CA PUC meetings reasonable;
prefer EIX over PCG

CA regulators reasonable despite San Bruno pressures

Last week, we met with four of the five CPUC commissioners as well as several
other PUC members. Significant public pressure in the wake of the San Bruno

explosion is clearly weighing on the agency. Nonethless, the commissioners

remain focused on the large infrastructure needs in the state to meet the 33%
renewable standard and increased safety/reliability, as well as the importance of

healthy utilities to implement this. Gov Brown has given a consistent message to
the new commissioners: the 33% renewable standard is a floor, not a ceiling.

San Bruno impacts...

San Bruno has clearly heightened the PUC focus on safety going forward — not
just in the gas business but in all other areas. This may result in the PUC tracking
rate case spending more closely, but may also create new investment
opportunity. For PCG, San Bruno is a huge overhang on the company with
several proceedings pending that could result in penailties and higher direct
spending. At some point, PCG will see ratebase growth to enhance its gas
system, but the transition from shareholder-funded spend fo fix San Bruno to
ratepayer-funded spend to achieve best-in-class safety is still uncertain.

ROE and other issues

On the cost of capital case in 2012, the commissioners generally noted that CA
ROEs are on the higher end and will likely trend down, but not likely to industry
averages recognizing the large investment need in the state. We continue to
assume a 50bp reduction in 2013. On President Peevey, the Governor has
indicated that he would like him there until at least the end of 2011. However, itis
possible that one of the three new Comms might be named President afterward.

Prefer EIX to PCG to play California

We are upgrading EIX to Buy from Neutral after our CA trip. We see it as the
best way to play the ratebase growth opportunities in CA. At this point, we would
rather deal with the uncertain future of Edison Mission than the political/financial
risk from San Bruno, and SCE trades at a lower embedded valuation than PCG.
ElX’s general rate case is a year behind PCG’s, but we believe a settlement or
reasonable outcome is likely.

PCG in the crosshairs though stock reflects it

Several commissioners mentioned that PCG will not be treated harsher than the
other utilities due to San Bruno and our sense was that the GRC would likely be
adopted. Nonetheless, there is clear concern on PCG’s gas business operations
and upcoming reports on San Bruno causes could be adverse. We have updated
our estimates and price target to reflect higher San Bruno costs and a worse cost
of capital decision. Even so, the stock valuation more than reflects these issues.
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Last week, we met with four of the five
CPUC commissioners as well as several
other PUC members. Significant public
pressure in the wake of the San Bruno
explosion is clearly weighing on the
agency.

The current Oll is expected to be done
this year and will likely result in fines for
PCG. We note that previous fines from
the CPUC have been in the $20-$30M
range, however if is unclear how large
the PCG fine will be.

We have updated our estimates and price
target to reflect higher San Bruno costs
and a worse cost of capital decision.
Even so, the PCG stock valuation more
than reflects these issues.

Electric Utilities and Competitive Power

Highlights from California meetings

Last week, we met with four of the five CPUC commissioners (Ferron, Florio,
Sandoval and Simon) as well as several other PUC members. Significant public
pressure in the wake of the San Bruno explosion is clearly weighing on the
agency. However, outside of that, we still believe California remains a
constructive regulatory environment with above average rate base growth at the
utilities. In particular, the commissioners mentioned the need for healthy utilities
to achieve the state’s ambitious renewables targets.

San Bruno impacts...

San Bruno has clearly heightened the PUC focus on safety going forward — not
just in the gas business but in all other areas. The San Bruno accident has
turned the spotlight on the PUC, and it may take awhile for the PUC and PG&E to
regain its credibility. One of the commissioners commented on the negative
publicity the CPUC has gotten as a result of San Bruno, and feels that the CPUC
has its back against the wall. Moreover, many commissioners emphasized the
need for utilities to honor the public contract, that is to provide safe and reliable
service, not just focus on compliance.

Next steps in San Bruno include a hearing on the show cause order and
stipulation on Monday, April 11, 2011. It is unclear whether the stipulation in the
current form will be passed, as some commissioners believe the $3M fine ($6M
all-in) could be too low. The CPUC independent investigation is due in May and
will likely include tough recommendations for all California utilities on safety. A
final NTSB report is expected in August or September 2011, which will also give
recommendations.

Sempra (SRE) is expected to file its gas records on April 15, 2011. From current
indications it appears that SRE will compare favorably to PCG, further increasing
the pressure on PCG to improve its operations.

The current Order Instituting Investigation (Oll) is expected to be done this year
and will likely result in fines for PCG. We note that previous fines from the CPUC
have been in the $20-$30M range, however it is unclear how large the PCG fine
will be. One commissioner commented that he/she would need to see a
substantial penalty to clear the air and move on to a discussion of safety.

At some point, PCG will see rate base growth to enhance its gas system, but the
transition from shareholder-funded spend to fix San Bruno to ratepayer-funded
spend to achieve best-in-class safety is still uncertain.

PCG in the crosshairs though stock reflects it

Several commissioners mentioned that PCG will not be treated harsher than the
other utilities due to San Bruno and our sense was that the GRC would likely be
adopted. Nonetheless, there is clear concern on PCG’s gas business operations
and upcoming reports on San Bruno causes could be adverse. We have updated
our estimates and price target to reflect higher San Bruno costs and a worse cost
of capital decision. Please see our note on “Quantifying San Bruno risks”. Even
s0, the stock valuation more than reflects these issues.
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The commissioners remain focused on the
large infrastructure needs in the state to
meet the 33% renewable standard and
increased safety/reliability, as well as the
importance of healthy utilities to
implement this.

On the cost of capital case in 2012, the
commissioners generally noted that CA
ROEs are on the higher end and will likely
trend down, but not likely to industry
averages recognizing the large investment
need in the state. We continue to assume
a 50bp reduction in 2013,

Electric Utilities and Competitive Power

Rate base investments

The commission continues to support strong rate base growth at the ultilities,
particularly for safety and reliability and renewables growth. Renewables
investments will likely be both utility owned generation, competitive PPAs along
with increased transmission growth. The California State Assembly recently
passed SB 2X1, which mandates that 33% of the state’s power come from
renewables by 2020. This is the most ambitious renewable standard in the
country. Moreover, Governor Brown has communicated fo his newly appointed
Commissioners (Ferron, Florio, Sandoval) that 33% is a floor not a ceiling.

Many of the commissioners also mentioned the need to consider affordability
when considering such large investments. We believe there will be some
increased focus on renewable PPAs and targeting them to be more competitive.

In addition, many of the commissioners want a more complete feedback loop on
where money allocated in rate cases is ultimately spent. We believe we may see
additional filings from utilities in between rate cases providing updates to the
CPUC on capital spend.

Bonus D&A case seems to be moving in right direction

There is currently an open proceeding to address how the bonus D&A tax
benefits will be utilized by the California utilities. We believe this case is moving in
the right direction, with most commissioners supportive of the status quo.
Currently utilities spend the bonus D&A on additional investments that offsets the
hit to rate base in latter years from increased deferred taxes.

Cost of capital cases in 2012

On the cost of capital case in 2012, the commissioners generally noted that CA
ROEs are on the higher end and will likely trend down, but not likely to industry
averages recognizing the large investment need in the state. We continue to
assume a 50bp reduction in 2013. That said, all of the commissioners expressed
support for the three year cost of capital mechanism; to this end, we expect the
current mechanism tfo stay in place.

Performance mechanisms in ROEs?

A few of the commissioners mentioned including incentives in ROEs for
performance. In our view the CPUC may propose a performance adjustor for
reliability, safety and or management performance in the ROE calculations.

Update on CPUC Commissioners, Pres. Peevey
As a reminder, Commissioners Ferron, Florio and Sandoval need fo still be
confirmed by the Senate. As both Governor Brown is a Democrat and the CA
Senate has a Democratic majority, confirmations are not expected until year end
2011. We remain watchful, as pending confirmations could impact their behavior.

Governor Brown has asked President Peevey fo stay on at least through the end
of 2011. In the past, new governors have named their commission appointments
as President after having served for a year. Post year end, it is possible that Gov
Brown may name one of the three new commissioners as President in 2012. If this
is the case we would expect President Peevey to step down shortly thereafter,
allowing Governor Brown to appoint a new CPUC member early in 2012.

The CPUC is now operating under new Bagley-Keene rules that limit
communications among Commissioners. As a result of this, many commissioners
may only be able to discuss items together at public meetings, which we believe
may result in some modest delays in coming to a consensus on some issues.
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Investment thesis

Edison International

Edison International’'s (EIX) utility, Southern California Edison (SCE), is a top
growing utility in a constructive regulatory environment. This growth is currently
muddled by a volatile and deteriorating earnings situation at Edison Mission
Energy (EME), EIX's power generation company. However, we believe EME
concerns are priced into the stock and see attractive utility valuation at these
levels. Buy.

Price objective basis & risk

Edison International (EIX)

Our EIX price objective is $43. We value SCE at $43/share, based on 12.5x
2013E earnings, in-line with the regulated industry average. We see zero equity
value at EME at current power prices even before adding environmental capex at
the coal plants. For EME, in our view, the company cannot be worth negative
value to ElIX, but we also see a slim chance of material positive value barring a
dramatic power market recovery. The downside risk for EIX is an unforeseen
negative turn in California regulation. On the upside, a strong power market
recovery could cause EME to be worth more than we currently expect.

PGE&E Corporation (PCG)

Our $48 price objective assumes an average P/E of 12.5x 2013E earnings, in line
with the regulated utility average. Risks to our outlook are: 1) liability related to
the San Bruno explosion, 2) approval of the settlement in the 2011 general rate
case and 3) Any unforeseen changes to California regulation.

Link to Definitions
Energy

Click here for definitions of commonly used terms.

Analyst Certification

|, Steve Fleishman, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers.

| also certify that no part of my compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or view expressed in this
research report.
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Electric Utilities and Competitive Power
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Important Disclosures

PCG Price Chart
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Prior to May 31, 2008, the investment opinion system included Buy, Neutral and Sell. As of May 31, 2008, the investment opinion system includes Buy, Neutral and Underperform. Dark Grey shading indicates that a security is restricted with the
opinion suspended. Light grey shading indicates that a security is under review with the opinion withdrawn. The current investment opinion key is contained at the end of the report. Chartis cument as of March 31, 2011 or such later date as
indicated.
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Investment Rating Distribution: Energy Group (as of 01 Apr 2011)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 152 56.93% Buy 90 64.29%
Neutral 65 24 34% Neutral 26 50.98%
Sell 50 18.73% Sell 17 38.64%
Investment Rating Distribution: Utilities Group (as of 01 Apr 2011)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 77 42.08% Buy 33 4783%
Neutral 53 28.96% Neutral 33 68.75%
Sell 53 28.96% Sell 18 38.30%
Investment Rating Distribution: Global Group (as of 01 Apr 2011)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 2009 53.66% Buy 912 49.89%
Neutral 955 25.51% Neutral 439 50.93%
Sell 780 20.83% Sell 257 3511%

* Companies in respect of which BofA Merrill Lynch or one of its affiliates has received compensation for investment banking services within the past 12 months. For purposes of this
distribution, a stock rated Underperform is included as a Sell.

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

Investment rating Total return expectation (within 12-month period of date of initial rating) Ratings dispersion guidelines for coverage cluster*

Buy = 10% < 70%
Neutral = 0% < 30%
Underperform N/A = 20%

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

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

Price charts for the securities referenced in this research report are available at http://pricecharts.ml.com, or call 1-800-MERRILL to have them mailed.

MLPF&S or one of its affiliates acts as a market maker for the equity securities recommended in the report: Edison Infl, PG&E Corp., Sempra Energy.

MLPF&S or an affiliate was a manager of a public offering of securities of this company within the last 12 months: Edison Intl.

The company is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: Edison Intl, PG&E Corp., Sempra
Energy.

MLPF&S or an affiliate has received compensation from the company for non-investment banking services or products within the past 12 months: Edison Int,
PG&E Corp., Sempra Energy.
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The company is or was, within the last 12 months, a non-securities business client of MLPF&S and/or one or more of its affiliates: Edison intl, PG&E Corp.,
Sempra Energy.

MLPF&S or an affiliate has received compensation for investment banking services from this company within the past 12 months: Edison intl, PG&E Corp.,
Sempra Energy.

MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company or an affiliate of the company
within the next three months: Edison Intl, PG&E Corp., Sempra Energy.

MLPF&S together with its affiliates beneficially owns one percent or more of the common stock of this company. If this report was issued on or after the 10th day
of the month, it reflects the ownership position on the last day of the previous month. Reports issued before the 10th day of a month reflect the ownership position at
the end of the second month preceding the date of the report: PG&E Corp., Sempra Energy.

MLPF&S or one of its affiliates is willing 1o sell o, or buy from, clients the common equity of the company on a principal basis: Edison Intl, PG&E Corp., Sempra
Energy.

The company is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: Sempra
Energy.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Bank of
America Corporation, including profits derived from investment banking revenues.

MLPF&S is affiliated with an NYSE Designated Market Maker (DMM) that specializes in one or more securities issued by the subject companies. This affiliated
NYSE DMM makes a market in, and may maintain a long or short position in or be on the opposite side of orders executed on the Floor of the NYSE in connection
with one or more of the securities issued by these companies: PG&E Corp.

Other Important Disclosures

MLPF&S or one of its affiliates has a significant financial interest in the fixed income instruments of the issuer. If this report was issued on or after the 10th day of
a month, it reflects a significant financial interest on the last day of the previous month. Reports issued before the 10th day of a month reflect a significant financial
interest at the end of the second month preceding the date of the report: PG&E Corp., Sempra Energy.

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

BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://iwww.ml.com/media/43347.pdf.

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

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

MLPF&S distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch
(France): Merrill Lynch Capital Markets (France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd., Frankfurt Branch; Merrill Lynch (South Africa):
Merrill Lynch South Africa (Pty) Ltd.; Merrill Lynch (Milan): Merrill Lynch Intemational Bank Limited; MLI (UK): Merrill Lynch International; Merrill Lynch (Australia):
Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte
Ltd.; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill
Lynch Argentina SA; Merrill Lynch (Japan): Merrili Lynch Japan Securities Co., Ltd.; Merrill Lynch (Seoul): Merrill Lynch International incorporated (Seoul Branch);
Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch
Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited, Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim
Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International, Dubai Branch; MLPF&S (Zlrich rep. office): MLPF&S incorporated Zlrich representative office;
Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.A.S.V.; Merrill Lynch (Brazil): Banco Merrill Lynch de Investimentos S.A.

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

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

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

General Investment Related Disclosures:

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

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

This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the company or the
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