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September 17, 2002

Attention: Mr. Perry Zimmerman, Business Manager

Dear Mr. Zimmerman:

The Company learned that on Friday, September 13, 2002, the California Department of Managed Healthcare
(DMHC) seized the operations of the Lifeguard HMO because the HMO's net assets and cash reserves fell below
the level that the DMHC deems “safe.” The DMHC has appointed a conservator to evaluate the situation and
operate Lifeguard on a “business as usual” basis until the conservator can determine the correct actions to protect

consumers.

Due to the uncertainty of the future of Lifeguard and service quality issues associated with their financial situation,
the Company proposes to eliminate Lifeguard as one of the HMO’s provided to employees effective January 1,

2003.

If you are in accord with the foregoing and agree thereto, please so indicate in the space provided and return one
executed copy of this letter to the Company.

Very truly yours,

PACIFIC GAS & ELECTRIC COMPANY

oy R

Stephen A. Rgyburn
Director an

The Union is in accord with the foregoing and agrees thereto as of the date hereof.
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