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92
Glossary

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, 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; the resolution of litigation; and other uncertainties, all of which are difficult to predict
and many of which are beyond the control of the companies. 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 companies' business described in this report and other reports filed by the companies from time to
time with the Securities and Exchange Commission.

PART I
ITEM 1. BUSINESS AND RISK FACTORS
Back to Contents
Description of Business

Pacific Enterprises (PE or the company) is an energy services company whose only significant subsidiary is Southern
California Gas Company (SoCalGas), the nation's largest natural gas distribution utility. PE's common stock is wholly
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owned by Sempra Energy, a California-based Fortune 500 holding company, and PE owns all of the common stock of
SoCalGas. The financial statements herein are, in one case, the Consolidated Financial Statements of PE and its
subsidiary, SoCalGas, and, in the second case, the Consolidated Financial Statements of SoCalGas and its
subsidiaries, which comprise less than one percent of SoCalGas' consolidated financial position and results of
operations. Sempra Energy also indirectly owns all of the common stock of San Diego Gas & Electric Company
(SDG&E). SoCalGas and SDG&E are collectively referred to herein as "the California Utilities." A description of
SoCalGas is given in "Management's Discussion and Analysis of Financial Condition and Results of Operations"
herein.

As PE itself has no operations, PE's financial position and operations consist of those of SoCalGas and some
additional items attributable to PE's position as a holding company (e.g. cash, intercompany accounts, debt and

equity).
Company Website

The company's website address is http://www.socalgas.com and Sempra Energy's website address is
http://www.sempra.com. 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 the company. These risk factors could affect the actual results of the company and cause such results to
differ materially from those expressed in any forward-looking statements of, or made by or on behalf of, the company.
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, the company'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 the company set forth in the notes to Consolidated Financial Statements and in "Management's Discussion
and Analysis of Financial Condition and Results of Operations" herein.

SoCalGas 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 SoCalGas' rates 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 (which may include 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 SoCalGas' 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, SoCalGas' rates are approved by the CPUC based on forecasts of capital and operating costs. If the
company'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.
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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 operating
income 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 SoCalGas has received PBR rewards in the past, there can be no assurance that it will receive
rewards in the future, or that they would be of comparable amounts. Additionally, if the company fails to achieve
certain minimum performance levels established under the PBR mechanisms, it may be assessed financial
disallowances or penalties which could negatively affect earnings and cash flows.

The company may be adversely affected by new regulations, decisions, orders or interpretations of the CPUC or other
regulatory bodies. New legislation, regulations, decisions, orders or interpretations could change how the company
operates, could affect its ability to recover various costs through rates or adjustment mechanisms, or could require the
company to incur additional expenses.

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. In
January 2006, Sempra Energy and the California Utilities reached agreement to settle several of these lawsuits
including, subject to court and other approvals, the principal class action antitrust lawsuits in which they are
defendants. The companies remain defendants in several additional lawsuits arising out of the energy crisis, including
lawsuits commenced in the fourth quarter of 2005 by the California Attorney General. The company is also
responding to an ongoing CPUC proceeding related to the increase in natural gas prices at the California-Arizona
border in 2000-2001. Sempra Energy and the California Utilities have expended and continue to expend substantial
amounts defending these lawsuits and in connection with related investigations and regulatory proceedings. Sempra
Energy and the California Utilities have established reserves for the agreed and unresolved issues. However, given the
uncertainties involved in resolving litigation, Sempra Energy's and the California Utilities' results of operations and
financial condition 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.

The company's cash flows, ability to pay dividends and ability to meet its debt obligations largely depend on the
performance of its utility operations.

The company's utility operations are the major source of liquidity. The company's ability to pay dividends on its
preferred stock is largely dependent on the sufficiency of utility earnings and cash flows in excess of operational
needs.

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

Like other major industrial facilities, the company's natural gas pipelines 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 the
company'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 and its subsidiaries. Insurance
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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 SoCalGas' 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 the
California Utilities with Sempra Energy and is currently investigating this relationship, as discussed further in Note 8
of the notes to Consolidated Financial Statements herein.

United States Utility Regulation

The Federal Energy Regulatory Commission (FERC) regulates the interstate sale and transportation of natural gas, the
uniform systems of accounts and rates of depreciation. 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 8 and 9 of the notes to Consolidated Financial Statements herein.

Local Regulation

SoCalGas has natural gas franchises with the 240 legal jurisdictions in its service territory. These franchises allow
SoCalGas to locate, operate and maintain facilities for the transmission and distribution of natural gas in streets and
other public places. Some franchises have fixed lives, such as that for the city of Los Angeles, which expires in 2012.
The range of expiration dates for the franchises with definite lives is 2006 to 2048. Most of the franchises have
indeterminate lives with no termination date.

Licenses and Permits

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

Other regulatory matters are described in Note 8 of the notes to Consolidated Financial Statements herein.
NATURAL GAS UTILITY OPERATIONS

Resource Planning and Natural Gas Procurement and Transportation

The company is engaged in the purchase, sale, distribution, storage and transportation of natural gas. The company's
resource planning, natural gas 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

8 and 9 of the notes to Consolidated Financial Statements herein.

Customers
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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, industrial and enhanced oil recovery customers.

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

Natural Gas Procurement and Transportation

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

To ensure the delivery of the natural gas supplies to the distribution system and to meet the seasonal and annual needs
of customers, SoCalGas is committed to firm pipeline capacity contracts that require the payment of fixed reservation
charges to reserve firm transportation entitlements. SoCalGas sells excess capacity, if any, on a short-term basis.
Interstate pipeline companies, primarily El Paso Natural Gas Company, Transwestern Pipeline Company and Kern
River Gas Transmission, provide transportation services into SoCalGas' intrastate transmission system for supplies
purchased by SoCalGas or its transportation customers from outside of California. During 2005, SoCalGas
renegotiated certain expiring capacity contracts with new expiration dates up to 2011. The rates that interstate pipeline
companies may charge for natural gas and transportation services are regulated by the FERC.

According to "Btu's Daily Gas Wire", the annual average spot price of natural gas at the California/Arizona border
was $7.62 per million British thermal unit (mmbtu) in 2005 ($11.42 per mmbtu in December 2005), compared with
$5.57 per mmbtu in 2004 and $5.13 per mmbtu in 2003. The company's weighted average cost (including
transportation charges) per mmbtu of natural gas was $7.71 in 2005, $5.92 in 2004 and $5.05 in 2003.

Natural Gas Storage

SoCalGas provides natural gas storage services for use by the core, noncore and off-system customers. Core
customers are allocated a portion of SoCalGas storage capacity. Remaining customers, including SDG&E, can bid and
negotiate the desired amount of storage on a contract basis. The storage service program provides opportunities for
customers to store natural gas, usually during the summer, to reduce winter purchases when natural gas costs are
generally higher. This allows customers to select the level of service they desire to assist them in managing their fuel
procurement and transportation needs.

Demand for Natural Gas

The company faces competition in the residential and commercial customer markets based on the customers'
preferences for natural gas compared with other energy products. In the non-core industrial market, some customers
are capable of using alternate fuels, which can affect the demand for natural gas. The company's ability to maintain its
industrial market share is largely dependent on energy prices. 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 used to generate electricity will be
influenced by additional factors such as the location of new power plant construction and the development of
renewable resources. More generation capacity currently is being constructed outside Southern California than within
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the California Utilities' service area. This new generation will likely displace the output of older, less efficient local
generation, reducing the use of natural gas for local electric generation.

Effective March 31, 1998, electric industry restructuring provided out-of-state producers the option to provide power
to 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 the company's 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 the company'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, development of renewable resources, development of new natural gas
supply sources and general economic conditions can result in significant shifts in demand and market price. SoCalGas
added 75,000 new customer meters in each of 2005 and 2004, representing growth rates of 1.4 percent in both years.
The company expects that its growth rate for 2006 will approximate 2005's.

The natural gas distribution business is seasonal in nature and revenues generally are greater during the winter
months. 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 concerning 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 and 8 of the notes to Consolidated
Financial Statements herein.

ENVIRONMENTAL MATTERS

Discussions about environmental issues affecting the company are included in Note 9 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. 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.

At December 31, 2005, the company had accrued its estimated remaining investigation and remediation liability
related to hazardous waste sites, including numerous locations that had been manufactured-gas plants, of $38.8
million, of which 90 percent is authorized to be recovered through the Hazardous Waste Collaborative mechanism.
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.

11
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Air and Water Quality

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.

OTHER MATTERS
Research, Development and Demonstration (RD&D)

Effective January 2005, a surcharge was established by the CPUC for natural gas public interest RD&D. The natural
gas public interest research program is administered by the CEC. For 2005, the funding level is subject to a statewide
cap of $12 million. The statewide cap increases to $15 million in 2006. For 2005, SoCalGas funding for the natural
gas public purpose RD&D program was $6 million. In addition, SoCalGas operates a separate natural gas RD&D
program as discussed below.

The SoCalGas ratepayer-funded RD&D program is focused on utility operations, end use utilization, advanced
distributed power generation and transportation. Each of these activities provides benefits to customers and society by
providing more cost-effective, efficient natural gas equipment with lower emissions, increased safety and reduced
operating costs. For 2005, SoCalGas' RD&D expenditures were $11 million and expenditures averaged $9 million
over the past three years.

Employees of Registrant

As of December 31, 2005, the company had 6,473 employees, compared to 6,448 at December 31, 2004.

Labor Relations

Field, technical and most clerical employees at SoCalGas are represented by the Utility Workers' Union of America
(UWUA) or the International Chemical Workers' Union Council (ICWUC). The collective bargaining agreement for
field, technical and most clerical employees at SoCalGas covering wages, hours, working conditions, medical and
various benefit plans is in effect through September 30, 2008.

ITEM 2. PROPERTIES

Back to Contents

Natural Gas Properties

At December 31, 2005, SoCalGas' natural gas facilities included 2,871 miles of transmission and storage pipeline,

48,013 miles of distribution pipeline and 46,372 miles of service piping. They also included 11 transmission
compressor stations and 4 underground storage reservoirs, with a combined working capacity of 125 billion cubic feet

(bcf).
Other Properties

SoCalGas leases approximately half of a 52-story office building in downtown Los Angeles through 2011. The lease
has six separate five-year renewal options.

The company owns or leases other warehouses, offices, operating and maintenance centers, shops, service facilities
and equipment necessary in the conduct of its business.
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ITEM 3. LEGAL PROCEEDINGS
Except for the matters described in described in Note 9 of the notes to Consolidated Financial Statements or referred
to elsewhere in this Annual Report, neither the company nor its subsidiaries are party to, nor is their property the
subject of, any material pending legal proceedings.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None
Back to Contents

PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Back to Contents
All of the issued and outstanding common stock of PE is owned by Sempra Energy. The information required by Item

5 concerning dividend declarations is included in the "Statements of Consolidated Changes in Shareholders' Equity"
set forth in Item 8 of the 2005 Annual Report to Shareholders herein.

ITEM 6. SELECTED FINANCIAL DATA

Back to Contents

(Dollars in millions, except per share
amounts) At December 31, or for the years then ended

2005 2004 2003 2002 2001

Pacific Enterprises
Income Statement Data:

Operating revenues $ 4,617 $ 3,997 $ 3,541 $ 2,850 $ 3,710
Operating income $ 249 $ 244 $ 238 $ 246 $ 268
Dividends on

preferred stock $ 4 $ 4 $ 4 $ 4 $ 4
Earnings applicable to

common shares $ 221 $ 232 $ 217 $ 209 $ 202

Balance Sheet Data:

Total assets $ 6,531 $ 6,085 $ 5,833 $ 5,883 $ 5414
Long-term debt $ 1,100 $ 864 $ 762 $ 657 $ 579
Short-term debt (a) $ 96 $ 30 $ 175 $ 175 $ 150
Shareholders' equity $ 1,834 $ 1,814 $ 1,697 $ 1,684 $ 1,574
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SoCalGas
Income Statement Data:
Operating revenues $ 4617 $ 3,997 $ 3,541 $ 2,850 $ 3,710
Operating income $ 251 $ 246 $ 224 $ 243 $ 273
Dividends on
preferred stock $ 1 $ 1 $ 1 $ 1 $ 1
Earnings applicable to
common shares $ 211 $ 232 $ 209 $ 212 $ 207
Balance Sheet Data:
Total assets $ 6,007 $ 5,633 $ 5,349 $ 5,403 $ 4,986
Long-term debt $ 1,100 $ 864 $ 762 $ 657 $ 579
Short-term debt (a) $ 96 $ 30 $ 175 $ 175 $ 150
Shareholders' equity $ 1417 $ 1,407 $ 1,376 $ 1,340 $ 1,327

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

Since Pacific Enterprises is a wholly owned subsidiary of Sempra Energy and SoCalGas is a wholly owned subsidiary
of Pacific enterprises, 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

Back to Contents
INTRODUCTION

This section of the 2005 Annual Report includes management's discussion and analysis of operating results from 2003
through 2005, and provides information about the capital resources, liquidity and financial performance of Pacific
Enterprises (PE) and Southern California Gas Company (SoCalGas). SoCalGas, PE or the two together are also
referred to herein as "the company," the distinction being indicated by the context. 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.

PE is the holding company for SoCalGas, the nation's largest natural gas distribution utility. SoCalGas owns and
operates a natural gas distribution, transmission and storage system supplying natural gas throughout approximately
20,000 square miles of service territory. Its service territory extends from San Luis Obispo on the north to the
Mexican border in the south, excluding San Diego County, the City of Long Beach and the desert area of San
Bernardino County. SoCalGas provides natural gas service to residential, commercial, industrial, utility electric
generation and wholesale customers, through 5.6 million meters, covering a population of 19.8 million. SoCalGas and
its sister utility, San Diego Gas & Electric Company (SDG&E), are collectively referred to herein as "the California

14



Edgar Filing: PACIFIC ENTERPRISES INC - Form 10-K

Utilities."
RESULTS OF OPERATIONS

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

(Dollars in millions) PE SoCalGas
|
2005 $ 225 $212
2004 $236 $233
2003 $221 $210
2002 $213 $213
2001 $ 206 $ 208

Comparison of Earnings

To assist the reader in understanding the trend of earnings, the following tables summarize the major unusual factors
affecting net income and operating income in 2005, 2004 and 2003. The numbers in parentheses are the page numbers
where each 2005 item is discussed therein.

Pacific Enterprises

Net Income Operating Income

(Dollars in millions) 2005 2004 2003 2005 2004 2003
Reported amounts $ 225 $ 236 $ 221 $ 249 $ 244 $ 238
Unusual items:
Increase in California
energy crisis litigation
reserves (59) 56 24 21 56 24 21
Resolution of prior
years' income tax
issues (18) 26) (5) 24) (26) 5) 24)
DSM! awards (55) ®) - -- 8) -- --
Other incentive awards -- -- 29) -- -- 29)
Other regulatory
matters -- (34) - - (15) -

- ©) - - ©) -
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Gain on sale of
partnership property

Sublease losses --

$ 247

$ 212 $ 200 $ 271 $ 239 $ 217

Demand side management (DSM)

Southern California Gas

Net Income Operating Income
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