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East Meets West: an update on
California

Commissioner changes at the CPUC; Peevey is key
We met with California Public Utilities Commissioner Tim Simon at the Wall Street
Utility Group meeting in NY on 1/19/11. Comm. Simon is a current member of the
CPUC, with his term expiring in 2013. Comm. Simon indicated that he expects
Peevey will likely remain President of the CPUC. We view this as key, as Peevey
has been a steady influence at the CPUC, and has led many electric utility issues.
We believe Comm. Ryan appears unlikely to remain on the commission, as the
CA Senate has not yet confirmed her appointment, which has a 1/20/11 deadline.
Gov. Brown will therefore likely be appointing three new members to the CPUC.

Potential new commissioners

Names that have been mentioned by Comm. Simon as potential new
commissioners include Mike Florio, an attorney for TURN (The Utility Reform
Network), Catherine Sandoval, a law professor and telecom expert, and Jack
McNally, a former union representative and current labor consultant for CFEE (CA
Foundation on the Environment and Economy). Based on our review, these
potential candidates appear balanced and fair. If these candidates were
appointed, we believe the CPUC would remain reasonable. The next two CPUC
meetings are scheduled for 1/27/2011 and 2/24/2011. A quorum (three
commissioners) is required to vote on issues, which may require Governor Brown
to fill at least one of the vacancies relatively soon.

PCG remains in spotlight

PCG remains in the spotlight in CA, with frequent negative press on San Bruno
and opposition to smart meters gaining momentum. While we remain concerned
by this overhang on PCG, we continue to believe the GRC settlement will be
approved. Currently no major parties are opposed, and key intervenors such as
DRA and TURN have signed on. While there could be some political sensitivities
around the GRC, we do not expect it to impact the settlement.

California economy, renewables a focus

The weak California economy and high unemployment rate (12.4%) remain a
focus. We believe at least one of the new commissioners could be very focused
on job creation, and potentially tie jobs to utilities’ infrastructure spend.
Renewables and the environment policy remain a key policy initiative for Gov.
Brown and we believe the CPUC will remain committed to growing renewables.
We do continue to expect some some downward pressure for ROEs post 2012,
but do not expect a drastic reduction.

Fears on California could be overblown

We remain supportive of CA, and believe current investor concerns could be
overblown. We note the pure play California utility, PCG, does not have any rate
case risk for the next 3 years post the pending settlement. We believe the current
Commissioner changes will have a modest overall impact to the CPUC.
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Link to Definitions
Energy

Click here for definitions of commonly used terms.

Analyst Certification

|, Steve Fleishman, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. |
also certify that no part of my compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or view expressed in this
research report.
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Important Disclosures

FUNDANVENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a
stock’s: (i) absolute total retum potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There
are three investment ratings: 1 - Buy stocks are expected to have a total retum of at least 10% and are the most attractive sbbcks in the coverage cluster;
2 -Neutral stocks are expected to remain flat or increase in value and are less atfractive than Buy rated stocks and 3 - Underperform stocks are the least
attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12month totil refum expectation for a
stock and the firn’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced to better
understand the total retum expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).

Investment rating Total retum expectation (within 12month period of date of initial rating) Ratings dispersion guidelines for coverage cluster”

Buy 2 10% < 70%
Neutral z % < 3%
Underperform NA 2 20%

*Ratings dispersions may vary from time to time where BofA Merrill Lynch Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.

INCOVE RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/flower (dividend not considered
to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common
industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent BofA Merrill Lynch Comment referencing the stock.
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Other Important Disclosures

Officers of MLPF&S or one ormore of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investiments.

BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http:/mwwml.comimedia/d3347 pdf.

"BofA Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA
Merrill Lynch representative or Merrill Lynch Global Wealth Management financial advisor if they have questlons conceming this report.

Information relating to Non-US affiliates of BofA Merrill Lynch and Distribution of Affiliate Research

MLPF&S distributes, ormay in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): Mermill Lynch
{France): Menill Lynch Capital Markets (France) SAS; Merrill Lynch (Frankfurt): Merill Lynch Intemational Bank Ltd., Frankfurt Branch; Merill Lynch (South Africa):
Merrilt Lynch South Africa (Pty) Ltd.; Menill Lynch (Milan): Merrill Lynch Intemational Bank Limited; MLI (UK): Merilt Lynch Infemational; Merrilt Lynch (Australia):
Merrill Lynch Equities (Australia) Limited; Merill Lynch (Hong Kong): Merill Lynch (Asia Pacific) Limited; Menill Lynch (Singapore). Merrill Lynch (Singapore) Pe
Ltd.; Merill Lynch (Canada). Merrill Lynch Canada Inc; Merill Lynch (Mexico): Merrilt Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merill
Lynch Argentina SA; Merrill Lynch (Japan): Mermilt Lynch Japan Securities Co., Lid.; Merill Lynch (Seoul): Merrill Lynch Intemational Incorporated (Seoul Branch);
Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merill Lynch (India): DSP Memill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Menmill Lynch (Israel): Merili Lynch Israel Limited; Merrill Lynch (Russia). Merilt Lynch CIS Limited, Moscow; Merill Lynch (Turkey): Memill Lynch Yatirm
Bankasi A.S.; Memill Lynch (Dubai): Memill Lynch Intemational, Dubai Branch; MLPF&S (Zurich rep. office): MLPF&S Incorporated Zirich representative office;
Merill Lynch (Spain): Merrill Lynch Capital Markets Espana, SASV.; Merill Lynch (Brazil): Bamo Merrill Lynch de Investimentos SA.

This research report has been approved for publication and is distributed in the United Kingdom to professional clients and eligible counterparties (as each is
defined in the rules of the Financial Services Authority) by Merrill Lynch Intemational and Banc of America Securities Limited (BASL), which are authorized and
regulated by the Financial Services Authority and has been approved for publication and is distributed in the United Kingdom to retaill clients (as defined in the rules
of the Financial Services Authority) by Merrilt Lynch Intemational Bank Limited, London Branch, which is authorized by the Central Bank of Ireland and is subject fo
limited regulation by the Financial Services Authority —details about the extent of its regulation by the Financial Services Authority are available fromit on request;
has been considered and distributed in Japan by Mermill Lynch Japan Securities Co., Ltd., a registered securities dealer under the Securities and Exchange Law in
Japan; is distributed in Hong Kong by Merill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC and the Hong Kong Monetary Authority; is
issued and distributed in Tamwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in India by DSP Merill Lynch Limited; and is issued and
distributed in Singapore by Merrill Lynch Infemational Bank Limited (Merchant Bank) and Merill Lynch (Singapore) Pte Ltd. (Company Registration No.’s F 06872E
and 198602883D respectively) and Bank of America Singapore Limited (Merchant Bank). Merill Lynch Intemational Bank Limited (Merchant Bank) and Menill Lynch
(Singapore) Pte Ltd. are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) Limited (ABN 65 006 276 795), AFS License 235132
provides this report in Australia in accordance with section 911B of the Corporations Act 2001 and neither it nor any of its affiliates involved in preparing this research
report is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the Australian Prudential Regulation Authority. No approval is
required for publication or distribution of this report in Brazil. Menill Lynch (Dubai) is authorized and regulated by the Dubai Financial Services Authority (DFSA).
Research reports prepared and issued by Merrill Lynch (Dubai) are prepared and issued in accordance with the requirements of the DFSA conduct of business rules.

Merrilt Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in
the US and accepts full responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person receiving this research
report and wishing to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates.

General Investment Related Disclosures:

This research report provides general information only. Neither the infomation nor any opinion expressed constitutes an offer or an invitation to make an offer,
fo buy or sell any securities or other financial instrument or any derivative related fo such securities or instruments (e.g., options, futures, warrants, and contracts for
differences). This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation
and the particular needs of any specific person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and
implementing investment strategies discussed or recarmended in this report and should understand that statements regarding future prospects may not be realized.
Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the
prospectus or other offering document issued in connection with such offering, and not on this r .

Securities and other financial instruments discussed in this report, or recammended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit
Insurance Corporation and are not deposits or other obligations of any insured depository institution (including, Bank of America, NA.). Investments in general and,
derivatives, in particular, involve numerous risks, including, among others, market risk, counterparty default nsk and liquidity risk. No security, financial instrument or
derivative is suitable for all investors. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the
value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial
instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their entire
principal investment. Past performance is not necessarily a guide to future perfommance. Levels and basis for taxation may change.

This report may contain a short-termtrading idea or recommendation, which highlights a specific near-term catalyst or event impacting the company or the
market that is anticipated to have a short-term price impact on the equity securities of the company. Short-term trading ideas and recommendations are different
fromand do not affect a stock’s fundamental equity rating, which reflects both a longer term total retum expectation and attractiveness for investment relative to
other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may be more or less positive than a stock’s fundamental equity rating.

BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other
financial instruments and that such action may be limited by regulations prohibiting or restricting "shortselling” in many jurisdictions. Investors are urged to seek
advice regarding the applicability of such regulations prior to executing any short idea contained in this report.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in
such securities and instruments, including ADRs, effectively assume currency risk.

UK Readers: The protectlons provided by the UK. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated
by BofA Mertill Lynch entities located outside of the United Kingdom. BofA Merrill Lynch Global Research policies relatmg to conflicts of interest are described at
hitp:/Avww.ml.comimedia/43347 pdf.

Officers of MLPF&S or one ormore of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

MLPF&S or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. MLPF&S or
one of its affiliates may, at any time, hold a trading position (long or shart) in the securities and financial instruments discussed in this report.

BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or
recommendations that are inconsistent with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect
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the different time frames, assumptions, views and analytical methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation fo ensure that
such other trading ideas or recammendations are brought to the attention of any recipient of this report.

In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate
fee, and in connection therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom
MLPF&S has contracted directly and does not extend beyond the delivery of this report (unless otherwise agreed specsﬁcally inwriting by MLPF&S). MLPF&S is and
continues 1o act solely as a broker-dealer in connection with the executlon of any transactions, including transactions in any securities mentioned in this report.

Copyright and General Information regarding Research R

Copyright 2011 Merill Lynch, Pierce, Fenner & Smith Incorporated Al rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks
of Merrill Lynch & Co., Inc. iQanalytics®, chustm@ iQdatabase® are registered service marks of Meril Lynch & Oo Inc. This research report is prepared for the
use of BofA Merrill Lynch clients andmay notbe redish"ibuted retransmitted or disclosed, in whole or in part, or in any form ormanner, without the express written
consent of BofA Merrill Lynch. BofA Merrill Lynch Global Research reports are distributed simultaneously to intemal and client websites and other portals by BofA
Meill Lynch and are not publicly-available materials. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report constitutes your
agreement not to redistribute, refransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including any investment
recommendations, estimates or price tagets) without first obtaining expr&ssed pemission from an authorized officer of BofA Merrill Lynch.

Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been
reviewed by, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA
Menill Lynch has established information barriers between BofA Merill Lynch Global Research and certain business groups. As a result, BofA Merill Lynch does not
disclose certain client relationships with, or compensation received from, such companies in research reports. To the extent this report discusses any legal
proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal
advisers as fo issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel’s knowledge of legal proceedings in which any
BofA Memill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies
mentioned in this report is based on public information. Facts and views presented in this material that relate fo any such proceedings have not been reviewed by,
discussed with, and may not reflect information known to, professionals in other business areas of BofA Merrill Lynch in connection with the legal proceedings or
matters relevant o such proceedings.

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any propased offering of securities or as
agent of any issuer of any securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or
warranty on behalf of the issuer(s). BofA Merrill Lynch Global Research policy prohibits research personnel from disclosing a reconmendation, investment rating, or
investment thesis for review by an issuer prior fo the publication of a research report containing such rating, recommendation or invesiment thesis.

Any information relating fo the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone fo provide tax
advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not
guarantee its accuracy. This reportmay contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any
linked content contained in a thirdparty website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into
this report. The inclusion of a link in this report does not imply any endorsement by or any affiliation with BofA Merrill Lynch. Access to any third-party website is at
your oan risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information to them. BofA Merill
Lynch is not responsible for such tems and privacy policies and expressly disclaims any liability for them.

Subject fo the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and BofA Merrill Lynch
policy-related restrictions on the publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment
recormendation current.

Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer
current. Always refer fo the most recent research report relating to a company or issuer prior fo making an investment decision.

In some cases, a company or issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any
investment opinion relating to such company or issuer (or its security and/or financial instruments) o be suspended or withdrawn and should not rely on the analyses
and investment opinion(s) pertaining to such issuer (or Is securities and/or financial instruments) nor should the analyses or opinion(s) be considered a solicitation of
any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its affiliates may not solicit purchases of securities or financial instruments that are
Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Merrill Lynch nor any officer or employee of BofA Merill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or
losses arising from any use of this report or its contents.
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