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A Golden State No Longer?
DowngradingEIX To Sell; PG&E To Hold; Sempra Remains Buy

What Was Then: We have long considered California to be one of most 
constructive regulatory jurisdictions in the Utility industry. This has been 
anchored by the California Public Utility Commission (CPUC) which has 
generally maintained a fair balance between regulatory oversight and allowing 
Utilities to earn a reasonable rate of return.
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What Has Changed: A potential change in Commission dynamics, stemming 
from the new Governor, could signal the first structural shift in California 
regulatory outlook in some time. This risk could be translated through a change 
in Commission composition and the appointment of possibly three new 
Commissioners. Several of the potential candidates, according to media 
reports, have backgrounds in politics and environment/wildlife advocacy; these 
backgrounds historically do not prioritize constructive utility regulatory policy.

Ryan Non-Confirmation Could Be The ‘Trigger’: The confirmation process 
for current Commissioner, Nancy Ryan, could provide an early signal of a 
structural shift in California. She was appointed by former Governor Arnold 
Schwarzenegger, but needs to be confirmed by the California State Senate. It is 
our understanding that she is facing an uphill battle in being confirmed as a 
Commissioner. A Senate vote could occur on 1/20/11. We think a non­
confirmation could begin a negative chain-reaction for California based utilities, 
and re-calibrate investor expectations about the direction of the CPUC.

Regulatory Risks To Accelerate In 2011: There are a number of regulatory 
events ahead for California based utilities that could highlight increased 
regulatory risk. 1) Commission decisions on PG&E’s Electric & Gas, and Gas 
Storage & Transmission rate cases 2) Pending rate case for Edison 
International’s regulated utility, Southern California Edison 3) Pending rate case 
for Sempra’s regulated utilities, SDG&E and SoCalGas.

We Are Downgrading EIX And PCG To Sell And Hold, Respectively. In the
midst of shifting regulatory risks, EIX has outperformed over the last quarter, 
and PCG has performed in line. Accordingly, we are downgrading EIX to Sell, 
with a revised Target of $35/share and PCG to Hold, with a revised Target of 
$48/share. Sempra Energy remains the only Buy-rated name in California.

Current Year 
Earnings Estimates

Next Year 
Earnings EstimatesRating Target Price

Ticker Old New
2M 3M US$38.00 US$35.00 US$3.35 US$3.35 US$2.93 US$2.93
1L 2L US$50.00 US$48.00 US$3.47 US$3.47 US$3.56 US$3.56

1M 1M US$60.00 US$60.00 US$3.80 US$3.80 US$4.19 US$4.19

Old New Old New Old New
EIX
PCG
SRE

See Appendix A-1 for Analyst Certification, Important Disclosures and non-US research analyst disclosures.

Citi Investment Research & Analysis is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered 
in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. 
Investors should consider this report as only a single factor in making their investment decision.
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Figure 1. Relative Value of California Utilities

EPS P/E
Company Ticker Price 2011 2012 2011 2012
Sempra Energy SRE 
PG&E Corp. PCG 
Edison Int'l

51.65
47.02
38.74

4.19 4,56 12.3x
3.81 13.2x
2.91 13.8x

11.3x 
12.3x 
13.3x

3.56
EIX 2.81

Regulated Utility Group Average P/E

Source: Citi Investment Research and Analysis. For this illustration, the EPS for Edison Int'l reflects only the 2011E 
& 2012E earnings of the regulated utility, SCE at $2.93/share and $3.03/share, respectively. We then deduct 
corporate drag of ($0.12/share) each year, leading to a net EPS of $2.81/share & $2,91/share, respectively. This 
illustration excludes the earnings of the merchant business. Our published 2011 & 2012 estimates of $2.93/share & 
$2.44/share for EIX incorporates the earnings for all segments, including the earnings at the merchant business.

13.7x 12.8x

Anticipating Commission Dynamics As GRC Timeline Heats Up

Our thesis is not based upon on a short-term view of what we expect next week 
or next month. Rather, we focus our comments on how the composition and the 
tone of the CPUC will evolve in the next six months to a year, precisely when 
the regulatory calendar accelerates, with General Rate Case (GRC) 
deliberations for Edison International’s regulated utility, Southern California 
Edison and two of Sempra’s regulated utilities. We ask ourselves if we are at 
the onset of a structural change in the CPUC.

When we pit this view against current share prices, we think that at current 
prices, shares of PG&E and Edison International seem to not be pricing in a 
potential turn for the worse in long-term regulatory dynamics in California.

We believe investors are complacently assuming that with Governor Brown’s 
election, the CPUC’s solid regulatory tone will likely continue since Governor is 
close to CPUC President Peevey and President Peevey has been a 
constructive Commissioner. We think this view can be overly simplistic 
because: 1) CPUC in recent months have been criticized in local news media 
(including Editorials) for being too close to the Utilities. In order to prevent 
continued criticism of the CPUC and ease such criticism, it is possible that 
President Peevey and/or the Commission ‘pulls back’ a little bit to acquiesce 
some of the vocal constituents. 2) If forceful personalities are appointed to the 
CPUC as Commissioners, it is possible that down the road President Peevey 
might reconsider his role at the CPUC. Although we do not think this is a near­
term event, it is not out of the realm of possibility in the long-term.

We highlight several upcoming events that could re-calibrate investor 
expectations, and impact long-term value of California based utilities.

Upcoming CPUC Events

Event# 1: (The potential ‘Trigger’event)

Confirmation process for Commissioner Ryan: Commissioner Nancy Ryan 
was appointed by former Gov. Arnold Schwarzenegger in 2010. However, she 
is currently waiting to be confirmed by the California State Senate. It is our 
understanding that the Senate would need to act (i.e., a formal vote) by 1/20/11 
in order for Commissioner Ryan to remain as a Commissioner. If the Senate 
does not hold a formal vote, she would no longer remain as a Commissioner.
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Backing of the New Administration is likely to be key: Typically, it is the 
State Senate Rules Committee which makes a recommendation to the overall 
Senate body when an Appointee (such as current Commissioner Ryan) needs 
to confirmed. The Senate Rules Committee might reach out to the Energy, 
Utilities & Communications Committee to get a view on the work that a 
Commissioner is doing. However, given that this is a new gubernatorial 
administration, the Governor will likely be more influential in Commissioner 
Ryan’s potential confirmation than would otherwise be the case. At this point, 
our understanding is that it is the Governor’s decision on if he would give the 
‘go ahead’ for Commissioner Ryan to be confirmed, or if he will use this 
opening to begin to put his own stamp on the CPUC.

Governor putting his own ‘stamp’ in other Agencies: In one of Gov. Brown’s 
first decisions, he replaced majority of the existing state Board of Education 
with his own appointees (see: http://www.latimes.com/news/local/la-me-0108- 
brown-education-20110107,0,4390922.story). If this extends to the CPUC, it 
might lead to the non-confirmation of Commissioner Ryan.

Outcome might happen prior to 1/20/11: We note that even though a formal 
vote in the Senate could occur on 1/20/11, a decision from the Governor’s office 
could come prior to this date.

Event # 2: Appointment of New Commissioners

Given that outgoing Commissioner John Bohn and potentially outgoing 
Commissioner Nancy Ryan, were generally viewed as constructive, the risk is 
that some of the new appointees might not strike the proper balance between 
the need for regulatory oversight and allowing utilities to earn a reasonable rate 
of return. We have no way of knowing about the thought process of any future 
appointees, but at current prices, we do not think shares of PG&E and Edison 
International are pricing in this potential long-term structural risk.

Earliest Commission Appointment: Commission appointments could occur in 
the next few weeks/days. In the event Commissioner Ryan is not confirmed by 
the State Senate, Gov. Jerry Brown is likely to appoint a new Commissioner 
within a short timeframe to fill the vacancy. The Gov. is likely to avoid an 
unprecedented situation where there would only be two sitting Commissioners 
(President Michael Peevey and Commissioner Tim Simon) presiding over 
regulatory matters in front of the Commission. This has not happened in recent 
CPUC history, and any decisions deliberated by a two-member Commission 
might be open for potential legal challenges.

Background on Potential Commission Candidates: Based on recent press 
reports (see two articles at
http://www.bakersfield.com/news/local/x1680088324/Q-A-Former-utilities-
commissioner-talks-about-the-job-Dean-Florez-wantsand
http://www.latimes.com/business/la-fi-brown-puc-
20110107,0,1108383,full.story), some of the potential candidates for
Commissioners at the CPUC include:

John Geesman: Mr Geesman helped to orchestrate the defeat of 
Proposition 16 against PG&E in mid-2010. Mr. Geesman is a former 
Commissioner at the California Energy Commission. He was appointed by 
former Governor Gray Davis, and served at the Energy Commission from 
2002-2008. From 1983-2002, he was an investment banker specializing in 
debt markets. During that tenure, he also spent 8 years at The Utility Reform 
Network, serving on its Board and as its President. Commissioner Geesman
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originally served as the California Energy Commission’s Executive Director 
from 1979-1983, after several years as a political activist. More details about 
Mr. Geesman’s background can be found in the California Energy 
Commission website (see:
http://www.enerqv.ca.qov/commissioners/qeesman.htmD.

Deane Florez: Deane Florez is a State Senator in California. He has been in 
the State Senate since 2002. His district includes the cities of Bakersfield 
and Fresno. Sen. Florez has been an outspoken critic of PG&E as it related 
to the deployment of Smart Meters in the Bakersfield region. At times, Mr. 
Florez has been an outspoken critic of the CPUC as well. For ex: Sen. Florez 
held a news Conference in March 2010, signaling his outrage at the 
apparent spike in customer bills from the Smart Meters (see: 
http://dist1 S.casen.govoffice.com/index.asp?Type=B PR&SEC=%7B5E36B1
43-3FBF-4945-AD03-0BAE9ED9CB87%7D&DE=%7BE47C3324-C02E-
4FF7-A9AE-E2CA1 F55BED0%7D ). Our understanding is that Mr. Flores 
has been self-promotional since 2H10 in pursuing a Commission position, 
and it is unclear whether Governor Brown is considering him.

Julia Levin: Most recently, Julia Levin has served as a Policy Advisor to 
Gov. Jerry Brown during its election campaign for the California 
Governorship. Recent press reports have indicated that some of Gov. 
Brown’s statewide appointments could come from those who worked with the 
Gov. during his campaign (see: http://www.sacbee.com/2010/11/15/v- 
mobile/3184969Jerry-brown-seeking-something.html). Ms. Levin is also a 
former Commissioner at the California Energy Commission. She was 
appointed by former Governor Arnold Schwarzenegger, and served from 
2009-2010. Prior to her appointment to the Energy Commission, Ms. Levin 
was Audubon’s California Policy Director, where she helped direct statewide 
guidelines on wind power and wildlife protection. More details about Ms. 
Levin’s background can also be found in the California Energy Commission 
website (see: http://www.energv.ca.gov/commissioners/levin.html
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Company Focus PG&E Corp (PCG)
DowngradingTo Hold On California Concerns

Settlements In Place, Final Outcome Can Only Be Neutral or Worse:
PG&E was successful in getting settlements in both is Electric & Gas rate 
case, as well as its Gas Storage & Transmission case. And to be clear, we 
expect the settlements will likely be approved essentially as is. However, in 
our view, PCG’s share price reflects majority (if not all) of the outcome from 
the Settlements. For PCG shares to move materially higher from here: 1) 
The final outcome of both cases need to better than what is stated in the 
Settlement. The chance of a final outcome being better than Settlement is 
close to nil, from our experience of following rate cases over the years. 2) 
More importantly, if our thesis of a structural shift in California turns to be 
valid, there is a risk to the final outcome being different than the Settlement. 
Although this might be an unlikely event, we however, do not think shares of 
PG&E are currently pricing-in this potential risk.

Company Update 
Rating Change 
Target Price Change

Brian Chin
+1-212-816-2861
brian.chin@citi.com

Hold/Low Risk
from Buy/Low Risk 

Price (07 Jan 11)
Target price

from US$50.00 
Expected share price return 
Expected dividend yield 
Expected total return 
Market Cap

2L
Timeline of Events: 1) Commission decision on the Manzana wind project is 
expected by end of January (see our comments at 
https://www.citiqroupqeo.com/pdf/SNA69713.pdf) 2) Final Commission 
decisions on the Electric & Gas and the Gas Storage & Transmission case is 
expected by the end of late-March or early-April. 3) PG&E Investor Day: we 
would expect the Investor Day to take place after the rate matters are 
finalized. As such, expect an Investor Day in the May/June’11 timeframe. If 
the Commission composition becomes less constructive, then Southern 
California Edison’s rate case in 2H11 becomes a relevant lateral 
consideration to PCG investors.

US$47.02
US$48.00

2.1%
3.9%
6.0%

US$18,435M

Price Performance (RIC: PCG.N, BB: PCG We downgrade shares of PG&E from Buy/Low Risk, to Hold/Low Risk.
Our target price is lowered to $48 from $50/share, based on our unchanged 
2012 EPS estimate of $3.81 times a 12.5x target multiple. For investors 
seeking income in a relative low risk investment story, we recommend 
Westar Energy (WR.N; US$25.38; 1L).

US)
USD

31 30 30 31
Mar Jun Sep Dec

EPS Q1 Q2 Q3 Q4 FY FC Cons

2009A 
201OE

0.65A 0.83A 0.92A 0.80A 3.21A 3.21A

0.79A 0.89A 1.04A 0.75E 3.47E 3.44E

Previous 0.79A 0.89A 1.04 A 0.75E 3.47E na

2011E 0.88E 0.88E 1.02E 0.78E 3.56E 3.71 E
Previous 0.88E 0.88E 1.02E 0.78E 3.56E na

2012E 3.81 E 3.92Ena na na na

Previous 3.81Ena na na na na

Source: Company Reports and dataCentral, CIR. FC Cons: First Call Consensus.
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Edison International (EIX)
CaliforniaConcerns, Rate Case Uncertainty and Recent 
Outperformance Triggers Downgrade To Sell

Company Focus

With pending rate case, SCE at risk: We derive 100% of the target value of 
Edison shares through the value of its regulated utility. We highlight the 
pending rate case for Southern California Edison (SCE) as a potential risk 
because: 1) Recent investor focus on Edison shares has largely been at its 
merchant business. Therefore, when headline and actual rate case events 
begin to emerge in the coming months, it might lead investors to re-calibrate 
their expectations on the segment that has received less scrutiny in recent 
quarters 2) Chances of a settlement are lower vs. PG&E. We advise 
investors to not assume that SCE works out a settlement, similar to the one 
reached by PG&E. It is more likely that the case goes the distance without a 
settlement. 3) A Commission makeup with more political or consumer 
advocacy mix might embolden interveners in the State to be more vocal and 
create more headline risk throughout ’11 and parts of ’12.

Company Update 
Rating Change 
Target Price Change 
Estimate Change

Brian Chin
+1-212-816-2861
brian.chin@citi.com

Sell/Medium Risk
from Hold/Medium Risk 

Price (07 Jan 11)
Target price

from US$38.00 
Expected share price return 
Expected dividend yield 
Expected total return 
Market Cap

3M

Shares no longer at discount to Utility value: One of the bull-case 
arguments had been that the value of the utility exceeded the price of Edison 
shares. Assuming our 2012E net estimate for SCE of $2.91/share, and 
applying a peer group 12.8x P/E multiple, fair value of the utility would be ~ 
$37/share. That is ~$2/share, or 5% lower than Edison’s current share price.

US$38.74
US$35.00

-9.7%
3.3%

Outlook for Merchant business continues to be challenging: Since late 
Nov-’10, CAAP forward dark spreads for ’11 & ’12 have declined by -12% 
and -20%, respectively. During the same period, forward ’11 & ’12 PRB 
darks have fallen by -7% and -4%, respectively. On a MTM basis, the Open 
EBITDA generated from Edison’s core power business (coal plants only), is 
near zero. We continue to assign zero value to Edison’s merchant fleet.

-6.4%
US$12,622M

Price Performance (RIC: EIX.N, BB: EIX
US)

Risk to our rating: 1) Cash benefit of bonus depreciation that could help 
alleviate the need for new equity at SCE for the foreseeable future 2) Better 
than expected 2011 guidance, as we are below consensus at $2.93/share for 
’11 vs. consensus $3.03/share. We expect guidance to be given during the 
4Q’10 call in late-Feb/early-March’11.

USD

We downgrade Edison International to Sell/Medium Risk, with a revised 
Target of $35/share. For investors seeking commodity exposure, we 
recommend Constellation Energy (CEG.N; US$32.01; 1FI). This is a non­
consensus call, as there 9 Buys /11 Holds on EIX, with no Sell ratings.

EPS Q1 Q2 Q3 Q4 FY FC Cons

2009A 
201OE

0.80A 0.76A 1.05A 0.63A 3.24A 3.25A

0.82A 0.59A 1.39A 0.55E 3.35E 3.47E

Previous 0.82A 0.59A 1.39A 0.55E 3.35E na

2011E 0.65E 0.61 E 1.16E 0.52E 2.93E 3.03E

Previous 2.93Ena na na na na

2012E 2.44E 2.79Ena na na na

Previous 2.45Ena na na na na

Source: Company Reports and dataCentral, CIR. FC Cons: First Call Consensus.
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Figure 2. Edison International Events

Upcoming Events Date
2011 Guidance
Quantify Cash Benefit from Bonus Dep. 
Rate Case (GRC) Hearings 
EPA Rules on MACT 
ALJ Proposed Decision on GRC

Source: Citi Investment Research and Analysis

In our view, significant investor attention to EIX equity has recently come from 
non-traditional utility investors (particularly those in the high yield community) 
who are focused on EMG. These investors overwhelmingly focus on EMG’s 
cash flow prospects in our view while focusing much less on regulatory issues 
at Southern California Edison. With qualitative risk emerging at the CPUC, we 
believe escalating Commission risk is likely a factor that has escaped the 
attention of recent EIX investors.

Thinking about 2011 guidance: Our ’11 estimate is $2.93/share for Edison 
International. We project the regulated utility, SCE, to generate $2.93/share, 
the merchant entity $0.12/share, offset by corporate/parent drag of 
($0.12)/share. Therefore, the vast majority of 2011 earnings is expected to 
come from SCE. This will further highlight the importance of SCE to the 
overall business, and the risk associated with SCE’s future earnings power 
due to the items mentioned throughout this report. We note 2011 is the last 
year of the prior rate increase for SCE. Therefore, investors will be more 
focused on the earnings power at SCE in ’12 and beyond.

Items for the 4Q’10 call: We are below consensus for ’11 at $2.93/share, 
vs. consensus of $3.03/share. For 4Q’10, we also slightly below consensus 
at $0.55/share, vs. consensus of $0.63/share. Pertinent items for the call 
include: 1) Update on power hedges for the Mission fleet, which is currently 
hedged -38% for power in ’11, and practically open in ’12 and ’13. 2) Update 
on coal hedges: Homer City is currently hedged -81% and -35% for coal in 
’11 and ’12, respectively. The Midwest fleet is currently hedged -87% and 
-54% hedged for coal in ’11 and ’12, respectively. Given the recent run-up in 
coal prices, we would be interested in hearing how management is thinking 
about timing & duration of additional coal hedges. 3) Any additional details 
on plant retirements/pollution control equipment installment for the Midwest 
coal fleet 4) Thoughts on SCE’s rate case timeline and overall composition at 
the CPUC 5) Questions might also come up regarding an update on the rail 
contract situation for Midwest Gen (discussed later in this report). However, 
we expect Management to keep cards close to their vest on this topic.

Cash benefit of Bonus Depreciation: We expect this portion of the 
comment during the 4Q’10 call to be a positive item. The cash benefit from 
accelerated/bonus depreciation is expected to be a meaningful positive item 
at the regulated utility, SCE. We do not have Edison issuing equity in ’11 and 
’12, so this factor alone is not likely to impact our estimates for ’11 and ’12. 
However, longer-term, the ability to preserve cash at the Utility might 
alleviate the need for new equity for the foreseeable future.
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Impact of New Rail contract at Midwest Generation

We think this is an item that might capture more investor attention during 2011. 
Edison Mission Group’s Midwest Generation fleet currently has a ‘below- 
market’ rail contract which we assume to be priced at $12/ton. This contract is 
set to expire at the end of 2011.

This step-up is incorporated in our 2012 estimate. However, it is possible that 
current 2012 consensus might not be fully capturing this potential headwind.

We note that the issue of rail cost has been a source of negative surprise for a 
peer integrated utility, PPL Corp (see:
https://www.citigroupgeo.com/pdf/SNA62543.pdf).

In our valuation for the merchant business, both in our Open EBITDA and in our 
EPS estimate, we assume the new rail contract to be signed at $20/ton, 
beginning in 2012. Our $20/ton assumption is a proxy for current market price 
for a new rail contract in the Midwest.

In the table below, we illustrate the year-over-year EPS impact from the 
possible step-up in the rail contract price. Every $1/ton change in the future rail 
cost assumption would impact our 2012 EPS by ~$0.03/share.

Figure 3. Expected step-up in Rail Cost

Coal used at MWG (millions of tons)
Current Rail cost ($/ton) CIR assumption 
Future rail cost ($/ton) CIR assumption
Incremental cost increase ($/ton)
Incremental increase (in millions, $)
After-tax increase 
Per-share impact year-over-year

18a
b 12

20c
d = c - b 
e = a * d 
f = e * .6 
g = f/331

8
144
86

0.26
Source: Citi Investment Research and Analysis

Valuation

We value Edison International on a sum of the parts approach, where we value 
the regulated utility, Southern California Edison (SCE) on a P/E basis, and the 
merchant segment, Edison Mission Group, on an Open EBITDA basis. We use 
2012 as the base year for our valuation.

Southern California Edison

Our 2012 EPS estimate for SCE is $3.03/share. It is based upon a rate base of 
~$20B. This is consistent with SCE’s ratebase range of ~$19B-21B for ‘12. We 
assume an earned-RoE of-10.5% in 2012.

The reason we assume a -10.5% RoE in 2012, because it is the last year of 
the Cost of Capital Agreement which allows SCE to earn on an 11.5% RoE. 
Since 2012 is our valuation year, we thought it is more appropriate to value the 
company on a normalized RoE basis vs. arguably a ‘peak’ RoE of 11.5%, given 
the possibility of a decline in RoE post-2012 timeframe.

This potential risk is not something that is specific only to SCE. Instead it is an 
item for consideration for regulated utilities as a whole. We highlighted the risk 
of declining RoE’s in our 10/12/10 note titled The New Normalized RoE World’ 
(see: https://www.citigroupgeo.com/pdf/SNA64425.pdf).
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Our base P/E multiple for regulated utilities is 14x. This is above the 30 year 
historical average multiple for regulated utilities of 12.5x, and reflects a 
historical relationship of bond yields and utility equity valuations. We have 
expressed this relationship through regressive analysis in prior research. Our 
above average multiple reflects a largely below average bond yield 
environment.

We conservatively assume a 10-year Treasury yield of 4.25% in 12 months. For 
every +1 % yield assumption change, our target multiple decreases by 1,5x.

Increasing Valuation Discount

We are increasing our SCE-specific P/E discount to 2x from 1 x due to: 1) As 
mentioned throughout this report, possibility of heightened regulatory risk in 
California impacting SCE’s 2011 rate case, which will be the main driver of 
2012 earnings and beyond 2) Risk of declining authorized RoE post-2012, 
following the expiration of the Cost of Capital Agreement. We note that one of 
the architects of the mechanism, Commissioner John Bohn, is no longer at the 
CPUC.

As a result, our new SCE-specific P/E multiple is 12x vs. our base utility 
multiple of 14x.

We value peer California utility, PG&E Corp., at a 1.5x discount, at 12.5x P/E. 
We maintain a lesser discount for PG&E because the company reached a 
Settlement in its rate case, which (if approved with no major changes) provides 
a higher level of earnings certainty in the near-to-medium term.

We derive the value for SCE by taking the $3.03/share, and subtracting 
corporate drag of ($0.12)/share to derive a net EPS for the Utility of 
$2.91/share. We then apply a 12x multiple to calculate a value of ~$35/share.

Value of Edison Mission Group (EMG)

Core Power portfolio: The core power portfolio consists of coal plants in the 
Midwest, and the Homer City coal fired plant in Pennsylvania. Based on a 
commodity curve as of 12/29/10, we estimate EMG to generate ~$25mm Open 
EBITDA in 2012 from its core power business. We assign an 8x multiple to 
calculate an Enterprise Value of ~$200mm.

Wind business: We expect the wind business to generate $271 mm of EBITDA 
(including the value of PTCs) in 2012. We assign an 8x multiple to calculate an 
Enterprise Value of ~$2.2B.

Trading: We estimate that EMG’s trading unit, EMMT, will generate a pre-tax 
margin of $95mm in 2012. We assign a 4x multiple to calculate a value of 
$380mm for EMMT.

Therefore, the total enterprise value for EMG, consisting of the core power, 
wind and trading businesses is ~$2.8B. We make several adjustments to this 
enterprise value, discussed in detail below:

Future Environmental Obligation

As a background, based on an agreement signed with the State of IL, Edison’s 
Midwest Generation fleet has committed to reduce both Sox and Nox emissions 
from its coal fired plants beginning in 2012.
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The NOx reduction agreement requires emission rates to be no more than 
0,11 ibs/miliion Btu beginning in calendar year 2012. There is also a separate 
requirement to reduce Sox emissions levels to a rate of 0.44 Ibs/million Btu in 
2013, and gradually declining to 0.11 Ibs/million Btu by 2019.

Edison International has indicated the company’s preference to utilize SNCR’s 
to meet the Nox portion of the requirement. The estimated cost of deploying the 
SNCR’s is expected to be ~$200mm.

During the 2Q’10 call, Edison International disclosed its potential future cap-ex 
obligation related to Sulfur-di-oxide, or Sox. The company expects the 
obligation to be $1.2B.

We simplify our NPV calculation by assuming that the $1,2B is spent equally 
from 2011-2018. The actual spending is likely to be lumpy, as individual plant 
decisions need to be made.

Potential environmental spending for Homer City: The Homer City facility 
has three units, totaling ~1,880MW. All three units have Nox controls (SCRs) 
already installed. One of the units also has a Sox control equipment installed.

Therefore, potential environmental spending exposure for Homer City would be 
for the two units (totaling ~1,240MWs) having to install Sox control equipment. 
If we assume capital cost of ~$500/kw, the future environmental obligation for 
the two units would be ~$600mm.

For simplicity, we assume that the ~$600mm is spent evenly over a three year 
period, from ’11-’13. The present value of this spending is ~$450mm.

Therefore, in our base case, we estimate future environmental obligations for 
EMG (consisting of both the Midwest and the Homer City fleet) to be ~$1.6B.

We believe recent statements from neighboring states on Homer City emissions 
are less of a material investment consideration than the spending datapoints 
we note above.

NPV of Long-Term Capacity Price

Approximately 75% of Edison Mission Group’s capacity is located in the RTO 
region (Midwest Gen. plants) of the PJM, and the remainder (Homer City 
facility) is located in the MAAC region.

Our prior assumptions for the ‘14/’15 - ‘16/’17 auctions were as follows:

MAAC: $200Mw-d/$175Mw-d/$150MW-d

RTO: $35Mw-d/$50Mw-d/$60Mw-d

We have updated our overall capacity price assumptions following more in 
depth analysis of impact from possible coal plant retirements, and also the 
latest development regarding the possible buildout of new gas fired capacity in 
New Jersey, utilizing state-backed long-term capacity contract (see:
https://www.citigroupgeo.com/pdf/SNA68946.pdf and
https://www.citiqroupgeo.com/pdf/SNA65400.pdf)

As a result, our new assumptions are:

MAAC: $240Mw-d/$230Mw-d/$292Mw-d
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RTO: $42Mw-d/$72Mw-d/$118Mw-d

Since our valuation year is 2012, the capacity prices ($/Mw-d) embedded in our 
valuation is ~$121/$63 for MAAC/RTO. We take the delta between these 
prices, and our long-term forecasts. We calculate the NPV of this delta to be 
~$255mm.

Value of Future Climate Change Legislation: We estimate the NPV of an
expected future Climate change legislation to be ($172mm). Our estimate 
assumes that a climate change legislation is implemented in 2019, with a 
carbon price of $15/ton.

Equity Income: The final adjustment we make on valuation is the Equity 
Income contribution from other power projects. We calculate the Equity Income 
contribution (on an after-tax basis) to be $47mm in 2012. We assign a 10x 
multiple on this earnings stream to arrive at an equity value of ~$468mm.

The sum of the above-mentioned items, and a ~$6B net debt adjustment, equates 
to an equity value of $(4B), or ~($13/share).

However, given that EMG is structurally and legally separate from the parent 
company, Edison International, the maximum negative equity value is zero.

Therefore, in our valuation, we continue to assign a zero value to EMG.

Estimate update: Our ’10-’12 estimates are essentially unchanged. We are 
introducing quarterly estimates for 2011.
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Sempra Energy (SRE)
MaintainBuy Rating; Diversified Portfolio Provides Some Cover

Company Focus

Recommendation — We continue to rate SRE Buy with a $60 target. 
Despite the political headwind in California, we believe SRE’s diversified gas 
and power portfolio (36% of profits) leave it less exposed than the other 
California utilities to a political fall out at the CPUC. Furthermore, we believe 
SRE’s SoCal Gas subsidiary (27% of profits) does not get the same attention 
from interveners as the electric utilities because gas utility bills are a fraction 
of electric utility bills. Furthermore, SoCal Gas delivers gas to its customers 
at a substantial discount when compared to the rest of the country.

Company Update

Faisel Khan, CFA
+1-212-816-2825
faisel.khan@citi.com

SoCal Gas Rate Case — SoCal Gas filed on 12/15/10 for a $308 mm base 
rate increase premised on a 2012 test year. The increase is largely 
predicated on increased spending related to a $500 mm smart meter 
program, higher health care and increased integrity costs. We do not project 
a rate increase at this point. SoCal gas has been able to earn 200-300 bps 
above its cost of capital (10.8% ROE) as a result of incentive mechanisms 
and operating efficiencies. Our current model projects an achieved long-term 
ROE of nearly 14% excluding $16 mm of earnings outside of the utility but 
reported within SoCal Gas Company operating results. The clear risk to our 
numbers would be if the CPUC denied SoCal’s incentive mechanisms.

Buy/Medium Risk
Price (07 Jan 11)
Target price
Expected share price return 
Expected dividend yield
Expected total return
Market Cap

1M
US$51.58
US$60.00

16.3%
3.0%

19.3% 
US$12,382M SDG&E Rate Case — SDG&E filed for a $276 mm base rate increase 

across its utility system on 12/15/10. SDG&E is currently earning under an 
11% ROE on our rate base calculation of $4.8 billion (fire costs). We 
estimate SDG&E will need a rate increase to earn its allowed ROE of 11.1% 
for the 2012 test year assuming a normal rate of inflation in the cost structure 
of the company. We do not believe there is a high level of political risk to 
SDG&E’s rate base growth given that projects such as Sunrise, the steam 
generator replacement and AMI initiative have already been approved by the 
CPUC. Therefore SDG&E should continue to grow earnings at a steady 
pace. The clear risk to our estimates is that a new commission may take 
longer to decide on SDG&E’s rate case, which could impact our 2012 
estimates.

Price Performance (RIC: SRE.N, BB: SRE
US)

USD

Thesis — SRE endured a salvo of issues in 2012 including the slow sale of 
its commodity business, lower than anticipated 2011 guidance, and a number 
of litigation and reputational issues related to the California Energy Crisis, 
land rights in Mexico and a poorly conceived conference center at Costa 
Azul. These issues caused the stock to be one of the worst performing 
stocks in the natural gas sector in 2010. We believe these issues are behind 
the company. In our opinion, the debate going forward on SRE is 2012 EPS. 
We currently estimate $4.56 per share compared to the Street of $4.28.

2012 EPS — We currently estimate pre-tax profits from the Power business 
will fall $140 mm in 2012 from 2011. We estimate SRE will make up these 
lost earnings largely from higher earnings from SDG&E as result of the drop 
down of the El Dorado plant from the Power business into SDG&E, the sale 
of the Elk Hills plant, the ramp-up of the Sunrise Transmission line, and slight 
improvements in both Storage and LNG. Separately, we currently estimate an 
overall tax rate of 32%, which could be lower depending on the timing of tax 
credits from renewable power projects.
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Figure 4. SDG&E Proposed Timeline for Rate Case
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Source: General rate case application of SDG&E (U 902-M)

Implementation

SB GT&S 0014840



A Golden State No Longer?
10 January 2011

Figure 5. SoCal Gas Proposed Timeline for Rate Case
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PG&E Corp
Investment strategy

We rate the shares of PG&E Corporation Hold/Low Risk (2L). At this time, we 
feel that the regulatory pendulum in California might be shifting to less than 
constructive. Given the potential for heightened regulatory risks in California 
stemming from the possible non-confirmation of Commissioner Nancy Ryan, 
and appoint of New Commissioners, we rate PG&E a Hold.

Valuation

Our target price is ~$48/share and represents a one-year forward horizon. Our 
target is based on our 2012 EPS of $3.81, multiplied against our 14x defensive 
base multiple less a 1.5x discount. We have raised our PG&E specific discount 
by 0.5x to 1,5x, in order to reflect: 1) Possibility of heightened regulatory risk in 
California, with possibly three new Commissioners being appointed 2) A change 
in the Cost of Capital mechanism post 2012, that might impact future earnings 
power at the Utility.

Our base utility multiple of 14x is above the 30-year historical average multiple 
for regulated utilities of 12.5x, and reflects a historical relationship of bond 
yields and utility equity valuations. We have expressed this relationship through 
regressive analysis in prior research. Our above average multiple reflects a 
largely below average bond yield environment. We conservatively assume a 
10-year Treasury yield of 4.25% in 12 months. For every +1% yield assumption 
change, our target multiple decreases by 1,5x. Our regression also assumes a 
repeal of the dividend tax cut by YE 2010.

Risks

We rate PG&E Corporation Low Risk based on its utility, which we believe is a 
defensive utility with fairly predictable earnings stream. Although we are 
concerned about the future direction of California's regulatory outlook, the 
existing Settlements in PG&E's Electric & Gas, Gas Storage & Transmission 
cases does offer a level of certainy for the near-to-medium term. Risks to our 
target valuation include the following:

Growth in capital spending - Capital spending growth is contingent on approval 
of new infrastructure investment by the CPUC. If the company fails to receive 
regulatory approval for increases in capital expenditures or fails to receive them 
in a timely manner, earnings trajectory may differ from our projection. On the 
flip side higher capital spending could be additive to our forecast.

Cost pressure could impact growth in EPS - We have modified our earnings 
growth forecast and target to reflect some cost cutting. If they are able to 
manage these costs better than forecast, our EPS estimates and target could 
be conservative. On the flip side, if we have over-estimated their ability to 
reduce costs they could cause downside to our forecast.

The future political and regulatory impact from the San Bruno accident & 
investigation carries a risk not only in financial penalties and fines, but more 
importantly, potentially damaging the standing of the company, infront of the 
CPUC and other statewide stakeholders. This is a risk that we are continually 
monitoring.
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Edison International
Investment strategy

We rate the shares of Edison International Sell/ Medium Risk (3M). Even 
though our regulatory outlook for California is shifting to the negative, we 
continue to maintain Edison as a Medium risk becuase vast majority of its 
earnings are derived from a fully regulated business, Southern California 
Edison. In addition, the company's merchant generation unit, could benefit from 
improving power markets over the long-run. This is offset by concerns over the 
repricing of a rail transport contract, environmental capex spending and future 
EPA regulations.

Valuation

Our target price is $35/share. We value Edison International, an integrated 
utility, based on a sum of the parts approach. Our target is intended to reflect 
where the shares should trade one year forward from today.

We are increasing our SCE-specific P/E discount to 2x from Ixdueto: 1)As 
mentioned throughout this report, possibility of heightened regulatory risk in 
California impacting SCE’s 2011 rate case, which will be the main driver of 
2012 earnings and beyond 2) Risk of declining authorized RoE post-2012, 
following the expiration of the Cost of Capital Agreement. We note that one of 
the architects of the mechanism, Commissioner John Bohn, is no longer at the 
CPUC.

As a result, our new SCE-specific P/E multiple is 12x vs. our base utility 
multiple of 14x.

We value peer California utility, PG&E Corp., at a 1.5x discount, at 12.5x P/E. 
We maintain a slighly less discount for PG&E because the company reached a 
Settlement in its rate case, which (if approved with no major changes) provides 
a higher level of earnings certainty in the near-to-medium term.

We derive the value for SCE by taking the $3.03/share, and subtracting 
corporate drag of ($0.12)/share to derive a net EPS for the Utility of 
$2.91/share. We then apply a 12x multiple to calculate a value of ~$35/share.

We continue to assign a zero-value to the merchant business.

Risks

We rate Edison International Medium Risk.

Southern California Rate Case: A possible change in California Commission 
dynamics, could heighten the risk for future earnings power, and rate base 
growth prospects for Southern California Edison.

Expiration of Cost of Capital Mechansim: Currently, Southern California Edison 
(SCE) has a cost of capital mechanism that allows the utility to enjoy a 
premium-RoE of 11.5% (premium to the national average of-10%). This 
mechanism expires at the end of 2012. A change in the current mechanism 
could impact the long-term earnings power at SCE.
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Commodity risk at Merchant unit: Given depressed power prices, we estimate 
the merchant coal fleet to generate near-zero Open EBITDA in 2012. The unit 
is mostly unhedged on both power and coal beyond 2012. Therefore, a 
combination of depressed power prices and/or higher coal prices, might 
marginalize this business over the long-run.

Sempra Energy
Valuation

We average multiple valuation methodologies to derive our $60 target.

Our NAV yields a value of $56.02. We value regulated assets at a multiple of 
rate base (1,3x for utilities, 1,5x for pipelines, transmission and storage assets). 
The company’s trading business is valued at the expected sale price. We value 
SRE’s electric generation at replacement value ($800-$1,000/KW for CCGT 
assets). These values are partially offset by the company’s net debt.

Our DDM values the company at $58.76. Our P/E and EV/EBITDA multiples 
are based on our proprietary analyses, which utilize current equity risk 
premiums, current betas and projected risk-free yields. For our P/E analysis, we 
apply multiples of 13.0x , 13.5x and 16.0x to 2012 earnings at the utility, 
pipeline and generation segments. Our P/E analysis yields a value of $61.98.

For our EV/EBITDA analysis, we apply multiples of 7.5x, 8x and 9x to 2012 
utility, pipeline and generation EBITDA. Our EV/EBITDA analysis yields a value 
of $61.53.

Risks
Our Medium Risk rating takes into account a constructive regulatory 
environment in California and an extensive capital expansion program 
supported by regulated and/or capacity contracts partially offset by SRE’s more 
volatile merchant energy businesses.

Additional risks include:

SRE’s energy trading JV is inherently volatile - While unprofitable trading 
operations could cause unexpected downside, if operations are more profitable 
than expected, this could cause material outperformance of our target price.

SRE’s trading unit runs a short-dated book, which makes its net trading assets 
fairly liquid. While earnings will remain volatile from this business, we do not 
believe there is a great deal of financial stress because of the short-dated 
nature of the book and SRE’s customer business, which essentially acts as a 
brokerage for energy buyers.

The utilities are subject to regulation from federal, state and local authorities 
which may impose rulings adverse to Sempra’s interests.

California’s Department of Water Resources holds a power contract with 
Sempra Generation that expires in 2011. If this contract is not renewed or the 
capacity is not sold to another party, earnings may be materially impacted.

Uncertainty in the contracting of capacity on expansions at the company’s LNG 
facilities may negatively impact earnings in the coming years.
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Sempra is exposed to currency issues in Mexico and earnings could be 
impacted with significant volatility in the value of the Mexican Peso.

Ability to access debt or equity markets at a reasonable cost in the future could 
materially impact growth in the future.

The ability of Sempra's JV partner (RBS) to access the capital markets could 
materially impact our valuation and estimates relating to the company’s 
commodities business.

The opportunity for further upside exists if Sempra can take advantage of the 
growing need for renewable generation in the desert SW.

A sale of any of Sempra's businesses could materially impact our valuation and 
earnings estimates. Specifically, the SRE and RBS are actively looking to sell 
their commodities JV.

If the impact on the company from any of these factors proves to be 
greater/less than we anticipate, it may prevent the stock from achieving our 
target price or could cause our target price to be materially outperformed.

Westar Energy

Valuation

Our target price is ~$27/share. We value Westar Energy on a P/E basis. Our 
valuation year is 2012. We derive our target price by applying a 14x P/E 
multiple to our expected 2012 EPS of ~$1.91/share.

Our 14x P/E multiple assumption is above the 30 year historical average 
multiple for regulated utilities of 12.5x, and reflects a historical relationship of 
bond yields and utility equity valuations.

We have expressed this relationship through regressive analysis in prior 
research. Our above average multiple reflects a largely below average bond 
yield environment. We conservatively assume a 10-year Treasury yield of 
4.25% in 12 months. For every +1% yield assumption change, our target 
multiple decreases by 1.5x. Our regression also assumes a repeal of the 
dividend tax cut by YE 2010.

For additional clarity on the methodology utilized to derive our peer average 
defensive multiple including a discussion of our out-of-market view on the 10- 
year treasury, please refer to our 2010 Electric Utility Outlook note: Pinpointing 
Power Picks for 2010 at https://www.citigroupgeo.com/pdf/SNA46598.pdf. 
Citigroup’s economics team forecasts a 3.3% 10-year Treasury yield in 12 
months; our regression analysis indicates this is consistent with a 15-16x target 
multiple.

Risks

Decline in Allowed ROE: As we highlighted in our Industry Report, ‘New 
Normalized RoE World’ (see: https://www.citigroupgeo.com/pdf/SNA64425.pdf 
), lower long-term US Treasury yields could prompt lower allowed rates of 
return nationwide. Allowed ROE for Westar is currently 10.4%. For Westar’s
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rate case next year, it is possible that the Kansas commission could lower rates 
of return. In our forecast, we assume an allowed ROE of 10%. Every 50 basis 
points equates to ~$0.06/share of EPS impact. Peer Kansas-based regulated 
utility, Great Plains Energy, recently received an authorized RoE of 10% from 
the Kansas Commission. Therefore, we believe our 10% RoE estimate for 
Westar is a reasonably good target that captures this potential risk.

Slowdown in Transmission growth: The wind market is being impacted 
negatively due to lower power prices. This could potentially have an impact for 
investments in Transmission lines. In our forecast, we have assumed total cap­
ex of $700 million and $800 million over the next two years, about $100 million 
less per year than the current company forecasts. So we’ve incorporated a 
more conservative cap-ex outlook than company forecasts.

Small nuclear operating risk: Westar is a co-owner of a large nuclear power 
plant, Wolf Creek. The Wolf Creek plant is scheduled to have a routine refueling 
outage Spring 2011. The schedule also includes turbine replacement. We will 
be monitoring the refueling outage and the turbine replacement closely, as a 
prolonged nuclear plant outage could potentially impact Westar Energy shares.

Rise in Inflation: Increase in the overall inflation rate in the US economy could 
pose a potential macro-level risk for Westar shares. A resumption of inflation 
could lead into higher interest rates, thus impairing dividend-yield oriented 
equities, such as Westar.

Constellation Energy Group, Inc.

Valuation

Our Constellation target price is $35/share. We value Constellation, an 
integrated utility, based on a sum of the parts approach. Our target is intended 
to reflect where the shares should trade one year forward from today. Our 
consolidated target is the result of the sum of our $14 target for the regulated 
business and our $21 target for the merchant competitive business.

Risks

Regulated rate base growth risk — Our current rate base profile implies ~6% 
rate base growth from 2009 to 2013E. If our rate base growth projections are 
too aggressive and Constellation is unable to meet our expectations, the 
earnings and stock price could be materially impacted and fail to achieve our 
target. Conversely, if rate base growth for Constellation exceeds our estimates, 
the stock may materially outperform and exceed our projections and target.

Liquidity risk from merchant Customer Supply hedges. Retail power sales when 
not matched with generation may lead to significant collateral swings when gas 
and power prices vary materially. Only 60% of Constellation's customer supply 
load is matched by generation.

Regulatory risk affecting merchant Generation business in Maryland. In 2009 
Maryland Governor O'Malley proposed legislation to re-regulate Maryland's 
power generation but the proposal did not pass. The Governor continues to 
promote re-regulation and has asked the Public Service Commission to order 
new electricity generation to be built in Maryland. The new generation would be
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built under a traditional rate regulated cost of service basis. It is unclear how or 
if the PSC will implement this request by the governor. But if the PSC were to 
issue a request for proposal (RFP) we would expect fears of incremental 
capacity coming online could result in lower energy and capacity prices in 
Maryland.

Commodities price risk affecting merchant Generation. If natural gas prices fall 
(rise), wholesale power prices will likely fall (rise), limiting (raising) dark 
spreads. Constellation is inherently a long natural gas position since natural 
gas generation sets the price of power in its key coal generation markets. If 
forward natural gas prices fall significantly from current prices, Constellation 
might have to re-contract at incrementally lower margins.

Environmental regulation risk on merchant Generation. Environmental 
regulations are expected to tighten in the near future. EPA is planning to issue 
new SOX, NOX, Particulate Matter, Mercury, and other pollutants rules between 
2010E and 2012E. Although Constellation's plants are currently complying with 
the Maryland Health Air Act, if EPA were to issue more stringent rules, some 
Constellation plants could potentially either be forced to invest in SOX 
scrubbers or retire. The main plants at risk would be the C.P. Crane and H.A. 
Wagner coal plants of~ 400 MW and ~1,000 MW respectively.
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Citigroup Global Markets Inc. is acting as a manager for the announced equity “dribble” program for PG&E Corp.

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Constellation Energy Group, Inc.. This position 
reflects information available as of the prior business day.

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of PG&E Corp, Constellation 
Energy Group, Inc., Edison International, Sempra Energy, Westar Energy.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from PG&E Corp, 
Constellation Energy Group, Inc., Edison international, Sempra Energy, Westar Energy.

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking services from 
Constellation Energy Group, Inc..

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from PG&E Corp, Constellation 
Energy Group, Inc., Edison International, Sempra Energy, Westar Energy in the past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Westar Energy, PG&E Corp, Constellation 
Energy Group, Inc., Edison International, Sempra Energy.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, 
securities-related: PG&E Corp, Constellation Energy Group, Inc., Edison international, Sempra Energy, Westar Energy.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non- 
securities-related: PG&E Corp, Constellation Energy Group, Inc., Edison International, Sempra Energy, Westar Energy.

Citigroup Global Markets Inc. or an affiliate received compensation in the past 12 months from Westar Energy.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure
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website at www.citigroupgeo.com. Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company. 
Historical disclosures (for up to the past three years) will be provided upon request.
Citi Investment Research & Analysis Ratings Distribution

Relative Rating 
Buy Hold Sell

52% 37% 11% 0% 100% 0%
45% 44% 40% 0% 44% 0%

12 Month Rating 
Buy Hold SellData cunentasof31 Dec 2010

Citi Investment Research & Analysis Global Fundamental Coverage 
% of companies in each rating category that are investment banking clients

Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings:
CIRA's stock recommendations include a risk rating and an investment rating.
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S).
Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. 
Analysts may place covered stocks “Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) affecting the 
company and/or trading in the company's securities (e.g. trading suspension). Stocks placed “Under Review" will be monitored daily by management. As soon as 
practically possible, the analyst will publish a note re-establishing a rating and investment thesis.
To satisfy regulatory requirements, we correspond Under Review to Hold in our ratings distribution table for our 12-month fundamental rating system. However, we 
reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most preferred) or 
under-performance (least preferred) versus the analyst's coverage universe over a 3 month period. The relative call may highlight 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. Absent any specific catalyst 
the analyst(s) will indicate the most and least preferred stocks in his coverage universe, explaining the basis for this short-term view. This three-month view may be 
different from and does not affect a stock's fundamental equity rating, which reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE 
ratings-distribution-disclosure rules, most preferred calls correspond to a buy recommendation and least preferred calls correspond to a sell recommendation. Any 
stock not assigned to a most preferred or least preferred call is considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure 
rules we correspond NRR to Hold in our ratings distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a 
recommendation.

For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are:Buy (1) (expected total return of 10% or more for 
Low-Risk stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk 
stocks, 0%-15% for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements 
and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research 
Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's 
expected performance and risk.
NON-US RESEARCH ANALYST DISCLOSURES
Non-US research analysts who have prepared this report (i.e., ail research analysts listed below other than those identified as employed by Citigroup Global Markets 
Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member organization and therefore 
may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public appearances and trading securities 
held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Inc Brian Chin; Faisel Khan, CFA; Hasan Doza, CFA

OTHER DISCLOSURES
The subject company's share price set out on the front page of this Product is quoted as at 07 January 2011 04:00 PM on the issuer's primary market.

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Constellation Energy Group, Inc., Edison International, Sempra 
Energy, Westar Energy. (For an explanation of the determination of significant financial interest, please refer to the policy for managing conflicts of interest which can 
be found at www.citigroupgeo.com.)

This Product has been modified by the author following a discussion with one or more of the named issuers/issuers of the named securities.

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent 
with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important 
Disclosures section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but 
not limited to, discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. 
However, it should be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication. All 
opinions, projections and estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, 
are subject to change without notice. Prices and availability of financial instruments also are subject to change without notice. Notwithstanding other departments 
within the Firm advising the companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi 
Investment Research & Analysis (CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention 
of CIRA to provide research coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods 
and capacity constraints. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any 
decision to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.
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Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid 
and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an 
investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates 
conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the 
Firm may be prohibited in certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant 
for additional details. Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information 
contained in the Product may be placed only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. Incorporated (Morgan Stanley) research reports may be 
available about the companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use 
smithbarney.com to view any available Morgan Stanley research reports in addition to CIRA research reports.
Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney LLC and 
its affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanieysmithbarney.com/researchdisclosures.
The required disclosures provided by Morgan Stanley and Citigroup Global Markets, Inc. on Morgan Stanley and CIRA research relate in part to the separate 
businesses of Citigroup Global Markets, Inc. and Morgan Stanley that now form Morgan Stanley Smith Barney LLC, rather than to Morgan Stanley Smith Barney LLC 
in its entirety. For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html.
This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by the same 
person who reviewed this research report on behalf of CIRA. This could create a conflict of interest.
The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by. The Product is 
made available in Australia through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of the ASX Group and 
regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Australia 
to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product 
advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any doubt about the suitability of investments held in 
Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their 
representatives for providing products and services to clients. The Product is made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is 
regulated by CVM - Comissao de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC - Associagao dos Analistas e Profissionais de Investimento do 
Mercado de Capitais and ANBID - Associagao Nacional dos Bancos de Investimento. Av. Paulista, 1111 - 11°andar-CEP. 01311920 -Sao Paulo - SP. If the 
Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the 
Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3. This product is available in Chile through Banchile Corredores de Bolsa 
S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is 
made available in France by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cezanne, 8eme, 
Paris, France. If the Product is made available in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia 
Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures 
Commission. If the Product is made available in Hong Kong by The Citigroup Private Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank 
Plaza, 3 Garden Road, Hong Kong. The Citigroup Private Bank and Citibank N.A. is regulated by the Hong Kong Monetary Authority. The Product is made available 
in India by Citigroup Global Markets India Private Limited, which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400­
021. The Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, 
Jakarta 12190. Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian 
residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in 
this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws 
and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances 
which constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA, 
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made available 
in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Foro Buonaparte 16, Milan, 20121, Italy. The Product 
is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities and Exchange Surveillance 
Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi Building, 1-5-1 Marunouchi, Chiyoda- 
ku, Tokyo 100-6520 Japan. If the Product was distributed by Nikko Cordial Securities Inc. it is being so distributed under license. In the event that an error is found in 
an CGMJ research report, a revised version will be posted on the Firm's Global Equities Online (GEO) website. If you have questions regarding GEO, please call (81 
3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by the Financial Services 
Commission, the Financial Supervisory Service and the Korea Financial Investment Association (KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 110-180, 
Korea. KOFIA makes available registration information of research analysts on its website. Please visit the following website if you wish to find KOFIA registration 
information on research analysts of Citigroup Global Markets Korea Securities
Ltd. http://dis.kofia.or.kr/fs/dis2/fundMqr/DISFundMqrAnalystPop.isp?companvCd2=A03030&pageDiv=02. The Product is made available in Malaysia by Citigroup 
Global Markets Malaysia Sdn Bhd, which is regulated by Malaysia Securities Commission. Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450. The Product 
is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly 
owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the 
Product is made available through Citigroup Global Markets New Zealand Ltd. (Company Number 604457), a Participant of the New Zealand Exchange Limited and 
regulated by the New Zealand Securities Commission. Level 19, Mobile on the Park, 157 Lambton Quay, Wellington. The Product is made available in Pakistan by 
Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, 
P.O. Box 4889, Karachi-74200. The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which 
is regulated by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in Poland by Dorn Maklerski 
Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dorn Maklerski Banku Handlowego S.A. 
ul.Senatorska 16,00-923 Warszawa. The Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities 
in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in 
accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any information contained in the Product shall be
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considered as advertising the securities mentioned in this report within the territory of the Russian Federation or outside the Russian Federation. The Product does 
not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the 
Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a 
Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore. 1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192. The 
Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., Singapore branch, a licensed bank in Singapore that is regulated by 
Monetary Authority of Singapore. Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) 
and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, 
South African Reserve Bank and the Financial Services Board. The investments and services contained herein are not available to private customers in South 
Africa. The Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 29 Jose 
Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain. The Product is made available in Taiwan through Citigroup Global Markets Taiwan Securities Company Ltd., 
which is regulated by Securities & Futures Bureau. No portion of the report may be reproduced or quoted in Taiwan by the press or any other person. 14 and 15F, No. 
1, Songzhi Road, Taipei 110, Taiwan. If the Product is related to non-Taiwan listed securities, neither the Product nor any information contained in the Product shall 
be considered as advertising the securities or making recommendation of the securities. The Product is made available in Thailand through Citicorp Securities 
(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 
10500, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower, Eski Buyukdere Caddesi 
# 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets Limited, DIFC branch 
("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial Services Authority ("DFSA" to 
Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A distribution of the different CIRA 
ratings distribution, in percentage terms for Investments in each sector covered is made available on request. Financial products and/or services to which the 
Materials relate will only be made available to Professional Clients and Market Counterparties. The Product is made available in United Kingdom by Citigroup Global 
Markets Limited, which is authorised and regulated by Financial Services Authority. This material may relate to investments or services of a person outside of the UK 
or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this 
material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The Product is made available in United States by Citigroup Global Markets Inc, which 
is regulated by FINRA and the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU 
Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.
Pursuant to Comissao de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship with the 
subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a commercial relationship 
with the subject company.
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of publication 
or distribution of investment research. The policy applicable to CIRA's Products can be found at www.citigroupgeo.com.
Compensation of equity research analysts is determined by equity research management and Citigroup’s senior management and is not linked to specific 
transactions or recommendations.
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to be 
construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get back less 
than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount invested. Certain 
investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject to change. If in doubt, 
investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other risks associated with a particular 
transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking account of the objectives, 
financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice, having 
regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant offer document for 
the product and consider it before making a decision as to whether to purchase the product.
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