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SEMPRA ENERGY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. SIGNIFICANT ACCOUNTING POLICIES AND OTHER FINANCIAL DATA

PRINCIPLES OF CONSOLIDATION

Sempra Energ)

Sempra Energy's Consolidated Financial Statemealisde the accounts of Sempra Energy, a Califdaised Fortune 500 holding company, and its coreselit!
subsidiaries and a variable interest entity (VE9mpra Energy’s principal subsidiaries are

= San Diego Gas & Electric Company (SDG&E) and Sauti@alifornia Gas Company (SoCalGas), which weembiely refer to as the Sempra
Utilities; and
= Sempra Global, which is the holding company for BenGeneration, Sempra Pipelines & Storage, Sebipé& and Sempra Commodities.

Sempra Energy uses the equity method to accoumestments in affiliated companies over whichhage the ability to exercise significant influenbat not control.
We discuss our investments in unconsolidated sisvgd in Notes 3 and 4.

SDG&E

SDG&E's Consolidated Financial Statements inclsle¢counts and the accounts of a VIE of which SBG®the primary beneficiary, as we discuss beloden
"Variable Interest Entities." SDG&E’s common staskvholly owned by Enova Corporation, which is aoln owned subsidiary of Sempra Energy.

Pacific Enterprises and SoCalGe

Pacific Enterprise’s Consolidated Financial Statetséclude the accounts of Pacific Enterprises) @1t its subsidiary, SoCalGas. Sempra Energy @ivi§ PE’s
common stock and PE owns all of SoCalGas’ commacksiSoCalGasConsolidated Financial Statements include its slidsées, which comprise less than one perce
its consolidated financial position and result®pérations.

PE's operations consist solely of those of SoCalBdsadditional items (e.g., cash, intercompanpaais and equity) attributable to serving as aihgldompany for
SoCalGas.

BASIS OF PRESENTATION

This is a combined report of Sempra Energy, SDGRE and SoCalGas. We provide separate informatio8B&s&E, PE and SoCalGas as required. In the Notes
Consolidated Financial Statements (except in N@jevthen only information for SoCalGas is providieds the same for PE. References in this remottve,” "our" and
"Sempra Energy Consolidated" are to Sempra Enerdyita consolidated entities, unless otherwiseciatgid by the context. We have eliminated intercam@counts
and transactions within the consolidated finanstatements of each reporting entity.

We evaluated events and transactions that occaftedDecember 31, 2010 through the date the fiahstatements were issued, and in the opinionarfagement, the
accompanying statements reflect all adjustmentesszey for a fair presentation.

Use of Estimates in the Preparation of the Finantiatatements

We prepare our financial statements in conformiih\a@ccounting principles generally accepted inliiited States of America (GAAP). This requiresaisnake
estimates and assumptions that affect the amoeptsted in the financial statements and accompgnyares, including the disclosure of contingenetssand liabilities &
the date of the financial statements. Although elkele the estimates and assumptions are reasoaablal amounts ultimately may differ significanttom those
estimates.

Orange Grove Energy L.P.

SDG&E has a 25-year tolling agreement to purchaseep generated by Orange Grove Energy L.P. (Or&@igee) at its 99-megawatt (MW) generating facildgated in
San Diego County, California. Under a tolling agneait, SDG&E purchases power generated by facilitiesvhich it supplies all of the natural gas telfthe power plan
In the third quarter of 2009, Sempra Energy and &B@etermined that Orange Grove was a VIE andSIHE&E was the primary beneficiary of the VIE basedthe
criteria in GAAP as written at that time and apalbite through December 31, 2009. Sempra Energy B@EE therefore consolidated Orange Grove beginmirthe thirc
quarter of 2009 through December 31, 2009.

In the first quarter of 2010, Accounting Standddgislate (ASU) 2009-17mprovements to Financial Reporting by Enterpriseslved with Variable Interest Entities
(ASU 2009-17), which we discuss in Note 2 beloacdme effective. Applying the guidance in ASU 20d9because of SDG&E's obligation to absorb therzigas
costs for the fuel to operate the facility, alonighvthe power to direct the dispatch, Sempra Enargy SDG&E continued to consolidate Orange Growherfirst quarter

of 2010.

In the second quarter of 2010, Sempra Energy ar@&Dreevaluated the provisions of ASU 2009-17 &y tapply to Orange Grove. Sempra Energy and SDG&E
determined that because the Orange Grove fadiliypeaker plant, it operates infrequently to rpeek power needs. We believe that the owners aidg@r&rove retain
the most significant economic power through themteol over operations and maintenance of the plahich impacts the capacity payments under theeagent that are
expected to have the greatest effect on the ovecatiomic performance of the entity. Accordin@RG&E does not have the right to direct activitiest most
significantly impact the economic performance oé@ge Grove, and Sempra Energy and SDG&E shouldamsolidate Orange Grove, but instead should retterd
agreement as a capital lease. The effect of tliagd has no effect on Sempra Energy’s or SDG&HTsiegs and is not material to their previously esdinancial
statements.

REGULATORY MATTERS

Effects of Regulatior
The accounting policies of our principal regulatgitity subsidiaries, SDG&E and SoCalGas, conforithiBAAP for regulated enterprises and reflectpbécies of the
California Public Utilities Commission (CPUC) arftetFederal Energy Regulatory Commission (FERC).

The Sempra Utilities prepare their financial stagats in accordance with GAAP provisions governiegutated operations. Under these provisions, datsgliutility
records a regulatory asset if it is probable tthagugh the ratemaking process, the utility wittaeer that asset from customers. To the extentéuatvery is no longe



Other Intangible Assets

Sempra Pipelines & Storage recorded $460 milliomiaingible assets in connection with the acquisitif EnergySouth. These intangible assets repregtmage and
development rights related to the Bay Gas and ®Bgspi Hub natural gas storage facilities and wecerded at estimated fair value as of the dateeohcquisition using
discounted cash flows analysis. Our important agsioms in determining fair value include estimatetlire cash flows, the estimated useful life of ifitangible assets
and our use of appropriate discount rates. Weramtzing these intangible assets over their estthaseful lives as shown in the table below.

Intangible assets included in Goodwill and Oth¢ahgible Assets on the Sempra Energy Consolidasdg@inBe Sheets are as follows:

OTHER INTANGIBLE ASSETS

(Dollars in millions)

Amortization period December 31, December 31,
(years) 2010 2009

Storage rights 46 $ 138 % 138
Development rights 50 322 322
Other 15 years to indefinite 16 9
Total 476 469
Less accumulated amortization (23) (13)
Total $ 453 $ 456

Amortization expense related to the above intaegisisets was $10 million in 2010, $10 million i®2@&nd $3 million in 2008. We estimate the amotitreexpense for
the next five years to be $10 million per year.

LONG-LIVED ASSETS

We periodically evaluate whether events or circame¢s have occurred that may affect the recovéyabilthe estimated useful lives of long-lived etss the definition of
which includes intangible assets subject to amatitn, but does not include unconsolidated subs@ialmpairment of long-lived assets occurs whendstimated future
undiscounted cash flows are less than the carsimgunt of the assets. If that comparison indicgiasthe assets' carrying value may not be recblerthe impairment i
measured based on the difference between the mgraynount and the fair value of the assets. Thatuation is performed at the lowest level for whigparately
identifiable cash flows exist.

In the second quarter of 2009, we recorded a $1iB@mpretax write-off related to certain asset®ae of Sempra Pipelines & Storage's Liberty Gasa®e natural gas
storage projects. This amount is recorded as Wftef Long-Lived Assets on our Consolidated Statetrof Operations for the year ended December@19.2Sempra
Pipelines & Storage owns 75 percent of Liberty Gawage, LLC (Liberty), the partnership that is eleping the project. Our partner's 25-percent sbhthe pretax
charge is $33 million, which is included in Losgegibutable to Noncontrolling Interests on our Gofidated Statement of Operations for the year @mizcember 31,
2009. The impact to our net income and to our egsiis $97 million and $64 million, respectivelgr the year ended December 31, 2009. In Septenil®, 2Zhe
members of the partnership unanimously voted teged with the abandonment of the assets that wettemwoff.

VARIABLE INTEREST ENTITIES (VIE)

We consolidate a VIE if we are the primary benafigiof the VIE. Our determination of whether we #ive primary beneficiary is based upon qualitatind quantitative
analyses, which assess

= the purpose and design of the VIE;

= the nature of the VIE's risks and the risks we gijso

= the power to direct activities that most signifitgmmpact the economic performance of the VIE; and
= the obligation to absorb losses or right to recéierefits that could be significant to the VIE.

SDG&E has agreements under which it purchases pgeresrated by facilities for which it supplies@flithe natural gas to fuel the power plant (i@lirtg
agreements). SDG&E's obligation to absorb natgeal costs may be a significant variable interbsaddition, SDG&E has the power to direct the disp of
electricity generated by these facilities. Basedrupur analysis, the ability to direct the dispat€lelectricity may have the most significant imisacn the
economic performance of the entity owning the getireg facility because of the associated exposutke cost of natural gas, which fuels the plaatsl, the
value of electricity produced. To the extent thBlGRE (1) is obligated to purchase and provide foebperate the facility, (2) has the power to ditee dispatch,
and (3) purchases all of the output from the facflor a substantial portion of the facility’s uséfife, SDG&E may be the primary beneficiary oétantity owning
the generating facility. SDG&E determines if itlie primary beneficiary in these cases based oopgheational characteristics of the facility, irgilg its
expected power generation output relative to ifgcdy to generate and the financial structurénefentity, among other factors. If we determing 8RG&E is
the primary beneficiary, Sempra Energy and SDG&#&sotidate the entity that owns the facility as &Vas we discuss below.

Otay Mesa VIE

SDG&E has a 10-year agreement to purchase powerated at the Otay Mesa Energy Center (OMEC), aNd@bgenerating facility that began commercial opiers in
October 2009. In addition to tolling, the agreemenatvides SDG&E with the option to purchase the poplant at the end of the contract term in 20tQipmn earlier
termination of the purchased-power agreementpatdetermined price subject to adjustments basgrdormance of the facility. If SDG&E does not eoise its option,
under certain circumstances, it may be requirgguitchase the power plant at a predetermined price.

The facility owner, Otay Mesa Energy Center LLC (B®ILLC), is a VIE (Otay Mesa VIE), of which SDG&E the primary beneficiary. SDG&E has no OMEC LLC
voting rights and does not operate OMEC. In additmthe risks absorbed under the tolling agreen®DG&E absorbs separately through the put optisigificant
portion of the risk that the value of Otay Mesa \¢éiiild decline. Sempra Energy and SDG&E have cateted Otay Mesa VIE since the second quarter 67 20tay
Mesa VIE's equity of $113 million at December 3@1@ and $146 million at December 31, 2009 is inetldn the Consolidated Balance Sheets in Other dtarailing
Interests for Sempra Energy and in Noncontrollimgdest for SDG&E.

OMEC LLC has a loan outstanding of $365 milliorD&tcember 31, 2010, the proceeds of which were fmsettle construction of OMEC. The loan is with thparty
lenders and is secured by OMEC's property, pladteguipment. SDG&E is not a party to the loan age® and does not have any additional implicibglieit financial
responsibility to OMEC LLC. The loan fully maturesApril 2019 and bears interest at rates varyiritlp warket rates. In addition, OMEC LLC has entergd interest
rate swap agreements to moderate its exposuréetest rate changes. We provide additional infoienatoncerning the interest rate swaps in Note 10.

Other Variable Interest Entities

SDG&E's power procurement is subject to reliabitgguirements that may require SDG&E to enter vi@idous power purchase arrangements which incladate
interests. SDG&E evaluates these contracts tometerif variable interests exist and, based ormgtiaitative and quantitative analyses described@bid SDG&E, anc



thereby Sempra Energy, is the primary benefici@G&E has determined that no contracts other thatrelating to Otay Mesa VIE mentioned above taaubDG&E
being the primary beneficiary. In addition to tbéihg agreements described above, other variatigeasts involve various elements of fuel and pavests, including
certain construction costs, tax credits, and otbenponents of cash flow expected to be paid teceived by our counterparties. In most of theseg;adbe expectation of
variability is not substantial, and SDG&E generaltes not have the power to direct activities thast significantly impact the economic performaontéhe other VIEs.
If our ongoing evaluation of these VIEs were todade that SDG&E becomes the primary beneficiay @nsolidation by SDG&E becomes necessary, theetsffare
not expected to significantly affect the finangakition, results of operations, or liquidity of SRE. SDG&E is not exposed to losses or gains &salt of these other
VIEs, because all such variability would be recedein rates.

Sempra Energy’s other business units also entimangements which could include variable intsre§Ve evaluate these contracts based upon thieatjua and
guantitative analyses described above. We hawerdeted that these contracts are not variabledstsiin a VIE and therefore are not subject to¢lq@irements of GAA
concerning the consolidation of VIEs.

The Consolidated Financial Statements of Sempraggrend SDG&E include the following amounts assedawith VIEs, primarily Otay Mesa VIE, which aretrof
eliminations of transactions between SDG&E anduhes.

AMOUNTS ASSOCIATED WITH VARIABLE INTEREST ENTITIES
(Dollars in millions)
December 31,

2010 2009(1)
Cash and cash equivalents $ 10 $ 7
Restricted cash 6 8
Accounts receivable - other (1) 1
Inventories 2
Other 1 -
Total current assets 18 18
Sundry 6 10
Property, plant and equipment, net 516 644
Total assets $ 540 $ 672
Short-term debt $ - $ 33
Current portion of long-term debt 10 40
Fixed-price contracts and other derivatives 17 17
Other 1 (13)
Total current liabilities 28 77
Long-term debt 355 422
Fixed-price contracts and other derivatives 41 26
Deferred credits and other 3 1
Other noncontrolling interests/noncontrolling interest 113 146
Total liabilities and equity $ 540 $ 672
Years ended December 31,
2010 2009(1) 2008
Operating revenues
Electric $ (1) $ 1) $ -
Natural gas 3 - -
Total operating revenues (4) (1) -
Operating expenses
Cost of electric fuel and purchased power (82) (13) -
Operation and maintenance 20 7 -
Depreciation and amortization 26 7 -
Total operating expenses (36) 1 -
Operating income (loss) 32 2) -
Other income (expense), net (34) 27 (54)
Interest expense (14) (1) -
Income (loss) before income taxes/Net income (loss) (16) 24 (54)
Losses (earnings) attributable to noncontrolling interest 16 (24) 54
Earnings $ - $ - $ B
1)

Includes amounts associated with Orange Grove Energy L.P. as we discuss above under "Basis of Presentation—Orange Grove Energy L.P."

ASSET RETIREMENT OBLIGATIONS

For tangible long-lived assets, we record assgereént obligations for the present value of ligiei$ of future costs expected to be incurred wéwesets are retired from
service, if the retirement process is legally reggliand if a reasonable estimate of fair valuebsamade. We also record a liability if a legal gation to perform an asset
retirement exists and can be reasonably estimhtegherformance is conditional upon a future evére.record the estimated retirement cost overitbef the related
asset by depreciating the present value of thgaiitin (measured at the time of the asset's atignjsand accreting the discount until the liakils settled. Rateegulatec
entities record regulatory assets or liabilitiesassult of the timing difference between the gaition of costs in accordance with GAAP and cest®vered through the
rate-making process. We have recorded a regullatity to show that the Sempra Utilities havdleoted funds from customers more quickly and &mgér amounts
than we would accrete the retirement liability alegreciate the asset in accordance with GAAP.

We have recorded asset retirement obligationseekat various assets includir





