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6 > weeks - PCG in settlement discussions

The CPUC staff indicated that PCG is in active settlement discussions with key
parties regarding the San Bruno pipeline explosion from September 2010. A
global settlement including the OII and OIR is preferred and the next six weeks
are critical in the negotiation process. Why? An ALJ recommendation in PCG’s
pipeline safety enhancementplan (PSEP) is due on August 6 and any agreement
needs to be reached prior to this date to avoid the litigated route. It should be
noted that PCG acknowledged that they were in discussions and that they would
like a global settlement (this is not new), but the company would not comment
beyond that. The key parties to the settlement discussion appear to be: the cities
of San Bruno and San Francisco; the CPUC Consumer Protection and Safety
Division (CPSD); the CPUC Department of Ratepayer Advocate (DRA); and
The Utility Reform Network (TURN).

While we learned little on the specifics of the settlement discussion from the
CPUC, our understanding is the overarching theme around the negotiations is
that any “fine” will be used primarily to rebuild PCG’s gas transmission
infrastructure — the key task at hand, in our view — rather than feeding the state’s
coffers through some large monetary penalty followed by how much of the
transmission infrastructure spend should be shareholder borne versus customer
borne. The obvious issue is to separate the old ills from the new improvements
and this is where the negotiation becomes challenging.

We believe the discussion will center around what constitutes the fine and how
much of previously committed and unrecovered spend, e.g., the $200MM per
year for 2012 and 2013 plus certain PSEP costs, may be considered to be part of
the fine. We think the range of potential outcomes is wide, but one issue we
believe all sides will need to consider is what the financial ramifications to PCG
are. The CPUC staff and other parties have engaged financial consultants to
examine the potential financial ramifications of a settlement are to the company.
Under consideration: lower returns, disallowances. Our unanswered question is
whether a settlement will allow PCG to eventually recover on any of this spend.

The CPSD, in our view, is a critical component to the settlement process and it
is clear to us the CPSD will need to be fully on board with any settlement, even
if the others are not. That said, we believe a key issue will be getting the
recently named head of the CPSD, General Jack Hagan, comfortable with the
settlement agreement. This may be his first real decision and arguably, may be
one of the more visible ones the CPSD division will make and one with lasting
consequences. It should be noted that the state is serious about consumer safety
and the pending budget bill has a rider adding 40 new staffers to the CPUC, 24
of which will be added to the safety division alone.

Presuming there is a settlement, a final decision is still unlikely before year end
as there will be a commentary period and hearings before the CPUC renders a
decision. While the significance of the two year anniversary is not an
overarching consideration per se, the end of 2012 is. Any further delays beyond
a settled resolution suggests a fully litigated proceeding that would last well into

UBS2

SB GT&S 0211970



US Electric Utilities & IPPs 28 June 2012

2013. It is clear to us the company and the state want to put this issue behind
them.

2013 expected to ring in more change at the CPUC

The term of the lone Republican Commissioner on the CPUC, Timothy Simon,
expires at the end of the year. Gov Brown will have the opportunity to nominate
a new commissioner or reappoint Simon to the five member panel. Without
state statute requiring minority party representation, in this case Republican, it is
highly probable that the Governor continues to move the CPUC towards a more
consumer-centric commission, rather than the infrastructure developmentone of
prior years.

Separately, President Peevey’s term expires at the end of 2014 and he is
expected to serve out his term. We view him as the ballast on the commission,
having balanced both consumer and company interests. We also can envision a
scenario where he is re-nominated to the CPUC. His wife, State Senator Carol
Liu, is up for re-election this November. Previously, the widely held belief was
Peevey would step down when his wife’s term expired. The clear message we
received was that this is not the case.

Cost of Capital -~ 10.5% still appears to be reasonable

On Monday, the proposed decision in the cost of capital proceeding for the
State’s water companies was in line with the settlement that was reached in
November 2011. Our read-through for the electric’s is that there is still a
significant amount of work to be done by the electrics to justify their rates.
Executive Director Paul Clannon suggested that allowed ROEs will come down
from current levels “in terms of basis points” but not in “big drops.” This
implies to us that reasonable ranges around 10.5% appear to be still doable and
the capital structures are largely intact.

Flawed rate design in need of repair

AB 1755 is under consideration by the CA Legislature to give the CPUC the
authority to implement a fixed charge component to the consumer bill as a first
step in fixing some of the discrepancies in the state’s rate structure. California is
essentially two states, the inland empire, which is air conditioner dependent, and
along the coast, which is not. The result is essentially a de facto cross
subsidization whereby the state’s economically challenged central valley
residents are paying the highest level, or $0.38 per kWh. We expect rate design
to remain a topic of keen political interest.

SONGs outage means resource planning takes center
stage

Our biggest surprise was that the CPUC and the state is only now considering
the ramifications of a potential permanent shutdown of the San Onofre Nuclear
Generating Station (SONGs) that is currently not operating. AES” Huntington
station (previouslymothballed) will be in operation only for the summer of 2012
as it doesn’t have the necessary air permits to operate beyond this year as
they’ve been transferred to another vendor whose new plant is scheduled to
become operational in October 2013. Bottom line, more generation and
transmission is needed in the southern California region and the LA basin in
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particular; key potential sites likely to see proposals to be repowered into
CCGTs next year are AES, for Huntington Units 1 & 2 and NRG’s Encina plant.
The CPUC staff said that EIX has no prudency issues “at this time” with respect
to the SONGs outage.

Once through cooling

Any OTC requirements could likely be delayed given reliability issues and the
possibility of a permanent SONGs outage. This would have meaningful
implications for most IPP portfolios in the state — AES, DYN, GEN, and NRG

Renewables appears to be on track

The state is well on its way to meeting its 33% renewable goal by 2020 provided
the contracts that have been executed to provide renewable resources are seen
through to completion. The CPUC and PCG each confirmed the end use rate
impact is roughly a 5-7% increase, ceferis paribus, by 2020.

® 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/subtractionsand 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 were
prepared in an independent manner, including with respect to UBS, 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 51% 34%
Neutral Hold/Neutral 40% 35%
Sell Sell 9% 15%
UBS Short-Term Rating Rating Category Coverage3 IB Services®
Buy Buy less than 1% 25%
Sell Sell less than 1% 17%

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 (I1B) services were provided

within the past 12 months.

Source: UBS. Rating allocations are as of 31 March 2012.

UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month Rating

Definition

Buy
Neutral
Sell

FSR is > 6% above the MRA.
FSR is between -6% and 6% of the MRA.
FSR is > 6% below the MRA.

UBS Short-Term Rating

Definition

Buy

Sell

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

because of a specific catalyst or event.
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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.

Company Disclosures

Company Name Reuters  12-morating Short-term rating Price Price date
AES Corporation® ™ AES.N Buy N/A US$12.45 27 Jun 2012
Dynegy, Inc.'®"® DYN.N  Neutral (CBE) N/A US$0.58 27 Jun 2012
Edison Internationaf %% '® EIX.N Not Rated N/A US$45.87 27 Jun 2012
Genon Energy Inc.'® % GEN.N  Neutral (CBE) N/A US$1.70 27 Jun 2012
NRG Energy Inc."* ' NRG.N Neutral N/A US$16.55 27 Jun 2012
PGA&E Corporation”*%® PCG.N Neutral N/A US$45.19 27 Jun 2012

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.

6. 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.

13. UBS AG, its affiliates or subsidiaries beneficially owned 1% or more of a class of this company’s common equity
securities as of last month’s end (or the prior month’s end if this report is dated less than 10 days after the most recent
month’s end).

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

19. Because this company is an announced takeout candidate, UBS believes the security presents lower-than-normal risk.
We have widened its rating band to +6%/-10% compared with +6%/-6%, respectively, under the normal rating system.
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20. Because UBS believes this security presents significantly higher-than-normal risk, its rating is deemed Buy if the FSR
exceeds the MRA by 10% (compared with 6% under the normal rating system).

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

For a complete set of disclosure statements associated with the companies discussed in this report, including information on
valuation and risk, please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention:
Publishing Administration.
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Global Disclaimer

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

This document is for distribution only as may be permitted by law. Itis not directed to, or intended for distribution o or use by, any person or entity who is a citizen or resident of or located in
any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject UBS to any registration or licensing
requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial instruments or to
participate in any particular trading stralegy. No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information
contained in this document (‘the Information’), except with respect to Information concerning UBS. The Information is not inlended fo be a complete statement or summary of the securities,
markets or developments referred to in the document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice
and may differ or be contrary fo opinions expressed by other business areas or groups of UBS.

Nothing in this do constitutes a repr ion that any invest 1 strategy or recommendation is suitable or appropriate 1o an investor's individual circumstances or otherwise
constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in making their invest t decisions. The §
instruments described in the document 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. Morigage and asset-backed securities may involve a high degree of risk and may be highly volatile in response {o fluctuations in
interest rates or other market conditions. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument referred to in the document.
For investment advice, trade execution or other enquiries, clients should contact their local sales representative.

The value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past performance is not necessarily a guide to future performance.
Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising out of the use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no representation that any

transaction 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.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is based on numerous
assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales
personnel and other parties for the purpose of gathering, applying and interpreting market information. 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 document is determined exclusively by research management
and senior management {not including investment banking). Analyst compensation is not based on invest t banking re ; however, compensation may relate to the revenues of UBS
Investment Bank as a whole, of which investment banking, sales and trading are a part.

For financial instruments admitted fo frading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or liquidity provider (in
accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out in accordance with the
definition given 1o it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this document. For financial instruments admitted to trading on a non-
EU regulated market: UBS may act as a market maker save that where this activity is camried out in the US in accordance with the definition given fo it by the relevant laws and regulations, such
activity will be specifically disclosed in this document. UBS may have issued a warant the value of which is based on one or more of the financial instruments referred to in the document. UBS
and iis affiliates and employees may have long or short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be
inconsistent with the opinions expressed in this document.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties or professional clients.
UBS Limited is authorised and regulated by the Financial Services Authority (FSA). France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. 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 document, the document is also
deemed fo have been prepared by UBS Securities France S.A. Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deulschland AG. UBS Deutschland AG is
regulated by the Bund fur Finanzdi lei icht (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. No
information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments and services in the Republic of Turkey. Therefore, this
document may not be considered as an offer made or to be made o residents of the Republic of Turkey. UBS AG is not licensed by the Turkish Capital Market Board under the provisions of
the Capital Market Law {Law No. 2499). Accordingly, neither this document nor any other offering material related to the instrumenis/services may be utilized in connection with providing any
capital market services to persons within the Republic of Turkey without the prior approval of the Capital Market Board. However, according to article 15 {d) {ii) of the Decree No. 32, there is no
restriction on the purchase or sale of the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited {spolka z ograniczona odpowiedzialnoscia) Oddzial w
Polsce. 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 to this document, the document is also deemed to have been prepared by UBS lialia Sim S.p.A. South Africa: Distributed by UBS South Africa
{Pty) Limited, an authorised user of the JSE and an authorised Financial Services Provider. Israel: UBS Limited and its affiliates incorporated outside Israel are not licensed under the
Investment Advice Law. This material is being issued only o and/or is directed only at persons who are Sophisticated Investors within the meaning of the Israeli Securities Law, and this
material must not be relied or acted upon by any other persons. Whilst UBS Limited holds insurance for its activities, i does not hold the same insurance that would be required for an
investment advisor or investment marketer under the relevant Investment Advice Law Regulations. Saudi Arabia: This document has been issued by UBS AG {and/or any of its subsidiaries,
branches or affiliates), a public company limited by shares, incorporated in Switzerland with ils registered offices at Aeschenvorstadt 1, CH-4051 Basel and Bahnhofstrasse 45, CH-8001 Zurich.
This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a foreign closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial
register number 1010257812 having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh 11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the
Capital Market Authority to conduct securities business under license number 08113-37. 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 affiiate 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 document prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC
or UBS Financial Services Inc. All fransactions by a US person in the securities mentioned in this document 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 registered investment dealer in Canada and a Member-Canadian Investor Protection Fund, or by another
affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt from registration. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed
by UBS Securities Pte. Lid. [mica (p) 616/11/2011 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Ple. Lid., an exempt financial adviser 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 Authority of Singapore, in respect of any matters arising from, or in connection with, the analysis or document.
The recipients of this document 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 Co., Lid. to institutional investors only. Where this document has been prepared by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Lid. is the author, publisher and
distributor of the document. Australia: Distributed by UBS AG (Holder of Australian Financial Services License No. 231087) and/or UBS Securities Australia Lid (Holder of Australian Financial
Services License No. 231098). The Information in this document has been prepared without faking into account any investor's objectives, financial situation or needs, and investors should,
before acting on the Information, consider the appropriateness of the Information, having regard o their objectives, financial situation and needs. If the Information contained in this document
relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section 761G of the Corporations Act 2001 where a Product Disclosure
Statement would be required, the retail client should obtain and consider the Product Disclosure Statement relating fo the product before making any decision about whether to acquire the
product. New Zealand: Distributed by UBS New Zealand Lid. The information and recommendations in this publication are provided for general information purposes only. To the extent that
any such information or recommendations constitute financial advice, they do not fake into account any person’s particular financial situation or goals. We recommend that recipients seek
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