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 Investments do not include the $1.6 billion con ibution to RBS Sempra Commodities in the second ¢ uart



istaricdisruptions i globalTi
‘ yearm

arbon AL

The first part of our strategy involvesinvestment
in-our California utilities, Southern California

Gas Co. (SoCalGas®) and San Diego Gas & Electric®
(SDG&E®), which provide essential safe and reliable
energy service every day to 24 million-people.

The second part focuses on our.competitive
energy businesses—=Sempra Generation,
Sempra Pipelines & Storage'and Sempra LNG=
which are developing and operating critical
new infrastructure to meet North ' America’s grow-
ing energy-needs. We invest in quality assets with
afocus-on contracted revenue streams that should
produce predictable earnings and provide:ample
returns.-And our new commodities-marketing
joint venture; RBS Sempra Commodities, is struc-
tured to reduce our risk and provide increasingly
predictableearnings.

In-2008; our-earnings per diluted sharerose

6.5 percent t6:$4.43 on net income of $111 billion,
up from $4.16 per diluted share on netiincome of
$1.10 billion in"2007~solid financial results, with
all-.of our businesses performing well: Additionally;
weannounced ourintention to maintain‘a targeted
dividend payout ratio of 35:percent to 40 percent.
This-new policy resulted in-a:13-percent increasein
our dividend in 2008
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in the past'year, we celebrated the 10th anniver:
sary of the formation of Sempra Energy and
achieved:a number of significant milestones'to
advance our growth plans.

In“Jduly, SoCalGas and SDG&E both received
approval from the California Public Utilities
Commission (CPUC) of their rate cases, provid-
ing us with predictable revenue for the next three
years. In December; the CPUC approved SDG&E's
Sunrise Powerlink, a $1.9 billion transmission
line'under regulatory review since 2005 The
500-kilovolt power line, which will add critical
systemreliability-and provide access to developing
renewable-energy resources in desert:areas east
of San Diego,is expected to be operational in 2012.

Responding fo climate=change concerns, both
utilities are actively testing and deploying sustain-
able technologies. Over the next:decade, SDG&E is
committed to acquiring one-third of its'power from
renewable resources and reducing its greenhouse-
gas emissions 101990 levels. In-duly, SDG&E
announced the largest solar-power:initiative.in
San Diego's history, a $250 million plan to'install
photovoltaic panelsat municipal, commercial
and institutional'sites-around-its-service:territory
capable of powering as'-many as 50,000 -homes.

In‘October, our Sempra Pipelines & Storage unit
acquired EnergySouthinc., a‘Mobile, Afa:-based
energy company with valuable natural-gas storage
assets and alocal-gas distribution utility, Mobile
Gas. These assets will significantly expand our
presence on-the Gulf Coast; a critical natural gas
market hub:inthe United States. Over.the past
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Washington, DC 20549



year, Sempra Pipelines & Storage and its project
partners also completed the western half of the
$6.2 billion Rockies Express Pipeline and started
construction on the eastern portion. The entire
1,600-mile transcontinental natural gas pipeline
~ will be operational later this year.

Energia Costa Azul, our Mexican liquefied natural
gas (LNG) terminal, began commercial operations
last summer as the first LNG receipt facility on
the west coast of North America and was officially
dedicated by Mexico President Felipe Calderén.
Later this year, Energia Costa Azul is scheduled

“SDG&E and SoCalGas have been national
leaders in promoting energy efficiency.”

to begin receiving regular shipments of LNG from
Indonesia. Our Louisiana terminal, Cameron LNG,
will be operational in 2009.

in December, Sempra Generation completed its
first solar-power project, a 10-megawatt facility
outside Las Vegas. The project, which was com-
pleted in only six months, represents the largest
installation to date of thin-film solar technology
in North America. Sempra Generation also is
pursuing other solar and wind projects, especially
in the Pacific Southwest.

President Obama and his administration are empha-
sizing the need to develop clean energy resources,
reduce greenhouse-gas emissions and increase
energy efficiency. More than 30 states, including
California, already have adopted renewable-
energy requirements or goals.

Our business, which is focused on utility opera-
tions, natural gas infrastructure, renewable
resources and energy efficiency, aligns well with
the new administration's public policy agenda. And
our power-generation facilities utilize the most
advanced technology, giving us one of the smallest
carbon footprints in the U.S. energy sector.

Natural gas is the cleanest-burning fossil fuel. As
more solar and wind energy sources are added to

2008 Annual Report

the energy mix, natural gas will continue to serve
a critical role as the round-the-clock generating
fuel of choice, especially for times when nature
does not allow solar and wind power to be pro-
duced. We are a major player in nearly all parts
of the natural gas value chain, including import,
transport, storage, marketing and distribution.

SDG&E and SoCalGas have been national leaders
in promoting energy efficiency, operating in

a state—California—which has made energy
efficiency a policy priority for more than 30 years.
It's estimated that California's energy-efficiency
efforts have saved consumers more than $56 billion
in electricity and natural gas costs since 1978
and eliminated the need to build as many as

15 new power plants. Over the next five years,
energy efficiency is expected to save another
$23 billion. And, of course, every kilowatt or therm
of energy not used reduces our carbon footprint
and the impact on our environment.

Beyond our environmental focus, we continue
to be active in the communities we serve.

Late in 2007, we established a new charitable
giving arm, the Sempra Energy Foundation, which
concentrates on supporting causes that promote
sustainability and advancement of new energy
and environmental technologies; infrastructure
development and improvement; and assistance
for people and communities in need.

Reflecting on our accomplishments of the past
year, | am proud that our employees have, once
again, produced excellent financial results for
you, our shareholders, and also delivered on their
service promise to our customers around the
world. On behalf of all of our employees, please
accept our sincere thanks for your ongoing
confidence in, and support for, our company.

Sincerely,

DE@s:SJ

Donald E. Felsinger
Chairman and
Chief Executive Officer

Energy to deliver. Every day.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS

The following section of the 2008 Annual Report includes

= A description of our business

» An executive summary

= A discussion and analysis of our operating results for 2006
through 2008

» Information about our capital resources and liquidity

* Major factors expected to influence our future operating
results

= A discussion of market risk affecting our businesses

= A table of accounting policies that we consider critical to
our financial condition and results of operations

You should read Management’s Discussion and Analysis of
Financial Condition and Results of Operations in
conjunction with the Consolidated Financial Statements
included in this Annual Report.

OUR BUSINESS

Sempra Energy is a Fortune 500 energy services holding
company whose business units provide electric, natural gas
and other energy products and services to their customers.
Our operations are divided principally between the Sempra
Utilities and Sempra Global. The Sempra Utilities consist of
two California regulated public utility companies, 1) San
Diego Gas & Electric Company (SDG&E) and 2) Southern
California Gas Company (SoCalGas). Sempra Global
consists of businesses engaged in providing energy products
and services. (See Figure 1.)

Figure 1: Sempra Energy’s Business Units
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This report includes information for the following separate
registrants:

= Sempra Energy and its consolidated entities
* SDG&E

= Pacific Enterprises (PE), the holding company for
SoCalGas

« SoCalGas

9 <

References in this report to “we,” “our” and “Sempra Energy
Consolidated” are to Sempra Energy and its consolidated

entities, collectively, unless otherwise indicated by its
context.

PE’s operations consist solely of those of SoCalGas and
additional items (e.g., cash, intercompany accounts and
equity) attributable to being a holding company for
SoCalGas.

Below are the summary descriptions of our operating
business units.

SEMPRA BUSINESS UNITS
SEMPRA UTILITIES Ty De e ror
MARKET SERVICE TERRITORY
SAN DIEGO GAS AND ELECTRIC » Provides electricity to 3.4 million Serves the county of San Diego, CA
COMPANY (SDG&E) consumers and southern Orange County
A regulated public utility; infrastructure - Provides natural gas to 3.1 million covering 4,100 square miles
supports electric distribution and consumers
transmission, and natural gas distribution
SOUTHERN CALIFORNIA GAS = Residential, commercial, industrial, Southern California and portions of

COMPANY (SOCALGAS)
A regulated public utility; infrastructure

transmission and storage

utility electric generation and
wholesale customers

supports natural gas distribution, » Covers a population of 20.5 million

Central California (excluding San
Diego County, the city of Long Beach
and the desert area of San
Bernardino County) covering 20,000
square miles

The Sempra Utilities consist of SDG&E and SoCalGas.
SDG&E

SDG&E provides electricity to 3.4 million consumers and
natural gas to 3.1 million consumers. It delivers the
electricity through 1.4 million meters in San Diego County
and an adjacent portion of southern Orange County,
California. SDG&E’s electric energy is purchased from
others or generated from its Palomar and Miramar electric
generation facilities and its 20-percent ownership interest in
the San Onofre Nuclear Generating Station (SONGS).
SDG&E also delivers natural gas through 840,000 meters in
San Diego County and transports electricity and natural gas
for others. SDG&E’s service territory encompasses 4,100
square miles.

Sempra Energy indirectly owns all of the common stock of
SDG&E. SDG&E also has issued publicly held preferred
stock. The preferred stock has liquidation preferences
totaling $79 million and represents less than 3% of the
ordinary voting power of SDG&E shares.

SDG&E’s financial statements include a variable interest
entity, Otay Mesa Energy Center LLC (Otay Mesa VIE), as
we discuss in Note 1 of the Notes to Consolidated Financial
Statements.
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SoCalGas

SoCalGas is the nation’s largest natural gas distribution
utility. SoCalGas owns and operates a natural gas
distribution, transmission, and storage system that supplies
natural gas to approximately 20,000 square miles of
service territory. Its service territory extends from San Luis
Obispo, California in the north to the Mexican border in the
south, excluding San Diego County, the city of Long Beach
and the desert area of San Bernardino County. SoCalGas
provides natural gas service to residential, commercial,
industrial, utility electric generation and wholesale
customers through 5.7 million meters, covering a population
0f 20.5 million.

Sempra Energy owns all of the common stock of PE and PE
owns all of the common stock of SoCalGas. PE and
SoCalGas also have publicly held preferred stock, which
represents less than 1% of the ordinary voting power of each
company. The PE and SoCalGas preferred stock have
liquidation preferences totaling $80 million and $22 million,
respectively.



SEMPRAGIOBAL . v v

e e

MARKET

GEOGRAPHIC REGION

SEMPRA COMMODITIES Natural gas; natural gas liquids Global
RBS Sempra Commodities, a joint venture Power
with The Royal Bank of Scotland (RBS), a Petrol nd petroleum product
commodities-marketing business etroletim and petroleum products
: Coal

Emissions

Ethanol

Base metals
SEMPRA GENERATION Wholesale electricity U.S.A.
Develops, owns and operates electric power Mexico
plants
SEMPRA PIPELINES & STORAGE Natural gas U.S.A.
Develops, owns and operates, or holds Electricity Mexico
interests in, natural gas pipelines and Argentina
storage facilities, and natural gas and Chile
electric service providers Peru
SEMPRA LNG = Natural gas US.A.
Develops, owns and operates receipt Mexico
terminals for importing liquefied natural gas
(LNG)

Sempra Global is a holding company for most of our
subsidiaries that are not subject to California utility
regulation. Sempra Global’s principal business units, which
provide energy-related products and services, are

» Sempra Commodities

= Sempra Generation

= Sempra Pipelines & Storage

* Sempra LNG

A description of each business unit follows.

Sempra Commodities

Sempra Commodities holds our investment in RBS Sempra
Commodities LLP (RBS Sempra Commodities), a joint
venture with The Royal Bank of Scotland (RBS). The
partnership was formed on April 1, 2008 from our
commodities-marketing businesses previously reported in
this business unit. The partnership’s commodities-trading

businesses serve customers in the global markets for natural
gas, natural gas liquids, power, petroleum and

petroleum products, coal, emissions, ethanol and base
metals. We provide further discussion about the joint venture
in Notes 3, 4 and 6 of the Notes to Consolidated Financial
Statements. Sempra Commodities also includes the operating
results of Sempra Rockies Marketing, which holds firm
service capacity on the Rockies Express Pipeline.

Sempra Generation

Sempra Generation develops, owns and operates electric
power plants serving wholesale electricity markets in North
America. It sells electricity under long-term contracts and
into the spot market and other competitive markets. Sempra
Generation purchases natural gas to fuel its natural gas-fired
power plants and may also purchase electricity in the open
market to satisfy its contractual obligations. Sempra
Generation also develops renewable energy generation
projects.
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The following table provides information about each of Sempra Generation’s power plants. Approximately 75% and 60% of
this generating capacity is under long-term contracts with the California Department of Water Resources (DWR) and other
parties through 2010 and 2011, respectively.

SEMPRA GENERATION POWER PLANTS

Capacity in Megawalts (MW)
Maximum Generating First

Power Plant Capacity In Service Location
Mesquite Power 1,250 2003 Arlington, AZ
Termoeléctrica de Mexicali 625 2003 Mexicali, Baja California, Mexico
El Dorado 490* 2000 Boulder City, NV
Elk Hills (50% owned) 275" 2003 Bakersfield, CA

Total MW in operation 2,640
* Includes 10 MW of solar generating capacity
** Sempra Generation’s share
Sempra Generation’s three 100%-owned facilities, Mesquite Mexico and Peru. Sempra Pipelines & Storage is currently
Power, Termoeléctrica de Mexicali, and El Dorado, sell the pursuing the sale of its interests in the Argentine utilities,
majority of their output under long-term contracts and a which we discuss further in Note 4 of the Notes to
purchased-power contract. The largest contract is with the Consolidated Financial Statements.

DWR and provides for 1,200 MW to be supplied during all
hours and an additional 400 MW during peak hours. This
contract ends September 30, 2011. Sempra Generation also
has other purchased-power contracts, primarily with RBS
Sempra Commodities, to sell varying amounts of power
through 2012. In addition to these contracts, Sempra
Generation has a purchased-power contract expiring in 2010
that permits the call for delivery of up to 300 MW of power,
both peak and off peak hours, at a predetermined price.
Combined, including the DWR contract, these contracts are
expected to utilize approximately 85% to 90% of the Sempra
Generation 100%-owned fleet capacity output through
September 30, 2011; the remaining output is expected to be
sold into the California market on a daily basis. Sempra Pipelines & Storage also includes the operations of
EnergySouth, which it acquired in October 2008.
EnergySouth owns and operates, or holds interests in, natural
gas underground storage and related pipeline facilities in
Alabama and Mississippi (now Sempra Midstream), and
owns Mobile Gas Service Corporation (Mobile Gas), a small
regulated natural gas distribution utility in Southwest
Sempra Generation also has a 50% equity interest in Elk Hills, Alabama.

a merchant plant located in Bakersfield, California. Elk Hills
sells its output into the California market on a daily basis.

The natural gas distribution utility that operates in three
separate areas in Mexico had a customer count of 94,650 and
sales volume of 52 million cubic feet per day in 2008, which
is comparable to amounts in 2007. The pipeline system in
Mexico was recently expanded and had a contracted capacity
for up to 2,600 million cubic feet per day in 2008 and

450 million cubic feet per day in 2007. The increase in 2008
was due to the start of commercial operations of the pipeline
expansion in connection with Sempra LNG’s Energia Costa
Azul LNG receipt terminal, which uses these pipelines to
transport its regasified natural gas and began operations in
May 2008.

The EI Dorado facility (excluding the solar facility) is
expected to be transferred to SDG&E on October 1, 2011,
which coincides with the end of the DWR contract. Note 14
of the Notes to Consolidated Financial Statements provides
information on this transfer.

Sempra Pipelines & Storage, Kinder Morgan Energy
Partners, L.P. (KMP) and ConocoPhillips are, through

Subject to approval by the California Public Utilities Rockies Express, jointly developing a natural gas pipeline,
Commission, Sempra Generation has a 20-year power the Rockies Express Pipeline (REX), that will link producing
purchase agreement with Pacific Gas and Electric for all of areas in the Rocky Mountain region to the upper Midwest
the output of its 10-MW solar facility. and the eastern United States. Our participation in the project
is 25%. Sempra Rockies Marketing, part of the Sempra
Sempra Pipelines & Storage Commodities segment, has an agreement with Rockies
Sempra Pipelines & Storage develops, owns and operates, or Express for 200 million cubic feet per day of capacity on the
holds interests in, natural gas pipelines and storage facilities REX, which will have capacity of 1.8 billion cubic feet (Bef)
in the United States and Mexico, and in companies that per day. Sempra Rockies Marketing has released a portion of
provide natural gas or electric services in Argentina, Chile, this capacity to RBS Sempra Commodities, and RBS Sempra
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Commodities has assisted Sempra Rockies Marketing with
- marketing remaining capacity.

REX-West, the segment of the pipeline which extends 713
miles from the Cheyenne Hub to Audrain County in
Missouri, began interim service in January and full service in
May 2008. Construction began in July 2008 on REX-East,
which will extend the pipeline from Audrain County to
Clarington in Ohio. Subject to receipt of regulatory
approvals, REX-East is expected to be fully operational in
late 2009, with service to delivering points in Illinois,
Indiana and Ohio during 2009.

Sempra LNG

Sempra LNG develops, owns and operates receipt terminals
for importing liquefied natural gas (LNG), and has supply
and marketing agreements to provide natural gas. Sempra
LNG utilizes its regasification terminals by entering into
long-term firm capacity service agreements when able to do
0. Under these agreements, customers pay Sempra LNG
fees to use its facilities to regasify the customer’s LNG.
Sempra LNG also may enter into long-term supply
agreements to purchase LNG, which is regasified at its
terminals for sale to other parties. Sempra LNG may also fill
capacity and purchase LNG supplies under short-term
contracts.

Sempra LNG’s Energia Costa Azul LNG receipt terminal in
Baja California, Mexico began commercial operations in
May 2008 and has a sendout capacity of 1 Bef of natural gas
per day. The Energia Costa Azul facility currently generates
revenue under an agreement with Shell México Gas Natural,
using one-half of the terminal’s capacity. Sempra LNG has a
purchase agreement with Tangguh PSC Contractors
(Tangguh PSC) for the supply of 500 million cubic feet of
natural gas per day from Indonesia’s Tangguh liquefaction
facility to Sempra LNG’s Energia Costa Azul regasification
terminal at a price based on the Southern California border
index price for natural gas. Sempra LNG has a contract to
sell a portion of the volumes purchased from Tangguh PSC
to Mexico’s national electric company, Comision Federal de
Electricidad (CFE) at prices that are based on the Southern
California border index price. Sempra LNG also has an
agreement with RBS Sempra Commodities for RBS Sempra
Commodities to market any volumes purchased from
Tangguh PSC that are not sold to the CFE.

A nitrogen-injection facility currently under construction
will allow the terminal to process LNG cargoes from a wider
variety of sources and will provide additional revenue from
payments for the injection service.

Sempra LNG’s Cameron LNG receipt terminal is currently
under construction in Hackberry, Louisiana. In the second
half of 2009, we expect to complete construction and begin
receiving capacity revenues. The facility will have a capacity

of 1.5 Bef per day, and 40% of the capacity is contracted for
twenty years following the start of facility operations.

Sempra LNG also owns property in Port Arthur, Texas, that
we are evaluating for potential development.

REGULATION OF SEMPRA UTILITIES AND OTHER
BUSINESS UNITS

The Sempra Utilities are regulated by federal, state and local
governmental agencies. The primary regulatory agency is the
California Public Utilities Commission (CPUC). The CPUC
regulates the Sempra Utilities’ rates and operations in
California, except for SDG&E’s electric transmission
operations. The Federal Energy Regulatory Commission
(FERC) regulates SDG&E’s electric transmission operations.
The FERC also regulates interstate transportation of natural
gas and various related matters.

The Nuclear Regulatory Commission regulates the San
Onofre nuclear generating plant, in which SDG&E owns a
20% interest. Municipalities and other local authorities
regulate the location of utility assets, including natural gas
pipelines and electric lines. Sempra Energy’s other business
units are also regulated by the FERC, various state
commissions, local governmental entities, and various
similar authorities in countries other than the United States.

EXECUTIVE SUMMARY
BUSINESS STRATEGY

Our ongoing focus is to enhance shareholder value and meet
customer needs by sustaining the financial strength,
operational flexibility and skilled workforce needed to
succeed in rapidly changing market conditions. To
accomplish these goals, we evaluate market opportunities
with our extensive industry expertise combined with
rigorous risk management.

The key components of our strategy include the following:

= Continue investment in North American natural gas
infrastructure and the Sempra Ultilities;

= Expand our commodities-marketing business with reduced
risk through our joint venture with RBS;

= Focus on renewable-energy development in both the
Sempra Utilities and Sempra Global; and

= Continue the Sempra Utilities’ long-term energy plan that
encompasses a balance of energy conservation, renewable
resources, power plants and transmission lines.

As we execute our strategy, we remain focused on the
escalating concerns about global warming and the future
regulation of greenhouse gases. Because natural gas is the
cleanest of all fossil fuels, we expect it will play a critical
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role as a bridge to a “greener” future as renewable sources,
such as solar, wind and biomass, become a growing part of
North America’s energy mix. Our power-generating
facilities at Sempra Generation and SDG&E employ the
latest clean-burning natural gas technology to keep
emissions low. In addition, our utilities have been recognized
nationally for their leadership in energy efficiency, and
SDG&E is working aggressively to contract for new
renewable resources. Upon completion, SDG&E’s Sunrise
Powerlink will serve as a key transmission gateway to
import energy from renewable sources into the San Diego
region.

KEY ISSUES IN 2008

Below are the key issues that affected our business in 2008;
some of these issues may continue to affect our results in the
future. Each issue includes the page number you may
reference for additional details:

* We entered into a joint venture creating RBS Sempra
Commodities (100).

* We completed a $1 billion common stock repurchase
program (141).

* We increased quarterly dividends on our common shares
to $0.35 per share ($1.40 annually) (22).

* The Sempra Utilities completed the 2008 General Rate
Case with the CPUC which set rates for 2008 through
2011 effective January 1, 2008 (144).

* The CPUC approved SDG&E’s proposed Sunrise
Powerlink electric transmission line (142).

* We acquired EnergySouth (100).

= Sempra LNG’s Energia Costa Azul LNG receipt terminal
began commercial operations in May 2008 (6).

* Sempra Pipelines & Storage completed the expansion of
its pipeline system in Mexico, which connects to the
Energia Costa Azul LNG receipt terminal (5).

» The Rockies Express-West pipeline began full-service
operations in May 2008 (6).

» Construction began on the Rockies Express-East pipeline
in July 2008 (6).

* We completed our first solar energy project, a 10-MW
photovoltaic power-generation facility and the largest
operational thin-film solar power project in North America
(34).

= SDG&E completed the initial installation of 4,500
advanced meters and is on schedule to complete the full
installation of 1.4 million electric meters and 900,000
natural gas meters by the end of 2011 (146).
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* SoCalGas requested approval from the CPUC to upgrade
approximately 6 million natural gas meters with advanced
metering infrastructure at an estimated cost of $1.1 billion
(146).

* There was increased litigation and investigation related to
the 2007 California wildfires (147).

RESULTS OF OPERATIONS

We discuss the following in Results of Operations:

* Overall results of our operations and factors affecting
those results

» Qur business unit results

= Significant changes in revenues, costs and earnings
between periods

OVERALL RESULTS OF OPERATIONS OF SEMPRA
ENERGY AND FACTORS AFFECTING THE
RESULTS

The graphs below show our overall operations from 2004 to
2008. Our 2008 income from continuing operations
decreased due to

= lower earnings at Sempra Commodities due to our reduced
ownership interest in the business; and

= higher net losses at Parent and Other, offset by

= improved results at the Sempra Utilities, Sempra
Generation and Sempra Pipelines & Storage.

Our net income in 2007 included losses from discontinued
operations of $26 million.

Diluted earnings per share increased by $0.27 per share,
primarily as a result of the reduction in shares outstanding
from our $1 billion share repurchase and increased net
income. The impact from the share repurchase was a positive
$0.20 per share.



OPERATIONS OF SEMPRA ENERGY FROM 2004 TO. 2008 - -
(Dollars and shares in.millions, except per share amounts) '

Income from Continuing Operations Net Income

$1,406

$1,091 $1,125$1,113
$915 $913 $895 $920

| $1.00081,113

02004 @2005 @ 2006 ® 2007 W 2008

Diluted Earnings Per Share - Net income Weighted Average # Shares Outstanding

$5.38 264
261

234
02004 ©@2005 @2006 82007 2008
Our income from continuing operations increased in 2007 due Our net income decreased in 2007 because our results for
to higher earnings at SDG&E. Also, results in 2006 included a 2006 included $315 million in after-tax income from
$221 million after-tax impairment of Sempra Pipelines & discontinued operations primarily due to asset sales. We
Storage’s Argentine investments, offset by a $204 million discuss these asset sales in more detail in Note 5 of the Notes
after-tax gain in 2006 from Sempra Generation’s sale of its to Consolidated Financial Statements.

investment in Topaz Power Partners (Topaz).
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The following table shows our net income (loss) by business unit, which we discuss below in “Business Unit Results.”

SEMPRA ENERGY NET INCOME (LOSS) BY BUSINESS UNIT 2006-2008

{Dollars in millions)
Years ended December 31,
2008 2007 2006

Sempra Utilities:

San Diego 'Gas & Electric Company* $ 339 31%| $ 283 25%| $ 237 17%

Southern California Gas Company* 244 22 230 21 223 16
Sempra Global:

Sempra Commodities** 345 31 499 45 504 36

Sempra Generation 222 20 162 15 375 27

Sempra Pipelines & Storage 106 9 64 6 (165) (12)

Sempra LNG (46) (4) (46) (4) (42) (3)
Parent and other*** (97) (9) (67) (6) (41) (3)
Income from continuing operations 1,113 100 1,125 102 1,001 78
Discontinued operations, net of income tax — — (26) (2) 315 22
Consolidated net income $1,113 100%{ $1,099  100%| $1,406 100%

*

After preferred dividends.

**Includes our portion of RBS Sempra Commodities’ joint venture earnings since the formation of the Joint venture on April 1, 2008, and 100%
of the commodities-marketing businesses prior to April 1, 2008. Also includes the operating results of Sempra Rockies Marketing, as well as
interest, income taxes, cost allocations and other items associated with the joint venture.

*** Includes after-tax interest expense ($85 million in 2008, $82 million in 2007 and $101 million in 2006), intercompany eliminations recorded in

consolidation and certain corporate costs incurred at Sempra Global.

BUSINESS UNIT RESULTS

The following section is a discussion of net income by Sempra Energy business unit, as it appears in the table above.

NET INCOME BY BUSINESS UNIT - SEMPRA UTILITIES
{Dollars in millions)
SDG&E SoCalGas

$339

$283

$237 soo3 S230 5244

02006 22007 = 2008

SDG&E In 2008, the increase of $56 million (20%) was due to

Our SDG&E business unit recorded net income of: = $62 million increased CPUC authorized margin in excess

* $339 million in 2008 ($344 million before preferred of higher operation and maintenance expenses;
dividends) = $14 million favorable effect from lower income tax rates

* $283 million in 2007 ($288 million before preferred on current operating activity in 2008 from an increase in
dividends) tax deductions, as we discuss in “Income Taxes” below;

* $237 million in 2006 ($242 million before preferred * $8 million higher regulatory awards in 2008; and
dividends) = $6 million higher electric transmission earnings in 2008

due to a higher rate base; offset by
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= $19 million lower favorable resolution of regulatory
matters in 2008 ($7 million in 2008 compared to $26
million in 2007); and

= $18 million due to higher litigation expenses in 2008 ($25
million in 2008 compared to $7 million in 2007).

The increase in 2007 of $46 million (19%) was due to
« $15 million higher electric transmission earnings due to a
higher rate base;

= $7 million due to the Palomar electric generation facility
operating for twelve months in 2007 as compared to nine
months in 2006,

= $18 million higher favorable resolution of prior years’
income tax issues in 2007; and

= $26 million from the resolution of a regulatory item
associated with the disposition of a power plant in a prior
year.

These increases in 2007 were offset by the favorable
resolution of regulatory items recorded in 2006, including:

= $13 million resolution of a prior-year cost recovery issue

= $8 million due to CPUC authorization of retroactive
recovery on SONGS revenues related to a computational
error in the 2004 Cost of Service

= $4 million due to FERC approval to recover prior-year
Independent System Operator (ISO) charges in 2006

SoCalGas
Our SoCalGas business unit recorded net income of:

= $244 million in 2008 ($245 million before preferred
dividends)

= $230 million in 2007 ($231 million before preferred
dividends)

= $223 million in 2006 ($224 million before preferred
dividends)

In 2008, the increase of $14 million (6%) was due to

» $18 million due to a lower effective tax rate, as we discuss
in “Income Taxes” below;

= $7 million favorable resolution of a regulatory matter in
2008;

= $7 million from increased CPUC authorized margin in
excess of higher operation and maintenance expenses; and

= $3 million higher regulatory awards ($9 million in 2008
compared to $6 million in 2007), offset by

« $8 million increase in litigation expenses;

» $7 million lower noncore natural gas storage revenue in
2008 due to the new earnings sharing mechanism in effect
for 2008 associated with the 2008 Biennial Cost

Allocation Proceeding (BCAP) decision ($9 million in
2008 compared to $16 million in 2007); and

» $5 million higher bad debt expense in 2008.

The increase of $7 million (3%) in 2007 was due primarily

to

= $9 million higher authorized base margins, net of higher
operation and maintenance expenses; and

= $10 million lower income tax expense due to a lower
effective tax rate in 2007, offset by

= $7 million from the favorable resolution of a natural gas
royalty matter in 2006.

NEfJNCOME (LOSS) BY BUSINESS UNIT — SEMPRA GLOBAL

(Dollars in millions) :

Sempra Commodities

$504 $499

$375

$345

002006 @ 2007 W 2008

Sempra Generation*

Sempra Pipelines &

Storage** Sempra LNG

$42 $46 346

$165

* 2006 included $204 million gain from the sale of Topaz power plants.
** 2006 included $221 million of impairment losses from Argentine investments.
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Sempra Commodities

Our Sempra Commodities business unit recorded net income
of:

* $345 million in 2008
= $499 million in 2007
» $504 million in 2006

Results for the second through the fourth quarters of 2008
primarily represent our equity earnings from RBS Sempra
Commodities, formed on April 1, 2008, as well as other
items discussed below. Results for 2006, 2007 and the first
quarter of 2008 represent 100% of the commodities-
marketing businesses’ earnings until the formation of the
joint venture. *

The decrease in 2008 of $154 million (31%) was due to our
decreased ownership interest in the business, offset by a $67
million gain on the transaction with RBS.

The decrease in 2007 of $5 million (1%) was due to

= $19 million net income effect of an increase in reserves
related to energy crisis litigation;

* $25 million reduction due to the phase-out of synthetic
fuels tax credits; and

* decreased earnings in the natural gas market, largely offset
by -
* increased earnings, primarily for metals and power;

* $32 million recorded in 2007 in the power product line
margin representing the value of preferred stock received
for services rendered; and

* $18 million gain (after related costs) on the sale of equity
method investments in 2007.

A portion of the decrease in earnings in 2007 was also the
result of

* earnings variability associated with certain commodity
inventories; and

= storage and transportation capacity contracts that were not
being marked to market although the corresponding
hedges qualified as derivative instruments and were
marked to market.

Sempra Generation

Sempra Generation recorded net income of:
* $222 million in 2008

* $162 million in 2007

= $375 million in 2006

The increase in 2008 of $60 million (37%) was due to
* $37 million higher earnings primarily due to plant

scheduled major maintenance and associated down time in

2007,
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* $16 million lower income tax expense related to Mexican
currency translation and inflation adjustments; and

* $9 million lower income tax expense due to tax credits on
Sempra Generation’s solar generating facility.

The decrease of $213 million (57%) in 2007 was due to the
following in 2006:

* $204 million gain from the sale of the Topaz power plants;

= $6 million of Topaz operational earnings prior to the sale;
and

* $16 million of earnings related to construction of the
Palomar generating facility for SDG&E, offset by

* $18 million of litigation expense primarily related to the
April 2006 DWR arbitration decision (discussed in Note
16 of the Notes to Consolidated Financial Statements).

Sempra Pipelines & Storage

Our Sempra Pipelines & Storage business unit recorded net
income (loss) of:

* $106 million in 2008
» $64 million in 2007
= $(165) million in 2006

The increase of $42 million (66%) in 2008 was due to:

* $30 million from Rockies Express-West, which began
operations in the first quarter of 2008

* $18 million of higher earnings from the commencement of

LNG-related pipeline operations in Mexico in the second
quarter of 2008

In 2006, Sempra Pipelines & Storage recorded a $221
million impairment loss associated with the decision to sell
its Argentine investments and $24 million of income tax
expense related to repatriation of foreign earnings.

Sempra LNG

Sempra LNG recorded net losses of:
* $(46) million in 2008

* $(46) million in 2007

* $(42) million in 2006

Although net loss remained unchanged in 2008, the current
year included the following items compared to 2007:

» $15 million lower mark-to-market losses related to a
natural gas marketing agreement with RBS Sempra
Commodities; and

* a $10 million after-tax cash payment received for the early
termination of a capacity agreement with Merrill Lynch
Commodities Inc. for the Cameron LNG r