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APPLICATION OF SAN DIEGO GAS & ELECTRIC COMPANY

San Diego Gas & Electric Company (“SDG&E”) hereby initiates its 2005 Annual
Earnings Assessment Proceeding (“AEAP”) pursuant to the “Protocols and Procedures For the
Verification of Costs, Benefits, and Shareholder Earnings From Demand-Side Management
Programs” (“Protocols”) for Program Year (“PY”’) 1995, and pursuant to subsequent Decisions
(“D.”) of the California Public Utilities Commission (“Commission”). Specifically, these
decisions are D. 03-08-067, 03-12-060 and 04-12-019 which address energy efficiency (“EE”)
Program Year 2004 (“PY 2004”) programs and D.02-12-019 which addresses low income
(“LIEE”) PY 2004 programs. In addition, several decisions were issued by the Commission that
pertains to demand response programs.!

D. 93-05-063, Ordering Paragraph (“OP”) 3, established the AEAP as the proceeding to
examine and approve the investor owned-utilities’ (“IOU”) shareholder earnings claims
associated with demand-side management (“DSM”) program accomplishments. The AEAP is
also the forum for considering prospective changes to adopted measurement and evaluation

protocols. In accordance with D 93-05-063, SDG&E has filed AEAP applications annually since

1D. 01-04-006, 01-06-009, 01-07-029, 02-04-060, 02-07-025, and 04-06-011.



1994. Given the directives of D. 93-05-063, SDG&E would be filing its AEAP application on
May 2, 2005, addressing the 4t earnings claim for its 1995 DSM programs, 2™ earnings claim
for its 2003 LIEE program, and 1* earnings claim for its 2004 LIEE program. SDG&E,
however, on December 30, 2004 together with Southern California Gas Company (“SoCalGas™)
and the Office of Ratepayer Advocates (“ORA”) filed a settlement agreement with the
Commission that would resolve all outstanding SDG&E AEAP shareholder claims submitted for
approval in 2000 through 2004, as well as earnings from past programs that would otherwise be
claimed in AEAPs to be filed through 2007. On April 20, 2005, the Executive Director of the
Commission issued a letter granting the request of SDG&E, SoCalGas and Pacific Gas &
Electric Company (“PG&E”) to defer the shareholder incentive claim portion of this application
until 30 days after the Commission acts on the settlement.

Thus, this filing, at this time is limited to the submittal of the annual reports on SDG&E’s
2004 energy efficiency accomplishments, 2004 LIEE accomplishments, and pre-1998 DSM
programs. Additionally, this filing presents testimony and information on SDG&E’s 2004
demand response programs and associated costs recorded to the Interruptible Load and Rotating
Outage Programs Memorandum Account (“ILROPMA”). The ILROPMA was established to
record costs associated with authorized demand response programs. These costs are reviewed as

part of the AEAP pursuant to D. 01-07-029, OP 3.

L

BACKGROUND
Ordering Paragraph 3 of D. 93-05-063 directed the IOUs to submit their annual DSM

earnings and shareholder incentives claims in an Annual Earnings Assessment Proceeding.
Commencing with the 1994 application, SDG&E’s filings addressed the earnings claims based
on the “Protocols and Procedures for the Verification of Costs, Benefits, and Shareholder
Earnings From Demand-Side Management Programs” (“Protocols”). These Protocols have been

subject to periodic revision.



The Commission approved an energy efficiency program portfolio for PY 2004-2005
comprised of programs funded through the Public Goods Charge and a separate program
portfolio funded through procurement funds. SDG&E is providing a status update on its
achievements as of year-end 2004 for its PY 2004-2005 programs. A full report documenting
achievements and program expenditures for the 2-year program cycle will be submitted by
SDG&E as part of its 2006 AEAP filing.

Pursuant to the Protocols and program Reporting Requirements Manuals, SDG&E is
submitting with this filing, the Energy Efficiency Programs Annual Summary and Technical
Appendix — 2004 Results, Demand-Side Management Programs Annual Summary — Program
Years 1994-1997, Low Income Energy Efficiency Programs Annual Summary and Technical
Appendix — 2004 Results, and the Demand Response Programs Annual Summary - 2004 Results.

IL.
DEMAND RESPONSE PROGRAMS

AND RECOVERY OF EXPENDITURES
Ordering Paragraph 3 of D. 01-07-029 in Rulemaking 00-10-002 ordered electric utilities
to report on balances in the ILROPMA in the AEAP. The testimony of Susie Sides reports on
the costs incurred associated with SDG&E’s demand response programs and reflected in the
ILROPMA. The total costs of the programs, plus interest, for 2004 is $47,399. Once these costs
are reviewed by the Commission, the amount found reasonable will be transferred from the

ILROPMA to SDG&E’s electric Rewards and Penalties Balancing Account.

III.
STATUTORY AND PROCEDURAL REQUIREMENTS

A. SCOPING ISSUES - RULE 6
Commission rule 6(a) (1) requires SDG&E to state in this application “the

proposed category for the proceeding, the need for hearing, the issues to be considered, and a



proposed schedule.” SDG&E proposes to categorize this application as a rate-setting proceeding
since this application will determine the reasonableness of its demand response program

expenditures for recovery. SDG&E does not believe hearings will be necessary.

B. LEGAL NAME AND CORRESPONDENCE - RULES 15(A) AND 15(B)

San Diego Gas & Electric Company is a public utility organized and existing
under the laws of the State of California. SDG&E is engaged in the business of providing
electric service in a portion of Orange County and electric and gas service in San Diego County.
SDG&E's principal place of business and mailing address is 8330 Century Park Court, San
Diego, California 92123.

Correspondence or communications regarding this application should be

addressed to:
Joy C. Yamagata
Regulatory Manager For:
San Diego Gas & Electric Company
8330 Century Park Court
San Diego, California 92123
Telephone: (858) 654-1755
Facsimile: (858) 654-1788
E-Mail: jyamagata@semprautilities.com

with a copy to:

Steven D. Patrick

Attorney for

San Diego Gas & Electric Company
555 West Fifth Street, Suite 1400
Los Angeles, California 90013-1011
Telephone: (213) 244-2954
Facsimile: (213) 629-9620

E-Mail: spatrick@sempra.com



C. ARTICLES OF INCORPORATION - RULE 16
A certified copy of SDG&E's Restated Articles of Incorporation was filed with

the Commission on December 4, 1997, in connection with SDG&E’s Application No. 97-12-012

and is incorporated herein by reference.

D. FINANCIAL STATEMENT, BALANCE SHEET, AND INCOME
STATEMENT - RULE 23(A)

SDG&E’s Financial Statement and Balance Sheet as of December 31, 2004, and
Income Statement for the period ended December 31, 2004, are attached to this application as
Appendix A.
E. PRESENT AND PROPOSED RATES - RULE 23(B) AND 23(C)

This application, at this time, does not propose any changes to rates.
F. DESCRIPTION OF PROPERTY AND EQUIPMENT - RULE 23(D)

A general description of SDG&E's property and equipment was previously filed
with the Commission in connection with SDG&E's Application No. 01-10-005 and is
incorporated herein by reference. A statement of account of the original cost and depreciation
reserve attributable thereto is attached to this Application as Appendix B.

G. SUMMARY OF EARNINGS - RULES 23 (E AND F)
A summary of earnings is attached to this application as Appendix C.
H. DEPRECIATION - RULE 23(H)

For financial statement purposes, depreciation of utility plant has been computed
on a straight-line remaining life basis at rates based on the estimated useful lives of plant
properties. For federal income tax accrual purposes, the Company generally computes
depreciation using the straight-line method for tax property additions prior to 1954, and
liberalized depreciation, which includes Class Life, and Asset Depreciation Range Systems on
tax property additions after 1954 and prior to 1981. For financial reporting and rate-fixing
purposes, "flow through accounting” has been adopted for such properties. For tax property

additions in years 1981 through 1986, the Company has computed its tax depreciation using the



Accelerated Cost Recovery System. For years after 1986, the Company has computed its tax
depreciation using the Modified Accelerated Cost Recovery Systems and since 1982, has
normalized the effects of the depreciation differences in accordance with the Economic Recovery
Tax Act of 1981 and the Tax Reform Act of 1986.
L PROXY STATEMENT - RULE 23(])
A copy of SDG&E’s latest Proxy Statement sent to its shareholders, for 2004 is
included herein as Appendix D.
J. STATEMENT PURSUANT TO RULE 23(L)
The increase sought in this application does not reflect and pass through to
customers only increased costs to SoCalGas for the services or commodities furnished by it.
K. SERVICE OF NOTICE - RULE 24
SDG&E will electronically serve a Notice of Availability of this application and
related exhibits to all parties of record in the 2004 AEAP.

CONCLUSION
SDG&E respectfully requests that the Commission issue an order:
1. Finding that SDG&E’s demand response program expenditures of $47,399 are
reasonable.
2. Authorize the transfer of the demand response program costs found to be
reasonable by the Commission from the ILROPMA to SDG&E’s electric
Rewards and Penalties Balancing Account.

3. Granting such additional relief as the Commission may deem proper.

I



Dated this 2nd day of May 2005.

Respectfully submitted,
SAN DIEGO GAS & ELECTRIC COMPANY

Pl

ee Schavrien
Vice President — Regulatory Affairs

Steyerf 15, Patrick

Attorney for
SAN DIEGO GAS & ELECTRIC COMPANY



VERIFICATION

I am an officer of the applicant corporation herein and am authorized to make this
verification on its behalf. The content of this document is true, except as to matters that are
stated on information and belief. As to those matters, I believe them to be true. I declare under
penalty of perjury that the foregoing is true and correct.

Executed on May 2, 2005 at San Diego, Californjd.

Vice President — Regulatory Affairs



CERTIFICATE OF SERVICE

I hereby certify that I have this day served a NOTICE OF AVAILABILITY of the
APPLICATION OF SDG&E (U 902-M), to all interested parties of record in the 2003 AEAP
electronically.

Dated at San Diego, California, this 2nd day of May 2005.

<

By:

Remédios Santos



APPENDIX A

FINANCIAL STATEMENTS, BALANCE SHEET, AND INCOME STATEMENT



Rule 23(a)

Financial Statements, Balance Sheet, and Income Statemenf

(Rule 23(a) and 17)

San Diego Gas & Electric



SAN DIEGO GAS & ELECTRIC COMPANY
BALANCE SHEET
ASSETS AND OTHER DEBITS
DECEMBER 31, 2004

101
102
105
106
107
108
111
118
119

120

121
122

123

124

125
128

1. UTILITY PLANT-

UTILITY PLANT IN SERVICE

UTILITY PLANT PURCHASED OR SOLD

PLANT HELD FOR FUTURE USE

COMPLETED CONSTRUCTION NOT CLASSIFIED

CONSTRUCTION WORK IN PROGRESS

ACCUMULATED PROVISION FOR DEPRECIATION OF UTILITY PLANT

ACCUMULATED PROVISION FOR AMORTIZATION OF UTILITY PLANT

OTHER UTILITY PLANT

ACCUMULATED PROVISION FOR DEPRECIATION AND
AMORTIZATION OF OTHER UTILITY PLANT

NUCLEAR FUEL - NET

TOTAL NET UTILITY PLANT

2. OTHER PROPERTY AND INVESTMENTS

NONUTILITY PROPERTY

ACCUMULATED PROVISION FOR DEPRECIATION AND
AMORTIZATION OF NONUTILITY PROPERTY

INVESTMENTS IN SUBSIDIARY COMPANIES

OTHER INVESTMENTS

SINKING FUNDS

OTHER SPECIAL FUNDS

TOTAL OTHER PROPERTY AND INVESTMENTS

2004
$6,618,875,315
57,456
126,430,344
(3,640,478,844)
(149,844,671)
462,463,259

(107,557,916)
27,965,879

3,337,910,822

14,444,725

(1,382,884)
3,290,000

612,456,178

628,808,019




SAN DIEGO GAS & ELECTRIC COMPANY
BALANCE SHEET
ASSETS AND OTHER DEBITS
DECEMBER 31, 2004

131
132
134
135
136
141
142
143
144
145
146
151
152
154
156
163
164
165
171
173
174
175

181
182
183
184
185
186
188
189
190

3. CURRENT AND ACCRUED ASSETS

CASH

INTEREST SPECIAL DEPOSITS

OTHER SPECIAL DEPOSITS

WORKING FUNDS

TEMPORARY CASH INVESTMENTS

NOTES RECEIVABLE

CUSTOMER ACCOUNTS RECEIVABLE

OTHER ACCOUNTS RECEIVABLE

ACCUMULATED PROVISION FOR UNCOLLECTIBLE ACCOUNTS
NOTES RECEIVABLE FROM ASSOCIATED COMPANIES
ACCOUNTS RECEIVABLE FROM ASSOCIATED COMPANIES
FUEL STOCK

FUEL STOCK EXPENSE UNDISTRIBUTED

PLANT MATERIALS AND OPERATING SUPPLIES
OTHER MATERIALS AND SUPPLIES

STORES EXPENSE UNDISTRIBUTED

GAS STORED

PREPAYMENTS

INTEREST AND DIVIDENDS RECEIVABLE

ACCRUED UTILITY REVENUES

MISCELLANEOUS CURRENT AND ACCRUED ASSETS
DERIVATIVE INSTRUMENT ASSETS

TOTAL CURRENT AND ACCRUED ASSETS

4. DEFERRED DEBITS

UNAMORTIZED DEBT EXPENSE

UNRECOVERED PLANT AND OTHER REGULATORY ASSETS
PRELIMINARY SURVEY & INVESTIGATION CHARGES
CLEARING ACCOUNTS

TEMPORARY FACILITIES

MISCELLANEOUS DEFERRED DEBITS

RESEARCH AND DEVELOPMENT

UNAMORTIZED LOSS ON REACQUIRED DEBT
ACCUMULATED DEFERRED INCOME TAXES

TOTAL DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

2004
$8,252,948

91,648

138,920,487
31,074,457
(1,985,428)
44,284
49,066,717

37,376,817
141

50,416,307
7,620,967
55,435,661
48,377,000
17,693,531
2,929,627

445,315,164

12,342,780
1,332,149,386
7,939,544
1,772
(53,112)
287,401,812

46,232,853
118,148,061

1,804,163,096

$6,216,197,101




SAN DIEGO GAS & ELECTRIC COMPANY

BALANCE SHEET

LIABILITIES AND OTHER CREDITS

DECEMBER 31, 2004

5. PROPRIETARY CAPITAL

2004

201 COMMON STOCK ISSUED $291,458,395

204 PREFERRED STOCK ISSUED 78,475,400

207 PREMIUM ON CAPITAL STOCK 592,222,753

210  GAIN ON RETIRED CAPITAL STOCK -

211 MISCELLANEOUS PAID-IN CAPITAL 79,618,042

214 CAPITAL STOCK EXPENSE (25,990,045)
216 UNAPPROPRIATED RETAINED EARNINGS 372,705,041

219 ACCUMULATED OTHER COMPREHENSIVE INCOME (13,157,033)

TOTAL PROPRIETARY CAPITAL 1,375,332,553
6. LONG-TERM DEBT

221 BONDS 636,905,000

223 ADVANCES FROM ASSOCIATED COMPANIES 391,239,679

224 OTHER LONG-TERM DEBT 274,970,000

225 UNAMORTIZED PREMIUM ON LONG-TERM DEBT -

226 UNAMORTIZED DISCOUNT ON LONG-TERM DEBT (5633,940)

TOTAL LONG-TERM DEBT

1,302,580,739

7. OTHER NONCURRENT LIABILITIES

227 OBLIGATIONS UNDER CAPITAL LEASES - NONCURRENT -
228.2 ACCUMULATED PROVISION FOR INJURIES AND DAMAGES 31,142,519
228.3 ACCUMULATED PROVISION FOR PENSIONS AND BENEFITS 1,860,959
228.4 ACCUMULATED MISCELLANEOUS OPERATING PROVISIONS (3,850)
230 ASSET RETIREMENT OBLIGATIONS 338,566,155

TOTAL OTHER NONCURRENT LIABILITIES 371,565,783




SAN DIEGO GAS & ELECTRIC COMPANY
BALANCE SHEET
LIABILITIES AND OTHER CREDITS
DECEMBER 31, 2004

232
233
234
235
236
237
238
241
242
243
244
245

252
253
254
255
257
281
282
283

8. CURRENT AND ACCRUED LIABILITES

ACCOUNTS PAYABLE

NOTES PAYABLE TO ASSOCIATED COMPANIES
ACCOUNTS PAYABLE TO ASSOCIATED COMPANIES
CUSTOMER DEPOSITS

TAXES ACCRUED

INTEREST ACCRUED

DIVIDENDS DECLARED

TAX COLLECTIONS PAYABLE

MISCELLANEOUS CURRENT AND ACCRUED LIABILITIES
OBLIGATIONS UNDER CAPITAL LEASES - CURRENT
DERIVATIVE INSTRUMENT LIABILITIES

DERIVATIVE INSTRUMENT LIABILITIES - HEDGES

TOTAL CURRENT AND ACCRUED LIABILITIES

9. DEFERRED CREDITS

CUSTOMER ADVANCES FOR CONSTRUCTION

OTHER DEFERRED CREDITS

OTHER REGULATORY LIABILITIES

ACCUMULATED DEFERRED INVESTMENT TAX CREDITS
UNAMORTIZED GAIN ON REACQUIRED DEBT
ACCUMULATED DEFERRED INCOME TAXES - ACCELERATED
ACCUMULATED DEFERRED INCOME TAXES - PROPERTY
ACCUMULATED DEFERRED INCOME TAXES - OTHER

TOTAL DEFERRED CREDITS

TOTAL LIABILITIES AND OTHER CREDITS

2004
233,719,223
65,800,000
15,163,015
45,072,100
227,077,319
9,053,838
1,204,917
2,120,046
179,341,584

502,638,698
212,149

1,281,402,889

32,615,889
317,412,095
843,533,367

36,882,509

5,201,256
461,091,126
188,578,895

1,885,315,137

$6,216,197,101




SAN DIEGO GAS & ELECTRIC COMPANY

STATEMENT OF INCOME AND RETAINED EARNINGS
TWELVE MONTHS ENDED DECEMBER 31, 2004

400

401

402

403-7
408.1
409.1
410.1
4111
411.4
411.6

415
4171
418
418.1
419
4191
421
4211

426

408.2
409.2
410.2
411.2

1. UTILITY OPERATING INCOME

OPERATING REVENUES

OPERATING EXPENSES

MAINTENANCE EXPENSES

DEPRECIATION AND AMORTIZATION EXPENSES
TAXES OTHER THAN INCOME TAXES

INCOME TAXES

PROVISION FOR DEFERRED INCOME TAXES
PROVISION FOR DEFERRED INCOME TAXES - CREDIT
INVESTMENT TAX CREDIT ADJUSTMENTS

GAIN FROM DISPOSITION OF UTILITY PLANT

$1,442,593,321

131,870,307
258,594,496
43,301,207
137,213,349
77,369,298
(77,062,941)
(2,800,000)
(21,550)

TOTAL OPERATING REVENUE DEDUCTIONS
NET OPERATING INCOME
2. OTHER INCOME AND DEDUCTIONS

REVENUE FROM MERCHANDISING, JOBBING AND CONTRACT WORK
EXPENSES OF NONUTILITY OPERATIONS

NONOPERATING RENTAL INCOME

EQUITY IN EARNINGS OF SUBSIDIARIES

INTEREST AND DIVIDEND INCOME

ALLOWANCE FOR OTHER FUNDS USED DURING CONSTRUCTION
MISCELLANEOUS NONOPERATING INCOME

GAIN ON DISPOSITION OF PROPERTY

(153,065)
441,388

26,626,106
9,407,799
772,942
545,176

$2,261,411,951

2,011,057,487

TOTAL OTHER INCOME

37,640,346

MISCELLANEOUS OTHER INCOME DEDUCTIONS

(12,390,434)

TAXES OTHER THAN INCOME TAXES

INCOME TAXES

PROVISION FOR DEFERRED INCOME TAXES
PROVISION FOR DEFERRED INCOME TAXES - CREDIT

270,980

10,450,938

5,996,600
(3,071,156)

TOTAL TAXES ON OTHER INCOME AND DEDUCTIONS

13,647,362

TOTAL OTHER INCOME AND DEDUCTIONS

INCOME BEFORE INTEREST CHARGES
NET INTEREST CHARGES*

NET INCOME

*NET OF ALLOWANCE FOR BORROWED FUNDS USED DURING CONSTRUCTION, (3,306,785)

250,354,464

36,383,418

286,737,882
74,197,027

$212,540,855

04/22/2005 9:37 AM



: SAN DIEGO GAS & ELECTRIC COMPANY
STATEMENT OF INCOME AND RETAINED EARNINGS
TWELVE MONTHS ENDED DECEMBER 31, 2004

3. RETAINED EARNINGS
RETAINED EARNINGS AT BEGINNING OF PERIOD, AS PREVIOUSLY REPORTED
NET INCOME (FROM PRECEDING PAGE)
DIVIDEND TO PARENT COMPANY
DIVIDENDS DECLARED - PREFERRED STOCK
OTHER RETAINED EARNINGS ADJUSTMENTS

RETAINED EARNINGS AT END OF PERIOD

$369,983,854

212,540,855
(205,000,000)
(4,819,668)

0

$372,705,041




SAN DIEGO GAS & ELECTRIC COMPANY
FINANCIAL STATEMENT
DECEMBER 31, 2004

(a)

(b)

(c)

G

Amounts and Kinds of Stock Authorized:

Preferred Stock
Preferred Stock
Preferred Stock
Common Stock

Amounts and Kinds of Stock Outstanding:

PREFERRED STOCK

5.0%

4.50%
4.40%
4.60%
$1.7625

$1.70
$1.82

COMMON STOCK

Terms of Preferred Stock:

1,375,000
10,000,000

shares
shares

Amount of shares not speciﬁed

255,000,000

375,000
300,000
325,000
373,770
850,000
1,400,000
640,000
116,583,358

shares

shares
shares
shares
shares
shares
shares
shares
shares

Par Value $27,500,000
Without Par Value
$80,000,000

Without Par Value

$7,500,000
6,000,000
6,500,000
7,475,400
21,250,000
35,000,000
16,000,000
291,458,395

Full information as to this item is given in connection with Application Nos. 93-09-069 and 04-01-009,
to which references are hereby made.

Brief Description of Mortgage:

Full information as to this item is given in Application Nos. 93-09-069, 96-05-066, 00-01-016 and 04-01-009 to which

references are hereby made.

Number and Amount of Bonds Authorized and Issued:

First Mortgage Bonds:
6.8% Series KK, due 2015

Var% Series NN, due 2018 & 2019

Var% Series OO, due 2027
5.9% Series PP, due 2018
5.85% Series RR, due 2021
5.9% Series SS, due 2018
Var% Series TT, due 2020
2.539% Series VV, due 2034
2.539% Series WW, due 2034
2.516% Series XX, due 2034
2.832% Series YY, due 2034
2.832% Series ZZ, due 2034
2.8275% Series AAA, due 2039

Unsecured Bonds:

5.9% CPCFA96A, due 2014
Var% CV96A, due 2021
Var% CV96B, due 2021
Var% CV97A, due 2023

Nominal
Date of
Issue

12-01-91

09-01-92
12-01-92
04-29-93
06-29-93
07-29-93
06-06-95
06-17-04
06-17-04
06-17-04
06-17-04
06-17-04
06-17-04

06-01-96
08-02-96
11-21-96
10-31-97

Par Value

Authorized
and Issued Outstanding
14,400,000 14,400,000
118,615,000 0
250,000,000 150,000,000
70,795,000 68,295,000
60,000,000 60,000,000
92,945,000 92,945,000
57,650,000 0
43,615,000 43,615,000
40,000,000 40,000,000
35,000,000 35,000,000
24,000,000 24,000,000
33,650,000 33,650,000
75,000,000 75,000,000
129,820,000 129,820,000
38,900,000 38,900,000
60,000,000 60,000,000
25,000,000 25,000,000

Interest Paid

in 2003

979,200
7,366,360
15,833,750
4,029,405
3,510,000
5,483,755
656,122

[eNeoNoNoNoNe]

7,659,380
468,279
678,230

1,687,500



SAN DIEGO GAS & ELECTRIC COMPANY
FINANCIAL STATEMENT
DECEMBER 31, 2004

: Date of ‘ Date of Interest Interest Paid
Other Indebtedness: Issue Maturity Rate Outstanding 2003
Commercial Paper & ST Bank Loans Various Various Various - $0

Amounts and Rates of Dividends Declared:
The amounts and rates of dividends during the past five fiscal years are as follows:

Shares Dividends Declared
Preferred Outstanding
Stock 12-31-03 1999 2000 2001 2002 2003
5.0% ' 375,000 $375,000 $375,000 $375,000 $375,000 $375,000
4.50% 300,000 270,000 270,000 270,000 270,000 270,000
4.40% 325,000 286,000 286,000 286,000 286,000 286,000
4.60% 373,770 343,868 343,868 343,868 343,868 343,868
$ 1.7625 950,000 1,762,500 1,762,500 1,762,500 1,762,500 1,674,375
$ 1.70 1,400,000 2,380,000 2,380,000 2,380,000 2,380,000 2,380,000
$ 1.82 640,000 1,164,800 1,164,800 1,164,800 1,164,800 1,164,800

4,363,770 $6,582,168 $6,582,168 $6,582,168 $6,582,168 $6,494,043 [2]

Common Stock
Amount i $0 $400,000,000 $150,000,000 $200,000,000 $200,000,000 [1]

A balance sheet and a statement of income and retained earnings of Applicant for the twelve
months ended December 31, 2004, are attached hereto.

[1] San Diego Gas & Electric Company dividend to parent.
[2] Includes $837,187 of interest expense related to redeemable preferred stock.
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GENERAL DESCRIPTION OF PROPERTY AND EQUIPMENT
STATEMENTS OF ORIGINAL COST AND DEPRECIATION RESERVES



Rule 23(d)

General Description of Property and Equipment

Statements of Original Cost and Depreciation Reserves

San Diego Gas & Electric



SDG&E’s Property and Equipment
SDG&E is in the business of generating, transmitting and distributing electric energy to
San Diego C;)unty and part of Orange County. SDG&E also purchases, transmits and
distributes natural gas to customers in San Diego County. SDG&E owns 20 percent of
the three units at the San Onofre Nuclear Generating Station. The oldest unit is currently
being decommissioned. SDG&E has electric transmission, distribution and service lines
in San Diego and Orange Counties. This includes a composite 91 percent ownership in
the 500,000 volt Southwest Powerlink including substations and transmission lines,
which run through San Diego and hnpeﬁal Counties to the Palo Verde substation in
Arizona. Gas facilities consist of the Moreno gas compressor station in Riverside County
and the Rainbow compressor station located in San Diego County. The gas is transmitted
through high-pressure transmission lines and distributed té the customers through high

and low-pressure distribution mains and service lines.



No.

SAN DIEGO GAS & ELECTRIC COMPANY

COST OF PROPERTY AND
DEPRECIATION RESERVE APPLICABLE THERETO
AS OF DECEMBER 31, 2004

Account

ELECTRIC DEPARTMENT

302
303

310.1
310.2
311
312
314
315
316

3201
320.2
321
322
323
324
325
107

340.1
340.2
341
342
343
344
345

Franchises and Consents
Misc. Intangible Plant

TOTAL INTANGIBLE PLANT

Land

Land Rights

Structures and Improvements

Boiler Plant Equipment
Turbogenerator Units

Accessory Electric Equipment
Miscellaneous Power Plant Equipment
Steam Production Decommissioning

TOTAL STEAM PRODUCTION

Land

Land Rights

Structures and Improvements

Boiler Plant Equipment
Turbogenerator Units

Accessory Electric Equipment
Miscellaneous Power Plant Equipment
ICIP CWIP

TOTAL NUCLEAR PRODUCTION

Land

Land Rights

Structures and Improvements

Fuel Holders, Producers & Accessories
Prime Movers

Generators

Accessory Electric Equipment

Other Production Decommissioning

TOTAL OTHER PRODUCTION

TOTAL ELECTRIC PRODUCTION

Page 1

Reserve for
Depreciation
Original and

Cost Amortization
222,841.36 $ 202,900
22,933,194.00 13,352,278
23,156,035 13,555,178
46,518.29 46,518
0.00 0
8,125,342.14 8,125,342
10,633,963.11 19,694,402
7,484,308.48 7,484,308
2,172,933.64 2,172,934
239,053.49 239,053
0.00 0
28,702,119.15 37,762,558
0 0
© 283,677.11 283,677
265,241,378.13 264,986,275
392,749,128.31 392,749,128
135,444,115.35 135,444,115
166,600,388.12 166,600,388
210,469,332.39 194,553,508
0.00 7,362,753
1,170,788,019.41 1,161,979,845
143,475.87 0
2,427.96 2,428
0.00 0
0.00 0
0.00 0
432,471.37 -6,052
0.00 0
0.00 0
578,375.20 8,480

1,200,068,513.76

1,199,750,883




Reserve for
Depreciation

Page 2

Original and

No. Account Cost Amortization
350.1 Land $ 17,352,556 0
350.2 Land Rights 41,176,855 7,728,923
352 Structures and Improvements 63,414,790 22,491,163
353 Station Equipment 433,663,398 111,993,695
354 Towers and Fixtures 93,763,692 67,969,858
355 Poles and Fixtures 71,815,639 37,110,181
356 Overhead Conductors and Devices 156,579,753 123,386,351
357 Underground Conduit 37,913,304 5,800,816
358 Underground Conductors and Devices 26,858,683 8,753,771
359 Roads and Trails 12,164,010 4,146,496

TOTAL TRANSMISSION 954,702,679 389,381,254
360.1 Land 11,066,035 0
360.2 Land Rights 61,120,447 22,272,774
361 Structures and Improvements 3,324,834 1,893,377
362 Station Equipment 261,304,769 66,836,503
364 Poles, Towers and Fixtures 316,461,776 171,536,317
365 Overhead Conductors and Devices 255,546,399 80,967,201
366 Underground Conduit 676,407,962 258,948,136
367 Underground Conductors and Devices 841,079,437 431,055,168
368.1 Line Transformers 304,571,490 58,972,346 .
368.2 Protective Devices and Capacitors 24,937,329 5,463,860
369.1 Services Overhead 83,706,720 110,225,657
369.2 Services Underground 226,686,302 123,456,352
3701 Meters 79,644,095 29,118,853
370.2 Meter Installations 37,225,918 9,806,361
371 Installations on Customers' Premises 5,707,467 7,378,118
3731 St. Lighting & Signal Sys.-Transformers 0 0
373.2  Street Lighting & Signal Systems 23,248,514 16,344,026

TOTAL DISTRIBUTION PLANT 3,212,039,492 1,394,275,050
389.1 Land 1,672,703 0
389.2 Land Rights 0 0
390 Structures and Improvements 24,496,317 7,853,458
392.1  Transportation Equipment - Autos 0 49,884
392.2  Transportation Equipment - Trailers 175,979 113,008
393 Stores Equipment 54,331 42,170
3941 Portable Tools 9,649,503 3,251,914
394.2  Shop Equipment 579,577 262,751
395 Laboratory Equipment 505,742 141,534
396 Power Operated Equipment 92,162 149,134
397 Communication Equipment 85,806,368 35,594,455
398 Miscellaneous Equipment 305,034 (145,194)

TOTAL GENERAL PLANT 123,237,715 47,313,115
101 TOTAL ELECTRIC PLANT 5,5613,204,435 3,044,275,480




387

No. Account

GAS PLANT

302 Franchises and Consents

303 Miscellaneous Intangible Plant
TOTAL INTANGIBLE PLANT

360.1 Land

361 Structures and Improvements

362.1 Gas Holders

362.2  Liquefied Natural Gas Holders

363 Purification Equipment

363.1  Liquefaction Equipment

363.2  Vaporizing Equipment

363.3  Compressor Equipment

363.4  Measuring and Regulating Equipment

363.5  Other Equipment

363.6  LNG Distribution Storage Equipment
TOTAL STORAGE PLANT

365.1 Land

365.2 Land Rights

366 Structures and Improvements

367 Mains

368 Compressor Station Equipment

369 Measuring and Regulating Equipment

371 Other Equipment
TOTAL TRANSMISSION PLANT

3741 Land

374.2 Land Rights

375 Structures and Improvements

376 Mains

378 Measuring & Regulating Station Equipment

380 Distribution Services

381 Meters and Regulators

382 Meter and Regulator Installations

385 Ind. Measuring & Regulating Station Equipment

386 Other Property On Customers' Premises
Other Equipment

TOTAL DISTRIBUTION PLANT

Page 3

Reserve for
Depreciation

Original and

Cost Amortization
86,104 86,104
713,559 515,099
799,663 601,204
10,205 0
412,998 554,836
989,283 1,012,573
0 0
0 0
0 0
0 0
558,651 612,455
0 0
0 0
407,546 312,593
2,378,682 2,492,457
4,649,144 0
2,217,185 890,854
10,680,725 6,426,742
119,156,106 39,856,676
59,129,775 30,198,582
14,485,257 8,009,889
0 0
210,318,191 85,382,743
102,187 0
7,650,195 4,310,437
43,447 61,253
453,232,098 234,455,219
7,454,372 5,074,379
217,042,442 219,897,352
64,949,494 30,030,075
54,696,644 21,668,271
1,515,383 609,606
0 0
4,446,936 3,516,089
811,133,198 519,622,682




No. Account

392.1  Transportation Equipment - Autos
392.2  Transportation Equipment - Trailers
394.1 Portable Tools

3942  Shop Equipment

395 Laboratory Equipment

396 Power Operated Equipment

397 Communication Equipment
398 Miscellaneous Equipment
TOTAL GENERAL PLANT

101 TOTAL GAS PLANT

COMMON PLANT

303 Miscellaneous Intangible Plant
350.1 Land

360.1 Land

389.1 Land

389.2  Land Rights

390 Structures and Improvements

391 Office Furniture and Equipment
392.1  Transportation Equipment - Autos
392.2  Transportation Equipment - Trailers
393 Stores Equipment

394.1 Portable Tools

394.2  Shop Equipment

394.3  Garage Equipment

395 Laboratory Equipment

396 Power Operated Equipment

397 Communication Equipment

398 Miscellaneous Equipment

1181 TOTAL COMMON PLANT

TOTAL ELECTRIC PLANT
TOTAL GAS PLANT
TOTAL COMMON PLANT
101 & ,
1181 TOTAL

101 PLANT IN SERV-SONGS FULLY RECOVERED

Page 4

Reserve for
Depreciation

Original and
__Cost Amortization
0 $ 25,503
76,210 76,210
5,820,075 1,384,390
84,697 (12,586)
421,222 (182,947)
246,939 2,244
3,165,769 1,290,787
198,414 21,703
10,013,227 2,605,305
1,034,642,962.15 610,704,390
155,445,986 100,125,402
0 0
0 0
4,980,210 0
2,026,582 27,275
115,304,105 37,122,241
83,839,202 27,409,804
33,942 (338,930)
41,567 (112,253)
169,246 (216,103)
68,328 (20,407)
319,947 114,873
2,495,756 213,068
2,129,346 830,088
0 (192,979)
81,763,235 42,082,612
3,102,219 665,903
451,719,668.44 207,710,593
5,5613,204,435 3,044,275,480
1,034,642,962 610,704,390
451,719,668 207,710,593

6,999,567,066

3,862,690,462

(1,167,689,397)

$ (1,167,689,397)




Reserve for
Depreciation

Original and
—No. Account __Cost Amortization
102 Plant Purchased or Sold
Electric $ 0 $ 0
Gas. 0 0
TOTAL PLANT PURCHASED OR SOLD 0 0
105 Plant Held for Future Use
Electric 57,456 0
Gas 0 0
TOTAL PLANT HELD FOR
FUTURE USE 57,456 0
107 Construction Work in Progress
Electric 385,647,073
Gas 7,570,758
Common 17,336,226
TOTAL CONSTRUCTION WORK
IN PROGRESS 410,554,056 0
1085  Accumulated Nuclear
Decommissioning
Electric 0 508,973,788
TOTAL ACCUMULATED NUCLEAR
DECOMMISSIONING 0 508,973,788
111.3 = Capitalized Leases
Electric 0 0
Gas 0 0
Common 0 0
TOTAL CAPITALIZED
LEASES 0 0
114 ELECTRIC PLANT
ACQUISITION ADJUSTMENT 0 0
120 NUCLEAR FUEL FABRICATION 53,004,549 25,083,400
143 FAS 143 ASSETS - Legal Obligation 71,027,918 (473,782,820)
143 FAS 143 ASSETS - Non-legal Obligation 0 (912,750,000)
TOTAL FAS 143 71,027,918 (1,386,532,820)
UTILITY PLANT TOTAL ‘ $ 6,366,521,647 $ 1,842,525,434

Book cost is calculated by taking Criglnal Cost less Reserve for Depreciation and Amortization.

Page 5



ATTACHMENT C

SUMMARY OF EARNINGS
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SAN DIEGO GAS & ELECTRIC COMPANY
SUMMARY OF EARNINGS
TWELVE MONTHS ENDED DECEMBER 31, 2004
(DOLLARS IN MILLIONS)

Line No. Item Amount
1 Operating Revenue 2,261
2 Operating Expenses | 2,011
3 Net Operating Income 250
4 Weighted Average Rate Base 2,755
5 Rate of Return* 8.77%

*Authorized Cost of Capital
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-K
(Mark One)
[X] Annual report pursuant to Section 13 or 15(d) of the Securities Exchange
Act of 1934 for the fiscal year ended December 31, 2004

[ ]ogransition report pursuant to Section 13 or 15(d) of the Securities
Exchange Act of 1934 for the transition period from to

SAN DIEGO GAS & ELECTRIC COMPANY
" (Bxact name of registrant as specified in its charter)
CALIFORNIA 1-3779 95-1184800
(State of incorporation (Commission  (I.R.S. Employer
or organization) File Number) Identification No.
8326 CENTURY PARK COURT, SAN DIEGO, CALIFORNIA 92123
(Address of principal executive offices)  (zip Code)
Registrant's telephone number, including area code (619) 696-2000

SECURITIES REGISTERED PURSUANT TO SECTION 12 (b) OF THE ACT:
Name of each exchange

Title of each class on which registered

Preference Stock (Cumulative) American
Without Par Value (except $1.70 and $1.7625 Series)
Cumulative Preferred Stock, $20 Par Value
(except 4.60% Series)

SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT: None

Indicate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months and (2) has been subject to such filing

requirements for the past 90 days.

Yes [ X ] No [ 1
Indicate by check mark if disclosure of delinguent filers pursuant to Item 405
of Regulation S-K is not contained herein, and will not be contained, to the
best of registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to
this Form 10-K. [ X ]

Indicate by check mark whether the registrant is an accelerated filer (as
defined in Rule 12b-2 of the Exchange Act). Yes [ ] No [ X ]

Exhibit Index on page 90. Glossary on page 96.

Aggregate market value of the voting preferred stock held by non-affiliates of
the registrant as of January 31, 2005 was $23.7 million.

Registrant's common stock outstanding as of January 31, 2005 was wholly owned
by Enova Corporation.

DOCUMENTS INCORPORATED BY REFERENCE:
Portions of the Information Statement prepared for the May 2005 annual meeting
of shareholders are incorporated by reference into Part III.
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INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report contains statements that are not historical fact and
constitute forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. The words "estimates;"
"believes," "expects," "anticipates," "plans," "intends," "may,"
"could," "would" and "should" or similar expressions, or discussions of
strategy or of plans are intended to identify forward-looking
statements. Forward-looking statements are not guarantees of
performance. They involve risks, uncertainties and assumptions. Future
results may differ materially from those expressed in these forward-

looking statements.

Forward-looking statements are necessarily based upon various
assumptions involving judgments with respect to the future and other
risks, including, among others, local, regional and national economic,
competitive, political, legislative and regulatory conditions and
developments; actions by the California Public Utilities Commission,
the California State Legislature, the California Department of Water
Resources, and the Federal Energy Regulatory Commission and other
regulatory bodies in the United States; capital markets conditions,
inflation rates, interest rates and exchange rates; energy and trading
markets, including the timing and extent of changes in commodity
prices; the availability of natural gas; weather conditions and
conservation efforts; war and terrorist attacks; business, regulatory,
environmental and legal decisions and requirements; the status of
deregulation of retail natural gas and electricity delivery; the timing
and success of business development efforts; and other uncertainties,
all of which are difficult to predict and many of which are beyond the
control of the company. Readers are cautioned not to rely unduly on any
forward-looking statements and are urged to review and consider
carefully the risks, uncertainties and other factors which affect the
company's business described in this report and other reports filed by
the company from time to time with the Securities and Exchange

Commission.

PART I

ITEM 1. BUSINESS

Description of Business

A description of San Diego Gas & Electric (SDG&E or the company) is
given in "Management's Discussion and Analysis of Financial Condition

and Results of Operations" herein.

SDG&E's common stock is wholly owned by Enova Corporation, which is a
wholly owned subsidiary of Sempra Energy, a California-based Fortune
500 holding company. The financial statements herein are the
Consolidated Financial Statements of SDG&E and its sole subsidiary,
SDG&E Funding LLC. Sempra Energy also indirectly owns the common stock
of Southern California Gas Company (SoCalGas). SDG&E and SoCalGas are
collectively referred to herein as "the California Utilities.™



Company Website

The company's website address is http://www.sdge.com/ and Sempra
Energy’s website address is http://www.sempra.com/investor.htm.
The company makes available free of charge via a hyperlink on its
website its annual report on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K, and. any amendments to those
reports as soon as reasonably practicable after such material is
electronically filed with or furnished to the Securities and
Exchange Commission.

RISK FACTORS

The following risk factors and all other information contained in
this report should be considered carefully when evaluating SDG&E.
These risk factors could affect the actual results of SDG&E and
cause such results to differ materially from those expressed in
any forward-looking statements of, or made by or on behalf of,
SDG&E. Other risks and uncertainties, in addition to those that
are described below, may also impair its business operations. If
any of the following risks occurs, SDG&E's business, cash flows,
results of operations .and financial condition could be seriously -
harmed. These risk factors should be read in conjunction with the
other detailed information concerning SDG&E set forth in the
notes to Consolidated Financial Statements and in "Management's
Discussion and Analysis of Financial Condition and Results- of
Operations" herein.

SDG&E is subject to extensive regulation by state, federal and
local legislation and regulatory authorities, which may adversely
affect the operations, performance and growth of its business.

The California Public Utilities Commission (CPUC), which consists
of five commissioners appointed by the Governor of California for
staggered six-year terms, regulates SDG&E's rates (except
electric transmission rates, which are regulated by the Federal
Energy Regulatory Commission (FERC)) and conditions of service,
sales of securities, rates of return, rates of depreciation,
uniform systems of accounts, examination of records and long-term
resource procurement. The CPUC conducts various reviews of
utility performance (including reasonableness and prudency
reviews) and affiliate relationships and conducts audits and
investigations into various matters which may, from time to time,
result in disallowances and penalties adversely affecting
earnings and cash flows. Various proceedings involving the CPUC
and relating to SDG&E's rates, costs, incentive mechanisms,
performance-based regulation and compliance with affiliate and
holding company rules are discussed in the notes to Consolidated
Financial Statements and in "Management's Discussion and Analysis
of Financial Condition and Results of Operations" herein.

Periodically, SDG&E's rates are approved by the CPUC based on
forecasts of capital and operating costs. If SDG&E's actual
capital and operating costs were to exceed the amount included in
its base rates approved by the CPUC, it would adversely affect
earnings and cash flows.



To promote efficient operations and improved productivity and to
move away from reasonableness reviews and disallowances, the CPUC
adopted Performance-Based Regulation (PBR) for the California
Utilities. Under PBR, regulators require.future income potential
to be tied to achieving or exceeding specific performance and
productivity goals, ‘rather than relying solely on expanding
utility plant to increase earnings. The three areas that are
eligible for PBR rewards are: operational incentives based on
measurements of safety, reliability and customer satisfaction;
energy efficiency rewards based on the effectiveness of the
programs; and natural gas procurement rewards. Although SDG&E has
received significant PBR rewards in the past, there can be no
assurance that SDG&E will receive rewards at similar levels in
the future, or at all. Additionally, if SDG&E fails to achieve
certain minimum performance levels established under the PBR
mechanisms, it may be assessed financial disallowances or
penalties which could adversely affect their earnings and cash

flows.

The FERC regulates electric transmission rates, the transmission
and wholesale sales of electricity in interstate. commerce,
transmission access and other similar matters involving SDG&E.

SDG&E may be impacted by new regulations, decisions, orders or
interpretations of the CPUC, FERC or other regulatory bodies. New
legislation, regulations, decisions, orders or interpretations
could change how SDG&E operates, could affect its ability to
recover their various costs through rates or adjustment
mechanisms, or could require SDG&E to incur additional expenses.

SDG&E may incur substantial costs and liabilities as a result of
its ownership of nuclear facilities.

SDG&E owns a 20% interest in the San Onofre Nuclear Generating
Station (SONGS), a 2,150 megawatt nuclear generating facility
near San Clemente, California. The Nuclear Regulatory Commission
has broad authority under federal law to impose licensing and
safety-related requirements for the operation of nuclear
generation facilities. SDG&E's ownership interest in SONGS
subjects it to the risks of nuclear generation, which include:

e the potential harmful effects on the environment and
human health resulting from the operation of nuclear
facilities and the storage, handling and disposal of
radioactive materials;

e limitations on the amounts and types of insurance
commercially available to cover losses that might arise
in connection with nuclear operations; and

e uncertainties with respect to the technological and
financial aspects of decommissioning nuclear plants at
the end of their licensed lives.



The California Utilities' future results of operations and
financial condition may be materially adversely affected by the
outcome of pending litigation against them.

The California energy crisis of 2000 and 2001 has generated
numerous lawsuits, governmental investigations and regulatory
proceedings involving many energy companies, including Sempra
Energy and the California Utilities. They are the remaining
defendants in class action and individual antitrust and unfair
competition lawsuits scheduled for a jury trial to begin in
September 2005 in which the plaintiffs have asserted that they
are entitled to recover $24 billion in damages. Additional
lawsuits have been filed by the Attorney General of Nevada and by
others. They are also responding to an ongoing investigation
being conducted by the California Attorney General and an ongoing
CPUC proceeding related to the increase in natural gas prices at
the California-Arizona border in 2000-2001. The California
Utilities have expended and continue to expend substantial
amounts defending these lawsuits and in connection with related
investigations and regulatory proceedings. If these matters are
ultimately resolved unfavorably to the California Utilities,
their results of operations and financial condition and those of
Sempra Energy may be materially adversely affected.

These proceedings. are discussed in the notes to Consolidated
Financial Statements and in "Management's Discussion and Analysis
of Financial Condition and Results of Operations" herein.

SDG&E's cash flows, ability to pay dividends and ability to meet
its debt obligations largely depend on the performance of its
utility operations. -

SDG&E's utility operations are its major source of liquidity.
SDG&E's cash flows, ability to meet its obligations to creditors
and its ability to pay dividends on its common stock are largely
dependent upon the sufficiency of utility earnings and cash flows
in excess of utility needs.

Natural disasters, catastrophic accidents or acts of terrorism
could materially adversely affect SDG&E's business, earnings and
cash flows.

Like other major industrial facilities, SDG&E's SONGS nuclear facility,
electric transmission facilities, and natural gas pipelines and storage
facilities may be damaged by natural disasters, catastrophic accidents
or acts of terrorism. Any such incidents could result in severe
business disruptions, significant decreases in revenues or significant
additional costs to the company, which could have a material adverse
effect on SDG&E's earnings and cash flows. Given the nature and
location.of these facilities, any such incidents also could cause
fires, leaks, explosions, spills or other significant damage to natural
resources or property belonging to third parties, or personal injuries,
which could lead to significant claims against the company. Insurance
coverage may become unavailable for certain of these risks and the
insurance proceeds received for any loss of or damage to any of its
facilities, or for any loss of or damage to natural resources or
property or personal injuries caused by its operations, may be



insufficient to cover the company's losses or liabilities without
materially adversely affecting the company's financial condition,
earnings and cash flows.

GOVERNMENT REGULATION
California Utility Regulation

The CPUC, which consists of five commissioners appointed by the
Governor of California for staggered six-year terms, regulates SDG&E's
rates and conditions of service, sales of securities, rate of return,
rates of depreciation, uniform systems of accounts, examination of
records, and long-term resource procurement. The CPUC conducts various
reviews of utility performance and conducts investigations into various
matters, such as deregulation, competition and the environment, to
determine its future policies. The CPUC also regulates the relationship
of utilities with their holding companies and is currently conducting
an investigation into this relationship. This investigation is
discussed further in Note 11 of the notes to Consolidated Financial

Statements herein.

The California Energy Commission (CEC) has discretion over electric
demand forecasts for the state and for specific service territories.
Based upon these forecasts, the CEC determines the need for additional
energy sources and for conservation programs. The CEC sponsors
alternative-energy research and development projects, promotes energy
conservation programs and maintains a state-wide plan of action in case
of energy shortages. In addition, the CEC certifies power-plant sites
and related facilities within California.

The CEC conducts a 20-year forecast of supply availability and prices
for every market sector consuming natural gas in California. This
forecast includes resource evaluation, pipeline capacity needs, natural
gas demand and wellhead prices, and costs of transportation and :
distribution. This analysis is used to support long-term investment

decisions.
United States Utility Regulation

The FERC regulates the interstate sale and transportation of natural
gas, the transmission and wholesale sales of electricity in interstate
commerce, transmission access, the uniform systems of accounts, rates
of depreciation and electric rates involving sales for resale. Both the
FERC and the CPUC are currently investigating prices charged to the
California investor-owned utilities (IOUs) by various suppliers of
natural gas and electricity. Further discussion is provided in Notes 10
and 11 of the notes to Consolidated Financial Statements herein.

The Nuclear Regulatory Commission (NRC) oversees the licensing,
construction and operation of nuclear facilities. NRC regulations
require extensive review of the safety, radiological and environmental
aspects of these facilities. Periodically, the NRC requires that newly
developed data and techniques be used to re-analyze the design of a
nuclear power plant and, as a result, requires plant modifications as a
condition of continued operation in some cases.




Local Regulation

SDG&E has electric franchises with the two counties and the 26 cities
in its electric service territory, and natural gas franchises with the
one county and the 18 cities in its natural gas service territory.
These franchises allow SDG&E to locate, operate and maintain facilities
for the transmission and distribution of electricity and/or natural gas
in streets and other public places. The franchises do not have fixed
terms, except for the electric and natural gas franchises with the
cities of Encinitas (2012), San Diego (2021), Coronado (2028) and Chula
Vista (2014), and the natural gas franchises with the city of Escondido
(2036) and the county of San Diego (2030).

Licenses and Permits

SDG&E obtains numerous permits, authorizations and licenses in
connection with the transmission and distribution of natural gas and
electricity. They require periodic renewal, which results in continuing
regulation by the granting agency.

Other regulatory matters are described in Notes 10 and 11 of the notes
to Consolidated Financial Statements herein.

ELECTRIC UTILITY OPERATIONS

Customers

At December 31, 2004 the company had 1.3 million meters
consisting of 1,170,000 residential, 139,000 commercial, 460
industrial, 1,940 street and highway lighting, and 7,700 direct
access. The company's service area covers 4,100 square miles. The
company added 22,000 new electric customer meters in 2004 and
18,000 in 2003, representing growth rates of 1.7% and 1.4%

respectively.
Resource Planning and Power Procurement

SDG&E's resource planning, power procurement and related
regulatory matters are discussed below and in "Management's
Discussion and Analysis of Financial Condition and Results of
Operations" and in Notes 10, 11 and 12 herein.

Electric Resources

Based on CPUC-approved purchased-power contracts currently in place
with SDG&E's various suppliers and SDG&E's 20-percent share of a
generating plant, as of December 31, 2004, the supply of electric power
available to SDG&E is as follows:



Megawatts (MW)

Generation: SONGS o 430

Purchased power contracts:

_ Expiration
Supplier Source date
Long-term contracts:
Portland General
Electric (PGE) Coal December 2013 i - 88

DWR-allocated contracts:
Williams Energy . : .

Marketing & Trading Natural gas December 2010 1,885
Sunrise Power Co. LLC Natural gas June 2012 572
Other Natural gas/wind 2005 to 2013 290

Total 2,747

Other contracts with Qualifying Facilities (QFs):

Applied Energy Inc. Cogeneration November 2019 ‘ 107
Yuma Cogeneration Cogeneration May 2024 57
Goal Line Limited
Partnership Cogeneration February 2025 50
Other (73 contracts) Cogeneration . Various _ 16
Total ‘ 230

Other contracts with renewable sources:

Oasis Power Partners Wind December 2019 60
AES Delano Bio-mass December 2007 49
PPM Energy Wind " Decembéf 2018 ‘25
WTE/FPL | Wind February 2019 17
Other (6 contracts) 'Biojgas 4-14- year terms 24
Total | 175
Total generation and contracted ;:;;;

Under the contract with PGE, SDG&E pays a capacity charge plus a
charge based on the amount of energy received and/or PGE's non-
fuel costs. Costs under the contracts with QFs are based on
SDG&E's avoided cost. Charges under the remaining contracts are
for firm and as-available energy and are based on the amount of
energy received. The prices under these contracts are at the
market value at the time the contracts were negotiated.



SONGS

SDG&E owns 20 percent of the three nuclear units at SONGS
(located south of San Clemente, California). The cities of
Riverside and Anaheim own a total of 5 percent of Units 2 and 3.
Southern California Edison (Edison) owns the remaining interests
and operates the units.

Unit 1 was removed from service in November 1992 when the CPUC
issued a decision to permanently shut it down. Decommissioning of
Unit 1 is now in progress and its spent nuclear fuel is being
stored on site.

Units 2 and 3 began commercial operation in August 1983 and April
1984, respectively. SDG&E's share of the capacity is 214 MW of
Unit 2 and 216 MW-of Unit 3.

SDG&E had fully recovered its SONGS capital investment through
December 31, 2003.

Additional information concerning the SONGS units and nuclear
decommissioning is provided below and in "Environmental Matters"
herein, and in "Management's Discussion and Analysis of Financial
Condition and Results of Operations" and in Notes 4, 10 and 12 of
the notes to Consolidated Financial Statements herein.

Nuclear Fuel Supply

The nuclear-fuel cycle includes services performed by others
under various contracts through 2008, including mining and
milling of uranium concentrate, conversion of uranium concentrate
to uranium hexafluoride, enrichment services, and fabrication of
fuel assemblies. '

Spent fuel from SONGS is being stored on site, where storage
capacity is expected to be adequate at least through 2022, the
expiration date of the NRC operating license. Pursuant to the
Nuclear Waste Policy Act of 1982, SDG&E entered into a contract
with the U.S. Department of Energy (DOE) for spent-fuel disposal.
Under the agreement, the DOE is responsible for the ultimate
disposal of spent fuel. SDG&E pays a disposal fee of
approximately $1.00 per megawatt-hour of net nuclear generation,
or $3 million per year. The DOE projects that it will not begin
accepting spent fuel until 2010 at the earliest.

To the extent not currently provided by the contracts, the

availability and the cost of the various components of the

nuclear-fuel cycle for SDG&E's nuclear facilities cannot be
estimated at this time. '

Additional information concerning nuclear-fuel costs and the
storage and movement of spent fuel is provided in Notes 10 and
12, respectively, of the notes to Consolidated Financial
Statements herein.
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Power Pools

SDG&E is a participant in-the Western Systems Power Pool, which
includes an electric-power and transmission-rate agreement with
utilities and power agencies located throughout the United States
and Canada..More than 280 investor-owned and municipal utilities;,
state and federal power agencies, energy brokers, and power
marketers share power and information in order to increase
efficiency and competition in-the bulk power market. Participants
are able to make power transactions-on standardized terms that
have been pre-approved by the FERC. . -

Transmission Arrangements

The Pacific Intertie consisting of AC and DC transmission lines,
connects the Northwest with SDG&E, Pacific Gas & Electric (PG&E),
Edison and others under an agreement that expires in July 2007.
SDG&E's sharaAof the Pacific Intertie is 266 MW. P

~ SDG&E's 500-kilovolt Southwest Powerlink transmission line, which
is shared with Arizona Public Service Company and Imperial
Irrigation District; extends from Palo Verde, Arizona to San
Diego. SDG&E's share of the line is 970 MW, although it can be .
less, depending on specific system conditions.

Mexico's Baja California Norte system is connected to SDG&E's
system via two 230-kilovolt interconnections with firm:.capability
of 408 MW in the north to south direction and 800 MW in the south
to north direction.,

Due to electric-industry restructuring, discussed in )
"Transmission Access" below, the operating rights of SDG&E:on
these lines have been transferred to the Independent System
Operator (ISO).

Transmission Access

The FERC has established rules to implement the transmission-
access provisions of the National Energy Policy Act of 1992.-
These rules specify procedures for others' requests for
transmission service. The FERC approved the California IOUs'
transfer of operation and control of their transmission
facilities to the ISO in 1998. Additional information regarding
the FERC, ISO and transmission issues are provided in Note 11 of
the notes to Consolidated Financial Statements herein.

NATURAL GAS UTILITY OPERATIONS
Resource Planning and Natural Gas Procurement and Transpo:tation

SDG&E is engaged in the purchase and distribution of natural gas.
The company's resource planning, power procurement, contractual
commitments and related regulatory matters are discussed below
and in "Management's Discussion and Analysis of Financial
Condition and Results of Operations" and in Notes 11 and 12 of
the notes to Consolidated Financial Statements herein.

11



Customers

For regulatory purposes, customers are separated into core and
noncore customers. Core customers are primarily residential and
small commercial and industrial customers, without alternative
fuel capability. Noncore customers consist primarily of electric
generation, wholesale, large commercial and industrial ¢ustomers.

Most core customers purchase natural gas directly from the
company. Core customers are permitted to aggregate their natural
gas requirements and purchase directly from brokers or producers.
SDG&E continues to be obligated to purchase reliable supplies of
natural gas to serve the requirements of the core customers.

Natural Gas Procurement and Transportation

Most of the natural gas purchased and delivered by SDG&E is
produced outside of California, primarily in the southwestern
U.S. and Canada. SDG&E purchases natural gas under short-term
contracts. Short-term purchases are primarily based on monthly
spot-market prices.

SDG&E has long-term natural gas transportation contracts with
various interstate pipelines that expire on various dates between
2005 and 2023. SDG&E currently purchases natural gas on a spot
basis to fill its long-term pipeline capacity and purchases
additional spot market supplies delivered directly to California
for its remaining requirements. SDG&E continues its ongoing
assessment of its pipeline capacity portfolio, including the
release of a portion of this capacity to third parties. In
accordance with regulatory directives, SDG&E will reconfigure its
pipeline capacity portfolio by November 2005 to secure firm
transportation rights from a diverse mix of U.S. and Canadian
supply sources for its projected core customer natural gas
requirements. All of SDG&E's natural gas is delivered through
SoCalGas' pipelines under a short-term transportation agreement.
In addition, under a separate agreement expiring in March 2006,
SoCalGas provides SDG&E eight billion cub1c feet of storage

capacity.

According to "Btu's Daily Gas Wire", the annual average spot
price of natural gas at the California/Arizona border was $5.53
per million British thermal unit (mmbtu) in 2004 ($6.35 per mmbtu
in December 2004), compared with $5.10 per mmbtu in 2003 and
$3.14 per mmbtu in 2002. Prices for natural gas increased toward
the end of 2002, 2003 and in 2004. The company's weighted average
cost (including transportation charges) per mmbtu of natural gas
was $6.11 in 2004, $5.14 in 2003 and $3.76 in 2002.

With improved delivery capacity to California, the company
expects adequate resources to be available at prices that
generally will follow natlonal natural gas pricing trends and

volatility.
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Demand for Natural Gas

SDG&E faces competition in the residential and commercial
customer markets based on the customers' preferences for natural
gas compared with other energy products. The demand for natural
gas by electric generators is influenced by a number of factors.
In the short-term, natural gas use by electric generators is
impacted by the availability of alternative sources of
generation. The availability of hydroelectricity is highly
dependent on precipitation in the western United States. In
addition, natural gas use is impacted by the performance of other
generation sources in the western United States, including
nuclear and coal, and other natural gas facilities outside the
service area. Natural gas use is also impacted by changes in end-
use electricity demand. For example, natural gas use generally
increases during summer heat waves. Over the long-term, natural
gas use will be greatly influenced by additional factors such as
the location of new power plant construction. More generation
capacity currently is being constructed outside SDG&E's service
area than within it. This new generation will likely displace the
output of older, less efficient local generation, reducing use of
natural gas for local electric generation.

Effective March 31, 1998, electric industry restructuring
provided out-of-state producers the option to purchase energy for
California utility customers. As a result, natural gas demand for
electric generation within Southern California competes with
electric power generated throughout the western United States.
Although electric industry restructuring has no direct impact on
SDG&E natural gas operations, future volumes of natural gas .
transported for electric generating plant customers may be
significantly affected to the extent that regulatory changes
divert electric generation from SDG&E’s service area.

Growth in the natural gas markets is largely dependent upon the
health and expansion of the Southern California economy and
prices of other energy products. External factors such as
weather, the price of electricity, electric deregulation, the use
of hydroelectric power, competing pipelines and general economic
conditions can result in significant shifts in demand and market
price. The company added 12,000 and 11,000 natural gas new
customer meters in 2004 and 2003, respectively, representing
growth rates of 1.5 percent and 1.4 percent, respectively. The
company expects that its growth rate for 2005 will approximate

that for 2004.

In the interruptible industrial market, customers are capable of
burning a fuel other than natural gas. Fuel oil is the most
significant competing energy alternative. The company's ability
to maintain its industrial market share is largely dependent on
price. The relationship between natural gas supply and demand has
the greatest impact on the price of the company's product. With
the reduction of natural gas production from domestic sources,
the cost of natural gas from non-domestic sources may play a
greater role in the company's competitive position in the future.
The price of o0il depends upon a number of factors, including the
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relationship between worldwide supply and demand, and the
policies of foreign and domestic governments. '

The natural gas distribution business is seasonal in nature as-
variations in weather conditions generally result in greater revenues
during the winter months when temperatures are colder. As is prevalent
in the industry, -the company injects natural gas into storage during
the summer months (usually April through October) for withdrawal from
storage during the winter months (usually November through March) when

customer demand is higher.
RATES AND REGULATION’

Information ¢oncerning rates and regulations applicable to the company
is provided in "Management's Discussion and Analysis of Financial
Condition and Results of Operations" and in Notes 1, 10 and 11 of the
notes to Consolidated Financial Statements herein.

ENVIRONMENTAL MATTERS

Discussions about environmental issues affecting the company are
included in Note 12 of the notes to Consolidated Financial Statements
herein. The following additional information should be read in
conjunction with those discussions.

Hazardous Substances

In 1994, the CPUC approved the Hazardous Waste Collaborative Memorandum
account, allowing California's IOUs to recover their hazardous waste
cleanup costs, including those related to Superfund sites or similar
sites requiring cleanup. Cleanup costs at sites related to electric .
generation were specifically excluded from the collaborative by the-
CPUC. Recovery of 90 percent of hazardous waste cleanup costs and
related third-party litigation costs, and 70 percent of the related
insurance-litigation expenses is permitted. In addition, the company
has the opportunity to retain a percentage of any insurance recoveries
to offset the 10 percent of costs not recovered in rates.

During the early 1900s, SDG&E and its predecessors manufactured gas
from coal or oil. The manufactured-gas plants (MGPs) often have become
contaminated with the hazardous residual by-products of the process.
SDG&E identified three former MGPs, two of which were remediated in
1998 and 2000, with closure letters being received. The estimated
remaining remediation liability on the third site is $1.8 million.

SDG&E sold its fossil-fuel generating facilities in 1999. As a part of
its due diligence for the sale, SDG&E conducted a thorough
environmental assessment of the facilities. Pursuant to the sale
agreements for such facilities, SDG&E and the buyers have apportioned
responsibility for such environmental conditions generally based on
contamination existing at the time of transfer and the cleanup level
necessary for the continued use of the sites as industrial sites. While
the sites are relatively clean, the assessments identified some
instances of significant contamination, principally resulting from
hydrocarbon releases, for which SDG&E has a cleanup obligation under
the agreement. Estimated costs to perform the necessary. remediation are
$11 million. These costs were offset against the sales price for the
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facilities, together with other appropriate costs, and the remaining
net proceeds were included in the calculation of customer rates.
Remediation of the plants commenced in early 2001. During 2002, cleanup
was completed at several minor sites at a cost of $0.4 million. In late
2002, additional assessments were started at the primary sites, where
cleanup commenced in 2003 and is expected.to be completed during 2005.
In 2003, cleanup was completed at the Encina power plant site at a cost
of $0.8 million. In 2004, cleanup was completed at two combustion.
turbine sites at a cost of $0.7 million. -

SDG&E lawfully disposes of wastes at permitted facilities owned and
operated by other entities. Operations at these facilities may result
in actual or threatened risks to the environment or public health.
Under California law, businesses that arrange for legal disposal of
wastes at a permitted facility from which wastes are later released, or
threaten to be released, can be held financially responsible for
corrective actions at the facility.

The company and 10 other entities have been named potentially _
responsible parties (PRPs) by the Department of Toxic Substance Control
(DTSC) as liable for any required corrective action regarding
contamination at an industrial waste disposal site in Pico Rivera,
California. DTSC has taken this action because SDG&E and others sold
used transformers to the site's owner. SDG&E and the other PRPs have
entered into a cost-sharing agreement to provide funding for the
implementation of a consent order between DTSC and the site owner for
the development of a cleanup plan. SDG&E's interim share under the
agreement is 10 percent, subject to adjustment based on allocations of
responsibility. The total estimate for all PRPs is $1 million for the
development of the cleanup plan and $2 million to $8 million for the
actual cleanup. Since inception, SDG&E's share of the cleanup expenses
and plan development was $0.2 million. Cleanup is expected to commence
in 2005.

At December 31, 2004, the company's estimated remaining investigation
and remediation liability related to hazardous waste sites, including
the MGPs, was $2.7 million, of which 90 percent is authorized to be
recovered through the Hazardous Waste Collaborative mechanism. This
estimated cost excludes remediation costs associated with SDG&E's
former fossil-fuel power plants. The company believes that any costs
not ultimately recovered through rates, insurance or other means will
not have a material adverse effect on the company's consolidated
results of operations or financial position.

Estimated liabilities for environmental remediation are recorded when
amounts are probable and estimable. Amounts authorized to be recovered
in rates under the Hazardous Waste Collaborative mechanism are recorded
as a regulatory asset.

Electric and Magnetic Fields (EMFs)

Although scientists continue to research the possibility that exposure
to EMFs causes adverse health effects, science has not demonstrated a
cause-and-effect relationship between exposure to the type of EMFs
emitted by power lines and other electrical facilities and adverse
health effects. Some laboratory studies suggest that such exposure
creates biological effects, but those effects have not been shown to be
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harmful. The studies that have most concerned the public are
epidemiological studies, some of which have reported a weak correlation
between the proximity of homes to certain power lines and equipment and
childhood leukemia. Other epidemiological studies found no correlation
between estimated exposure and any disease. Scientists cannot explain
why some studies using estimates of past exposure report correlations
between estimated EMF levels and disease, while others do not.

To respond to public concerns, the CPUC has directed California IOUs to
adopt a low-cost EMF-reduction policy that requires reasonable design
changes to achieve noticeable reduction of EMF levels that are
anticipated from new projects. However, consistent with the major
scientific reviews of the available research literature, the CPUC has
indicated that no health risk has been identified. During 2004, the
CPUC instituted a rulemaking to re-examine its policies related to EMFs
and determine whether the current mitigation policies and utility
directives should be updated in light of science that has developed

over the last decade.
Air and Water Quality

California's air quality standards are more restrictive than federal
standards. However, as a result of the sale of the company's fossil-
fuel generating facilities, the company's primary air-quality issue,
compliance with these standards now has less significance to the
company's operation.

The transmission and distribution of natural gas require the operation
of compressor stations, which are subject to increasingly stringent
air-quality standards. Costs to comply with these standards are
recovered in rates. :

In connection with the issuance of operating permits, SDG&E and the
other owners of SONGS previously reached agreement with the California
Coastal Commission to mitigate the environmental damage to the marine
environment attributed to the cooling-water discharge from SONGS Units
2 and 3. This mitigation program includes an enhanced fish-protection
system, a 150-acre artificial kelp reef and restoration of 150 acres of
coastal wetlands. In addition, the owners must deposit $3.6 million
with the state for the enhancement of fish hatchery programs and pay
for monitoring and oversight of the mitigation projects. SDG&E's share
of the cost is estimated to be $34 million. These mitigation projects
are expected to be completed in 2008. Through December 31, 2003, SONGS
mitigation costs were recovered through the ICIP mechanism. SONGS
mitigation costs incurred after December 31, 2003, are being
capitalized and recovered from ratepayers over the remaining life of
the SONGS units, subject to CPUC approval in the Edison rate case.
Additional information on SONGS cost recovery is provided in Note 10 of
the notes to Consolidated Financial Statements herein.

OTHER MATTERS
Research, Development and Demonstration (RD&D)
For 2004, the CPUC authorized SDG&E to fund $1.2 million and $5.7

million for its natural gas and electric RD&D programs, respectively,
including $5.7 million to the CEC for its PIER (Public Interest Energy
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Research) Program. SDG&E's annual RD&D costs have averaged $6.5 million
over the past three years.

Employees of Registrant

As of December 31, 2004, the company had 4,405 employees, compared to
4,441 at December 31, 2003. ;

Labor Relations

Certain employees at SDG&E are represented by the Local 465 .
International Brotherhood of Electrical Workers. The current contract

is in effect through August 31, 2008.
ITEM 2. PROPERTIES

Electric Properties

SDG&E's interest in SONGS is described in "Electric Resources" herein.
At December 31, 2004, SDG&E's electric transmission and distribution
facilities included substations, and overhead and underground lines.
The electric facilities are located in San Diego, Imperial and Orange
counties and in Arizona, and consist of 1,814 miles of transmission
lines and 21,433 miles of distribution lines. Periodically, various
areas of the service territory require expansion to accommodate

customer growth.
Natural Gas Properties

At December 31, 2004, SDG&E's natural gas facilities, which are located
in San Diego and Riverside counties, consisted of the Moreno and
Rainbow compressor stations, 166 miles of high pressure transmission
pipelines, 7,969 miles of high and low pressure distribution mains, and
6,155 miles of service lines.

Other Properties

SDG&E occupies an office complex in San Diego pursuant to an operating
lease ending in 2007. The lease can be renewed for two five-year

periods.

The company owns or leases other offices, operating and maintenance
centers, shops, service facilities and equipment necessary in the
conduct of its business.

ITEM 3. LEGAL PROCEEDINGS

SDG&E and the County of San Diego. are continuing to negotiate the
remaining terms of a settlement relating to alleged environmental law
violations by SDG&E and its contractors in connection with the
abatement of asbestos-containing materials during the demolition of a
natural gas storage facility in 2001. SDG&E expects that any settlement
with the County would involve payments by SDG&E of less than $750,000.
In January 2005, Sempra Energy and SDG&E received a grand jury subpoena
from the United States Attorney's Office in San Diego seeking documents
related to this matter. The companies are fully cooperating with the

investigation.
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Except for the matters described above and in Note 12 of the notes to
Consolidated Financial Statements or referred to elsewhere in this
Annual Report, neither the company nor its subsidiary is party to, nor
is their property the subject of, any material pending legal
proceedings other than routine litigation incidental to their
businesses.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None

PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

All of the issued and outstanding common stock of SDG&E is owned by
Enova Corporation, a wholly owned subsidiary of Sempra Energy. The
information required by Item 5 concerning dividends declared is
included in the "Statements of Consolidated Changes in Shareholders'
Equity" set forth in Item 8 of this Annual Report herein.
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ITEM 6. SELECTED FINANCIAL DATA

(Dollars in millions) At December 31, or for the years then ended

Income Statement Data:

Operating revenues $ 2,274 $ 2,311 $ 1,725 $ 2,362 $ 2,671
Operating income S 251 $ 381 $ 262 $ 221 S 235
Dividends on preferred stock s 5 $ 6 s 6 [ 6 -8 6
Earnings applicable to )
common shares $ 208 $ 334 $ 203 s 177 S 145

Balance Sheet Data:
Total assets $ $ $ $ $
Long-term debt : : S $ s -8 $
Short-term debt (a) - $ 66 $ ~ 66 $ 66 S 93 S 66
Preferred stock subject to ! . Do
mandatory redemption (b) $ $ $ $ $
Shareholders' equity S $ $ $ $

(a) Includes long-term debt due within one year.

(b) At December 31, 2004 and 2003, $19 million and $21 million, respectively,
were included in Deferred Credits and Other Liabilities, and $2 million and $3
million, respectively, were included in Other Current Liabilities on the
Consolidated Balance Sheets.

Since SDG&E is a wholly owned subsidiary of Enova Corporation, per
share data is not provided.

This data should be read in conjunction with the Consolidated Financial
Statements and the notes to Consolidated Financial Statements contained
herein. '

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

INTRODUCTION

This section of the 2004 Annual Report includes management's discussion
and analysis of operating results from 2002 through 2004, and provides
information about the capital resources, liquidity and financial
performance of SDG&E. This section also focuses on the major factors
expected to influence future operating results and discusses investment
and financing activities and plans. It should be read in conjunction
with the Consolidated Financial Statements included in this Annual
Report.

The company is an operating public utility engaged in the electric and
natural gas businesses, servicing 3.3 million consumers. It
distributes electric energy, purchased from others or generated from
its 20 percent interest in a nuclear facility, through 1.3 million
electric meters in San Diego County and an adjacent portion of
southern Orange County, California. It also purchases and distributes
natural gas through 800,000 meters in San Diego County and transports
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electricity and natural gas for others. SDG&E's service area
encompasses 4,100 square miles. SDG&E's only subsidiary is SDG&E
Funding LLC, which was formed to facilitate the issuance of SDG&E's
rate reduction bonds described in Note 3 of the notes to Consolidated
Financial Statements. SDG&E is a substantially wholly owned indirect
subsidiary of Sempra Energy. SDG&E and its sister utility, Southern
California Gas Company (SoCalGas), which distributes natural gas
throughout most of Southern California and a portion of central
California, are collectively referred to herein as "the California
Utilities."

RESULTS OF OPERATIONS
The following table shows net income for each of the last five years.

(Dollars in-millions)

2004 $ 213
2003 $ 340
2002 $ 209
2001 $ 183
2000 $ 151

To understand the operations and financial results of the company, it
is important to understand the ratemaking procedures to which the
company is subject. :

The company is subject to various regulatory bodies and rules at
national, state and local levels. The primary regulatory body is the
California Public Utilities Commission (CPUC), which regulates utility
rates and operations. The Federal Energy Regulatory Commission (FERC)
regulates interstate transportation of natural gas and electricity and
various related matters. The Nuclear Regulatory Commission regulates
nuclear generating plants. Municipalities and other local authorities
regulate the location of utility assets, including natural gas
pipelines and electric lines.

California's electric utility industry was significantly affected by
California's restructuring of the industry during 2000-2001. Beginning
in mid-2000 and continuing into 2001, supply/demand imbalances and a
number of other factors resulted in abnormally high electric commodity
costs, leading to several legislative and regulatory responses,
including a ceiling imposed on the cost.of the electric commodity that
SDG&E could pass on to its small-usage customers. To obtain adequate
supplies of electricity, beginning in February 2001 and continuing
through December 31, 2002, the DWR began purchasing power to fulfill
the full net short position of the investor-owned utilities (IOUs),
consisting of all electricity requirements of the IOUs’ customers other
than that provided by their existing generating facilities or their
previously existing purchased-power contracts.

In 2003, the CPUC established the allocation of the power purchased by
the DWR under long-term contracts for the IOUs' customers and the
related cost responsibility among the IOUs for that power. In addition,
the IOU's resumed their electric commodity procurement function for
power requirements in excess of that provided by the DWR's contracts
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allocated to them. This is discussed further in Note 10 of the notes to
Consolidated Financial Statements and under "Factors Influencing Future
Performance."

The natural gas industry experienced an initial phase of restructuring
during the 1980s by deregulating natural gas sales to noncore
customers. Further restructuring continues to. be considered; as
discussed in Note 11 of the notes to Consolidated Financial Statements.

Electric Revenue and Cost of Electric Fuel and Purchased Power.
Electric revenues decreased to $1,678 million in 2004 from $1,802
million in 2003, and the cost of electric fuel and purchased power
increased to $0.6 billion in 2004 from $0.5 billion in 2003. The
decrease in revenues was due to more power being provided to .SDG&E's
customers by the DWR in 2004 as discussed in Note 10 of the notes to
Consolidated Financial Statements, offset partially by higher electric
commodity costs. Additionally, 2003 revenue included the recognition of
$116 million related to the approved settlement of intermediate-term
purchase power contracts in the third quarter of 2003 and higher
earnings from Performance-Based Regulation (PBR) awards. Performance
awards are discussed in Note 11 of the notes to Consolidated Financial
Statements. The increased costs were primarily attributable to the
higher electric commodity costs and higher volumes, offset partially by
the increased power being provided by the DWR.

Electric revenues increased to $1.8 billion in 2003 from $1.3 billion
in 2002, and the cost of electric fuel and purchased power increased to
$0.5 billion in 2003 from $0.3 billion in 2002. The changes were
attributable to several factors, including the effect of the DWR's
purchasing the net short position of SDG&E during 2002, and higher
electric commodity costs and volumes. In addition, the increase in
revenue was due to the settlement of the intermediate-term purchase
power contracts and higher PBR awards in 2003 and the increase in
authorized distribution revenue.

Natural Gas Revenue and Cost of Natural Gas. Natural gas revenues
increased to $596 million in 2004 from $509 million in 2003, and the
cost of natural gas increased to $347 million in 2004 from $274 million
in 2003. The increases were primarily attributable to natural gas cost
increases, which are passed on to customers.

Under the current regulatory framework, the cost of natural gas
purchased for customers and the variations in that cost are passed
through to the customers on a substantially concurrent basis. However,
SDG&E's natural gas procurement PBR mechanism provides an incentive
mechanism by measuring SDG&E's procurement of natural gas against a
benchmark price comprised of monthly natural gas indices, resulting in
shareholder rewards for costs achieved below the benchmark and
shareholder penalties when costs exceed the benchmark. Further
discussion is provided in Notes 1 and 11 of the notes to Consolidated
Financial Statements.

Natural gas revenues increased to $509 million in 2003 from $431
million in 2002, and the cost of natural gas increased to $274 million
in 2003 from $205 million in 2002. The change was primarily
attributable to natural gas price increases, partially offset by
reduced volumes.
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The tables below summarize the components of electric and natural gas
volumes and revenues by customer class for the years ended December 31,

2004, 2003 and 2002.

ELECTRIC TRANSMISSION AND DISTRIBUTION
(Dollars in millions, volumes in million kilowatt hours)

2004 2003 2002

Volumes Revenue Volumes Revenue Volumes Revenue
Residential 7,038 $ 692 6,702 $ 731 6,266 $ 649
Commercial 6,592 644 6,263 674 6,053 633
Industrial 2,084 134 1,987 162 1,893 161
Direct access 3,441 105 3,322 87 3,448 117
Street and highway lighting 97 11 91 11 88 o
Off-system sales v - - 8 - 5 - -
19,252 1,586 18,373 1,665 17,753 1,569
Balancing accounts and other 92 137 (275)
Total $ 1,678 $ 1,802 $ 1,294
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NATURAL GAS SALES, TRANSPORTATION & EXCHANGE
(Dollars in millions, volumes in billion cubic feet)

Natural Gas Sales

Transportation & Exchange

2004:
Residential
Commercial and industrial
Electric generation plants

2003:
Residential
Commercial and industrial
Electric generation plants

Balancing accounts and other

Total

2002:
Residential
Commercial and industrial
Electric generation plants

Balancing accounts and other

Total
Volumes Revenue
33 $ 332
22 146
74 38
129 516
80
$ 596
32 $ 291
21 - 132
62 33
115 456
53
$ 509
33 $ 247
22 105
85 24
140 376
55
$ 431

Although commodity-related revenues from the DWR's purchasing of
SDG&E's net short position or from the DWR's allocated contracts are
not included in revenue (as explained in Note 1 of the notes to

Consolidated Financial Statements),
distribution revenue are included herein.

the associated volumes and

Other Operating Expenses. Other operating expenses were $593 million,
$637 million and $560 million in 2004, 2003 and 2002, respectively. The
decrease in 2004 was due primarily to the favorable resolution of
regulatory issues offset partially by higher litigation costs in 2004.
The increase in 2003 compared to 2002 was due primarily to higher labor

and employee benefit costs,

costs associated with the Southern

California wildfires and general operating cost increases, including

litigation charges.

Other Income. Other income and deductions consist primarily of

interest income from short-term investments,

interest income/expense

from regulatory balancing accounts and allowance for equity funds used
during construction. Excluding the impact of income taxes on non-

operating income, other income was $43 million, $58 million and $22

million in 2004, 2003 and 2002, respectively. The decrease in 2004 was
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due to higher interest income in 2003 resulting from the favorable $37
million before-tax resolution of income-tax issues with the Internal
Revenue Service (IRS), offset partially by interest earned on income
tax receivables during 2004. The increase in 2003 compared to 2002 was
due to the higher interest income and lower balancing account interest
expense in 2003.

Income Taxes. Income tax expense was $148 million for the years ended
December 31, 2004 and 2003 and was $91 million for the year ended
December 31, 2002. The effective income tax rates were 41.1 percent,
30.3 percent and 30.3 percent for the same years. The lower effective
income tax rates in 2003 and 2002 were due primarily to the favorable
resolution of income tax issues in both years. In addition, income
before taxes in 2003 included $37 million in interest income arising
from the income tax settlement, resulting in an offsetting $15 million
income tax expense.

Net Income. SDG&E recorded net income of $213 million, $340 million and
$209 million, in 2004, 2003, and 2002, respectively. The decrease in
2004 was primarily due to the favorable resolution of income tax issues
in 2003, which positively affected 2003 earnings by $79 million, income
of $65 million after-tax in 2003 related to the approved settlement of
intermediate-term purchase power contracts (discussed in Note 10 of the
notes to Consolidated Financial Statements); the 2003 Incremental Cost
Incentive Pricing income for the San Onofre Nuclear Generation Station
(SONGS) ($53 million after-tax) and higher performance awards in 2003,
offset by higher electric transmission and distribution margin in 2004
and the resolution of the 2004 cost of service proceeding, which
favorable impacted net income by $21 million.

The increase in 2003 compared to 2002 was primarily due to more
reductions in income tax expense in 2003 than in 2002 from favorable
resolution of income tax issues, the approved settlement of the
intermediate-term purchase power contracts, higher earnings from PBR
awards, and higher electric transmission and distribution revenue.
These factors were partially offset by the litigation costs and other
operating expenses in 2003 and the end of sharing of the merger savings
(which positively impacted earnings by $8 million in 2002).

CAPITAL RESOURCES AND LIQUIDITY

The company's operations are the major source of liquidity. In
addition, working capital requirements can be met through the issuance
of short-term and long-term debt. Cash requirements primarily consist
of capital expenditures for utility plant.

At December 31, 2004, the company had $9 million in unrestricted cash
and $300 million in available unused, committed lines of credit.
Management believes that these amounts and cash flows from operations
and new security issuances will be adequate to finance capital
expenditures and meet liquidity requirements and other commitments.
Forecasted capital expenditures for the next five years are discussed
in "Future Capital Expenditures for Utility Plant."

Management continues to regularly monitor the company's ability to

finance the needs of its operating, financing and investing activities
in a manner consistent with its intention to maintain strong,
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investment-quality credit ratings. Rating agencies and others that
evaluate a company's liquidity generally consider a company's capital
expenditures and working capital requirements in comparison to cash from
operations, available credit lines and other sources available to meet
liquidity requirements.

CASH FLOWS FROM OPERATING ACTIVITIES

Net cash provided by operating activities totaled $445 million, $581
million and $757 million for 2004, 2003 and 2002, respectively.

The decrease in net cash provided by operating activities was primarily
due to lower net income in 2004.

The decrease in cash flows from operations in 2003 compared to 2002 was
attributable to changes in regulatory balancing accounts and higher tax
payments, offset by a reduction in deferred income taxes and investment
tax credits.

During 2004, the company made pension plan and other postretirement
benefit plan contributions of $20 million and $8 million, respectively.

CASH FLOWS FROM INVESTING ACTIVITIES

Net cash used in investing activities totaled $299 million, $319
million and $611 million for 2004, 2003 and 2002, respectively. The
decrease in cash used in investing activities in 2004 was due to
greater than normal capital expenditures in 2003 as a result of the
2003 Southern California wildfires. The decrease in cash used in
investing activities in 2003 compared to 2002 was primarily due to the
$129 million repayment by Sempra Energy in 2003 compared to $199
million of advances from SDG&E in 2002, offset by the effects of the
wildfires. Advances to Sempra Energy are payable on demand.

Future Capital Expenditures for Utility Plant

Significant capital expenditures in 2005 are expected to include <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>