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I, Michael J. Donnelly, declare: .

1. Iam the Assistant Treasurer of Pacific Gas and Electric Company, the debtor
and debtor in possession in the above-captioned Chapter 11 case (the “Debtor” or “PG&E”).
I make this Declaration in support of the Debtor’s Motion For Order Approving Debtor’s
Execution And Performance Under The Amendment To First Amended and Restated
Summary Of Terms With Respect To Forbearance And Proposed Revised Treatment Of
Letter of Credit Bank Claims In The Plan Of Reorganization (the “Motion”). Except as
otherwise stated herein, all capitalized words and terms used herein have the same meanings
ascribed to them in the Motion. 1 knoW the following of my own knowledge (except as to
any matters stated on information and belief, and as to such matters, I am informed and
believe they are true) and, if called upon as a witness, could and would testify competently
thereto. | |
In General: | } ]

2. By the Motion, P‘G&E seeks the Court’é approval of PG&E's execution of, and
perfdnnancé under, an Amehdment to First Amended and Restated Summary of Terms With
Respect to Forbearance and Proposed RéVised Treatment of Letter of Credit Bank Claims in
the Plan of Reorganizaﬁon (the “Amendment,” a true and correct copy of which is attached
hereto as Exhibif A), which PG&E has entered into with the various counterparﬁes described
below, subject to Bankruptcy Court approval, amending that certain First Amended and
Restated Summary of Terms With Respect to Forbearance and Proposed Revised Treatment
of Letter of Credit Bank Claims in the Plan of Reorganization (the “Term Sheet,” a true and
correct copy of which is attached as Exhibit B hereto) which PG&E has previously entered
into with the same counterparties pursuant to the Debtor’s Motion For Order Approving
Debtor’s Execution and Performance under the Amended and Restated Summary of Terms
with Respect to Forbearance and Proposed Revised Treatment of Letter of Credit Bank
Claims in the Plan of Reorganization dated May 28, 2002 (Docket No. 6738), which was
granted by this Court’s Order dated June 17, 2002 (Docket No. 7334) (hereinafter the “Prior
Motion and Order”), in order to maximize the chance that PG&E can preserve for the
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bankruptcy estate and the anticipated reorganized Debtor the benefits of favorable tax-
exempt bond financing. |

3. As described more fully below, PG&E is currently benefiting from certain
below- market-rate loans made to PG&E by the California Pollution Control Financing
Authority with the proceeds from the sale of certain tax-exempt revenu'e'bonds. The bonds
are secured by certain letters of credit, and PG&E is obligated to repay the loans by -
reimbursing the Letter of Credit issuing banks for all draws made on the letters of credit that
are used to‘ pay the bonds. | | |

4. PG&E derives substantial benefit, in the form of reduced borrowing costs, by
maintaining the bonds and the resulting loans outstanding. However, pufsuant to their terms,
the bonds cannot remain outstanding unless they continue to be secured by letters of credit
or certain other forms of credit enhé.ncement. |

5. Under the terms of the documents under which the bonds were issued, due to
certéin payment defaults by PG&E as debtor in pos's'ession, the letter of credit issuing banks
had the right to causé the bonds to be redeemed thfdugh draws on their letters of credit.

_However, under the terms of the Prior Motion and Order, PG&E and the letter of credit

issuing banks entered into an agreement, pursuant to which the letter of credit issuing baﬁks
agreed, among other things, to extend the terms of their respective letters of credit and to
forbear from exercising such remedies under the'terms of the bond doéuineﬁts for a limited
périod of time in exchange for the agreement by the Debtor to make certain payrnenté,
including the payment of certain increased letter of credit fees, and certain other concessions
by the Debtor. This agreement was embodied in the Term Sheet and approved by the Prior
Motion and Order. | o

6. Under the terms of the Term Sheet, among other things, the letter of credit
issuing banks are, subject to certain conditions, required to maintain their letters of credit
securing the bonds and forbear from exercising remedies that would result in the redemption
of the bonds unless, among other things, a plan of reorganization which provides for the
treatment of their claims in the manner set forth in the Original PG&E Plan (as hereinafter
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defined) and as later incorporated into the Current Plan (as hereinafter defined) or for
alternative treatment which is acceptable to the letter of credit issuing banks, does not
become effective on or before Juné 1, 2003 (the “Plan Condition™). The Debtor has
requested; and the letter of credit issuing banks have agreed, subject to certain terms and
conditions, to amend the Term Sﬁeet to, among other things, modify the Plan Condition.

7. Accordingly, PG&E desires to enter into a new consensual arrangement with
the letter of credit iséuing banks, as set forth in the Amendment, which would modify the
agreement set forth in the Term Sheet, pursuant to which, among other things, in exchange
for certain additional fees, the letter of credit issuing banks would agree to maintain their
existing letters of credit for the benefit of PG&E for an extended period, extend the Plan
Condition deadline from June 1, 2003 to May 18, 2004, ailow the existing letters of credit to
continue to be drawn to pay accruing interest on outstanding tax-exempt bbnds, refrain from. ‘
taking certain actions and agree to take certain other actions in cooperation with PG&E to‘
keep the téx-exempt bonds (and the related below-market-rate loans to PG&E) outstanding.

8. For the reasons set forth above and as more fully described below, PG&E
believes that the agreement set forth in the Amendment and in the Term Sheet as amended
thereby is beneficial to the Debtor and its estate ' |

-9, On Apnl 19, 2002, PG&E and its parent company, PG&E Corporatlon (the
“Parent”), _)omtly propounded and filed a Plan of Reorganization Under Chapter 11 of the
Bankruptcy Code for Pacific Gas and Electric Company (as modified by various
modifications through May 22, 2003, the “Original PG&E Plan”). On May 17, 42002, the
Califomié Public Utilities Commission (the “Commission”) filed a competing plan of
reorganization for the Debtor; the Official Unsecured Creditor’s Committee (the
“Committee”) joined with the Commission to file an amended plan of reorganization for the
Debtor; and in December 5, 2002, the Commission and the Committee filed their Third
Amended Plan of Reorganization under Chapter 11 of the Bankruptcy vCode for Pacific Gas
and Electric Company Dated December 5, 2002 (the “Competing Plan”).

~ 10. Inaccordance with an order of the Bankruptcy Court dated March 4, 2003,
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the Debtor entered into mandatory settlement discussions with the Commission that
culminated in a tentative settlement agreement, subject to ﬁnal approvals, between the
Debtor and the Commission (the “Settlement Agreement”). This in turn resulted in the filing
by the Debtor, its Parent and the Committee of a Plan of Reorganization under Chapter 11 of
the .]3anlcfuptcy Code for Pacific Gas and Electric Company filed July 31, 2003 (as may be
amended from time to time, the “Current Plan™), which incorporates the provisions of the
Settlement Agreement. The conﬁrmatién hearings on the Original PG&E Plan and the
Competing Plan have been stayed indefinitely, and the confirmation hearing on tﬁe Current
Plan is scheduled to begin on Nm)ember 10, 2003.!

Background and Mechanics of Subject Bond Issuances:

11. Pursuant to the terms of various separate trust indentures (each, an
"Indenture") each between the California Pollution Control Financing Authority, a i:ublic
instrumentality and political subdivision of the State of California (the "Issuer") and |
Deutsche Bank Trust Company Americas (formerly known as Bankeré Trust Company), as
trustee (the "Bond Trustee"), and various corresp@nding loan agreements between the Issuer
and PG&E, as of the commenpemént of this Chapter 11 case, the Issuer had issued and

outstanding 15 series of its revenue bonds in aggregate pﬁnbipal amount of approximately- |

$1.69 billion. As of the filing of the Motion, 11 series of such revenue bonds in the

aggregate principal amount of appr.oximately‘$ 1 24 billion remain outstanding. Of this
$1.24 billion, the revenue bonds that are the subject of the Motion consist of four series of
credit-enhanced revenue bonds in the aggregate principal amount of approximateiy
$613,550,000, as set forth more specifically on Schedule 1 attached to the Amendment
(collectively, the "Letter of Credit Backed PC Bonds").2

! The treatment of Class 4e under each of the Original Plan and the Current Plan
reflect the treatment of the subject letter of credit issuing banks that is provided for in the
Prior Motion and Order. If the Motion is granted, the treatment of Class 4e in the Current
Plan will be modified to reflect the Amendment to the Term Sheet.

. 2The seven series of revenue bonds reﬁresentin the difference between the $1.24
billion total revenue bonds outstanding and the $613,550,000 of Letter of Credit Backed PC
Bonds are not covered by the Motion because they are not supported by letters of credit, and
they therefore do not raise the issues leading to the Amendment, the Term Sheet and the
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12. The Issuer loaned the proceeds from the sale of each series of Letter of Credit
Backed PC Bonds (each a "Bond Loan" and collectively the “Bond Loans™) to PG&E for the
purpose of financing or refinancing the acquisition and/or construction of certain pollution
control, sewage disposal and/or solid waste dispdsal facilities of PG&E located within the
State of California. The Bond Loans were made pursuant to the terms of various loan
agreements (each, a "Loan Agreement" and collectively the “Loan Agreements”) between

the Issuer and PG&E, pursuant to which PG&E agreed, among other things, to repay the

Bond Loans at the times and in the amounts necessary to enable the Issuer to make full and

timely payment of the principal of, premium, if any, and interest on, each series of Letter of
Credit Backed PC Bonds when due and to pay the purchase price of any Letter of Credit
Backed PC Bonds tendered for purchase by PG&E in accordance with the terms of the

-applicable Indentue.

13. Pursuant to the terms of each of the Indentures, the Issuer has assigned to the
Bond Trustee, for the benefit of the holders of the respective series of Letter of Credit
Backed PC Bonds, certain of the Issuer's rights under the various Loan Agreements,

including, but not limited to, the Issuer's right under the Loan Agreements to receive

_ payrﬁents' ﬁbm PG&E of the principal of, and premium (if any) aﬁd interest on, the Bond

Loans. In this mahner, the Issuer has acted solely as a conduit, loaning the proceeds from
the‘ sale of the Letter of Credit Backed PC Bonds to PG&E and assigning its right to receive
repayment of such loans to the Bond Trustee as security for the Letter of Credit Backed PC
Bonds and to provide funds for the full payment of the respective Letter of Credit Backed
PC Bonds. -

14. The Letter of Credit Backed PC ands are special limited obligations of the

Issuer payable exclusively out of the trust estates under each of the Indentures. None of the

Letter of Credit Backed PC Bonds constitute a debt or liabiliiy, or a pledge of the faith,
credit or taxing power of the Issuer, the State of California or any of its instrumentalities or

political subdivisions. Rather, each series of Letter of Credit Backed PC Bonds is a limited

Motion.
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obligation of the Issuer payable solely from the revenues derived by the Issuer from PG&E
pursuant to the terms of the related Loan Agreement to the extent pledged by the Issuer to
the Bond Trustee under the terms of the applicable Indenture and from certain other funds
pledged and assigned as part of the trust estates under the applicable Indentures.

Letter of Credit Backed PC Bonds:

15. With respect to each series of Letter of Credit Backed PC Bonds, PG&E
entered into a reimbursement agreement (each, a "Reimbursement Agfeement") with a bank
(each, a "Letter of Credit Issuing Bank") and certain banking or other financial institutions
(each, a “Bank”), pursuant to which the Letter of Credit Issuing Bank has issued its
irrevocal;le letter of credit (each, a "Letter of Credit") to the Bond Trustee, for the account of
PG&E, to provide for the payment of the principal of and interest on the related series of
Letter of Credit Backed PC Bonds and to support the payment of the purchase price of any
Letter of Credit Backed PC Bonds téndered for purchase in accordance with the terms of the
applicable Indenture. Under the terms of each Reiin_burse_ment Agreement, PG&E-is '
obligated to reimburse the Letter of Credit Issuing vBank for all amounts drawn on the related
Letter of Credit. - »

16. Each Letter of Credit was issued in an initial stated amount (the “Stated

‘Amount”) equal to the sum of (i) the aggregate outstanding principal amount of the related

series of Letter of Credit Backed PC Bonds (the "Principal Portion"), plus (ii) an amount
equal to the amount -of accrued iﬁterest on the butstanding principal amount of the related
series of Letter of Credit Backed PC Bonds at an assumed maximum annual rate for zi
specified period of days as set forth in the Letter of Credit (the "Interest Portion™). The
Stated Amount of each Letter of Credit is reduced by the amount of each drawmg paid
thereunder, subj ect.to the provision that (a) with respect to amounts drawn for the payment
of scheduled interest .on the related Letter of Credit Bécked PC Bonds, the Interest Portion of
the Stated Amount is automatically reinstated unless the Letter of Credit Issuing Bank gives
notice to the contrary to the Bond Trustee in‘accordance"with the terms of the applicable
Letter of Credit, and (b) with respect to amounts drawn to pay the purchase price of Letter of
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Credit Backed PC Bonds, the amount so drawn is subject to reinstatement upon the terms set
forth in the applicable Letter of Credit.
17. Under the terms of each of the Indentures pursuant to which each series of

Letter of Credit Backed PC Bonds were issued, each regularly scheduled payment of the
principal of, or interest on, the Letter of Credit Baéked PC Bonds is made from moneys
drawn by the Bond Trustee under the related Letter of Credit. The obligation of PG&E to
repay the loan under the Loan Agreement is deemed satisfied to the extent of any
corresponding payment made by the Letter of Credit Issuing Bank under the terms of the
Letter of Credit. With respect to each such drawing, PG&E is then obligated under the
applicablc Reimbursement Agreement to reimburse the Letter of Credit Issuing Bank for the
amount of such drawing. Only if the Letter of Credit Issuing Bank dishonors a di'awing, or
there is no Letter of Credit then in effect, is the Bond Trustee é.uthorized under the terms of
the Indenture to collect Bond Loan payments under the respective Loan Agreement and
apply such funds to the payment of the principal of, or interest on, the related Letter of
Credit Backed PC Bonds. | L . | i

_ 18. Accordingly, with réépéct to each series of Letter of Credit Bé.cked PC Bonds
for which the related Letter of Credit remainis outstanding, all payments of the principal of,
and interest oﬁ, the Letter of Credit Backed PC Bonds have been fully and ﬁmely made
when due fromvdraws made by the réSpebﬁve Bond Trustee on the respective Léttcr of
Credit in accordance with the terms of such Letter of Credit and the related Indenture.
Tax-Exempt Status of Letter of Credit Backed PC Bonds:

19. All of the Letter of Credit Backed PC Bonds were sold in the capital markets

on the basis that, assuming PG&E continued to comply with certain covenants contained in
the Loan Agreements and certain of the documents, instruments and agreements executed in
connection therewith (collectively, the "PC Bond Documents") and with certain exceptions,
interest on such series of Letter of Credit Backed PC Bonds would not be includable in the
gross income of the holders thereof for federal income tax purposes and that such interest is
also exempt from California personal income taxes.

DECLARATION OF MICHAEL J. DONNELY
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20. The tax-exempt status of the Letter of Credit Backed PC Bonds allowed such
bonds to be issued at favorable interest rates, thus allowing PG&E to finance or refinance
certain of its capital improvements and other qualified costs at rates substantially below
comparable conventional taxable financing alternatives available to PG&E. Based on the
tax-exempt status of the Letter of Credit Babked PC Bonds, their credit enhancement and
their commensurate credit rating, the Letter of Credit Backed PC Bonds currently accrue
interest Aat the average blended interest rate of only 0.83% per annum.” In the event that any
of the Letter of Credit Backed PC Bonds were to be redeemed in accordance with the terms
of their respective Indentures, it may not be pnssible under current law to reissue such bonds
on a tax-exempt basis. Acc‘ordingly, PG&E has made the determination that the continued
existence of such favorable tax-exempt ﬁnancing is a valuable asset of PG&E's bz_mkruptcy _
estate, and that it is in the best interest of PG&E's estate to keep the Letter of Credit Backed
PC Bonds outstanding in order to preserve the substantial benefits of such tax-exempt
financing. | .
Post-Chapter 11 Filing Status of Letter of Credit Backed PC Bonds:

21. Since PG&E’s Chapter 11 ﬁling on April 6,2001 (the “Petition Date™), all of
the Letter of Credit Backed PC Bonds hnve remained outsianding, and all of the scheduled

.. interest payments on the Letter of Credit Backed PC Bonds have been fully and timely paid,
when due, through periodié draws by the Bond Trustee on the Letters of Credit provided by

the Letter of Credit Issuing Banks. To date, following each such drawing, each of the Letter
of Credit Issuing Banks has allowed the Interest Portion of its respective Letter of Credit to
automatically reinstate in accordance with the terms thereof each month, which has resulted
in automatic reinstatements each month since PG&E’s Chapter 11 filing in April 2001.

22. In accordance with the provisions of the Term Sheet and the Prior Motion
and Order, the Debtor has reimbursed the Letter of Credit Issuing Banks, as required by the

terms of the Reimbursement Agreements, for the amounts paid by the Letter of Credit

Mot 3This rate was calculated as of September 1, 2003, shortly before the filing of the
otion. ’
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Issuing Banks to the Bond Trustee pursuant to the monthly post-petition draws on the Letters
of Credit made by the Bond Trustee for the payment of interest on the related Letter of
Credit Backed PC Bonds.

23. Subject to the provisions of the Term Sheet, during any period that one or
more “Events or Defaults” under its Reimbursement Agreement exist, each of the Letter of

Credit Issuing Banks has the right upon the passage of time, the giving of notice or both, (i)

_to declare a default under its respective Reimbursement Agreement, (ii) to notify the Bond

Trustee of such defauit, and (iii) to direct the Bond Trustee to call an Event of Default under
the terms of the respective Indenture and, in accordance with the terms of the respective
Indenture, to cause the Bond Trustee to declare the respective series of Letter of Credit
Backed PC Bqnds immediately due and payable. In such event the Bond Trustee would, in
accordance with ﬂlé terms of the respective Indentures and the respective Letters of Credit,
draw upoh the respective Letters of Credit, and apply such drawn funds to the full payment
and cancellation of the related outstanding Letter of Credit Backed PC Bonds, with the end
result that this tax-préferred ﬁnanciﬁg would no longer be outstanding. |

24. Further, pursuant to the terms of each of the Indentures, with respect to each
series of Letter of Credit Backeci PC Bonﬂs, subject to certain exceptions, unless 35 days .
prior’ to the expirati'on,.of the respective Letfer of Credit, the Bond Trustee shall have ’

‘received either (a) a renewal or extension of the existing Letter of Credit for a period of at

least one year, or (b) a substitute letter of credit or other credit facility meeting the
requirements of the respective Loan Agreement and Indenture, the Bond Trustee is required
to call the series of Letter of Credit Backed PC Bonds for redemption and cancellation on the
last business day which is at least five calendar days preceding the expiration date of the
respective Letter of Credit. In such event the Bond Trustee would again, in accordance with
the terms of the respective Indenture and the respective Letter of Credit, draw upon the
respective Letter of Credit, and apply such drawn funds to the full payment and cancellation
of the related series of outstanding Letter of Credit Backed PC Bonds, with the end result
that this tax-preferred financing would no longer be outstanding. |
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25. However, pursuant to the Term Sheet and the Prior Motion and Order, each
of the Letter of Credif Issuing Banks has agreed, among other things, to forbear from the
exercise of such remedies, to maintain its Letter of Credit outstanding in the stated amounts
set forth in the Term Sheet, and not previde the Bond Trustee with notice of the non-
reinstatement of its Letter of Credit or of any default under its Reimbursement Agreemenf or
take any other action which would result in the mandatory tender or redemption, either in
whole or in part, of any of the outstanding Letter of Credit Backed PC Bonds without the
prior written consent of the Debtoi‘ until the earlier of (i) the last interest payment date on the
related series of Letter of Credit Backed PC Bonds immediately preceding the expiration |
date of such Letter of Credit, as such expiration date has been extended in accordance with
the terms of the Term Sheet; or (ii) the occurrence of any “Tefnﬁnat_ioﬁ Event,” which is
defined in the Term Sheet to include eertain payment defaults by Debtor, the failure of a
plan of reorganization of the Debtor which provides for the treatment of allowed Letter of
Credit Bank Claims in the manner provided in the Term Sheet or for alternative treatment of
such claims which is acceptabie to the Letter of Credit Issuing Banks to become effective on
or before June 1, 2003, the confirmation of a plan of reorganization of the Debtor which

does not provide for such treatment of Letter of Credit Bank Claims, the occurrence of the

- “Effective Date” as defined in the Current Plan or. the d1sm1ssa1 of the Debtor s chapter ll

case or the conversion of the case to a case under chapter 7.

26. Further, pursuant to the Term Sheet and the Prior Motion and Order, eaeh of
the Letter of Credit Issuing Banks agreed to extend the term of its Letter of Credit to a date
not earlier than the first business day subsequent to the one-year anniversary of its prior
expiry date. ' »

27. The forbearance by the Letter of Credit Issuing Banks, together with the
extension of their Letters of Credit, have allowed the.Debtor to keep the Letter of Credit
Backed PC Bonds and the related Bond Loans outstanding, which has resulted and will
continue to result in substantial ihtereSt cost savings for the Debtor and its estate. However,
the Debtor’s plan of reorganization did not become effective on or prior to June 1, 2003,
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which has resulted in the occurrence of a Termination Event as deﬁned in the Term Sheet.

28; Further, even though each of the Letter of Credit Issuing Banks extended the
term of its Letter of Credit for a period of not less than one year as provided in the Term
Sheet, with respect to certain of the Letters of Credit such extended period has since expired.
As an accommodation to the Debtor and in order to prevent the early redemption of the
related series of Letter of Credit Backed PC Bonds, certain of the Letter of Credit Issuing
Banks have voluntarily further extended the terms of their Letters of Credxt pendlng the
Court’s approval of the Motion. '

29. The Letter of Credit Banks have indicated to PG&E that, subject to certain _
conditions, they would agree to extend the period during which they would be required to
continue to forbear from exercising their remedies underbtheir. respective Reimbursement
Agreements and the related Indentures in order to provide PG&E with more time to confirm
and efféctuate a plan of reorgénization that would permit the téorganizcd Debtor to retain the
benefits of the tax-exempt exempt financing offered by the continued existence of the Letter
of Credit Backed PC Bonds. Consistent with such position of the Letter of Credit issuing
Banks, PG&E has engaged in discussions with the Letter of Credit Issuing Banks,
culmmatmg in the proposed Amendment which would amend the Term Sheet.

| 30. Because either (i) the exercise by the Letter of Credit Issuing Banks of thelr

: remedles under their respective Reimbursement Agreements and the related Indentures or

(i) the Letter of Credit Issuing Bank’s refusal to voluntarily extend the term of their
respective Letters of Credit, could result in the redemptlon of the Letter of Credit Backed PC
Bonds, which in turn could result in the permanent loss to PG&E and its bankruptcy estate
of the significant benefits of the tax-exempt financing afforded by the respective'Letter of
Credit Backed PC Bonds, PG&E has determined that it is in the best interests of the estate
and its creditors for PG&E to amend the fcrms of the Term Sheet by enteﬁng into the
Amendment and to seek this Court’s approval of PG&E’s execution of, and performance
under, the terms of the Amendment and the Term Sheet as amended thereby.

Summary Of Terms Of The Amended Term Sheet:

DECLARATION OF MICHAEL J. DONNELY
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© 31. The principal terms of the Term Sheet and the changes to the Term Sheet
provided in the Amendment are summarized and explamed as follows |
A. Agreements by the Letter of Credit Issuing Banks:

v 32. Extension of Forbearance: Each of the Letter of Credit Issuing Banks has
agreed to (i) maintain its Lefter of Credit outstanding in its current stated amount, and (ii)
not provide the Bond Trustee with notice of any défault under its Reimbursement Agreement
or non-reinstatement of its Letter of Credit or take any other action which would result in the
mandatory tender or'redemption of any of the outstanding Letter of Credit Backed PC Bonds
without the prior written consent of PG&E, until the earlier of: (x) the last interest payinent
date on the related series of Letter of Credit Backed PC Bonds immediately preceding the
expiration date of such Letter of Credit, as such expiration date shall be extendéd in
accordance with the terms of the Term Sheet, and (y) the occurrence of a “Termination
Event” (as hereinafter defined). | '

" 33, For such purpose, a “Termination Event” shall have occurred, and the Letter
of Credit Issuing Banks will no longer be obligated to continue to forbear from the exercise
of their remedies under their respective Réimbursement Agreements and the related
Indentures if (a) PG&E fails to timely remit to the Letter of Credlt Issuing Banks any of the
payments set forth in the Term Sheet, (b) a plan of reorgamzatlon of PG&E wh1ch prov1des
for the treatment of Allowed Letter of Credit Bank Claims (as defined in the Current Plan) in
the manner described in the Term Sheet or for alternative treatment of Allowed Létter of
Credit Bank Claims which is acceptable tb the Letfer of Credit Issuing Banks does not
become effective on or before May 18, 2004, (c) a plan of reorganization is confirmed in
PG&E’s Chapter 11 case which does not provide for the treatment of Allowed Letter of
Credit Bank Claims in thé manner described in the Term Sheet or for alternative treatment of

Allowed Letter of Credit Bank Claims which is acceptable to the Letter of Credit Issuing

Banks, (d) the “Effective Date” as defined in the Current Plan (the "Effective Date") occurs,

or (e) the Chapter 11 case of PG&E is dismissed or converted to a case under Chapter 7.

34._Explanation of Extension of Forbearance: At any time there is an “Event of

DECLARATION OF MICHAEL J. DONNELY
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Default” under the terms of a Reimbursement Agreement, the applicable Letter of Credit

Issuing Bank has the continuing right, pursuant to the terms of its Reimbursement

'Agreement and related Indenture, to notify the Bond Trustee of the occurrence or existence

of one or more “Events of Default” undef its Reimbursement Agreements and to direct the
Bond Trustee to declare an “Event of Default” under the related Indenture, notwithstanding
the Letter of Credit Issuing Bank's failure to exercise such right at any time. In addition, if a

Letter of Credit Issuing Bank is not reimbursed in full for drawings properly honored by

“such Letter of Credit Issuing Bank under the Letter of Credit issued by it, such Letter of

Credit Issuing Bank has, among other thingé, the continuing right (under both its
Reimbursement Agreement and its Letter of Credit) to notify the Bond Trustee of such
failure to be reimbursed in full and to state that the arhount available to be drawn under the
Letter of Credit to pay interest on such Letter of Credit Backed PC Bonds has not been
reinstated.

35. Under the terms of the Term Sheet, each of the Letter of Credit Issuing Banks
had agreed to forbear, for a limitéd period, from taking such action or taking any other action |
which would _result in the mahdatory tender or redemption of any of the outstanding Letter
of Credit Backed PC Bonds without the pfjor written consent of PG&E. This concession by
the Letter of Credit Issuing Banks allows PG&E to ma’intaiﬁ' the Benéﬁts of the tzix-cxempf
financing during the forbearance period at a significant savingé to the Debtor’s bankruptcy
estate. | v

36. Prior to the Amendment, under the Term Sheet the Letter of Credit Issuing
Banks were permitted to cease their forbearance if| among other things, a plan of
reorganization which provides for the treatment of their claims either (i) in the manner set
forth in the Term Sheet and as presently set forth in the Current Plan, or (ii) in an alternative
manner which is acceptable to the Letter of Credit Issuing Banks, does not become effective
on or before June 1, 2003 (the “Effective Date Deadline”). The terms of the Term Sheet, as
amended by the Amendment, maintains all of the same forbearance provisions as the Term
Sheet with the exception that, in accordance with the terms of the Amendment, the Letter of

DECLARATION OF MICHAEL J .DONNELY
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Credit Banks have agreed to inodify the Effective Date Deadline as a condition to their
continued forbearance to provide that a plan of reorganization which provides for the
treatment of their claims in the manner set forth in the Term Sheet (as described below), or a
plan of reorganization of the Debtor which provides for alternative treatment of their claims
in a manner which is acceptable to the Letter of Credit Issuing Banks, becomes effective on
or before May 18, A2-004. Accordingly, the pfovisions of the Term Sheet as ainended by the
Amendment will provide the Debtor with additional time to confirm and effectuate a plan of
reorganization that would permit the reorganized Debtor to retain the benefits of the tax-
exempt exempt financing offered by the continued existence of the Letter of Credit Backed
PC Bonds. | ' |

37, Extension of Letter of Credit Expiration: Pursuant to the provisions of t.hev
Amendment, each of the Letter of Credit Issuing Banks has agreed that, unless it has already
done so, it shall, on or béfore the date thirty days after the date that the Debtor’s execution (

-and performance under the Amendment has been approved or authorized by final order of

the Bankruptcy C_outt, extended the term of its Letter of Credit to a date not earlier than the
first business day subsequent to the one-year anniversary of the prior expiration date of such
Letter of Credit. . _ , _

i 38. EXplanétion‘of Extension of Letter of Credit Expiration: Un_]'ess eéch of the

Letters of Credit is renewed or repiaced in accordance with the terms'of the Indentures at-

least 35 days prior to its expiration date, the Bond Trustee will be required to call the related
series of Letter of Credit Backed PC Bonds for 'redempti-on and cancellation. Under the
terms of the Reimbursement Agreements, the Letter of Credit Issuing Banks have the right
to refuse to extend the terms of their Letters of Credit beyond their respective maturities.

39. Pursuant to the terms of the Term Sheet prior to the Amendment, each Letter
of Credit Issuing Bank agreed to extended the term of its respecﬁve Letter of Credit for an
additional term of not less than one year from its then existing expiration date.

~40. The Term Sheet, as amended by the Amendment, providés that, unless it has
already done so, each Letter of Credit Issuing Bank will extend the term of its respective

DECLARATION OF MICHAEL J. DONNELY
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Letter of Credit for an additional year beyond that required under the provisions of the
original Term Sheet.

41. The agreement by the Letter of Credit Banks to extend the terms of their
Letters of Credit for an additional year provides PG&E with necessary additional time in
which to confirm and effectuate its plan of reorganization while both maintaining the
benefits of the tax-exempt financing provided by the Letter of Credit Backed PC Bonds for
the Debtor’s bankruptcy estate, and giving the Det)tor the opportunity to secure the
continuing benefits ef such tax-exempt financing for the reorganized Debtor.

B. Agreements by the Debtor:
42, Reimbursement of Interest Draws: The Term Sheet provides that PG&E will

currently reimburse the Letter of Credit Issuing Banks for all amounts drawn under their
Letters of Credit for the payment of interest on the Letter of Credit Backed PC Bonds, which
amounts will be paid By PG&E when due pursuant to the terrns of the applrcable
Reimbursement Agreements

~ 43. Explanation of Rermbursement of Interest Draws The Debtor has agreed

pursuant to the terms of the Term Sheet to currently reimburse the Letter of Credit Issuing

- Banks for all amounts drawn under their Letters of Credit for the payment of interest on the

Letter of Credit Backed PC Bonds ‘which amounts w111 contmue to be pard by PG&E when
due pursuant to the terms of the apphcable Rermbursement Agreements The Amendment
does not change any of the Debtor’s obhgatlons with respect to the timing or payment of
such amounts from those it agreed to in the Term Sheet as approved by the Prior Motion and
Order.

44, Additional Fees: The Term Sheet provides that PG&E is required to pay to
each of the Letter of Credit Issuing Banks quarterly, in arrears, the Letter of Credit fee as set
forth in the respective Reimbursement Agreement (the "Original Letter of Credit Fee"),
together with an amount equal to the positive difference, if any, of an amount per annum
equal to three (3%) percent of the Stated Amount of the Letter of Credit, less the Original
Letter of Credit Fee, which total fee is to be payable on the same dates as are set forth for

DECLARATION OF MICHAEL J. DONNELY
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payment of Letter of Credit fees in the applicable Reimbursement Agreement through the
Effective Date.

45. The Term Sheet as amended by the Amendment also provides that within 10
days after the Debtor’s execution and performance under the Amendment has been approved
or authorized by final order of this Court (the “Amendment Effective Date”), PG&E is
required to pay to each of the Letter of Credit Issuing Banks with respect to its Letter of
Credit, an additional fee, in an amount equal to one-half (0.50%) percent of the Stated
Amount of the Letter of Credit Issuing Bank’s Letter of Credit.

46. Explanation of Additional Fees: As set forth in the ‘Cun-ent Plan and the
Term Sheet, the Letter of Credit Issuing Banks and the Banks will be paid their ontstanding

Allowed Letter of Credit Bank Clainis, together with pre- and post-petition interest thereon,
in full on the terms set forth therein. The Current Plan and Term Sheet also prdvide for the
payment of certain increased fees to the Letter of Credit Issuing Banks as consideration for
their agreements to forbear and extend the maturities of the Letters of Credit.

| 47. Pursuant to the provisions of the Term Sheet as approved by the Prior Motion
and Order, PG&E will continue to make current payments of the letter of credit fees due ‘
under the terms of the respective Reimbursement Agreements plus pay an additional fee in
the amount necessary to brmg the total annual fee payable to each Letter of Credit Issuing
Bank up to an aggregate_amount per annum equal to three (3%) percent of the Stated
Amount of each Letter_of Credit for the period that the respective Letter of Credit remains

outstanding in the Stated Amount through the Effective Date.

48. The increased total letter of credit fees continue to be calculated, and will
either accrue or be payable, in the same manner as letter of credit fees are currently provided
for in each of the existing Reimbursement Agreements. |

49, In addition to the increased letter of credit fees provided for in the original
Term Sheet and approved by Prior Motion and Order, the Term Sheet as amended by the
Amendment provides that PG&E is also required to pay to each of the Letter of Credit
Issuing Banks with respect to its Letter of Credit, an additional fee (the “Forbearance

DECLARATION OF MICHAEL J. DONNELY
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Extension Fee”), in an amount equal to one-half (0.50%) percent of the Stated :Amount of
the Letter of Credit Issuing Bank’s Letter of Credit which additional fee is payable within 10
daYs after the Amendment Effective Date.

50. The total fees payable by PG&E under the Term Sheet, as amended by the
Amendment, are similar to the fees that PG&E has already agreed to pay under.the terms of
the Term Sheet as approved by the Prior Motion and Order with the exception that PG&E
will also be required to pay each of the Letter of Credit Issuing Banks its respective
Forbearanbe Extension Fee. The total fees payable by PG&E under the terms of the Term
Sheet as amended kby the Amendment are, in the opinion of PG&E, fair compensation to the
Letter of Credit Issuing Banks for their agreements under the provisions of the Term Sheet
as amended by the Amendment to, among other things, extend the terms of their respective
Letters of Cfedit aﬁd to continue to forbear from the cie’rcise of remedies under their
respective Reimbursement Agr'eeménts for an extended period as described above. Even
after the payment of the increased fees set forth in the Term Sheet as amended by the
Amendment, PG&E will continue to realize substantial interest cost savings over the cost of
conventional taxable financing by maintaining the benefits of the outstanding tax-exempt
ﬁnanbing provided by the Letter of Credit Backed PC Bohds, which cost saviilgs more than

offset the cost of the fees. Thus, under the current circumstances, the Debtor believes that -

the increased total fees payable to the Letter of Credit Issuing Banks af_e a reésonable and
necessary component of any agreement to extend the forbearance period.

51. Professional Fees: The Term Sheet provides that PG&E will pay the
reasonable fees and expenses of unrelated third party professionals retained by the Letter of
Credit Issuing Banks -("Professidnal Fees"), to the eﬁctent incurred subsequent to April 6,
2001 in connection with the Chapter 11 case of PG&E no later than 30 days subsequent to
each date a reimbursement request therefor (with appropriate backup) is made in writing by
the Letter of Credit Issuing Bank to PG&E. These provisions are not changed by the
Amendment. _

52. Explanation of Professional Fees: The Amendment does not change any of

DECLARATION OF MICHAEL J. DONNELY
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the Debtor’s obligatiorls with respect to the timing and payment of such professional fees
from those it agreed to in the Term Sheet as approved by the Prior Motion and Order.

53. Purchase in Lieu of Redemption: The Terrn Sheet provides that, if no
Termination Event shall have occurred and remain uncured prior to the Effective Date, then
upon written reciuest of PG&E, each Letter of Credit Issuing Bank shall cause the related
series of Letter of Credit Backed PC Bonds to be tendered for purchase through a draw upon
the respective Letter of Credit and instruct the respective Bond Trustee to either register the

_purchased Letter of Credit Backed PC Bonds in the name of the Letter of Credit Issuing

Bank or in the name of PG&E subject to a first lien security interest in favor of the
respective Letter of Credit Issuing Bank to additionally secure the obligations of PG&E
under the related Reimbursement Agreement _ |

54. The Term Sheet further provides that upon written request of PG&E or the
Letter of Credit Issuing Banks delivered by either party to the other on or after the date the _
Bankruptcy Court approves the Motion, PG&E and each of the Letter of Credit Issuing
Banks shall take any action as shall be reasoﬁebly necessary to amend the Loan Agreement
and/or Indenture pureuéint to which each series of Letter of Credit Backed PC Bonds were
issued to add the right of the Letter of Credit Issuing Bank or PG&E to purchase any Letter
of Credit Backed PC Bonds in lieu of redem_ptien arld to cause such purchased Letter of
Credit Backed PC Bonds to be registered in the nalrle of the respective Letter of Credit |
Issuing Bank or in the name of PG&E subject to a first lien security interest in favor of the
respective Letter of Credit Issuing Bank to secure the related reimbursement obligation of
PG&E; provided that, if certain Terrnination Events occur, PG&E will not, without the prior
written consent of the respective Letter of Credit Issuing Bank, have the right to converta
mandatory redemption of Letter of Credit Backed PC Bonde into a purchase in lieu of
redemptlon in aceordance with the proposed amended Loan Agreement or Indenture.

55. Finally, the Term Sheet as amended by the Amendment prov1des that in the
event that a plan of reorganization whlch provides for the treatment of Allowed Letter of
Credit Bank Claims in the manner described in the Term Sheet or for alternative treatment of

"‘DECLARATION OF MICHAEL J. DONNELY
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Allowed Letter of Credit Bank Claims which is acceptable to the Letter of Credit Issuing
Banks does not become effective on or before May 18, 2004, then each Letter of Credit
Issuing Bank shall have the right, but not the obligation, to cause the related series of Letter
of Credit Backed PC Bonds to be tendered for purchase through a draw upon the respective
Letter of Credit and to instruct the respective Bond Trustee to either register the purchaséd
Letter of Credit Backed PC Bonds in the name of the Letter of Credit Issuing Bank or, at the
direction of the Letter of Credit Issuing Bank, in the name of PG&E subject to a first lien
security interest in favor of the respective Letter of Credit Iésuing Bank to additionally
secure the bbligations of PG&E under the relafed Reimbursemenf Agrecmenf, and shall not
thereafter take any action which would cause the related series of Letter of Credit Backed
PC Bonds to be called for redemption unless certain Termination- Events occur. |

56. Explanation of Purchase in Lieu of Redemption: . For United States federal
income tax purposes, Letter of Credit Backed PC Bonds which have been purchased, rather
than redeemed or cancelled, remain outstanding. However, the cooperation of the Lettef of
Credit Issuing Banks and ﬁe Banks is necessary in o_rdér to provide a mechaniém by which
the Letter of Credit Backed PC Bonds can be purchased. Thus, pursuant to the terms of the
Term Sheet, PG&E and the Letter of Credit ISSuing Banks have agreed to cooperate in a
mutual attempt to amend the related bond doc:'umenfs to permit tﬁe Letter of Credit Issili_ng
Banks to pufchase the Lett"er‘ of Credit Backed ?C Boﬁds @der certain circumstances in
which the Letter of Credit Backed PC Bonds would otherwise be subject to redemption and
cancellation. Such amendments to the réspective Loan Agreements and Indentﬁres would
not be adverse to the interests of the holders of Letter of Credit Backed PC Bonds and would
enhance PG&E’s ability to maintain the benefits of the tax-exempt financing provided by the
Letter of Credit Bécked PC Bonds by facilitatihg the orderly purchase of outstanding Letter
of Credit Backed PC Bonds in certain circumstancés.

57. The amendments to the bond documents proposed in the Term Sheet as
amended by the Amendment would also grant the Letter of Credit Issiling Banks the right,
but not the obligation, to cause a purchase of Letter of Credit Backed PC Bonds on or after
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May 18, 2004, if a plan of reorganization which provides for the treatment of Allowed Letter
of Credit Bank Claims in the manner described in the Term Sheet or for alternative treatment
of Allowed Letter of Credit Bank Claims which is acceptable to the Letter of Credit Issuing
Banks does not become effective on or before such date. This provision is again similar to
the provision the Debtor agreed to in the original Term Sheet'as approved by the Prior
Motion and Order except that, pursuant to the terms of the Amendment, the date before
which the Letter of Credit Issuing Banks are permitted to exercise the purchase right is
extended from June 1, 2003 to May 18, 2004, thus again granting the Debtor additional time
to confirm and consummate its plan of reorganization while maintaining the Letter of Credit
Backed PC Bonds outstanding at the tax-exempt rate.

58. Addit_iohal Default Right: Pursuant to the terms of the Term Sheet as
amended by the Amendment, PG&E has agreed that, with respect to each of the Letter of

Credit Issuing Banks and their respective Letters of Credit, provided that (i) the Letter of

Credit Issuing Bank shall at all times be in full compliance with the terms of the Term Sheet,
their respecti\}e Letter of Credit and Reimbursement Agreement, (ii) the revspecﬁve Letter of
Credit is outstanding in its original stated amount, (iii) the respecfiie Letter of Credit Issuing

Bank has not provided-the Trustee with notice of any default under its Reimbursemgnt

Agreement or non-reinstatement of its Letter of Credit, and (iv) no action has been taken

that has resulted, or would ~resuit, in the mahdatory tender, redeinption or purchase in lieu of -
redemption, either in whoie or in part, of any of the related Letter of Credit Backed PC
Bohds, then on any date on or after May 18, 2004, the respective Letter of Credit Issuing
Bank shall have the right, but not the obligation, to give notice to the Bond Trustee of the
occurrence of an event of default under the terms of the Reimbursement Agreement and to
direct the Bond Trustee to declare an event of default under the respective Indenture as a
result thereof to the extent provided under the terms of the respective bond documents.

59. Eﬁcplanaﬁon of Additional Default Right. Pursuant to the terms of the
Amendment, each of the Letter of Credit Issuing Banks have agreed to extend the term of
their respective Letters of Credit for at least one yeér from their prior expiration date as
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explained above. However, because of differences in the original expiration dates of each of
the Letters of Credit, each of the Letters of Credit will continue to expire on a different date.
After giving effect to the extensions of the terms of each of the Letters of Credit as provided
in the Amendment, the first of the Letters of Credit to ekpire will be the Letter of Credit |
Issued by Bank of America, N.A. which will expire on May 23, 2004.

60. As explained above, unless each of the Letters of Credit is renewed or
replaced in accordance with the terms of the Indentures at least 35 days prior to its expiration
date, the Bond Trustee is required to call the related series of Letter of Credit Backed PC
Bonds for redemption and céncellation on the last business day whjch is not less than five
days preceding the expiration date of such Letter of Credit. Accordingly, unless Bank of
America, N.A. voluntarily agrees to further extend the term of its Lettér of Credit, the
relatéd ser_iés of Letter of Credit Backed PC Bonds may be subject to redemption on May 18,

2004 (the date five days prior to the expiration date of its Letter of Credit).

61. In order to give each of the other three Letter of Credit 1ssuing Banks the
same économic right that Bank of America, N.A. has to cause a drawing on its Letter of
Cfedit and the purchase or redempﬁon of the related series of Letter of Credit Backed PC
Bonds on or after May 18, 2004, the Amendmént and the Term Sheet as amgnded thereby
provides that, with respect to each of the Letter of Credit Issuing Banks and iheir res'pebﬁve
Lettefs of Credit, subjécf to certain conditions, on ahy dafe 6n or after'May 18, 2004, the
respective Letter of Credit Issuing Bank shall have the right, but not the obligation, to give

—notice to the Bond Trustee of the occurrence of an event of default under the terms of the

Reimbursement Agreement and to direct the Bond Trustee to declare an event of default
under the respective Indenture as a result thereof to the extent provided under the terms of
the respective bond documents.
C. Treatment of Allowed Letter of Credit Bank Cl_aimsﬁ

62. The Term Sheet provides that the plan of reorganization propouﬁded by
PG&E will provide for the treatment of Allowed Letter of Credit Bank Claims (as defined in
the Current Plan) in substantially the manner provided in the Original PG&E Plan. The
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same treatment of Allowed Letter of Credit Bank Claims has been incorporated into the
Current Plan. The Amendment does not change any of the Debtor’s obligations with respect
to the proposed treatment of Letter of Credit Bank Claims from those provided in the Term
Sheet as approved by the Prior Motion and Order.

63. The proposed treatment of the Allowed Letter of Credit Bank Claims as set
forth in the Original PG&E Plan and incorporated into the Cﬁrrent Plan, with the
refinements set forth in the Term Sheet as modified by the Amendment, are intended to,
among other things, allow PG&E and the Reorganized Debtor the ability to maintain the
benefits of the tax-exempt financing provided by the Letter of Credit Backed PC Bonds both
through and after the Effective Date. _ |

64. The Court should approve PG&E’s execution of and performance under the
Améndment and the Term Sheet as amended thereby in order to provide PG&E with the
additional time it may need to confirm and effectuate its plan of reorganization while both
maintaining the benefits of the tax-exempt financing provided by the Letter of Credit Backed
PC Bonds for the Debtor’s bankruptcy estate, and giving the Debtor the opportunity to
secure the continuing Behefits of such Vta'x-excmpt‘ financing for the reorganized Débtor_.

65. The tax-exempt ﬁnanéing provided by the Letter of Crédit Backed PC Bonds
provides a substantial interest cost savings to PG&E (and will provide such savingé to the
Reorganized Debtor) over the cost of alfemative conventional taxable financing. As such,
the tax-exempt bond financing is an asset of the bankruptcy estate that, in the opinion of
PG&E, is best preserved through the transactions contemplated in the Amendment and the |
Term Sheet as amended thereby. |

66. PG&E believes that the benefits of the extended forbearance offered by the
Letter of Credit Issuing Banks and the other agreements By the Letter of Credit Issuing
Banks set forth in the Amendment and the Term Sheet as amended thereby, outweigh any
concessions made by PG&E in the Amendment and the Term Sheet as amended thereby, and
that the agreement reached with the Letter of Credit Issuing Bank and the Banks, as sét forth
in the Amendment and the Term Sheet as amended thereby, is fair and reasonable and is in
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the best interests of PG&E’s estate.
I declare under penalty of perjury under the laws of the United States of America
that the foregoing is true and correct. Executed this 16th day of September, 2003, at San

Francisco, California.

LY

WD 091703/1-1419911/gff/1101958/v1
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