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Mark Thompson, Esq.

Elisha Graff, Esq. ,
SIMPSON THACHER & BARTIEIT LLP
425 Lexington Avenue

New York, New York 10017

Tel. (212) 455-2000

Attorneys for LEHMAN BROTHERS INC.

$0- 2157525

UNITED STATES BANKRUPTCY COURT
NORTHERN DISTRICT OF CALIFORNIA
~ SAN FRANCISCO DIVISION

Inre

PACIFIC GAS AND ELECTRIC COMPANY
a California corporation,

Debtor.

Federal LD. No. 94-0742640

Case No. 01-30923 DM

Ch;ptzr 11 Case

Date:  September 26,2003
Time: 10:30 a.m.

| Place: 235 Pine SM 22nd Floor

- San Francisco, California
Judge: Hon. Dennis Montah

DECLARATION OF]J OSEPH SAUVAGE IN SUPPORT OF MOTION FOR
AUTHORITY TO ENTER INTO CERTAIN HEDGING TRANSACTIONS IN
CONNECTION WITH FINANCING UNDER PROPOSED PLAN OF
REORG. TION, AND TO INCUR SECURED DEBT RELATED RETO

1. Tam a Managing Director of Lehman Brothers Inc., an affiliate of Lehman

Brothers Special Financing Inc. (“LBS F’,’),rrwhich is a proposed counterparty with respect to the

Interest Rate Hedges that Pacific Gas and Electric Company, the debtor in the above-captioned

bankruptcy case (“PG&E"), seeks authonty to enter into pursuant to PG&E’s Motion For Authority

To Enter Into Certain Hedging 'I‘ransactlons In Connc,cuon With Financing Under Proposed Plan Of
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Reorganizatic').h,'And To .Incﬁr Secured Debt Related Thereto (the “_l\jg_gio_n”);1 I make this
<deelraration.(this “Declaration™) in support of the Motion in support of a finding that LBSF has acted
in “good faith,” as such term is deﬁned m Section 364'(e) of the Bankmptc.;/ Code, in entering into
Interest Rate Hedges and Hedge Agreement with PG&E as described in the Motion. This
Declaration is besed on my personal knowledge (exeept as to any matters stated on information and
belief, and as to such matters, I am informed and believe they are tr;ie) and upon my review of the
Motion. If called as a witness, I could‘ and v;rould testify competently to the facts stated herein. -

2. Lehman Brothers Inc., an affiliate of LBSF, and certain other affiliates of LBSF
(collectively, “Lehman™), have prov1ded and may in the future provide investmenf banking services
to PG&E Corporation (the "Cofporation”) aﬁd various affiliates, includ‘ing acting as a financial
advisor to the Corporation during &ﬁs banlcruptcy case. |

3. Lehman has held and may in the future hold debt and/or equity securities issued _
by PG&E, the Corporation, andlor various affiliates.

4. Because of the magmtude of PG&E's Chapter 11 case and the relatwely large |
number of parties in mterest itis 1mpract1cal if not 1mpossxble, for Lehman to represent that lt has ’
dxsclosed all of its relauonshxps with all of the partles in mterest herem it should be assumed that |
Lehman has or may in the fnture have substantxal commercial relatlonshxps with numerous parties in

| interest in this case that engage in transactxons in the ﬁnancml markets.

5. LBSF has extensive experience in arrangmg and engagmg in hedgmg

-ﬁansachons—mdudmgmnsacﬂmmhe‘tyw‘d’eﬁﬁﬁ a8 “Initerest Rate Hedges™ i iil thé Motion.”” ~
Based on such expeﬁence, LBSF is prepared to enter into Interest Rate Hedges and Hedge

Agreements with PG&E, even though LBSF is not aware of any substantially similar precedent for

Unless otherwise defined herein, capitalized terms used herein shall have the meanings ascribed to such terms in the
Motxon. )
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the particular Interest Rate H_edgee contembléted pursuant to the Motion in ﬁew of PG&E's staius
as a Chapter 11 debtor. ' L |

6. LBSF has conducted extensive, ﬁrme-length negotiéﬁons with PG&E regarding
the Interest Rate Hedges and the prospeetiye Hedge Aéreements, and the final Hedge Agreements
that result will be the'pmeuct of such émhs-length negotiations. LBSF and PG&E have been
represented by separate counsel in cenne'etion- with such negotiations.

7. Inits eapacity asa ﬁeaneial adwsor to the Corporation and as a financial
institution expe_x'icnced in interest rate ﬁedge transactions, Lehman belicves that any invesfment-
grade-rated financial institution proposed to be a'eouﬁterparty to any Interest Rate Hedge with
PG&E will require (acting on a commereially reasonable Sasis), as a condition to entering into any
Hedge Agreement(s) with PG&E and as a term of such Hedge Agreement(s), the bankruptcy-related
terms described in the Motion, including, without limitation, G) that if PG&E requires 2
countérparty to post collateral to secure PG&E’s credit exposure to such counterparfy above
negotiated threshold levels, PG&E too »Willr be reqmred to post collatetal to secure the counterparty’s
exposure to PG&B and that PG&E will be required to post such eolleter_al ona pnmmg basis under
Bankruptcy Code Section 364(d), _ahd (i) that the counterparty has immediate and self-executing
relief from the automatic stay of _Bankmp_tcy Code Section 362(a) to enforce its rights and remedies
under the Hedge Agreement(s) it enters into with PG&E. Lehman believes that the bankruptcy-
related pmﬁsions that will be included in the Hedge Agreements as described in the Motion are fair
and reasonable based upon the benchﬁierks andlstaﬁdards for ﬁhancing transactions with Chapter 11
debtors, and that comparable terms would be required by other institutional eeueterpaﬁcs if PG&E

entered into substantially similar hedge transactions with other institutional counterparties.
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8. uhnmhasmadeandﬁmmeno'paymemmo:ﬁséumdmaﬁngmmy '
ofﬁca-ordxrwtorofPG&E.mcComomonoranyofthmrafﬁhmasaquidproquofonmwg
mmmyhxmkaﬁcﬂedgsorﬁedgeﬁgreemems

IdeclammdctpcnaltyofpujuryuudcrﬂnlamoﬂbcUmwdSmaofAmcneathu
ﬂ;cfo;cgoingismmcandm Exccuted this 29® day of August, 2003 in New York, New York.
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