5§ Viwer Svwut MM.IO‘

Nor Yk NY 00410003 """"'1""""’

T i3 400 2eer Urtitan, Emergs. & Prafict Anamer
224ty 2054 Cmtﬁmwhiw

remeld, bororc@rendp.com

California Pubtic Utilities Cornmission

505 Van Ness Avenue

San Francisco, CA 54102.3208
Attention: Gary M, Cohen. Esgq.

Official Committee of Unseoured Creditors
in re: Pacific Gas and Electric Company
c/o Milbank, Tweed. Hadley & McCloy LLP
601 South Figueroa Street, 30" Fioor

Los Angeles, CA 80017-6735

: Attention: Paul S. Aronzon, Esq.

Ladies and Gentlemen:

Pursuant to your request, Stendard &

Standard & Poor’s

AM-IN-MG-..MN,%, p.\

o ———

November 1g, 2002

$7.845 biiion principal amoynt senior secCured debt, $1 billion principal amount senjor

(*OCUC") be adopted.

in arriving st this credit assessment, we have had discuss

jons with the CPUC ang

ils advisors, as well ag with representatives of the OCUC. We have reviewed materials

supplied to us by representatives of the CPUC end the OCUC including, but n

¢ The CPUC Plan;

« The Reorganization Agreement appended to the CPUC Plan:
* Regulations promuigated by the present Commission in furtherance of the CPUC

Plan;
¢ The financial model (*"Moder") inciyain
suppliad to Standerg & Poors by repr

ot limited to:

8 financial forecasts and assumptiona jointty

esentatives of the CPUC and Oocuc;
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¢ Detalls of the “regulatory asset” proposed lo be created by the CPUC gnd its relateg
amortization schedule:

+ CPUC's and OCUC's Memorandum of Points and Authorities in Suppont of
Confirmation of First Amended Plan of Reorganization Under Chapter 11 of the
Banknuptoy Cade tor Pacific Gas and Efectric Company dated August 30, 2002, as
amended;

* Declarstion of Paul S. Aranzon dated November 6, 2002 ang the exhibits appended
therato; ’

¢ PGAE’s Trisi Brief in Opposition to the CPUC and OCUC Ptan dateg November 8,

2002; and
¢ Such other materials as we have deemed appropriate.

i

Based upon our review of the foregoing mateniats, it is Stendard & Poor's credh
assessment that the $7.845 billion principal amount seniar secured debt - but not the $1
billion principat amount senior unsecured debt or the $932 milllon par amount prefemred
stock -- exhibits ingicia of marginal invesiment grade credit Quality based upon our cragi

i3suc3 cited in this letter and on the conditions below having been met,

A credit assesoment is not a rating. A credit assessment is olely a credit opinion
based on the facts and circumstances presented to us by CPUC ana OCUC. |n this case
8 credit assessment is warranted by the quantity and Quality of the information provided tg
us and ivsues associated with the relizbility of the Mode). Please note, however, that as
the Mode! is refined and suppiemented a more definitive outeome m3y be possible.

This credit assessment should be understood as qualified by the fact thet (1)
additional information or changes to the information previously presented to yg may result
in credit risk stronger or weaker than that suggested by the cradit assessment and,
consequently, a different definitive rating: (ii) the credit assessment is not o prediction of
the actua! future performance of the Securities; (lii) Standard & Poors does not warmant or
endorse suitability of the cregit assessment for any panicular Purpose or use: (iv) the creoir
assessment is provided without any exprese or implied warranties whatsoever; (v) the
credit assessment is based Solely on information provided to us by CPUC and OCUC and
does not repreaent an audit by Stangard & Poor's; (vi) Standarg & Poor's relied upon
CPUC and OCUC, their aceountants, counse! and ather experte for the accuracy and
completeness of the information submitted in connection with the cradit assessmaent; (vii)
the crodit esaeasment shall not be construed to heve been undertaken with the rigor and
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Standard & Poor's does not 8nd cannot guarantee the accuracy, comgletengss o
timeliness of the informastion relied upon in‘connection with the credit assessment or the
results obtained from the use of such informetion. Please nate that the credit assessment

assesement. in addition, the cregit assessment does not address the validity of the
assumptions made by CPUC ang OCUC in preparing the Modsl.

Standard & Poor's credit assessment is predicated upan the salisfaction of the
following conditions: .

3)
%)

c)

d)

e)

The CPUC Plan is confirmed by January 31, 2003 and is implemantad Substantiafly
in its current form with alil preconditions to the CPUC Plan's confirmation ang
implementation being setisfiad and not waived:

All financial targets set forth in the Modal are justified by provable assumptions ang
are substantially attained without ®ny material deviation from the projected resuits:
PGAE can access capltal markets o the exqent foracast, thet PG&E can secure the

projected levels; .
Receipt of evidencs of (i) the methodalogy employed by CPUG in preparing the
Model and (il) the propriety of e consoiidation by CPUC of elements of the
financisl and operational forecasts for the four companies proposed to succeed the
debtor as reflected in PGRE's Proposed reorganization plan;

Receipt of evidence that the Modal reflects all docisions of the CPUC rendereq
subsequent to the filing by PGAE of its propoaed reorganization plan;

Agreement and the regulations referrad to in the preceding pamagraph will bing the

CPUC throughout the life of the Seacurities:;

Receipt of & judicial determination that the Reorganization Agreement and the

rsegulationc referred to in Paragraph (g) will bing the CPUC throughout the life of the
ecurities;

The regulations referred to in paragraph (9) Include, but are not limited to, the timaly

creation of the ‘reguistory asset* provided for in the CPUC Plan, ang mechanismg

that compel the CPUC to timely reconciie any imbatances betwsen revenues and

cash expended for fuel ang ®lectricity procurement;
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k)

m) The “Rearganization Agreement,” as defined In the Plan, i (i} executed in the form

n)

0)

p)

Q)

r)

s)

The regulatory asset (i) can be demonstrated to increase PG&E's rate base by the
full amount presemed in the financial forecast. (if) is amonized in g time frame
consistent with the Model, and, (iii) throughout the lifs of the Securities, neither the
amortization nor the creation or the regulatory asset may be aitorad by the CPUC #
such moalfication would compromise the Securites’ projected financial performance
or erode their credit quality;

Receipt of any other reguiatory approvels beyond thoss daxcribed in par'agmph.

(g), () and (k), whether state or federal, that are necassary for the implementation of
the OPUC Plan and the realization of the projections contained in the Modet are
timely achieved by PGAE andjor CPUC, es the case may be:

presented to us, (ii) validly adopted by the CPUC, (lif) approved by the hankrup\‘cy
court and (iv) pursuant to itg wrms, binding upon the CPUC throughout the fife of
the Securities;

Tha quantum of claimg made against the bankruptcy estste ane substantiafly ag
estimatad in the CPUC Pign;

The Utility Reform Network appeai to the §™ Circult Coun of Appeals that
challenges on both procedural and substantive grounds the settlemant agreement
reached between CPUC and Southem Cailfornia Edison in Southem CatNornia
Edison's “filed ra1e doctrine” itigation. does not establigh lsgal precedents that

a ministerial matter the recovery of PG&E's costs of ddouring risk management
tools and also permit the recovery of costs sasociated with that porlion of the power
and fuel portfolio that is not hedged: and
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t} Evidence that the CPUC Pian wiil not be smended to include restrictions on
dividends to PG&E Com, the pareni of PGSE.

;.. BPUC and OCUC understand that Standard & Poor's has not consented o, ang will
not Gonsent 10, being named an “expert” under the federal securitios laws, including
without limitation, Section 7 of the Securities Act of 1933. In addition, It shouin he
understood thet the credit assessment ig neither & “markst” rating nor a recommandstion
to buy. hold, or sell the instruments_

We are pleased to have been of service to CPUC and OCUC. 1fwe can be of
further assistance, plesse do not hesitate to contact us,

Very truly yours,

(Y
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