5% 16.0% 16.8%
33.7 39.3 42.4 36.9 45.4 49.2 43.7 37.0
419 38.8 33.6 40.0 36.4 31.3 40.3 46.2
100.0% 100.0% 100.0% 100.0% 100.0% .100.0% 100.0% 100.0%
$2.20 $2.88 $3.60 $3.40 $3.09 $2.60 $2.16 $1.74
$2.58 $3.61 $3.98 $4.02 $3.54 $2.57 $2.30 $1.79
$2.26 $3.14 $4.21 $4.49 $5.14 $4.86 $4.34 $2.61
$2.36 $3.27 $3.96 $4.07 $4.04. $3.29 $3.10 $2.16
3,107 3,603 3,205 3,025 3,133 3,144 3,275 3,398
64.6 75.1 69.6 73.0 78.3 72.7 81.6 90.4
$4.75 $5.38 $5.43 $4.84 $4.39 23.91 $3.70 $2.37
$307 $404 $378 $353 $344 5284 302 5214
3,158,000 3,083,000 3,021,000 2,949,000 2,915,000 2,897,000 2,858,000 2,805,000
$595 $555 $500 $471 $474 $475 8467 $450
99.8 98.9 98.4 97.2 96.8 96.9 97.0 97.2
240 231 236 240 249 241 229 230
3.5% 3.6% 3.7% 3.5% 3.5% 3.3% 3.3% 3.1%
4.2% 4.3% 4.3% 4.2% 4.2% 3.5% 3.5% 3.1%
3.8% 3.8% 3.9% 3.7% 3.7% 3.4% 3.4% 3.2%
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GONSOLIDATED REVENUES AND SALES v

Pacific Gas and Electric Company

Years ended December 31 1989 7988 1987
In thousands
Electric department
Revenues
Residential $ 2,212,789 $ 1,950,125 $ 1,711,031
Commercial 2,289,726 2,083,570 1,955,721
Industrial (1,000 kw demand or over) 1,032,304 945,893 980,773
Agricultural power 346,982 290,139 239,204
Public street and highway lighting 45,210 44254 40,803
Other electric utilities 90,796 101,147 . 122,349
Miscellaneous 50,959 87,120 77,102
Other 4,806 3,854 3,492
Regulatory balancing accounts 142,478 6,763 2,553
Total electric revenues $ 6,216,050 $ 5,512,865 $ 5,133,028-
Sales—kwh
Residential 22,845,271 22,564,697 21,932,544
Commercial 24,723,165 23,917,480 22,621,071
Industrial (1,000 kw demand or over) 16,222,496 15,942,700 16,061,922
Agricultural power 3,897,556 3,782,041 3,154,373
Public street and highway lighting 365,595 " 349,180 341,909
Other electric utilities 1,711,645 1,981,110 2,446,371
Total electric sales to customers 69,765,728 68,537,208 66,558,190
Gas department
Revenues
Residential $ 1,108,446 $ 936,872 $ 901,326
Commercial 532,587 467,334 435,618
Industrial 449,526 409,014 299,870
Other gas utilities 99,110 68,405 88,861
Miscellaneous - (27,713) 108,916 1,073
Regulatory balancing accounts (17,283) (42,422) 119,848
Subsidiary companies (U.S. and Canada) 159,953 124,442 136,922
Gas transport 67,588 60,322 69,155
Total gas revenues $ 2,372,214 $ 2,132,883 $ 2,052,673
Sales—mcf
Residential 210,116 196,275 197,882
Commercial 101,309 92,671 80,144
Industrial 144,233 143,449 99,719
Other gas utilities 41,551 28,897 46,977
Total gas sales to customers 497,209 461,292 424,722
PG&E use (primarily electric generation) 227,663 263,588 239,815
Subsidiary companies (U.S. and Canada) 61,862 51,009 46,229
Total 786,734 775889 710,766
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2986 2985 1984 7983 1982 7987 2980 1979
$ 1,639,108 $ 1,659,401 $ 1,400,148 $ 1,192,997 $ 1,401,267 $ 1,128,851 $ 998,130 $ 693,368
1,918,093 1,952,531 1,580,192 1,326,406 1,530,542 1,233,564 1,067,198 752,359
1,184,217 1,381,346 1,105,750 914,786 1,078,493 860,577 699,073 461,653
220,462 287,226 239,644 157,528 235,164 241,221 212,770 142,727
45,149 46,997 41,970 48,320 - 53,224 41,498 38,225 30,491
63,915 93,473 99,350 129,992 172,819 117,791 . 71,926 67,740
73,839 92,737 116,050 40,350 56,256 70,094 58,568 ° 50,111
3,504 5,305 7,113 7,890 .. 8,008 7,313 5,336 4,115
419,151 300,967 567,948 87,545 - (687,171) - 204,964 (223,385) - 261,281
$ 5,567,438 $ 5,819,983 b 5,158,165 $ 3,905,814 $ 3,848,602 $ 3,905,873 $ 2,927,841 $ 2,463,845
20,{?49,230, 21,067,234 20,730,060 . 19,778,553 19,107,415 19,575,283 \ 19,329,190 19,605,541
21,286,100 21,452,853 20,626,467 19,259,758 18,662,382 18,722,954 - 18,283,154 17,891,820
15,972,091 17,042,349 16,108,571 14,986,722 15,843,646 16,401,293 14,801,260 . 15,253,371
2,560,390 3,252,215 3,309,155 2,304,205 2,922,541 3,890,088 3,540,022 3,715,026
344,276 336,736 329,378 339,823 365,119 401,930 431,564 455,445
725,397 1,576,215 2,230,163 3,341,984 3,544,563 2,676,998 1,906,465 2,807,249
61,837,484' 64,727,602 63,333,794 60,011,045 60,445,666 61,668,546 58,291,655 59,728,452
$ 899,039 $ 1,156,002 $ 1,058,995 3 972,150 $ 935,996 $ 764,468 $ 799,307 $ 555,017
435,351 562,590 596,107 651,332 681,520 607,417 626,611 406,497 .
437,677 800,651 732,875 648,832 712,341 794,786 708,259 499,242
28,962 38,322 37,410 39,202 52,589 158,433 148,074 85,867
976 6,069 3,686 5,469 8,835 2,290 (6,560) 7,128
220,840 (233,064) (107,521) 91,820 149,817 (276,749) (133,807) 176,354
207,883 280,428 349,986 332,080 395,395 238,057 189,174 170,519
18,495 — — — — —_ — —
$ 2,249,223 $ 2,610,998 $ 2,671,538 $ 2,740,885 $ 2,936,493 $ 2,288,702 $ 2,331,058 $ 1,900,624
189,120 214,935 195,092 200,774 213,031 195,631 216,184 234,295
78,087 89,415 90,027 109,637 124,622 128,758 146,827 143,707
128,854 178,407 137,178 114,310 132,789 171,769 161,060 186,165
9,832 9,247 8,281 8,532 12,021 35,135 34,821 36,013
405,893 492,004 430,578 433,253 482,463 531,293 558,892 600,180
153,566 263,017 242,985 170,773 201,219 280,990 202,964 _ 216,062
56,027 62,184 61,400 69,417 96,330 73,166 72,608 77,411
615,486 817,205 734,963 673,443 780,012 885,449 834,464 893,653
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Pacific Gas and Electric Company

Board of Rirectors!

Richard A. Clarke
Chairman of the Board and
Chief Executive Officer,
Pacific Gas and Electric
Company

Harry M. Conger
Chairman of the Board and
Chief Executive Officer,
Homestake Mining
Company

Lewis S. Eaton
Chairman of Guarantee
Savings and Loan
Association

Ira Michael Heyman
Chancellor, University of
California, Berkeley

Melvin B. Lane
Co-Chairman of the Board,
Lane Publishing Company
(Sunset Magazine)

Lestte L. Luftgmw
San Francisco Bay Area
community leader

Richard B. Madden
Chairman of the Board and
Chief Executive Officer,
Potlatch Corporation
(diversified forest products)

Peter A. Magowan
Chairman of the Board,
President, and Chief
Executive Officer, Safeway
Stores, Incorporated

George A. Maneatss
President, Pacific Gas and
Electric Company

Mary S. Metz
President, Mills College

Frederick W Maelke, Jr:
Former Chairman of the
Board and Chief Executive
Officer, Pacific Gas and
Electric Company

Willram F Miller
President and Chief
Executive Officer,

SRI International
(research and consulting)

John B. M. Place

Former Chairman of the
Board and Chief Executive
Officer, Crocker National
Corporation and Crocker
National Bank

Carl E. Reichardt
Chairman of the Board and
Chief Executive Officer,
Wells Fargo & Company

and Wells Fargo Bank, N. A.

Wiison C. Riles?
President, Wilson Riles
and Associates, Inc.
(educational development
and consulting)

John C. Sacwhill3
President and Chief
Executive Officer,

The Nature Conservancy
(effective April 1, 1990)

Stanley T. Skinner

Vice Chairman of the
Board, Pacific Gas and
Electric Company

Permanent Commiitees!
of the Board of Directors

Executrve Commauttee
Within limits, may exercise
powers and perform duties
of the Board.

Richard A.Clarke
(Chairman)
Lewis S. Eaton
Leslie L. Luttgens
Richard B. Madden
Peter A. Magowan
George A. Maneatis

Audir Commitzee

Reviews financial
statements and internal
accounting and control
procedures with indepen-
dent public accountants.

Lewis S. Eaton (Chairman)
Ira Michael Heyman
Melvin B. Lane

Peter A. Magowan

Mary 5. Metz

Finance Commattee
Recommends long-range
financial policies and
objectives and actions
required to achieve those
objectives.

Richard A.Clarke
(Chairman)
Richard B. Madden
William E Miller
John B.M. Place
Carl E. Reichardt
Stanley T. Skinner

Compensation and
Management Develop-

ment Commiltee
Recommends compensa-
tion and employee benefit
policies and practices.
Reviews planning for
executive development and
succession.

Leslie L. Luttgens
(Chairman)

Harry M. Conger

Richard B.Madden -

William F. Miller

John B.M. Place

John C. Sawhill

Advisory Nominating
Commattee =

Recommends candidates
for nomination as directors.

Richard A. Clarke
(Chairman)

Harry M. Conger

Leslie L. Luttgens

Peter A. Magowan

Frederick W. Mielke, Jr.

John B.M. Place

'As of February 21, 1990.
*Retired February 21, 1990.
3Elected February 21, 1990.
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Pucific Gas and Electric Company

PGE&E Officers

*Richard A. Clarke
Chairman of the Board and
Chief Executive Officer

*Standey T. Skinner
Vice Chairman of
the Board

*George A. Maneatis
President

*Jerry R. McLeod
Executive Vice President
and General Manager,
Gas Supply Business Unit

*Donald A. Brand -
Senior Vice President
‘and General Manager,
Engineering and

Construction
Business Unit

*Gene G. Elam
Senior Vice President
Administrative Services

*Virgil G. Rose
Senior Vice President
and General Manager,
Distribution Business Unit

*Gregory M. Rueger
Senior Vice President and
General Manager, Electric
Supply Business Unit

*James D. Shiffer?
Senior Vice President and
General Manager,
Nuclear Power Generation
Business Unit

Norman L. Bryan
Vice President N
Redwood Region

George I Clifton, Jr.
Vice President
East Bay Region

Russell H. Cunningham
Vice President
Human Resources

Philyp G. Damask
Vice President
General Construction

John C. Danielsen
Vice President
Computer and
Telecommunications
Services

Richard A, Draeger
Vice President
General Services

Rager I Flynn
Vice President
San Joaquin Valley Region

Dazizel . Gibson
Vice President
Gas Supply

Robert D. Glynn, Jr.
Vice President
Power Generation

Howard V. Golub
Vice President and
General Counsel

Letand M. Gustafson
Vice President
Golden Gate Region

Robert J. Haywood
Vice President
Power Planning and
Contracts

Thomas W. High
Vice President and
Corporate Secretary

Grant N. Horne
Vice President
Corporate
Communications

John C. Keyser
Vice President
Sacramento Valley Region

John E. Koehn

Vice President
Community and
Governmental Relations

William R. Mazotti

Vice President

Gas and Electric Technical
Services

Peter C. Nelson
Vice President.
Mission Trail Region

Jackalyne Pfannenctie/
Vice President
Corporate Planning

Gordon R. Smith
Vice President
Finance and Rates

James B. Stoutamore
Vice President

Gas Transmission and
Storage

John D. Townsend'!

Vice President

Diablo Canyon Operations
and Plant Manager

William H. Wallace
Vice President
Engineering

Gloria S. Gee
Controller

Jack F Jenkins-Stark

Treasurer

Braan L. McGrath
Assistant Corporate
Secretary

Kathleen Rueger
Assistant Corporate
Secretary

Julia B. York
Assistant Treasurer

Chief Executive Officers
of Principal PG&E
Subsidiaries and
Affiliates

*Mason Willrich
President and Chief
Executive Officer
PG&E Enterprises

Stephen P, Reynolds
President and Chief
Executive Officer

Pacific Gas Transmission
Company

Douglas R. Fenton
President and Chief
Executive Officer

_ Alberta Natural Gas

Company Ltd
Alberta and Southern
Gas Co. Ltd.

Chief Executive Officers
of Principal PG&E
Enterprises Subsidiaries
and Related Ventures

Joseph T Willams
President and Chief
Executive Officer
PG&EL Resources
Company

Joseph P Kearney
President and Chief
Executive Officer
The PG&E-Bechtel

Generating Company

Russell P Wischow
President and Chief
Executive Officer
PG&E Operating
Services Company

*Member Management
Committee
!Effective February 1, 1990
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SHAREHOLDER INFORMATION

Pacific Gas and Electric Company

Shareholder Servicas

‘Office

77 Beale Street,

Room 2600

San Francisco, CA 92106
1-800-367-7731

Shareholder Hondbook
PG&E has prepared a
helpful shareholder’s hand-
book providing informa-
tion on the Company’s
shareholder services, stock
certificates, and stock
transfer systems. Copies are
available from the Share-
holder Services office.

Stock Held in Brokerage
Accounts ("Street Name")

When you purchase your
stock and the stock is held
for you by the broker, it

is listed with the Company
in the broker’s name, or

“street name) PG&E does

not know the identity of
individual shareholders
who hold their stock in this
manner —we simply know
that a broker holds a certain
number of shares which
may be for any number of
customers.

If you hold your stock
in street name, you are not
eligible to participate in

PG&E’s Dividend
Reinvestment Plan. Also,
you receive all dividend
payments, annual and quar-
terly reports, and proxy
materials through your
broker. Therefore, if you
are receiving unwanted
duplicate mailings, you
should contact your broker,
not PG&E, to eliminate
the duplications.

Lost or Stolen Certificates
If your stock certificate is
lost, stolen, burned or in
some other way destroyed,
you should notify the
Shareholder Services office
in writing immediately.

Multiple Dividend Checks
and Duplicate Mailings
Some shareholders hold
their stock on our records
in similar but different
names (e.g. Robert A.
Johnson and R.A. Johnson).
When this occurs, the

law requires that we create
a separate account for

each name. Even though
the mailing addresses are
the same, we are required
to mail separate dividend
checks and annual and
quarterly reports to each

account.

How to Consolidate
Accounts

If you want to consolidate
your separate accounts into
one account, you should
contact the Shareholder
Services office to obtain
the necessary forms and
instructions. When accounts
are consolidated, it may
be necessary to reissue the
stock certificates.

Howw to Eliminate
Duplicate Mailtngs

If you want to maintain
more than one account but
eliminate additional mail-

‘ings of annual and quarterly

reports, you may do so by
sending the labels (or a
copy of the labels) from a
Company mailing to the
Shareholder Services office,
indicating the names you
wish to keep on the mailing
list for annual and quar-
terly reports and the names
you wish to delete. This
will only affect these mail-
ings; dividend checks and
proxy materials will con-
tinue to be sent to each
account.

Replacement of Dividend
Checks

If you 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 Share-
holder Services office so that
payment may be stopped
on the check and a replace-
ment issued.

Dividend Reinvestment
Plan

You may automatically rein-
vest your dividends from
common and preferred stock
in new shares of PG&E
common stock through

. the Company’ Dividend

Reinvestment Plan.

If you hold certificates
in your own name (rather
than through a broker)
you may obtain the Plan
prospectus and enrollment
form by contacting the
Shareholder Services office.
However, if your certifi-
cates are held by a broker
(in“street name”), then
you are not eligible to par-
ticipate in the Dividend
Reinvestment Plan,
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Stock Exchange Listings
PG&E’s common stock

is traded on the New York,
Pacific, London, Basel,
Ziirich, and Amsterdam
stock exchanges. The offi-
cial New York Stock
Exchange symbol is “PCG”
but the Company’s com-

Uses advanced

L. Issue
communications,

mon stock usually is listed
in the newspaper under
“PacGE”

‘The Company has 21
issues of preferred stock,
most of which are listed
on the American Stock
Exchange and the Pacific
Stock Exchange.

Newspaper
symbol

such as toll-free

First Preferred,

Cumulative, Par Value

WATS service,

$25 Per Share Redeemable:’

and new com- 10.46% PGEpiS
puter techniques 10.28% PGEprV
to increase 10.18% PGEpr
. 9.48% PGEpfR
services to share- 9.30% PGEpr
holders, improve 9.28% PGEpf]
employee 9.00% PGEpfL
productivity, and 8.20% PGEpr
8.16% PGEpfK
reduce costs. 8.00% PGEpfO
Daniel Lamey T 784% PGEpr
Transfer Agent 5 00% P GEpr
5.00% Series A PGEp{E
4.80% PGEpfG
4.50% PGEpfH
4.36% PGEpfI
Nonredeemable:
6.00% PGEpfA
5.50% PGEpiB
5.00% PGEp{C
$100 First Preferred,
Cumulative, Par Value
$100 Per Share
10.17% Unlisted

9.00%
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Unlisted

Shareholder Services

“If you have questions

about your account or need
copies of the Company’s
publications, please write -
to the Transfer Agent at
the address shown below or
call 1-800-367-7731.

1f you have general
questions about PG&E or
information contained
in the annual or quarterly
reports, pledse write to
the Office of the Corporate
Secretary at the address
shown below or call
(415)973-2880.

Security analysts, port-
folio managers or other

representatives of the invest-

ment community should
write to the Director of
Investor Relations at the
address shown below or

call (415) 972-3007.

Vice President and
Corporate Secretary

Thomas W. High
77 Beale Street, Room 3205
San Francisco, CA 94106

Transfer Agent

Daniel T. Lamey
Shareholder Services

77 Beale Street, Room 2600
San Francisco, CA 94106

Director of
investor Relations

Kent M. Harvey |
77 Beale Street, Room 835
San Francisco, CA 94106

Registrar of Stock

First Interstate Bank

of California

345 California Street
San Francisco, CA 94104

Annval Meeting of
Shareholiders

Date: April 18, 1990
Time: 2:00 p.m.
Location:

Masonic Auditorium
1111 Californic Street
San Francisco, California

A notice of the meeting,
proxy statement, and proxy
form are being mailed
with this annual report on
or about February 27, 1990
to all shareholders of record.

A report on the annual
meeting will also be mailed
to shareholders.

10-K Report

If you would like a copy of
the Company’s 1989 Form
10-K Report to the Securi-
ties and Exchange Com-
mission, please contact the
Shareholder Services office.

1990 Dividend
Poyment Dates

Common Preferred
Stock Stock

January 15 February 15
April 15 May 15

July 15 August 15
October 15. November 15
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7&&55 SERVICE TERRITORY

PG&E provides natural
gas and electricity to

11.5 million people in one
of the nation’s most scenic
and prosperous regions
—Northern and Central
California. Our 94,000-
square-mile service terri-
tory stretches from Eureka
in the north to Bakersfield
in the south and from the
Pacific Ocean in the west
to the snow-capped Sierra
Nevada in the east.

Standing alone, the area
served by PG&E ranks

among the largest econom-

PG&E's Operating Regions

[3 Redwood

0 Sacramento
Valley

%3 San Joaquin
Valley

3 East Bay
2 Mission Trail
W Golden Gate

Material Redacted

ies in the world—larger
than the economies of
Australia, the Netherlands,
or Switzerland. Just as
important, the region has
consistently outperformed

the rest of the U.S. economy.

This solid and steady
growth can be explained
in a single word: diversity.
Our service territory’s
prosperity does not depend
on asingle industry or a
single product. Instead,
the area’s economy rests on
a strong, growing base of
aerospace manufacturing
companies, high-tech
electronics industries, food
processing, petroleum
refining, agriculture and
dozens of other industries.

And PG&E is there, ready‘

to sell the high-quality
clectric and gas services
they need.

Diversity of Major industrial Sales—1989
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Diversity of Major Industrial Sales—1989

Electric

In billions of kwh

PO |

o*‘ f 4

&

Gross National Product

In triflions

r]
‘ﬂn
g

FLLEIFS
?(fp«’p ¢ \\\O@(JP

20

20

05

$5

54

$3

$2

Rl

Source: Data Resources, Inc., data for 1988.
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Pacific Gas and Electric Company
- 77 Beale Street -
San Francisco, CA 94106
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