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Key Takeaways

B Costof capitalis the key near-terminvestorfocus

Commissioner Florio stated that he supports the current cost of capital
methodology and the dynamic element of the COC process, but “doesn’t want
massive rate increases if we can avoid it.” Further, he admits that he hasn’t
looked specifically at it [sic: COC] recently, and that the state’s allowed ROE of
11.35% is “pretty high.” Examining the state’s relative risk profile, he asks why
a state with a long standing history of decoupling and full fuel/PPA recovery
should authorize a premium ROE relative to peers. The COC proceeding, which
unilaterally sets allowed returns and is bifurcated from general rate case
proceedings, is slated to be taken up for consideration in the middle of 2012.

B PG&E rate case decision near?

An ALJ and alternate PD are currently being worked on for potential release
next week suggesting at least mid-March before the commission can consider
PCG’s pending settlement. The alternate PD is expected to discuss ratemaking
treatment for PCGs’ legacy meters as it migrates towards smart meters, likely
leaving intact the existing settlement with parties. The ALJ decision and the
proposed alternate must be submitted simultaneously and statute requires a 30
day gestationperiod before the CPUC can render a decision.

B Renewables ratebasing remains an option, but with a twist

The utilities are being given the option to ratebase up to 8.25% of the 33% RPS
requirement contemplated in SB 2x, which is currently weaving its way through
the legislature. Traditional cost of service ratemaking will be the hurdle in
approving such requests, but this method provides an avenue for the CPUC to
remain educated on the cost structure of renewables when considering PPA
options. The CPUC remains keenly concerned about the disconnect between
lower cost structures for renewables (i.e. lower solar module pricing) without a
commensurate decline in PPA pricing. Finally, CPUC officials described
slowing the pace of PPA announcements in an attempt to not stir up increased
competition and in light of nominally contracting for all 33% for the 2020, with
fully nine years left to achieve the target. Commissioner Florio indicated that
future contracts will face greater scrutiny for approval. Further, despite the
current pricing/cost mismatch with existing PPAs, Florio noted that it is a
dangerous road to try to abrogate existing contracts.

B Pipeline safety is key issue for next several years

The San Bruno pipeline explosion is causing heightened awareness of the state’s
aging infrastructure. PCG is expected to be allowed to recover future pipeline
safety-related investments but it will be subject to significant oversight. All
costs for the San Bruno pipeline explosion are expected to be taken up in PCG’s
next general rate case (2014); at this time, there is no discussion of creating
interim balancing accounts.

CPUC officials suggested the gas transmission and storage (GTS) ratemaking
proceeding would likely see a PD issued soon, likely leaving intact the existing
settlement with parties. A final vote on this issue is tentatively being targeted
for the commission meeting on March 24" On the safety side of the GTS case,
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a PD is expected in late March (with a corresponding commission vote in April).
Given the limited scope/filings on this side of the GTS case, we believe the
CPUC will choose to open a generic rulemaking docket (OIR/OI) to evaluate
future investment and practices in pipeline safety; specifically, we believe the
utilities will be afforded less flexibility to re-allocate authorized capital away
from maintenance work.

B Hintsof a changein leadership

During our meeting, Commissioner Florio suggested he could take over as case
officer of the San Bruno pipeline investigation from Chairman Peevey. This
suggests to us that Chairman Peevey may in fact be starting the first of a series
of docket reassignments so he can transition out of the commission. We
discussedthis possibilityin our note entitled Cruisin’ Californiadated December
9,2010.

B Who is No. 57

The timing of the fifth and final commissioner appointment by Governor Brown
remains a closely guarded secret. However, based upon our discussions today,
we continue to believe that former CEC commissioner John L. Geesman is near
or at the top of the short list. While Mr. Geesman brings a wealth of financial
and energy experience (banker and CEC commissioner), we note that he has
been an outspoken critic of the state’s utilities. All parties at the CPUC
expressed a uniform desire to see a decision made swiftly to allow for a return to
business as usual, and specifically for outstandingcases to be delegated.

B No foxes in the hen house

Commissioner Florio confirmed that he will recuse himself from all pending
proceedings that are before the CPUC that he presided over given his recent
history as the senior attorney for TURN (the Utility Reform Network) or until
those issues have been decided. He is then free to participate on subsequent
proceedings as there is no state of limitations before he is allowed to participate.

B Potential for SDG&E rate case to be delayed

Given the substantial workload involved with concurrently processing both the
SCE and SDG&E general rate cases, we believe the schedule on the SDG&E
case could yet be staggered by a 5-6 month period allowing for interveners to
appropriately review each case. While this could potentially have a near-term
cash flow impact, we believe GRC rates would remain retroactive, per usual
practice, to Jan 1% 2012 for both cases.

B Smart meters could regain focus

We believe the focus of late on the complexity of PG&E’s dynamic pricing
could lead to renewed headline risk related to the Smart meter deployment in
California. PG&E tentatively plans to put in place dynamic rates for its
commercial and industrial customers on November 1. Ultimately, we believe
more steady seasonal Time-of-Use (TOU) rates will be adopted as a transition
plan for all customers. While simplifying the process, a shift to a more basic
TOU program would reduce the ultimate benefits of the meters. DRA cited
roughly 65% of the cost of smart meters was recoverable through immediate
cost offsets, with the balance to be achieved from more efficient energy usage.
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B Energy Efficiency incentives could yet evolve

All parties at the CPUC seemingly agreed that the current approach to EE led to
inefficient debate and metric targeting, rather than focusing on real reductions.
Several parties honed in on the need to more effectively incorporate the private
sector into EE, rather than leaning on the state IOUs to more effectively achieve
targets. Further, parties remained focused on reducing the complexity of the EE
incentive program, with Commissioner Florio citing the success of its natural
gas hedgingincentive program as an approach to emulate.

For additional details, please see our notes dated December 9, 2010, entitled
“Cruisin’ Cdlifornia,” January 21, 2011, “CPUC End Game Begins”, and
February 11, 2011, “California’s Renewable Nuggets” for additional
informationon Californiaregulatory and legislative matters.

m Statement of Risk

Risks for Utilities and Independent Power Producers (IPPs) primarily relate to
volatile commodity prices for power, natural gas, and coal. Risks to IPPs also
stem from load variability, and operational risk in running these facilities. Rising
coal and, to a certain extent, uranium prices could pressure margins as the fuel
hedges roll off Competitive Integrateds. Further, IPPs face declining revenues as
in the money power and gas hedges roll off. Other non-regulated risks include
weather and for some, foreign currency risk, which again must be diligently
accounted in the company’s risk management operations. Major external factors,
which affect our valuation, are environmental risks. Environmental capex could
escalate if stricter emission standards are implemented. We believe a nuclear
accident or a change in the Nuclear Regulatory Commission/Environment
Protection Agency regulations could have a negative impact on our estimates.

Risks for regulated utilities include the uncertainty around the composition of
state regulatory Commissions, adverse regulatory changes, unfavorable weather
conditions, variance from normal population growth, and changes in customer
mix. Changes in macroeconomic factors will affect customer additions/
subtractions and usage patterns.
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m Analyst Certification

Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer
that the analyst covered in this report: (1) all of the views expressed accurately
reflect his or her personal views about those securities or issuers; and (2) no part
of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the
research report.
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Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and
affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product;
historical performance information; and certain additional disclosures concerning UBS research recommendations,
please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is
not a reliable indicator of future results. Additional information will be made available upon request. UBS Securities Co.
Limited is licensed to conduct securities investment consultancy businesses by the China Securities Regulatory
Commission.

UBS Investment Research: Global Equity Rating Allocations

UBS 12-Month Rating Rating Category Coverage' IB Services’
Buy Buy 49% 40%
Neutral Hold/Neutrai 42% 35%
Sell Sell 8% 21%
UBS Short-Term Rating Rating Category Coverage3 IB Services®
Buy Buy less than 1% 14%
Sell Sell less than 1% 0%

1:Percentage of companies under coverage globally within the 12-month rating category.

2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within
the past 12 months.

3:Percentage of companies under coverage globally within the Short-Term rating category.

4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided
within the past 12 months.

Source: UBS. Rating allocations are as of 31 December 2010.
UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating Definition

Buy FSR is > 6% above the MRA.

Neutral FSR is between -6% and 6% of the MRA.

Sell FSR is > 6% below the MRA.

UBS Short-Term Rating Definition

Buy Buy: Stock price expected to rise within three months from the time the rating was assigned

because of a specific catalyst or event.

Sell: Stock price expected to fall within three months from the time the rating was assigned

Sell because of a specific catalyst or event.

UBS6

SB GT&S 0015703


http://www.ubs.com/disclosures

Electric Utilities & IPPs 15 February 2011

KEY DEFINITIONS

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12
months.

Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a
forecast of, the equity risk premium).

Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are
subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation.
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any
change in the fundamental view or investment case.

Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES

UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management,
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell:
Negative on factors such as structure, management, performance record, discount.

Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating.
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in
the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a
research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if any,
follows.

UBS Securities LLC: Jim von Riesemann; Julien Dumoulin-Smith; Stephen Chin; Ronald J. Barone; Christopher P. Sighinolfi,
CFA; Mahavir Sanghavi; David Eads.

Company Disclosures
Company Name Reuters  12-mo rating Short-term rating Price Price date
PG&E Corporation”* %% PCG.N Neutral N/A US$46.21 14 Feb 2011
Sempra Energy® * > 8 8b-6c. 7,16, 22 SRE.N Buy N/A US$53.09 14 Feb 2011

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing
date

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of
this company/entity or one of its affiliates within the past 12 months.

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services
from this company/entity within the next three months.

Ba. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking
services are being, or have been, provided.

6b. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-investment
banking securities-related services are being, or have been, provided.

6c¢. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-securities
services are being, or have been, provided.

7. Within the past 12 months, UBS Securities LLC has received compensation for products and services other than
investment banking services from this company/entity.

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.

22. UBS AG, its affiliates or subsidiaries held other significant financial interests in this company/entity as of last month’s end

(or the prior month’s end if this report is dated less than 10 working days after the most recent month’s end).

UBs7

SB GT&S 0015704



Electric Utilities & IPPs 15 February 2011

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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Note: On August4, 2007 UBS revised its rating system. (See 'UBS InvestmentResearch: Global Equity Rating Definitions'table
for details). From September 9, 2006 through August 3, 2007 the UBS ratings and their definitions were: Buy 1 = FSR is > 6%
above the MRA, higher degree of predictability; Buy 2 = FSR is > 6% above the MRA, lower degree of predictability; Neutral 1 =
FSR is between -6% and 6% of the MRA, higher degree of predictability; Neutral 2 = FSR is between -6% and 6% of the MRA,
lower degree of predictability; Reduce 1 = FSR is > 6% below the MRA, higher degree of predictability; Reduce 2 = FSR is > 6%
below the MRA, lower degree of predictability. The predictability level indicates an analyst's conviction in the FSR. A
predictability level of '1' means that the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities.
A predictability level of '2' means that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities.
From October 13, 2003 through September 8, 2006 the percentage band criteria used in the rating system was 10%.
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Global Disclaimer

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, UBS AG is
referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitied by applicable law. Nothing in this report constitutes a repr n that any invest 1 strategy or
recommendation contained herein is suitable or appropriate to a recipient's individual circumstances or otherwise constitules a personal recommendation. It is published solely for information
purposes, it does not constitute an advertisement and is not fo be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No
representation or warranty, either express or implied, is provided in relation to the accuracy, compleieness or reliability of the information contained herein, except with respect to information
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any invest 1 losses. Inv ts involve risks and investors should
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Past performance is not
necessarily a guide to future performance. The value of any investment or income may go down as well as up and you may not get back the full amountinvested. Any opinions expressed in this
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria.
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions.
Different assumptions could result in materially different results. The analysi(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein. UBS relies
on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, unils, groups or affiliates of UBS. The compensation of the analyst who
prepared this report is determined exclusively by research management and senior management (not including investment banking). Analystcompensation is not based on investmentbanking
revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and
trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response {o fluctuations in interest rates
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security
or related instrument mentioned in this report. For investment advice, frade execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its
affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. For financial
instruments admitted to frading on an EU regulated market: UBS AG, its affiliates or subsidiaries {(excluding UBS Securities LLC and/or UBS Capital Markels LP) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instrumenis of the issuer save that where the activity of liquidity provider is carried out in
accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report. UBS and its affiliates and
employees may have long or short positions, trade as principal and buy and sell in instruments or derivatives identified herein.

Any prices stated in this report are for information purposes only and do not represent valuations for individual securities or other instruments. There is no repr on that any I on
can or could have been effected at those prices and any prices do not necessarily reflect UBS'’s internal books and records or theoretical model-based valuations and may be based on certain
assumptions. Different assumptions, by UBS or any other source, may yield substantially different results.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, 1o persons who are eligible
counterparties or professional clients and is only available to such persons. The information contained herein does not apply to, and should not be relied upon by, retail clients. UBS Limited is
authorised and regulated by the Financial Services Authority (FSA). UBS research complies with all the FSA requiremenis and laws concerning disclosures and these are indicated on the
research where applicable. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS Securities France S.A. is regulated by the Autorité des
Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to have been prepared by UBS Securities France S.A.
Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS D d AG. UBS D d AG is regulated by the Bundi talt fur Finanzdienstlei: i
{BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities Espafia SV, SA. UBS Securities Espafia SV, SA is regulated by the Comision Nacional del
Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS Limited. Russia: Prepared and distributed by UBS Securities CJSC.
Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS ltalia Sim S.p.A.. UBS ltalia Sim
S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale per le Societa e la Borsa (CONSOB). Where an analyst of UBS ltalia Sim S.p.A. has contributed 1o this report, the
report is also deemed 1o have been prepared by UBS lialia Sim S.p.A.. South Africa: UBS South Africa (Ply) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the
South African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Ply) Limited is an authorised Financial Services Provider. Details of its postal and physical address
and a list of its directors are available on request or may be accessed at hitp:www.ubs.co.za. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial
Services Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer {a 'non-US affiliate'), to major US institutional investors only.
UBS Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC
or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this report must be effected through UBS Securities LLC or UBS Financial Services Inc., and not
through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its
financial condition and a list of its directors and senior officers will be provided upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed by UBS Securities
Pte. Ltd [mica (p) 039/11/2009 and Co. Reg. No.: 198500648C}] or UBS AG, Singapore Branch. Please contact UBS Securities Pte Lid, an exempt financial advisor under the Singapore
Financial Advisers Act {(Cap. 110); or UBS AG Singapore branch, an exempt financial adviser under the Singapore Financial Advisers Act{Cap. 110) and a wholesale bank licensed under the
Singapore Banking Act (Cap. 19) regulated by the Monetary Authorily of Singapore, in respect of any matters arising from, or in connection with, the analysis or report. The recipient of this
report represent and warrant that they are accredited and institutional investors as defined in the Securities and Futures Act (Cap. 289). Japan: Distributed by UBS Securities Japan Lid to
institutional investors only. Where this report has been prepared by UBS Securities Japan Ltd, UBS Securities Japan Ltd is the author, publisher and distributor of the report. Australia:
Distributed by UBS AG (Holder of Australian Financial Services License No. 231087) and UBS Securities Australia Lid (Holder of Australian Financial Services License No. 231098) only to
'Wholesale' clients as defined by s761G of the Corporations Act 2001. New Zealand: Distributed by UBS New Zealand Ltd. An investment adviser and investment broker disclosure statement
is available on request and free of charge by writing to PO Box 45, Auckland, NZ. Dubai: The research prepared and distributed by UBS AG Dubai Branch, is intended for Professional Clients
only and is not for further distribution within the Uniled Arab Emirates. Korea: Distributed in Korea by UBS Securities Pte. Lid., Seoul Branch. This report may have been edited or contributed
to from time to time by affiliates of UBS Securities Pte. Lid., Seoul Branch. Malaysia: This material is authorized to be distributed in Malaysia by UBS Securities Malaysia Sdn. Bhd (253825-
x).India : Prepared by UBS Securities India Private Lid. 2/F,2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai {India) 400051. Phone: +912261556000 SEBI
Registration Numbers: NSE {Capital Market Segment): INB230951431 , NSE (F&O Segment) INF230951431, BSE (Capital Market Segment) INB0O10951437.

The disclosures contained in research reports produced by UBS Limited shall be governed by and construed in accordance with English law.

UBS specifically prohibits the redistribution of this material in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this
respecl. Images may depict objects or elements which are protected by third party copyright, trademarks and other intellectual property rights. © UBS 2011. The key symbol and UBS are
among the registered and unregistered trademarks of UBS. All rights reserved.
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