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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Shareholders of Sempra Energy: 

We have audited the accompanying consolidated balance sheets of Scmpra Energy and 
subsidiaries (the "Company") as of December 31,2005 and 2004, and the related consolidated 
statements of income, shareholders' equity, and cash flows for each of the three pars in the 
period ended December 3 1,2005. These financial statmmts arc the responsibility of the 
company's management. Our responsibility is to express an opinion on these f m c i a l  
statements based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards rcquirc that we plan and perform the audit to 
obtain ressonable assurance about whether the financial statements are fire of material 
misstatement. An audit includes examining, on a test basis, evidence supportingthe amounts and 
disclosures m the financial statements. An audit also includes assessing the accounting principlee 
used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements present fairly, in all mataial respbcts, the 
financial position o f  Scmpra Energy and subsidiaries as of December 31,2005 and 2004. and the 
results of their operations and their cash flows for each of the three years in the period ended 
December 3 I,  2005, in conformity with accounting principles gtnerally accepted in the UNtcd 
States of America. 

As described in Note 1 to the financial statements, the Company adopted Financial Accounting 
Standards Board Interpretation NO. 47, Accounfing for ConditionaI Assel Refirement Obligations, 
an infetpretafion of FASB Statemenf No. 143, effective Dcmnber 31,2005, Financial 
Accounting Starrdards Board Intqrctation No. 46, Consolfdntion of Variable Interest EnfifiRp - 
an Inferpretation of ARB No. 51, effcctivt December 3 1.2003. and the rescission of J3'IF Issue 
No. 98.10, Accounting for Contracts Involved in Energy ikd ing  and RiskManagement 
Activi#ia. effective January 1,2003. 

Our audits were conducted for the purpose of forming an opinion on the basic consolidated 
financial statements taken as a whole. The supplnncntal consolidating mfonnation for 2005 on 
pages 71 through 73 is presented for the purpose of additional analysis o f  the basic consolidated 
financial statements rather than to present the f m c i a l  position, results of operations, and cash ' 

flows of the individual companies, an is not a required part of the basic consolidated financial 
statements. This supplemental consolidating information is the responsibiliv of the Compsny's 
management. Such information bas been subjected to the auditing procedures applied in our 
audit of the basic 2005 consolidated financial statements and, in our opinion, is fairly ptrmt& 
in all material respects when considered m relation to the basic 2005 consolidated b c i a l  
statements taken as a whole. 

We have also audited, in accordance with the standards of the Public Company Accounting 
Oversight ~oanl @nited States), the effectiveness ofthe ~ o m ~ a n y ' s  intnnal conml over 
financial reporting as of December 31,2005, based on the Criteria established in Internal Control 
-- Infegrafed Framework issued by the Conunittee of Sponsoring Organizations of thc Trwdwy 

CY 
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Commission and our report dated February 21,2006 expressed an unqualified opinion on 
management's assessment of the effectiveness of the Company's internal control over financial 
reporting and an unqualified opinion on the effectiveness of the Company's internal control over 
financial reporting. 

February 21,2006 
San Diego, California 

J 
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SEMPRA ENERGY 
STATEMENTS OF CONSOUDATED INCOME 

i 
YeunsndedDecsmber31. 

(Dchrs in mill~ons, except per share amour&) 2005 2004 2003 

OPERATING REVENUES 
California utilities S 7,042 $ 6,195 $ 5.791 

Total operating revenues 11,737 9,434 7,891 
Sempra Global and parent 4,695 3,239 2,100 

OPERATING EXPENSES 
carfamii utilities: 

Cost of natural gas 
Cost of electric fuel and purchased power 

Omer ur3t of sales 

3,232 2,593 2.071 
624 576 541 

2.715 1,741 1,204 
Litigation expense 551 150 72 
Other operawYr expenses 2.63) 2,243 2.108 
Dapredatkn and amattimion 646 621 615 
Franchi fees and other taxes 251 236 230 

(15) (15) 
a 122 

Gains on sale of assets. net (112) 
Impairment losses 85 

Operating inmme 1,111 1.281 943 
Other income. net (Note 1) 51 33 440) 
Interest income ?5 69 104 
Interest expense (311) (322) (308) 
Prefened dividends of subsidiaries (10) (10) (10) 

(9) Trust preferred distributions of subsidiary 
t n h e  fmm continuing operations Wore income taxes and equity in 

eamings of certain unconsolidated subsMiaries S16 1,051 6Bo- 
lnmme tan expense 42 193 47 
Equity in inmme of cerlain unconsolidated subsidiaries (Note 3) 55 62 62 
lncoma from continuing operatlono 928 920 695 

Income before cumulative affect of changes in eccountil principles 820 895 695 
Cumulative effect of changes in accounting principles, net of tax 

(46) 
Net income s 920 s 895 $ 649 

Income from continuing operatians S 3.76 S 4.03 $ 3.29 
(0.11) - - (0.22) 

D m  opera!iono,netoftaJI (0.04) 
Cumulative effect of changes In accounting principles, net of tax 

Weighted-aveage number d shares outstanding (thwsandc) 245.906 P88271 211,740 

Income from mntinuing operations S 3.69 $ 3.93 S 3.24 
(0.10) - 
- (0.21) 

Discontinued operations. net oftax (0.04) 

Net income S 3.R S 3.83 $ 3.03 
Weighted-average number of shares outstanding (thousands) 252,088 233,852 214,482 

Dividends &dared per share of common stock S 1.16 $ 1.00 $ 1.00 

See notes to Consdidated Financial Statements. 

Total operathg expenses 10,626 8,153 6,948 c3 
) 

- - a 
1 

- Discontinued operations. ne( of tax (Note 4) (SI (25) 

- - (Note 1) 

Basic eamings per share: 

- 
1 Net income S 3.74 S 3.92 S 3.07 

Dilutedeamings per share: 

Cumulative effect of changes in accounting principles. net of tax - 
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SEMPRA ENERGY 
CONSOLIDATED BALANCE SHEETS 

(Dolars In r n s i i )  zw5 2004 

ASSETS 
Current assets: 

DewmbrS1. December31. 

Cash and cash equivalents S 772 $ 419 
Short-term investments 12 15 
Trade accwnts receivable, net 998 950 
Other accounts and notes receivable, net 194 82 
Due from unconsdidated affiliates 3 4 
Deferred income taxes 132 15 
Interest receivable 29 80 
Trading-related receivables and deposits, net 3.370 2,806 
Derivative hading instruments 4,502 2.339 
Gommodities owned 2.498 1,547 
Regulatory assets 255 255 
lnventuies 212 172 
Other 291 222 
Current assets of continuing operations 13,268 8,708 
C m n t  assets of discontinued operations 5q 70 

Total current a w t s  13,318 8.776 

Due from unconsolidated affiliates 21 42 
Regulatory assets arising hwn fixed-price contracts and other 

derivatives 396 500 
Other regulatory assets . 713 751 
Nuclear demmissionhg trusts 638 61 2 
Investments 1,101 1.164 
sundry 920 844 

Total Investments and other assets 3,794 3.913 

Pmpecty, plant and equipment 17,560 16.203 

Investments and other assets: 

Pmperty, plant and equipment: 

Less accumulated depreciation and amortization (5AW (5.11 7) 
Property, plant and equipment, net 12,101 11.086 

Total assets 529,213 523,775 

See notes to Consolidated Financial Statements. 
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SEMPRA ENERGY 
CONSOLIDATED BALANCE SHEETS 

DrrmkrS?,  December31. 
(Dollars in mllliom) ZOOS 2M)4 

LIABILITIES AND SHAREHOLDERS’ EQUITY 
Cumnt l i i i e s :  

Short-term debt 
Accounts payable - trade 
Accounts payabld - other 
Income taxes payable 
Trading-related payables 
Derlvative trading insbuments 
Commodities sold with agreement to repurchase 
Dividends and interest payable 
Regulatory balancing acownts. net 
Fixed-price conhacts and other derivatives 
C m t  portion d long-term debt 
Due to unconsolidated affiliates 
Other 
Cummt liabilities of continuing operations 
Current liabilities of discontinued operations 

Total current liabilltles 
Long-term debt 
Deferred credits and other liabilities: 

Due to unconsolidated amliate 
Customer advances for construction 
Postretirement beneflts other than pensions 
Deferred im taxes 
Defermd investment tax credits 
Regulatory liabilies arising horn removal obligakns 
Asset retirement obligations 
Other regulatory liabilities 
Fixed-price contracts and other derivatives 
Deferred credits and other 

P r e f d  stock of subsidiaries 
Commitments and contingencies (Note 15) 

Total deferred credits and other liabilities 

SHAREHOLDERS EQUITY 

Preferred stock (50 million shares authorized: none issued) 
Common stock (750 million shares authorized; 257 million and 

Retained earnings 
Deferred compensation relating to ESOP 
Accumulated other comprehensive income (loss) 
Total shareholders’ equity 

234 million shares outstanding at December 31.2005 and 2004. 
t=pectiwrlY) 

S 1,062 $ 405 
1,272 1,020 

I40 106 
68 187 

4,127 3,182 
3,246 1,4w 

634 513 
140 123 
192 509 
130 157 
101 398 

205 
1,035 776 

12.147 9.065 

- 

10 17 
12,157 9,082 
4,823 4,192 

182 re2 
110 97 
121 129 
245 420 
73 78 

2,313 2,692 
9% 326 
200 199 
400 500 

1,312 854 
5.894 5,457 

179 179 

2,958 2.301 
3,= 2,961 

(365) 
6,160 4,865 

Total liabilities and shareholders’ equity $29,213 523.775 

See notes to Consolidated Financial Statements. 

0 (32) 
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SEMPRA ENERGY 
"STATEMENTS OF CONSOLIDATED CASH FLOWS 

Years ended Deeember 31, 
pdlm in millions) 2w5 2004 2003 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net i m m e  S 920 S 895 S €49 
Adiustments to reconcile net inwme to net cash provided by 

operating activities 
Loss from discontinued weratiom. net of tax 9 25 - 
&predation and amortization 646 621 615 

122 
Gains on sale of assets, net 
Impairment losses 85 

13 (118) 
75 68 

Deferred income taxes and investment tax credits 
Nowcash rate reduction bond expense 88 
Equity in income of unconsolidated affiliates (W (36) (5) 
Cumulative effect of changes in accounting principles. 

net of tax - - 46 
mer (50) (6) 27 

(15) (15) 
8 

(112) 

( 2 W  

Net changes in other working capital components (I  ,169) (395) (158) 
Changes in other assets 27 (127) (18) 
Changes in other liabilities 451 (27) (28) 

Net cash provided by continuing operations 528 1.031 1,185 

Net cash provided by operating activities 521 1.001 1,185 

(1,404) (1,083) (1.049) 
277 377 29 

Expenditures for pmperly, plant and equipment 
Prixaeds from sale of assets 
Prccaeds from disposal of discontinued operations 5 157 - 
Investments in and acquisitions &subsidiaries, net of cash 

acquired (88) (74) (202) 
Punhases of nuclear decommissioning and other trust 

assets (zas) (319) (330) 
Roceeds from sales by nuclear decommissioning and other 

- Net cash used in discontinued operations (5) (30) 

CASH FLOWS FROM INVESTING ACTIVITIES 

_ -  

trusts 282 262 283 
Dividends rewived from unconsolidated affiliates 72 59 72 
Increase in loans to affiliates, net 
Other 

Net cash used in investing activitiw 
CASH FLOWS FROM FINANCING ACTIVITIES 

Common dividends paid 
Is.suances of common stock 

(1.185) (611) (1,292) 

(7) 
900 

(601) 

(5) 
997 

Repurchases of common stock @Ss) 
Issuanees of long-term debt 762 
Payments on long-term debt (532) (1.670) 
Redemption of mandatorily redeemable preferred securities ' (200) - - 
Increase (decrease) in short-term debt. net 662 397 1518) - Other 

1A - Net cash provided by (used in) financing activities 
Increase (decrease) in cash and cash equivalents 

Cash and cash equivalents, December 31 $ 772 $ 419 $ 409 
Cash and cash equivalents, January 1 ii 9 409 427 

See nofw to Consolidated Financial Statements. 
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SEMPRA ENERGY 
STATEMENTS OF CONSOLIDATED CASH FLOWS 

1 
Yews endad Daw& 31, 

(Dolan in miiiiims) zoos 2M)4 2003 

CHANGES IN OTHER WORKING CAPITAL COMPONENTS 
(Excluding cash gnd cash equivalents, and debt due within one year) 
Accounts andnotes recaivable 
Net trading assets 
Income taxes: nat 
Inventories 
Regulatwy balancing accounts 
Regulatory assets and liabiiities 
Other current assets 

, Accounts Payable 
Other c&I liabilities I81 127 33 

Net changes in other working capital components S(1,lsB) $(395) $(158) 
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION 
Interest payments, net of amounts capitallzed S 295 $318 $296 
Income tax payments, net of refunds s 429 $254 SI18 

1 

See notes to Consolidated Financial Statements. 
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SEMPRA ENERGY 
STATEMENTS OF CONSOLIDATED CHANGES IN SHAREHOLDERS' EQUlW 
Yeara ended Decembr 31,2005,2004 and 2003 

50 

See notes to Consolidated Financial Statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE 1. SIGNIFICANT ACCOUNTiNG POLICIES AND OTHER flNANClAL DATA 

Principles of Consolidation 

The Consolidated Financial Statements indude the accounts of Sempra Energy (the company); its 
rnajorily-owned subsidiaries and in 2004 the variableinterest entities of which the company was the 
primary beneficiary. Investments in affiliated companies over which Sempra Energy has the ability to 
exercise significant influence. but not contrd, are accounted for using the equity method. Further 
dwssion of investments in unconsolidated subsidiaries is provided in Note 3. All material 
i n t m p a n y  accounts and transactions have been eliminated. 

In mnection with charges related to litigation, the dgnficant instances of which are discussed in Note 
15, Sempra Energy management determines the allocation of the charges among its business units 
based on the extent of their involvement with the subject ofthe litigation. 

Puasl-Reorganization 

In 1993, Pacific Enterprises (PE) effected a quasi-reorganbation for financial reporting pwposes as of 
December 31. 1992. Certain of the liabilities established in connection w[th the quasi-reorganization 
were favorably resolved in 2003 and 2004, resulting in adjmtments to common equity in these years. 
The remaining liabilities will be resolved in future yean and management believes the provisions 
established for these matters are adequate. 

Use of Estimates In the Pmpmtlon ofthe Flnandal Statement. 

The preparation of financial Statements in confoimii wi& accounting prindples generally accepted in 
the United States of America (GAAP) requires management to make estimates and assumptions that 
affect the reported amounts of revenues and expenses during the reporting period, and the reported 
amounts of assets and liabilities and the disdosure of Contingent 8888ts and liabilitles at the date of the 
finandal statements. Although management believes the estimates and assumptions are -le, 
actual amounts can differ significantly from those estimates. 

Basis of P r e d a t i o n  
Certain prior-year amounts have been reclassified to conform to the current year's presentation. 

Regulatoly Matters 

Effects OlRSgulatfon 
The accounting policies of the company's principal utility subsidiaries. San Diego Gas B 
Ccmpany (SDGBE) and Southem California Gas Company (SoCalGas) (collectively, the California 
Utilities), confotm with GAAP for regulated enterprises and reflect the policies of the California Public 
Utilities Commission (CPUC) and the Federal Energy Regulatory Commission (FERC). 

The Califanii Utilities prepare their financial statements in accordance with the proyisians of 
Statement of Financial Accounting Standards (SFAS) 71. Amunbng liK the Eliecls of Certain Tvpes 
of RegolstEon. under which a regulated utility records a regulatory asset if It is pubable that. through 
the ratemaking process. the utility will recover that asset from customers. To the extent that m e w  is 
no longer probable as a result of changes in regulation or the utiiis competitive posiuOn, the dated 
regulatory assets would be writien off. In addiion. SFAS 144. Accounling Ibr the lmpeinnent 0~ 
Disposal of Long-Lived Assets, requires that a loss be recognized whenever a regulator exdudes all OT 
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part of utility plant or regulatory assets fmm ratebase. Regulatory liabilities represent reductions in 
future rates for amounts due to customers. Information concerning regulatory assets and liabilities is 
provided below in "Revenues," 'Regulatory Balancing Accounts' and 'Regulatory Assets and 
Liabilities." 

Reguktoty Balancing Accounts 
The amounts included in regulatoty balancing accounts at December 31.2005, represent net payaMes 
(payables net of receivables) of $13 million and $179 million for SoCalGas and SDGKE. respediily. 
The m s p o n d n g  amounts at Daoernber 31.2004 were net payables of $178 milion and $331 million. 
respectively. 

Except for certain costs subject to balancing account treatment, fluctuations in most operating and 
maintenance acwunts affect utility earnings. Balancing accounts provide a mechanism for charging 
utility customers the amwnt actually incuned for certain w t s ,  primarily commodity costs. The CPUC 
has also approved balancing account treatment for variance8 between forecast and actual for 
SoCaiGas' and SDGKE'S volumes and commodity costs. eliminating the impact on earnings fmm any 
throughput and m n u e  variances from adopted forecast levels. Additional information on regulatory 
maters is included in Notes 13 and 14. 

Regulatwy Assets and U.billdl.s 
In accordance with the accounting principles of SFAS 71, the m p a n y  reulrds regulatwy assets and 
regulatory liabilities as discussed above. 

Regulatory assets (liabilities) as of DeCember 31 relate to the following matters: 

1 

3 

Fixed&ce contracts and other derivatives 
Recapture of temporary rate reduction' 
Deferred taxes recoverable in rates 
Unamortized loss on retirement of debt, net 
Employee benefii wts 
Removal obligations" 
Other 

Total 
SoCalGas 
Fixed-price contracts and other derivatives 
Environmental remediation 
Unamortized loss on retirement of debt, net 
Removal obligations* 
Deferred taxes refundable in rates 
Employee benefii costs 
Other 

L 473 $ 500 
118 103 
294 278 
42 48 

174 160 
(1318) (1.246) 

36 29 
(81) (so) 

. 

Total V p O W  (1,339) 
Total $(l,lsO) $(1.389) 

In connecbon ' with electric industry restructuring, which is desctibed in Note 13. SDGKE 
temporarily reduced rates to its small-usage customers. That redudion is being recovered in rat= 
through 2007. 

** This is related to SFAS 143. Account@ fw Asset Retirement Obligalions. which is d i m -  
below in 'New Accounting Standards.' 
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Net regulatory assets (liabilities) are recorded on the Consolidated Balance Sheets at December 31 as 
fdlOWS: 

(Wars in millons) zoos 2oM 

Current regulatory assets $ 255 $ 255 
Noncurrent regu~aory assets 1,111 1,251 
Cunent regulatory liabilities. 
Noncurrent regulatory liabilities (2,513) (2,891) 

Total s(1,lW) $(1.389) 
tnduded in Other Current L iab i l i i .  

All of these assets either earn a return. gtvterally at Short-term rates, or the cash has not yet been 
expended and lhe assets are offset by liabilities that do not incur a carrying cust. 

Cash and Caah EqUlvOlOnta 
Cash equivalents are highly lquid investments with maturities of three months or lese at the date of 

(3) (4) 

purchase. 

Non-ersh 1-thg and Financlng Activities 
Property, Plant and Equipment increased by $45 million in 2M)5 as 'B result of changes in unpaid 
ansbucfion costs. (Comparable changes in 2004 and 2003 were not material.) Also in 2005, the 
company acqulred wbsidiaiy assets of $128 million and assumed related liabilities of $55 million, for a 
net cash payment of $71 million. In 2003 the rompany consolidated variable interesf entities (as 
discussed furlher under 'New Accounting Standard8' below) with assets of $620 miition and liabilities 
of $881 million. 

Ratrlctrd cash 
Restricted cash was $12 million and $15 million at December 31. 2005 and 2004, respedhrely. The 
amounts are included in current assets under the caption Short-term Investments and primarily 5 8 ~ 8  
as cash collateral for certain debt agreements. 

Collcctlon Allowanl%s 
The allowance for doubtful accounts was $12 million. $8 milliin and $19 million at December 31,2005. 
2004 and 2003, respectively. The company reccrded provMms for doubtful accounts of $13 milllon. 
$12 million and $5 million in 2005, 2004 and 2003, respectively. 

The allowance for realization of trading assets was $64 milion. $56 milliw, and 167 million at 
December 31.2005,2004 and 2003. respecfhly. The company recorded provisions (redum thereof) 
for trading assets of $30 m i t l i ,  $3 million and $(4) million in 2005,2004 and 2003. mpmtwly. 

Tndiiq Instruments 
Trading assets and trading liabilities (desuibed further in Note IO) include option premiums paM and 
received. unrealized gains and losses from exchangetraded futures and options, over-thecounter 
(OTC) swaps, forwards, physical unnmodities and options. Trading instruments are recMded by 
Sempra Commodities on a tradedate basis and the majority of such derivative i m e n t s  rn 
adjusted daily to current market value. Unrealized gains and lasses on OTC bansactions refled 
amounts which would be received hwn or paid to a third party upon net settlement of the contrads. 
Unrealiied gains and lasses on OTC transactions are reporled separately as assets and liabilities 
unless a legal right of setoff exists under an enforceable netting arrangement. 
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Futures and exchange-traded option transactions are recorded as contractual commitments on a trade- 
date basis and carried at current market value based on current closing exchange quotations. 
Derivative commodity swaps and forward transactions are accounted for as contractual commitments 
on a tradsdate basis and carried at fair value derived from cumnt dealer quotations and underlying 
COInmodii-eXChange quotations. OTC options are Carried at fair Value based on the use of valuation 
models that u t i l i ,  among other things, Current interest, commodity and volatility rates. For longdated 
forward transactions, c u m t  market values are derived using internally developed valuation 
methodologies based on available market information. When there is an absence of observable market 
data at inception, the value of the transaction is its Cost. Where market rates are not quoted, current 
interest, commodity and volatility rates are estimated by reference to current market levels. Given the 
nature, size and timing of transactions. estimated values may differ significantly fmm realized values. 
Changes in market values are reflected in net income. Although trading instruments may have 
scheduled maturities in excess of one year, the actual settlement of these transactions can Dccur 
swner. resulting In the cunent classification of trading assets and liabilitii on the Consolidated 
Balance Sheets. 

Energy transportation and stwage Contracts are recorded at cost, and energy commodity inventory is 
recorded at the tower of cost or market. However, metals inventories continue to be recorded at fair 
value in accordance with Accounting Research Bulletin (ARB) No. 43, Restelement and Revision of 
Accounting Research Bulletins. 

Invontorin 
At December 31,2005, inventory shown on the Consolidated Balance Sheets, which does not include 
Commodities Owned (which is shown as a separate caption on the balance sheets), included n a t d  
gas of $140 million, and materials and supplles of $72 million. The wmsponding balances at 
December 31. 2004 wen $115 million and $57 million. respectively. Natural gas at the C a l i i i a  
Utities ($140 million and $111 m i l i  at December 31,2005 and 2004. respectivaly) is valued bythe 
last-in first-out (LIFO) method. When the California UtiliitW inventoty Is consumed, differences 
between the UFO va lua t i  and replacement cast are reflected in customer rates. Materials and 
supplies at the California Utilities are generally valued at the lower of average cost or market. 

1 

3 

1 ~ n m  tax expense indudes current and deferred income taxes from operations during the year. In 
d a n c e  with SFAS 109. Accounting for hm Taxes, the company recurJ8 deferred income 
taxes for temporary diMnces between the book and tax bases of assets and liabilities. Investment 
tax d i t s  fmm prior years are being atnottized to income by the California Utilibies over the estimated 
service lives of the properties. Other credits. mainly lowincane W n g  and synthetic-fuel tax credits, 
are recognized in inwme as earned. The company follows certain provisions of SFAS 109 that permit 
regulated enterprises to recognize regulatory a588t.g or liabilities to offset deferred tax liabilities and 
assets, respectively, if it is probable that such amounts wiW be rewvered f m .  or returned to. 
customers. The company follows Accounting Principles Board Opinion (APBO) 23, A m n t i n u  for 
/name Taxes - Special h a s .  in recording deferred taxes for investments in foreign subddaries and 
the undistributed eammg of foreign subsidiaries. 

'e 

Property, Plant and Equipment 
Property, Plant and Equipment primarily represents the buildings, equipment and other facilities used 
by the California Utilities to provide natural gas and electric utility services, and by Sempra Generation. 

The cost of plant includes labor, materials, contract services. and ceitain expenditures incurred during 
a ma& maintenance wtage of a generating plant. Maintenance costs are expensed as incurred. In 
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addition, the cost of utility plant includes an allowance for funds used during construction (AFUDC). 
The cost of non-utility plant indudes capitalized interest. The cost of most retired depreciable utility 
plant minus salvage value is charged to accumulated depreciation. 

Property. plant and equipment balances by major functional categories are as follows: 

'I 

Dewcialion -8 for years ended 
Decsmber31. 

-Yi$%z: 
Deranber31. 

7 (Ikaminbiincfla) 2005 Z O M  zws Mo4 2w3 

4 

California Utilities: 
Natural gas operations 
Electric distribution 
Eledric transmission 
Other electcic 
Construction work in progress 

Total 
Sempra Global and Parent: 

Land and land rights 
e U i i s  and leasehold improvements 
Machinery and equipment 

1 Generating plant 
Pipelines 
Other 

Construction work in progress 

S 8.8 S 8.1 3.86% 
3.5 3.4 4.13% 
1.1 1.0 3.05% 
0.8 0.6 9.15% 
0.8 0.5 UA 

14.6 13.6 

0.1 0.1 
0.1 0.2 

1.4 1.2 
0.3 0.3 
0.5 0.4 
0.5 0.3 

4.27% 
4.70% 
3.09% 
9.53% 

NA 

Other 0.1 0.1 

TOtd S17.S $16.2 
3.0 2.6 vdous 

3 

3.85% 
4.11% 
3.06% 

11.33% 
NA 

various variws 

Accumulated depreciation and decommissioning of natural gas and electric utility plant in service wre 
$3.4 billion and $1.6 billion. respectively, at December 31. 2005. and were $3.3 billion and $1.4 billion. 
respectively. at December 31, 2004. Depreciation expense is based on the straight-line method over 
the useful lives of the assels or. for the California Utilities. a shorter period prescribed by the CPUC. 
Accumulated depreciation for power plants at Sempra Generation was $1 11 million and $47 million at 
December 31,2005 and 2004, respectively. Depmiatii expense is computed using the sbaightqine 
method over the asset's estimated original composite useful life OT the remaining term of the site 
leases, whichever is lower. 

1 

1 

1 

AFUDC, which represents the cost of debl and equity funds used to finance the construction of utility 
plant, is added to the cost of utility plant. Although it is not a current source of cash, AFUOC increams 
i n m e  and is recorded partly as an offset lo interest charges and paw as a component of Other 
Income. Net in the Statements of Consolidated Income. AFUDC amounted to $19 million. $18 million 
and $29 million for 2005. 2004 and 2003. respectively. Total capitaliied carrying cats. including 
AFUDC and the impact of Sempra Generation's construction projeds. w f ~ e  $48 million. $27 million 
andS55 mlllion for 2005,2004 and 2003, respectively. 

Goodwill and lntanglbb Assets 
Goodwill represents the excess of the purchase price over the fair value of the net assets of acquired 
uxnpanies. Goodwill is nat amortized. but is tested annually for impairment in accMdance with SFAS 
142, Goodwill and Otherlntangib!e Assets. 
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There were no changes in the carrying amount of goodwill (included in Noncurrent Sundry Assets on 
the Consdidated Balance Sheets) since January 1, 2004. As of December 31, 2005, gocdwiil is 
recorded as follows: 

{Ddlan In millims) 

Sempra Commodities $184 
Sempra Generation 18 

6 Other 
$188 
- 

In addition. the unamortized goodwill related lo unconsolidated subsidiaries (included in Investments 
on the Consolidated Balance Sheets), primarily those IOCeted in Scuth America. was $291 million and 
$296 million at December 31, 2005 and 2004, respectively, before foreigrwxrnency translation 
adjustments. Including foreign-currency translation adjUstments. these amounts were $258 million and 
$238 million, respecUvely. Other intangible assets were not material at December 31,2005 or 2004. 

LongLlved Assets 
The company periodically evaluates whether events or dWmStanW have occuned that may affect 
the recoverability or the estimated weful lives of bng-lived assets. the definition of which does not 
include unconsolidated subsidiaries. Impairment of long-ltved assets occurs when the estimated fuMe 
undiscounted cash flows are less than the canying amwnt of the assets. If that comparison indicates 
that .the assets' carrying value may be permanently impaired. the potential impairment is measured 
based on the difference between the carrying mwnt and the fair value of the assets based on quoted 
market prlces or, if market prices are not available, on the estimated discounted cash flows. This 
calculation is performed at the lowest level for which separately identifiable cash flcws exkl. Further 
discusdon of SFAS 144 is provided in 'New Accounting Standads: During 2005 Impairments included 
pre-tax write-dows of $68 million at Sempra GenWon and $6 million at Sempa Pipelines (L Storage 
for abandoned projects. Impairments in 2003 included a $77 million beforetax writedown of the 
carrying value of the assets of Frontier Energy, a small Ublity subsidiary of Sempra Pipelines fi 
Storage. and a $24 mlffion beforetax write-down of the canyhg vaW of the assets at Man% 
Electric 6 Gas Limited (AEG). mi is discussed further in "New Aecountlng Standards' below and in 
Note 4. The carrying value of un-lidated subsidiaries is evaluated for impairment based on the 
requirements of APBO 18. The Equity Method ofAcawnfing forkvestments in Common slack 

Nuclear D.commlrurlonlng LlWllty 
At December 31, 2005 and 2004, SDGBE had asset retirement obligations of $339 milliar and $328 
million. respectively, and related regulatory liabilities of $346 million and $333 million. respectively, 
related to nudear decommissioning. in accordance with SFAS 143. Infonnation about San Onofre 
Nuclear Generating Station (SONGS) decommissioning costs is hduded belaw in 'New Acmunting 
Standards.' ? 

Legal Fees 
Legal fees that are associated with a past event for which a contingent liability has been recwded am 
accrued when it is probable that fees also will be incurred. 

Comprehenshm Income 
Comprehensive income includes all changes. except those resulting from investments by owners and 
distributions to men. in the equity of a business enterprise fmm transactions and other events, 
induding foreigncurrency translatim adjustments, minimum pension liability adjustments and certdn 
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hedging activities. The components of other comprehensive income, which coosists of all these 
changes other than net income as shown on the Statements of Consolidated Income, are shown in the 
Statements of Consolidated Changes in Shareholders’ Equity. 

me components of Accumulated Other Comprehensive Income (LOSS), net of income taxes at 
December 31,2005 (in millions of dollars) are as follows: 

Foreign-currency translation loss 
Finandat instruments. net of 530 income tax beneffl 

0 
> 

I=\ 

Minimum pension liability adjustments, net of $25 income tax benefit bij 1 

Balance as of December 31,2005 S(3.58) 

D 

J 

Stock-Bared Compensation 
The company has stock-based employee compensation plans, which are -bed in Note 9, The 
company accwnts for these plans under the recognition and measurement principles of APBO 25. 
Accounting for Stock Issued to Employees, and related Intetpretaths. Employee compensation COS! is 
reflected in net income in all years for reStrided stock awards, and in 2005, for the d e r a t i o n  in 
vesting for certain options. The following table provides the pro forme effects of -iring 
axnpensation expense in accordance with SFAS 123, Acwunffng for Stock-Bamd Compensation: 

r -  - . -  
Stock-based employee compensation expense reported in net income, 

net of tax 37 24 13 
TOM stock-based employee compensation und& fair-vahe method for 

all awards- net of tax (W (30) (20) 
Pro forma net income 1111 $889 $642 

3 

Earnings per sham: 
Bask- as reported 8.74 $3.92 $3.07 
Bask-proforma 8.72 $3.89 $3.03 

I Diluted - as repork 8.M $3.83 $3.03 
Diluted - pro forma $3.63 53.80 $2.99 

Rwenuer 
Revermes of the California Utilities are Primarily derived from deliveries of elecMdly and natural gas to 
customers and changes in related regulataY balancing 8cwunts. Revenues from eledridty and 
natural gas sales and services are recorded under the accrual method and recognized upon delivery. 
The portlon of SDG(LEs eledric Commodity that was procured for its customers by the Califamla 
Deparbnent of Water Resources (DWR) and deliired by SDG6E is not induded in SDO(LE‘s 
revenues or costs. Commodity costs a S o c h d  with long-term contracts allocated to SDG&E from the 
DWR also are not induded in the Statements of Consdidated Income, since the DWR retains legal and 
financial responsibility for these contrads.,Note 13 includes a dsarssian of the eledric in&* 
resbucturing. Nafural gas stmge contract revenues are m e d  on a monthly basis and  re^& 
reservation, storage and injection charges in amdance with negotiated agreements. which haw 
terms of up to three years. Operating revenue indudes amounts for services rendered but unbtred 
(approximately onehalf month’s deliveries) at the end of each year. Included in revenues for the 
C a l i i i a  utilities are revenues of $1.8 billion, $1.7 billion and $1.8 billion for e(ectric and $5.3 billion, 
$4.5 billion and $4.0 b i U i  for naturai gas for 2005, 2004 and 2003. m v e l v .  

- 
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Additional information concerning utility revenue recognition is discussed above under "Regulatory 
Matters." 

Sempra Commodities generates a substantial portion of its revenues born market making and trading 
activities, as a principal, in natural gas, e~ecbicity, petroleum. metals and other commodiies. for which 
it qwtes bid and ask prices to end users and other market makers. Principal transaction revenues are 
recognized on a tradedate basis, and include realized gains and losses. and the net change in the fair 
value of unrealized gains and losses. Semm Commodities also earns trading profits as a dealer by 
structuring and executing transactions. Sempra Commodities utilizes derivative instruments to reduce 
its exposure to unfavorable changes in market prices. which are subject to significant and volatile 
fluctuation. These instruments indude futweS. forwards, swaps and options. 

Options. Mich are either exchange-traded or directly negotiated between counterparties, pmvide the 
holder with the right to buy from or sell fo the cmer party an agreed amount of a commodi& at a 
specitied price within a specified period or at a speciRed time. As a writer of options, Sempra 
Commodities generally receives an option premium and then menages Ihe risk of an unfevwable 
change in the valve of the underlying commodity by entering into ofbetting transactions or by other 
means. 

Fciward and future transactions are contracts for delivery of mmodities in which the counterparty 
agrees to make or take delivery at a specified prlce. Commodity swap transactions may involve the 
exchange of tixed and floating payment obtigations without the exchange of the underlying cunmodity. 
Sempra Commodities' financial instruments represent contracts with counterparties whereby payments 
are Inked to or derived from market indices or on termS predetermined by the mtrad. 

Nonderlvative contracts are being tamed at a& and acwunted for on an m a l  basis and, 
therefore. the related profit or loss will be recognized as the contract is pertwmed. Derivative 
instruments are discussed further in Note 10. 

Sempra Generation's revenues are derived primarily from the sale of eledric energy to governmental 
and wholesale paMlr marketing entities and are recognized as the energy is delivered in accordance 
with the provisions of Emerging Issues Task Force (EtTF) 91-6, Revenue Recognilion ofLon@m 
Power Sum@ Contracts, and ElTf 96-17, Revenue Recognition Under Long-term Fbwr $&s 
Contracts that Contain Both Fixed and Variable Tenns. During 2005 and 2004, eledric energy sales to 
the DWR accounted for a significant portjon of Sempra Generation's rwenues. A small p- of 
Sempra Generation's revenue is generated frwn energy-related products and servlces to commercial, 
Industrial, government and institutional markets. 

The consolidated foreign subsidiaries Of Sempra Pipelines & Storage, all of which operate in Mexico. 
recognize revenue as deliveries are made similar to the Callfixria Utilities, except that SFAS 71 is not 
applicable due to the different regulatcfy environment. 

Foretgn Currency Translation 
The assets and liabilities of the company's fweign operations are translated into U.S. dollars at wmnt 
exchange rates, and revenues and expenses are translated at average exchange rates for the year, 
Resulting translation adjustments do not e n b  into the calculation of net income OT retained earnings 
(unless the operation is being discontinued), but are reflected in Comprehensive Income and in 
Accumulated Other Comprehensive Income, a component of shareholders' equity, as described above. 
To reRect the fluctuation in the value of the Argentine peso, the fundimal cunency of the CM-Y'S 
Argentine operations, Sempta Pipelines 8 Stwage adjusted its investment in its two Agentine natural 
gas utility holding companies downward by $3 million, downward by $1 million and upward by $26 
million in 2005,2004 and 2003, respectively. A similar adjustment has been made to its imrestment in 
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Chile to reflect the fluctuation in the Value of the Chilean peso, the functional currency of the 
company's Chilean operations, upward by $32 milkon in 2005, $22 million in 2004 and $43 million in 
2003. These non-cash adjustments did not affect net income, but did affect Comprehensive Income 
and Accumulated Other Cmprehensive hWme (Loss). Smaller adjustments have been made to other 
operations where the U.S. dollar is no( the functional currency. Additional information concerning these 
investments is described in Note 3. 

Currency transaction gains and losses in a currency other than the entity's functional currency are 
included in the calculation ofconsolidated net income. The company recorded $1 million d currency 
transaction gains in 2005 and $0 million Of currency transaction losses in 2003. 

Transactions with AfRliater 
Loans lo U n u m W a i d  Afiiliates 

In December 2001. Sempra Pipelines 8 Storage issued two U.S. dollar denominated loans totaling $35 
million end $22 million to its affiliate$ Camrmi Gas Pampeana S.A and Camuai Gas dd Sur S . k ,  
respectively. Thew loans have vhabk  interest rates (11.54% at December 31,2005) and are due in 
October 2006 and June 2006, respectively. The balances outstanding under the notes were $21 million 
and $42 million at December 31, 2005 and 2004, respectively. These amounts am included in 
nowcurrent assets under Due from Unconsolidated AfMiates. because company management does 
not expect to request payment in 2006. 

Loans hum Unconsolidated AfTliates 
At both December 31. 2005 and 2004. Sempa Pipelines & Storage had long-temn notes payable to 
amliates which indude $80 mlion at 6.47% due April 1, 2008 and $100 million at 8.62% due April 1, 
2011. The loans are due to Chilquinta Energla Finance Co. LLG and am secured by Sempra 
Pipelines (L Storage's investments in Chilquinta Energla SA. and Lur del Sur S.A.A. (LUZ del Sur), 
which are dmussed in Note 3. 

In February 2000. a wholly owned subsidiary trust of the m p a n y  issued $200 millim of preferred 
stock in the form of 8.90% Cumulative Quam Income Preferred Secwitiea. Series A (Quips). ~ 

company redeemed the $200 million of mandatority redeemable bust preferred securities in February 
2005. 

Revenues and Expenses with Unconsolidated Afiliates 

During the first seven months of 2005 and in all of 2004. Sernpra W i n  r e c c m ~  $3e million and 
$80 million, respectively. in sales to El Dorado. then an unconsolidated afftliate. and recorded 543 
milllon and $71 million. respectivdy, of Purchases hum El DMado for thcse same periods. Sempra 
Energy purchased the remaining 50% interest in Ei Dorado in July 2005 and consdidat& El Dorado in 
its flnancial statements. Additionally. during 2005 and 2004, Sempra Commodities recorded SSs million 
and $28 million, respectively of purchases from Topaz Power Partners (Topaz). an u n d d a t e d  
affiliate. Sales to Twaz were $213 million and $74 million in 2005 and 2004, raspectively. 

Cap1talis.d Interns! 
The company recorded $33 million. $12 million and $34 million of capitalized interest for 2005,2004 
and 2003, respectively, including the portion of AFUDC related to debt. 
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e Other Income, Net - 
Other Incane, Net consists of the following: .-I 

Yearsended December 3I .  
pdlars in millions) 2005 2004 2003 
Equity in i n m e  (losses) of unconsolidated subsidiaries (Note 3) $11 $(26) $(57) 

3 (2) 
14 21 

Regulatoiy interest, net (6) 
Allowance for equity funds used during wnstruction 
Gain on settlement of Cameron liability - 13 - 
Sundry. net 32 29 (2) 

Total $51 $ 3 3  $(40) 

14 

N m  Accounting Standards 
SFAS 123 (rsvissd 2004). “Sh8m-hsed Payment“ (SFAS 7233): In December 2004, the 
Financial Accounting Standards Board (FASB) issued SFAS 123R. a revision of SFAS 123, Accwnling 
for Stock-Eased Cmpensafion (SFAS 123), which establishes the accounting fortransactions in which 
an entity exchanges its equity instruments for goods OT services received. This statement requires 
mpanies to measure and record the cost of employee services received In exchange for an award of 
equity Instruments based on the grant-date fair value of the award. The company expects to adopt the 
prwislcms of SFAS 123R using a modified prospective application. The modified ppecb lve  method 
requires companies to recognize compensation cost for unvested awards that are outstanding on the 
eRective date based on the fair value that the company had originally estimated for purposes of 
preparing its SFAS 123 pro forma disdosurss . Fcr ell new wards that are granted or modified after 
the effective date, a company would use SFAS 123Rs measurement model. The effect of adopting 
SFAS 123R has not been determined; however. the pro fonna effects of racognidng cMnpensaUon 
experwe in accordance with SFAS 123 are disarssed above in Stack-Based Compensation. The 
effective daIe of this statement is January 1, 2006. 

SFAS 743, “Ascounting for Asset ReUlSmut ObMgatlons” and FASB Intefprefatlon No. (Rw 
47, "Accounting for Condlll0n.l Asset Retlrument Obligations, an inteqnvtatfon d SFAS 
M3”: Beginning in 2003. SFAS 143 requires enUUeS to record the present value of liabilities for Mure 
co& expected to be incurred when assets are retired from service, if the retirement v s s  is legally 
required. If requires remrding of the estimated retirement cost over the life of the related asset by 
depreciating the present value of the obligation (nIe9SUred at the time of the asset‘s aoquisibion) and 
m t i n g  the discount until the llabilii is settled. The adcption of SFAS 143 on January 1, 2003 
resulted in the rewrding of an addition to utility plant of $71 m i l l ,  mpmenting the company’s share 
of SONGS’ estimated future dewmmissioning costs (as discounted to the present value at the dates 
the units began operation). and accumulated depreciation of $41 million related to the increase to utility 
plant, for a net i m s e  of $30 million. On January 1, 2003. the company recocded additional asset 
retirement obligations of $20 million associated with the future retirement of a h e r  power piant and 
three storage facilities. 

In March 2005. the FASB issued FIN 47, “Acxuunting for Conuitional Asset Retirement W&at&ns, m 
interpmfafion of SFAS 743.’ The interpretation clarifies that the term %onditicna~ asset-retirement 
obbati i“  as used in SFAS 143, refen to a legal obligation to perform an asset-retirem activity in 
which the timing andlor method of settlement are conditional CHI a Mure ewmt that may ot notbe 
within the control of the entity. FIN 47 requires companies to recognize a liability for the fair value of a 
conditional asset-retirement obligation if the fair value of the obligation can be reasonably estimated. 

’1, 

> 

3 0 

) 

The adoption of FIN 47 on December 31,2005 resulted in the recording of an a d d i i  to utiiity pbnt of 
$198 million and accumulated depreciation of $74 million related to the increase to utility plant, for a ’. Page 17 



net increase of $124 million. In addition. the company recorded a corresponding retirement obligation 
liability of $619 million (which indudes accretion of that discounted value to DBcember 31, 2005) and a 
regulatory liability of $1.1 billion to reflect that the California Utilities have collected the funds from 
CUJtmers more quiddy than FIN 47 would accrete the retirement liability and depreciate the asset. 

The adoption of SFAS 143 required the redassiflcation of utilities' estimated removal costs collected in 
rates, which had historically been recorded in accumulated depreciation, to a regulatory liability. At 
December 31, 2005 and 2004. these costs were $200 million and $1.4 billion. respectively, for 
SoCalGas, and $724 million and $913 million, respectively, for SDGBE. The change in the balance is 
due to the implementation of FIN 47, which required the reclassification of disposal costs that 
previously have been included in the utlliiies' estimated cost of removal obligations to a regulatory 
liability and to Asset Retirement Obliiations. 

In accordance with FIN 47. the company has determined lhat the amount of asbestos-containing 
materials could not be determined and, therefore, no liability has been recognized for the related 
removal obligations. Since most, if not all;ofthe cost of removing such materials would be found at the 
California Ut i l i i .  where the cost of removal would be 8xpeCted to be reMvered in rates, the effect of 
not recognizing these liabilities is not material to the company's financial condition or results of 
operations. A liability for the WgatIOns will be recorded in the period in Which sufticient information is 
available to reamably estimate the removal cost. 

Had FIN 47 been in effect on December 31.2004, the asset retirement Obligation liability would have 
been $583 million as of that date. 

Except for the items noted above. the company has detenined that there are no other material 
retirement cbl@bns associated with tangWle long-lived assats. 

Implementation of SFAS 143 and FIN 47 had no significant effect on results of operations and is not 
expeded to have a significant effect in the future. 

The changes in the asset retkement obligatims for the years ended December 31,2005 and 2004 are 
as follaws (dollars in millions): 

z a o s m  
Balance as of January 1 ww $337. 
Adoption of FIN 47 619 
Accretion expense 2!5 24 
Payments (16) (10) 
ReviSion of estimated cash flows 1 13) 1-1 

Balance as of December 31 saw $348. 
The current portion of the obligation is included in Other Current Liabilities on the Consolidated 
Balance Sheets. 

SFAS 144, "Accounting for Impahmnf or Disposr~ of LongLived Assets": In August 2001, the 
FASB issued SFAS 144. which replaces SFAS 121, Accounting for Ihe /mpainnent of Longlived 
Assets and for Long-Lived Assets to Be Di-d of: It applies to all long-lived assets. Among other 
things, SFAS 144 requires that an impairment loss be recorded if the carrying amount of a long-lived 
asset is not recoverable from its undisawnted cash flows. 

During tha third and fourth quarters of 2003, the company recorded impairment charges of $77 million 
and 524 million to write dawn the carryins value of the assets of Frontier Energy and AEG, 
respectively. The Frontier Energy impairment resulted from reductions in actual and anticipated sales 
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of natural gas by the utility. The AEG impaimnt was due to less-than-anticipated customer growth. In 
applying the provisions of SFAS 144. management determined the fair value of such assets based on 
its estimates of discounted future cash flows. 

0 
1 

During the fourth quarter of 2005. Sempra G9neratim rewrded a noncash impairment charge to write 
down the carrying value of a turbine set (consisting of DHO gas turbines and one steam turbine) to their 
estimated fair values. The estimated fair value was based on sales of similar assets. The turbine set 
was initially purchased in anticipation of constructing one of several electrical generation projects under 
development by the company. The impairment resulted hwn management's strategic review process 
and the dea'sion to indefinitely delay all devebpment projects which might utilize the turbine sets. The 
charge is included in Impairment Losses in the Statements of Consolidated Income. 

SFAS 1% "Accwnting Changes and Enw Cofmctions, a mplmxment of APBO 20 8nd FASB 
St r temt  No. 3": This statement applies to all vduntary changes in eccounting principtes and to 
changes required by an accaunting pmmwncsment in instances where the pronouncement does not 
indude specific transition provisions. APBO 20 previously required that most voluntary changes in 
accounting principle be recognized by including in net in- of the peticd of the change the 
cumulative effect of changing to the new accounting principle. SFAS 154 requires retrospective 
appli l ion to prior periods' financial statements bf changes in accounting principle, unless it is 
impractlcable to do so. This statement is effective for accounting changes and corrections of e m  
made in fiscal years beginnlng after December 15,2005. 

RTF &lo, "Accounting Tw Contracts Involved In Enwgy Traang and Rlsk Managernmt 
Adlvlllu": EITF 98-10 provided for marking to market commodities and arrangements that are not 
marked to market by SFAS 133 unless certain hedging standards specified in SFAS 133 are complied 
with. For the company. this consists of Contracts involving transpottation and storage and certain 
inventory. The specifled hedging standards have been canplled wlth for a portion of the otherwise- 
excluded items. A substantial maj- of the company's ifems wvered by EITF 98-10 are covered by 
SFAS 133. On January 1.203,  the company recMded the initial effect of EITF 9810s resdssion as a 
cumulative effect of a change in accarnti i principle. which reducad after-tax earnings by $29 million. 
Neither the cumulative nor the ongoing effect impacts the company's cash flow or Iquidity. Additlone1 
information on derivative instruments k provided in Note IO. 

FIN 46, "ConsoMdatiot~ of Vul.ble Intamst EWth, an inhrprrtation &ARE Na 51": FIN 48, 
as revised by FIN 46R. requires an enterprise to consolidate a vatiaMa interest enthy (VIE), as dew 
in FIN 48. if the m p a n y  is the primary beneficiary of a WE'S activities. 

Sempra Energy adopted FIN 46 on December 31,2003, resulting in the consolidation of two VIES for 
which it is the primary beneficiary. One of the VIES (Mesquite TNsl) was the owner of the Mesquite 
Power plant fw which the company had a synthetic lease agrement. The company rewrded an 
after-tax credit of $9 million in the fourth quarter of 2003 for the cumulatii effect of the change in 
a m t i n g  principle. The company bought out the lease in January 2004 and now owns the plant. 

The other WE is AEG. ConsoEdation of AEG resulted in Sempra Energy's recwding of 100 percent of 
AEGs balance sheet and results of operations, whereas it previously recorded only its share of AEGs 
net operating results. Due to AEGs consolidation. the company recorded an affer-tax charge of $26 
million in the fourth quarter of 2003 for the wmuiative effect of the change in accounting principle. 
Duting the first quarter of 2004. Sempra Energy's board of directom appmved management's plan to 
dispose of AEG. Note 4 provides further discussion concerning this matter and the April 2004 disposal 
of AEG. Had AEG and the Mesquite Trust been consdidated in 2003. the company's net i n m  for 
2003 m i d  have been $662 miliar. 

j 0 

a 
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The $46 million cumulative effect recwded in 2003 on the Statements of Consolidated Income, net of 
the tax benefit of $26 million, consists of the following items which are described above (dollars in 
millions): 

FIN 4 6  
Mesquite Trust $ 9  

(26) 

(29) 
Total Charge W) 

- AEG 

Net Charge (17) - ElTF 96-10 

In addition, contracts under which SDGBE acquires power from generation fadlities otherwise 
unrelated to SDO(LE cculd result in a requirement for SDGiiE to consolidate the entity that Owns the 
fadlity. In accMdance with FIN 46, SDOBE is continuing the process of determining whether it has any 
such situations and, if so, gathering the information that would be needed to perfcum the consolidation. 
The effects of this, if any, are not expected to significantly affect the finandal position of SDGiIE and 
there would be no effect on results of operatim wtiquldity. 

FASB Stall Position IFSF) ?OB-2, "Accounting and Disclosun Guidance far the Foreign 
Earnings RepWatlon Prevision within Nn American Jobs Creation Act of WW'? As discussed 
in the 2004 Annual Report, the company continued to evaluate the repatriation pmvi6ion throughout 
2005. The company has completed its evaluation and will not repatriate any foreign earnings pursuant 
to the repatriauon prwision. 

NOTE 2. RECENT ACQUlSmON AND INVESTMENT ACTMTY 

Sempm Commoditks 

In 2003. the company acquired rights for the development of Bluewater Gas Storage. a natural, gas 
storage fadl i i  in Michigan, and in 2004. the company acquired rights for the development of Pine 
Prairie Energy Center. a sakavern natural gas storage fadl i i  in Evangeline Parish, Louisiana. In 
September 2005, Sempra Commodles sold both investments for $253 million. 

Sempn Genemtion 
In July 2005. Sempra Generation purchased Reliant Energy's 5o-percent interest in El Dorado Energy 
for $132 million (icluding assumed debt), resulting in Sempra Genefation's having full ownership of 
the 480-megawatt (MW) El Dorado power plant located In Boulder C i i .  Nevada. 

In July 2004, Sempra Generation began construction of the 550-MW Palmar pawer plant in 
Escondiio, California. The project is expected to be completed in the first haif of 2008, at which time it 

In December 2005, Sempm Generation aMOUlCed plans to sell or refinam its Texas-based power 
plants due to the increased market valuation d coaMired power plants in Texas. The coal-fired agsels 
hvdved k, the mounc~ment indude the company's wholly owned Twin Oaks Powsr plant (Twin Oaks). 
with a carrying valw of $128 million at December 31.2005, and the cdeta Creek Power plant, with a 
canying value of $47 million at December 31,2005. that the company a x n w s  in the Topaz joint venture 
with CatlyWRiverstone. The joint venture also owns three operating natural gas and oicfired plank (in 
Laredo. San Benito and Corpus Christi, Texas) that were induded in the announcement. In January 
2006, Sempm Generation announced an agreement for the sale &Twin Oaks for 5480 million. 

will be sdd to SDGLLE. 
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SempraLNG 

In December 2004. Sempra LNG entered into two contracts far the Energia Costa ANI terminal in 6aja 
California, Mexico. One is for the construction of the terminal at Costa Azul for $500 million and one is 
for the construction of the project's breakwater for $170 million. Through December 31,2005, Sempra 
LNG has made expenditures of $334 rnillim related to Energia Costa Azul. Conshuction on the 
terminal began in early 2005 and the terminal is expected to begin operations in 2008. It is expected to 
cost approximately $800 million and will be capable of processing 1 billion cubic feet (bcr) of natural 
gas per day. Sempra Pipelines =& Storage will be expanding its Baja California pipelines to connect 
Energia Costa Azul to existing nahtral gas pipelines. 

In August 2005. Sempra LNG R n a l i i  a contract for the construction of its Cameron LNG 
regasiblion terminal in Hackberry. Louisiana. The contract is valued at approximately $so0 million. 
The terminal is currently designed to supply 1.5 bcf of natural gas per day. In January 2006. Semp 
LNG received approval fmm the FERC to begin the mandatory prefiling procass to expand the 
terminal's production capacky to 2.65 b d  per day. The total cost of the project, including the propased 
expansion, is expected to be $950 million. In addition, total rent payments and wharfage fees related to 
the pant's land lease are expected to be $47 million over 30 yeas. The initial construction of Cameron 
is scheduled to be completed in late 2008 and the proposed expansion is scheduled for completion in 
2010. Grading for the terminal began in August 2005. 

Sempra Pipellnos 6 Storage 

Sempra Pipalines 8 Storage will be expanding its existing pipelines in Baja California, Mexico, and 
adding a spur line to annect Sempra LNGs Energia Costa Azul terminal to exlsting netural gas 
pipelines. The estimated costs related to the connection of Energla Costa Aarl to these Hnes is $200 
million. The expansion is expacted to be completed in early 2008. 

In July 2004, the company acquired the rights to develop Liberty Gas Storage (Liberty). a salt-cavern 
natural gas storage facil i  located in Calcasieu Parish, Louisiana. In May 2005. PmLiance 
Transportation and Slorage, LLC acquired a 25Percanl ormership in liberty from the company, In 
Decembec 2005. the company received authorhb 'qn from the FERC to construct and operate Liberty. 
The facility will pmvide 17 bcf of working natural gas capacity for storage and will be connected to the 
Cameron and Port ArVlur Pipelines. These two new pipelines under development by Sempra 
pipelines (L Storage will wnnect area liquefied natural gas (LNG) regasiclcation terminals to the 
interstate gas transmission system. Liberty is estimated to ccst $172 million and is Bxpeded to begin 
operations in September 2008. 

NOTE 3. INVESTMENTS IN UNCONSOLIDATED SUBSIDIARIES 

investments are generally accounted for under the equity method when the company has an 
ownership interest of twenty to filly percent. In these cases, the company's pro rata shares of the 
subsidiaries' net assets are induded in Investments on the Consolidated Balance Sheets, and are 
adjusted for the company's share of each investw's earnings or Losses, dlvidends and foreign currency 
translatim effects. Equky in earnings of unconsoliated wbskliariss that is recorded before i n m e  tax 
is reported in Other Income. Net on the Statements of Consolidated Income. Equity earnings recorded 
net of income tax recorded by the subsidiary are reported in Equity in Earnings of Certain 
Unanso(idatBd Subsidiaries on the Statements of Consolidated Income. The company accounts for 
certain investments in housing partnerships made before May 19. 1995 under the cast method, 
whereby they have been arnwtized over ten years base@ on the expecled residual value. The 
company has no unconsolidated subsidiaries where its ability to influence IX control an investee difbm 
from its ownership percentage. 
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0 The cunpany's long-term investment balances and earnings are summarized as follows: 

lnvasbnant at 
hce~l~bSrJl. 

( M a r s  in m i l h )  zw5 2004 

Equity method invasbnents: 
Chilquinta Enegia $ 430 $ 376 
Luz del Sur I50 157 
Sodigas Pampeana and Sodigas Sur 80 82 
Elk Hills Power 216 217 
Topaz Power Partners 51 66 

Housing partnerships 121 146 
El Dorado Energy* - 55 

M p r a  Financial synthetiifuel partnerships - 12 
Total 1,058 1,111 

Cost method investments - housing partnerships 24 36 
Investments in unconsolidated subsidiaries 1,082 1,147 

Other 22 17 
Total lrmg-term investments $1,104 $1,164 

f0IVle-f- EW -31. 
(Doyarn inmlluar) ~ 2 0 M 2 0 0 3  
Equity method inwtments: 

Earnings recorded net of tax: 
Chilquinta Energia $25 $16 $19 

Sodigas Pampeana and Sodigas Sur B 17 23 
$ 5 5  $62 $62 

Luz del Sur 21 29 20 
0 

Total earnings recorded net oftax 
Earnings recorded before tax: 

Elk Hills Power $ 3  $ 3  $ ( l )  
El Daado Energy' (s) (13) (5) 
Topaz Power Partners 26 13 - 
Housing partnerships (17) (20) (27) 
Sempra Financial synthetic-fuel partnerships 3 (9) (19) 

(5) 
Total earnings recorded before tax s 11 $(26) $(57) 

AEG - - 
El Dorado Energy has been consolidated since the acquisition ofthe remaining 50% in July 2005. 

F a  equity method investments. costs in excess of equity in net assets (goodwill) w-ere $258 million and 
$238 rn i l l i i  at December 31. 2005 and 2004. respectively. Amortization thereof ceased in 2002 in 
aaordance with SFAS 142. Ccsts in excess of the underlying equity in net assets will continue to be 
reviewed for impairment in saxdance with APBO 18. Descriptive information concerning each of 
these investments follows. 

Sempra Pipelines & Stomp 

Sempra Pipelines (L Storage and PSEG Global (PSEG). an unaffiliated company, each own a 
5Opercent interest in Chilquinta Energla SA.. a Chlean electric utility. 
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On April I. 2004. Sempra Pipelines 6 Storage and PSEG sold a portion of their interests in Luz del 
Sur, a Peruvian electric utility, for a total of $62 million. Each party had a 44-percent interest in Luz del 
Sur prior to the sale and a -percent interest thereafter. As a result of the sale, Sempra Pipelines 8 
Storage remgnized a $5 million after-tax gain in 2094. which is included in Eqtdly in Earnings of 
Certain Unconsolidated Subsidiaries on the Statements of Consolidated Income. 

Sempra Pipelines 8 Storage also owns 43 percent of two Argentine natural gas utility holding 
companies, Sodigas Pampeana and Sodigas Sur. As a result of the devaluation of the Argentine peso 
at the end of 2001 and subsequent changes in the value of the peso, Sempra Pipelines b Storage had 
r e d d  the canying value of its investment downward by a cumulative total of $201 million as of 
December 31.2005. These non-cash adjustments continue to accur based on fluctuations in the value 
of the Argentine peso. They do not affect net income. but increase cf deaease Other Cmprehensive 
Incume (Loss) and Accumulated Other Comprehensive Income (Lcss). 

The related Argentine economic decline and government responses (including Argentina's unilateral, 
retmadive abmgatlon of utility agreements early in 2002) continue to adversely affect the operations of 
these Argentine utilities. In 2002, Sempra Pipelines 8 Storage initiated arbitration p d i n g s  under 
the 1994 Bilateral Investment Treaty between the United States and Argentina for rewvety of the 
diminution of the value of its investments that has resulted from Argentine governmental actions. In 
2003. Sempra Pipelines b Storage filed its legal brief with the International Center for Settlement of 
Investment Disputes. outlining its d a h  for $21 1 million (previously $258 million). The company has 
also presented additional information that may provide a bask for a larger award. Hearings were held 
in February 2008 and a decision is expected in late 2006. Sempra Energy also has a $48.5 million 
politicalrisk insurance policy under whioh it has filed a claim to m r  a portion of fhe investments' 
diminution in value and has commenced the arbitration procedure with the insuranca company to 
determine coverage and the amount of the loss under the policy. Hearings ar0 scheduled f q  April 2006 
and a decision k expected in mid-2006. 

SompraGenoration 
The 550-MW Elk Hills Power (Elk Hills) proiect located near Bakersfield, California began commercial 
operaticns in July 2003. Elk Hills is 50 percant owned by Sempra Generation. 

The 480-MW El Oorado pcwer plant, located near Las Vegas, Nevada. began commercial operaticf~~ 
in May 2000. In July 2005. Sempra Generation purchased the remaining 50 percent ownenhip interest 
in El Dorado for $132 million (including assumed debt) from Reliant Energy Power Generation. who 
had been the joint venture partner In the El Oorado power plant. 

In July 2004. Topaz acquired ten Texas power plants from American Electric Power (AEP), including 
the 632MW coal-fired ColetO Creek Power Station and three natural gas and oil-fired plants in Laredo, 
San Benito and Corpus Christi. Texas. Topaz acquired these assets for $432 million in cash and the 
assumption of various environmental and asset retirement liabilities currently estimated at $41 million. 
$355 million of the pUrthaSe price was Provided by nowrecourse project Anancing related solely to the 
acquisition ofthe Cobto Creek Power Stafion. 

The transactin included the acquisition of six operating power plants with generatbrg cap- of 1,950 
MW and four inactive power plants capable of generating 1,863 MW. Concurrentty with the acquisition. 
Topaz sold one of the inactive power Plants and no gain or loas was recorded on the transection. In 
December 2005, Topaz sold the Eagle Pass hydro facility for a small gain. 

Topaz has entered into several power sales agreements for 572 MW of Weto Creek Power Station's 
capacity. Contracts comprising 98% of the total capacity under contract expire by 2010. Sempra 
Generation manages the plants. 

I 
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In conjunction with the acquisition of the Topaz plants, Sempra Energy provided AEP a guarantee for 
certain specified liabilities described in the acquisition agreement. This guarantee is limited to $75 
million for the first five years after the acquisitim date and $25 million for the next five years, but not 
more than $75 million over the entire 10-year period. Management does not expect any material losses 
to result from the guarantee because performance is not expected to be required and, therefore, 
management believes that the fair value of the guarantee is immaterial. The guarantee would not 
necessarily be terminated in connection with sales of the plants. 

In December 2005, Sempra Generation announced plans to sell or refinance certain Topaz plants and 
the Twin Oaks plant discussed in Note 2. 

Sempra Flnanclal 
Sempra Financial invests 8s a limited partner in affordable-housing properties. Sempra Financial's 
portfolio includes 1,300 properties throughout the UMed States that are expected io provide income 
tax bene15ts (primarily from income tax credits) over IOyear periods. 

The cwt of Sempra Financial's investment In Section 29 income tax credii has been fully recovered 
for financial statement purposes as a result of a 2004 sale and additional, contingent payments are 
being recorded as income as they are received. 

Sempra CommodiUea 
AveilaWhr-Sale securities 
Sempra Commodities recorded $6 million and $5 million in purchases of available-for-sale securities in 
2005 and 2004, respectively, and sold $4 million of available-for-sale securities in 2005. yielding 
pmceeds of $6 million. The cost basis of the sales was determined by the specific identification methad 
and a gain of $2 million was realized as a result of the sales in 2005. Sempra Commodities had $5 
million and $14 million of available-for-sale securities included in Investments at December 31, 2005 
and 2004, respectively. There was $4 million in unreaiiied gains, net of income tax, in Accumulated 
Other Comprehensive Income (Loss) at December 31. 2004 related to these securities. which was 
largely ?ransferred to i n m e  in 2005. Trading securities at December 31. 2005 included $9 million of 
securities, Including a $5 million unrealized gain, that were reclassifled from available-for-sale 
securities during 2005. due to changes in their status. Sempra Commodities had $12 million of trading 
securities at December 31.2005. 

NOTE 4. DtSCOMlNUED OPERATONS 
In the first quarter of 2004, Sempra Energy's board of directors approved management's plan to 
dispose of its interest in AEG. which marketed power and natural gas commodities to commercial and 
residential customers in the United Kingdom. This disposal met the criteria established for recognition 
as dismtinued operations under SFAS 144, Accounting for the h p a i m n t  or Disposal of Long-Lived 
Assets. In April 2004, AEG went into administrative receivership and substantially all of the assets 
wre sold. This transaction resulted in an after-tax 2004 loss of $2 million. 

The net losses from di ued operations were $9 million and $25 million in 2005 and 2004, 
respecfvely. The 2005 loss was primarily attributed to foreign cwency translation adjustments 
associated with AEGs remaining assets and liabilities. legal costs and reserves against accounts 
receivable. During 2003, the company accounted for its investment in AEG under the equity methodof 
accounting. As such. in 2003. the company recorded its share of AEGs net losses of $5 million in 
Other Incane, Net on the Statements d Consolidated Income. Additionally. during the fourth quarter of 
2003, the company recorded an alter-tax charge of $21 million to write down the canying value of 
assets at AEG. Effective December 31,2003. AEG was consolidated as a result of the adoption of FIN 
46, as discussed in Note 1. 

. 
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Included within the net loss from discontinued operations are AEGs operating results, summarized 
below: 

0 
Years ended 
December 31. 

(Dollars h mi8OnS) Z O M  2w4 

Operating revenues e $201 
Loss from discontinued operations, before income tax benefit of $7 for 2004 
Loss on disposal of discontinued operations, before income tax benefit of $4 for 

S- S(30) 

2004 S(9) $ ('3) 

AEGs balance sheet data, excluding intercompany balances (which are significant) eliminated in 
consolidation, are summarized below: 

D6cmnbmr31. December31. 
(OoUam in mllliona) 2005 2004 

Accoynts receivable. net $14 537 
Other current assets 36 33 

Total liabilities (all current) $10 $17 

Assets: 

Total assets sa $70 

NOTE 5. DEBT AND CREDIT FACILITIES 
Committed LIMS of Credit 
At December 31,2005. the company had available $4.7 billion in unused, committad lines of credit to 
provide liquidity and support commercial paper. As of December 31, 2005, $22 mlllion of the lines 
supported variabte-rate debt. 

Sempra Global has a $2.5 billion fiveyear syndicated revolving credit f a c i l i i  expiring in 2010 and a 
$750 million three-year syndicated rewiving credit facility expiring in 2008. The five-year and three- 
year W i t  facilities also provide for the issuance of up to $400 million and $500 million, respecthraly. of 
letters of credit on behalf of Sempra Global. The amount of borrowing otherwise available under each 
facility wwld be reduced by the amount of outstanding M e n  of d i t .  Obligations under each facility 
are guaranteed by Sempra Energy and bear Interest at rates varying with market rates and Sempra 
Energy's credit rating. Each facility requires Sempra Energy to maintain, at the end of each quarter, a 
ratio of total indebtedness to total capitalization (as defined in the facility) of no more than 65 percent. 
At December 31, 2005, Sempra Global had letters of credit of $166 million under lhe facility. The 
fadlily also pm'des support fa  $673 million of commercial paper outstanding at December 31,2005. 

Sempra Commodiis has a five-year syndicated revolving credit facility providing up to $1.72 billion of 
extenskns of credit (consisting of borrowings, letters of credit and other credit support 
accommodations) to Sempra Commodities and certain of its affiliates. The facility expires in 2010. The 
amount of credit available under the facility is limited to the amount of a borrowing base consisting of 
receivables, inventories end Other assets of Sempra Commodities that secure the uedt facilily and 
that are valued for purposes of the bocrowing base at varying percentages of current market value. 
Extensions of credit are guaranteed by Sempra Energy subject to a maximum guarantee liability of20 
percent of the lenders' total commitments under the faMty. The facility requires Sempra Commodiiis 
to meet certain financial tests at the end of each quarter, including current ratio. leverage ratio, senior 
debt to tangible net worth ratio, and minimum net WMth and tangible net worth tests. It also requires 
Sempra Energy to maintain.. at the end of each quarter, a ratio of total indebfedness to total 
capitalization (as defined in the facility) of no more than 65 percent It also imposes certain other 

I 
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limitations on Sempra Commodities, including limitations on other indebtedness. capital expenditures, 
liens, transfers of assets, investments, loans, advances, dividends, other distributions, modifications of 
risk-management policies and transactions with affiliates. At December 31. 2005. letters of credit of 
$838 million were Outstanding under the facility. 

Sempra LNG has a $1.25 billion five-year syndicated revolving credit facility that expires in 2009. The 
facility also provides for the issuance of letters of credit not exceeding $200 million outstanding at any 
one time. B m i n g s ,  letter of credit obligations and other obligations under the facility are guaranteed 
by Sempra Energy and bear interest at rates varying with market rates and Sempra Energy's credit 
ratings. The facility requires Sempra Energy to maintain, at the end of each quarter, a ratio of total 
indebtedness to total capitalhation (as defined in the facility) of no mdre than 65 percent. Sempra LNG 
had $200 million of cutstanding borrowings and $185 million of outstanding letters of credit under this 
facility at December 31,2005. 

The California Utilities have a combined $600 million five-year syndicated revolving credit facilii 
expiring in 2010, under which each utility individually may b o r n  up to $500 million, subject to the 
combined bonowing limit for both utilities of $600 million. Borrowings under the agreement bear 
interest at rates varying with market rates and the utility's credit rating. The agreement requires each 
utlity to maintain. at the end of each quarter, a ratio of total indebtedness to total capitalization (as 
defined in the facility) of no more than 65 percent. Bonwvings under the agreement are individual 
obligations of the borrowing utility and a default by one utility would not constitute a default, or preclude 
borrowings by. the other. At December 31. 2005. the California Utilities had no amounts outstanding 
under this facility. The facility provides suppod for $88 million of commercial paper outstanding at 
December 31.2005. 

Uncommitted Llnes of Cladit 

At December 31,2005, Sempra Commodities had $457 million in various uncommitted lines of credit 
that are guaranteed by Sempra Energy and bear interest at rates varying with market rates and 
Sempra Energy's credl rating. At December 31,2005. Sempra Commodities had $343 mlllim of lettets 
of credit and no short-term borrowings outstanding against these lines. 

Other Short-term Debt 

In addition to the lines of credit and commercial paper, Sempra Energy had $101 million and $80 
million of other short-term debt outstanding-at December 31, 2005 and 2004, respectively. The 
company's weighted average Interest rates on the total short-term debt outstanding were 4.54% and 
2.82% at December 31.2005 and 2004, respectively. 

0 
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Long-term Debt 

December 31. 
(OoWars in m i N i i )  2005 Zw4 
FmL nm~I~sge bonds 

V- rats (4.04% al Dearmber 31,2005) December 1.2009 s 100 s 103 
4 375% Januarv 15.201 1 1w 103 

i 

Vanable mica &fi~e+to.~n rete swaps (3.62% SI December 31,2005) January 15. 2011 
4.8% ocwer I, 2012 
6.8% JUIW 1.2015 
5.3% November 15,2015 
5.45% ApH 15.2018 
5.9% Jum I, 2018 
59% W m b w  1,2018 
5.85% Jws 1,2021 
5% to 5.25% D a e m k u  1.2027 
2.516% to 2.832%' January and Febnrary 2034 
5.35% Mav 15.2w5 

150 150 
250 250 
I4 14 

250 - 
250 250 
1111 88 
93 93 
M w 

150 150 
176 1 76 - 



Excluding market value adjustments for interest-fate swaps and capital leases, which are described in 
Note 15. maturities of long-term debt are: 

0 
(Dollars in millions) 
2006 $ 100 
2007 6BQ 
2008 308 
2009 424 
201 0 512 
Thereafter 2,899 
Total $4.927 

Callable Bonds 

At the company's option, certain bonds am callable at varbus dates: $802 m i l l i i  in 2006, $82 million 
in 2007 and $274 million after 2010. In addition, $2.7 billion of bonds are callable subject to make- 
whole prwisions. 

Flnt Mortgage Bond8 

First mortgage bonds are issued by the California Utilities and secured by a lien on utility plant. The 
Califomla Utilities may issue additional first mortgage bonds upon compliance with the provisions of 

d indentures, which require, among other things, the satiifaction of pro forma eamings- 
tests on first mortgage bond interest and the availability of sufficient mwtgaged property to 

support the additional bonds, after giving effect to prior bond redemptions. The most restrictive of these 
tests (the property test) would permit the issuance, subject to CPUC authorization, of an additional 
$2.7 billion of first mortgage bonds at Deoember 31.2005. 

In November 2005. SDGBE issued $250 million of first mortgage bonds maturing in 2015. In November 
2005. SoCalGas issued $250 million of first mortgage bonds maluting in 2035. In May 2005. S D G U  
issued $250 million of first mortgage bonds maturing In 2035. 

Equity Unlb 
In 2002. the company issued $600 million of Equity Units. The units included $600 milllon of the 
company's 5.60% senicf notes due May 17, 2007. In February 2005. the company remarketed the 
senior notes for their remaining term at a rate of4.62116. In March and May 2005.19.7 million shares 
of common stock were issued in connectim with the settlement of the related m m o n  stock purchase 
contract as &cussed in Note 12. 

Unucumd Long-tom Debt 

Various long-term obligations tdaling $2.5 billion at December 31, 2005 are unsecured. 

RateReductlon Bonds 

In December 1997, $658 million of ratereduction bonds were issued on behalf of SDGBE at an 
average interest rate of 6.26%. These bonds were issued to facilitate the lo-percent rate reduction 
mandated by California's electric-restructuring law, which is described in Note 13. They are being 
repaid over ten years by SDGBEs residential and small-commercial customers through a specified 
charge on their electricity bills. These bonds are secured by the revenue streams collected fmm 
customers and are not secured by, OT payable from. u t i l i  property. 

,. 
Page 20 



? 
c 

0 
3 

3 

J 

2 0 

0 

Debt of Employee Stock Ownership Plan (ESOP) and Trust (Trust) 
The Trust covers substantially all of the employees of the parent organization, SoCalGas and most of 
Sempra Global's subsidiaries. The Trust is used to fund part of the retirement savings plan desaibed 
in Note 8. The notes, which are payable by the trust and which mature in 2014, are repriced weekly 
and subject to repwchase by the company at the holder's option. Of these notes, $51.5 million were 
repriced at an interest rate of 4.213% for a three-year term ending July 1, 2007. ESOP debt was paid 
down by $23 million during the last three years, when approximately 635,640 shares of company 
wmmon stock were released from the Trust in order to fund the employer contribution to the company 
savings plan. Jnterest on the ESOP debt amounted to $4 million in 2005, $5 million in 2004 and $6 
million in 2003. Dividends used for debt service amounted to $2 million in each of 2005, 2004 and 
2003. 

Interest-Rate Swaps 
Tha company petiodi&lly enters into interest-rate swap agreements to moderate its exposure to 
interest-rate changes and to lower its overall cost of borrowing. 

Fair value hedges 
During 2004. to balance the mix of fixed and floating-rate debt, Sempra Energy entered into interest- 
rate swaps that eRectiVOly exchanged the fixed rate on $300 million of its $500 million 7.95% notes 
maturing In 2010 for a Jlaatlng rate. The swaps expire in 2010. During 2003. SoCalGas entered into an 
interest-rate swap that effectively exchanged the fixed rate on $150 million of its $250 million 4.375% 
first mortgage bonds maturing in 201 1 for a floating rate. The swap expires in 2011. At December 31. 
2005 and 2004, market value adjustments of $14 million and $10 million, respectively, were recorded 
as a dewease primarily in Sundry Assets and a corresponding decrease in Long-term Debt without 
affecting net inwme or other comprehensive lnwme. There has been no hedge ineffectiveness on 
these swaps. 

Cash flow hedSes - 
2005, Sempra Energy Mexico entered into derivative transactions to hedge Mure 

ated wlth fomcasted Pwrowings of $450 million for facilities related to Sempra 
LNGs Energla Costa Azul project. The swaps expire in 2027. In September 2004, SDG&E entered into 
interest-rate swap to exchange the floating rates on Its $251 million Chula Vista Series 2004 bonds 
maturing from 2034 through 2039 for fmd rates. The swaps expire in 2009. At December 31, 2005, 
pre-tax Income arising from the ineffective portion of interest-rate cash flow hedges included $4 million 
recorded In Other Income. Net on the Statements of Coosolidated Income. The effect of interest-rate 
cash Row hedges on other mprehensive income (loss) for the years ended December 31.2005 and 
2004 was $4 million and an Immaterial amount, respeclively. The balance in Accumulated Other 
Comprehensive Income (Loss) at December 31,2005 related to interest-rate cash flow hedges was $4 
million. 

NOTE 6. FACILITIES UNDER JOINT OWNERSHIP 
SONGS and the Southwest Poweriink transmission line are owned jointly with m e r  utilities. The 
company's interests at December 31,2005 were as follows 

soulhwest 
~0olla.p in M'W) SONGS PowerfinL 

- 1  - 

Percentage ownership 20% 91% 
Utiliky plant in service 839 $290 
Accumulated depreciation and amortization $ 2  $158 
Constructicm work in progress $21 $ 9  
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The company and the other Owners each holds its interest as an undivided interest as tenants in 
common in the properly. Each Owner is responsible for financing its share of each project and 
participates in decisions concerning operations and capital expenditures. 

c 

e 
0 

R 
c/ 

3 

f 

! 

The company's share of operating expenses is induded in the Statements of Consolidated Income. 

SONGS Decommissioning 

, Objectives, work scope and procedures for the dismantling and decontamination of the SONGS units 
must meet the requirements of the Nuclear Regulatory Commission (NRC). the Environmental 
Protection Agency, the US. Department of the Navy (the land owner), the CPUC and other regulatory 
bodies. 

The ccxnpany's share of decommissioning costs for the SONGS units is estimated to be $339 million in 
2005 dollars. That amount includes the ccst to decommission Units 2 and 3. and the remaining cost to 
complete Unit 1's decommissioning, which is currently in progress. Cost studies am updated every 
three years. The most recent update was submitted to the CPUC for its approval in 2005. Rate 
recovery of decommissioning costs is allowed until the time that the costs are fully recovered. and is 
subject to adjustment every three yean based on the oosts allowed by regulatm. Colections are 
authorized to continue until 2013. at which time sufficient funds are expected to have been collected to 
fully decommission SONGS, but may be extended by CPUC approval until 2022, when the units' NRC 
operating licenses terminate and the decommissioning of Units 2 and 3 would be expected to begin. 

The amounts collected in rates are invested In externally managed trust funds. Amounts held by tha 
trusts are invested in accordance with CPUC regulations that establish maximum amounts for 
investments in equity securities (50 percent of a qualied ttust and 60 percent of a nonqualifled-trust). 
international equity securities (20 percent) and securities of electric utilifis having ownenhip interests 
in nuclear power plants ( I O  percent). Not less than 50 percent of the equity porticn of the trusts must 
be invested passively. The secudties held by the trust are considered avallable for sale. These trusts 
are shown on the Consolidated Balance Sheets at market value with the offsetting credii recorded In 
Asset Retirement Obligations and Regulatory Liabiliies Arising from Removal Obligations. 

Unit 1 was permanently shut down in 1992. and physical decommissioning began in January 2000. 
Several structures. foundations and large components have been dismantled. removed and disposed 
of. Spent nuclear fuel has been removed from the Unit 1 Spent Fuel Pool and stored on-site in an 
independent spent fuel storage installation (ISFSI) liinsed by the NRC. The remaining major work will 
Include dismantling, removal and disposal of all remaining equipment and facilities (both nudear and 
ncm-nuclear components), and decontamination of the site. Thsse activities are expected to be 
completed in 2008. The ISFSI will be decommissioned ailer a permanent storage facilty becomes 
available and the spent fuel is removed from the site by the U.S. Department of Energy. Unit 1's 
reactor vessel is expected to remain on site until Units 2 and 3 are decommissioned. 

TNS~ investments include: _. . 

December 31, 
(Dollua h millians) w w -  2035 ZMY) 

Municipal bonds 2006-2034 $ 5 4  $ 4 5  
U.S. government issues 2006-2038 222 209 
Cash and other securities 2006 - 2033 35 55 
Equity securities 327 303 
Total $638 $612 
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Net earnings of the trust were $30 million in 2005, $46 million in 2004 and $82 million in 2003. 
Proceeds fmm sales of securities (which are reinvested) were $223 million in 2005, $237 million in 
2004 and $266 million in 2003, including net gains of $3 million. $12 million and $4 million in 2005, 
2004 and 2003. respectively. The net unrealized hdding gains included in Asset Retirement 
Obligations and Regulatory Liabilities Arising from Removal Obligations on the Consolidated Balance 
sheets were $193 million. $182 million and $159 million at December 31, 2005, 2004 and 2003, 
respectively. 

Customer contribution amounts are determined by estimates of after-tax investment returns, 
decanmissim’ng costs and decommissioning cost escalation rates. Lower actual investment returns OT 
higher actual decommissioning costs result in an increase in future customer contributions. 

Discussion regarding the impact of SFAS 143 is provided in Note 1. Additional information regarding 
SONGS is included in Notes 13 and 15. 

NOTE 7. INCOMETAXES 
Reconciliations of the US. statutory federal income tax rate to the effective l n m e  tax rate are as 
follows: 

Yssrsendedoecemba31, 
2005 2004 2003 

5 4 7 
3 4 

Statutory federal income tax rate 35% 35% 35% 
Utility depfeciation 
State income taxes. net offederal income tax benefit . . 
Tax credlts 
Foreinn subsidiaw income tax actiiitv 
Resohion of Inteinal Revenue Sew& audits 
Reduction of prior period state income tax a&als, net of federal 
. incometaxeffect 
*Reduction of interest rate on prior pen’cd federal income tax liabilities, 

netoftax 
Utility repair allowance 
Return to provision adjustments 
Other, net 
Effective income tax rate 

The geographic components of income from continuing operations before income taxes and equity in 
earnings of certain unconsolldated subsidiaries are as follows: 

Yeamended Dscember~i, 
2005 2001 2003 

$748 $ 796 $551 
168 255 129 

$9.16 $1,051 $680 

(Dollars in milrms) 

Domestic 
Foreign 
Total 
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