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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, national and international 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, the Federal Energy
Regulatory Commission, the Federal Reserve Board, the U.K. Financial Services Authority and other regulatory
bodies in the United States and other countries; 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
electric power, natural gas and liquefied 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
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.
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PART I

ITEM 1. BUSINESS AND RISK FACTORS

Description of Business

A description of Sempra Energy and its subsidiaries (the company) is given in "Management's Discussion and
Analysis of Financial Condition and Results of Operations" of the 2007 Annual Report to Shareholders (Annual
Report), which is incorporated by reference. The company has five separately managed reportable segments consisting
of Southern California Gas Company (SoCalGas), San Diego Gas & Electric Company (SDG&E), Sempra
Commodities, Sempra Generation and Sempra Pipelines & Storage. SoCalGas and SDG&E are collectively referred
to as "the Sempra Utilities." In July 2007, the company entered into an agreement with The Royal Bank of Scotland
plc (RBS) to form a partnership to purchase and operate the company's commodity-marketing businesses, which
generally comprise the Sempra Commodities segment. This agreement is discussed in "Sempra Global Joint Venture
Partnership with RBS" herein.

Company Website

The company's website address is http://www.sempra.com. The company makes available free of charge through 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. The charters of the audit, compensation and corporate
governance committees of the company's board of directors (the board), the board's corporate governance guidelines,
and the company's code of business conduct and ethics for directors and officers are posted on the company's website.
Printed copies may be obtained by writing to the company's Corporate Secretary at Sempra Energy, 101 Ash Street,
San Diego, CA 92101-3017.
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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 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. In addition, the trading price of its securities could decline due to the occurrence of any of these
risks. 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" included in the 2007 Annual Report to Shareholders, which is incorporated by
reference in this report.

Risks Related to the Sempra Utilities

The Sempra Utilities are subject to extensive regulation by state, federal and local legislation and regulatory
authorities, which may adversely affect the operations, performance and growth of their businesses.

The California Public Utilities Commission (CPUC), which consists of five commissioners appointed by the Governor
of California for staggered six-year terms, regulates the Sempra Utilities' rates (except electric transmission rates,
which are regulated by the Federal Energy Regulatory Commission (FERC)) and conditions of service, sales of
securities, capital structure, rates of return, rates of depreciation, the uniform systems of accounts and long-term
resource procurement. The CPUC conducts various reviews of utility performance (which may include reasonableness
and prudency reviews of capital expenditures, natural gas and electricity procurement, and other costs, and reviews
and audits of the company's records) 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 the Sempra Utilities' rates, costs, incentive
mechanisms and performance-based regulation are discussed in Notes 14 and 15 of the Notes to Consolidated
Financial Statements and in "Management's Discussion and Analysis of Financial Condition and Results of
Operations."

The Sempra Utilities may expend funds prior to receiving regulatory approval to proceed with a major capital project.
If the project does not receive regulatory approval or management decides not to proceed with the project, the
company may not be able to recover the amount expended for that project.

Periodically, the Sempra Utilities' rates are approved by the CPUC based on authorized capital expenditures and
operating costs. If the Sempra Ultilities' actual capital expenditures and operating costs were to exceed the amount
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approved by the CPUC, it could adversely affect earnings and cash flows.

To promote efficient operations and improved productivity and to move away from reasonableness reviews and
disallowances, the CPUC applies Performance-Based Regulation (PBR) to the Sempra 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 areas that are eligible for
PBR rewards are: operational incentives based on measurements of safety, reliability and customer service; energy
efficiency rewards based on the effectiveness of the programs; and natural gas procurement rewards. Although the
Sempra Utilities have received PBR rewards in the past, there can be no assurance that they will receive rewards in the
future,

10
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or that they would be of comparable amounts. Additionally, if the Sempra Utilities fail to achieve certain minimum
performance levels established under the PBR mechanisms, they may be assessed financial disallowances or penalties
which could negatively affect earnings and cash flows.

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

The Sempra Utilities may be adversely affected 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
the Sempra Utilities operate, could affect their ability to recover various costs through rates or adjustment
mechanisms, or could require the Sempra Ultilities to incur additional expenses.

The construction and expansion of the Sempra Ultilities' natural gas pipelines and storage facilities and electric
transmission and distribution facilities require numerous permits and approvals from federal, state and local
governmental agencies. If there are delays in obtaining required approvals, or if the company fails to obtain or
maintain required approvals or to comply with applicable laws or regulations, its business, cash flows, results of
operations and financial condition could be materially adversely affected.

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

SDG&E has a 20-percent ownership interest in the San Onofre Nuclear Generating Station (SONGS), a
2,150-megawatt (MW) nuclear generating facility near San Clemente, California. The Nuclear Regulatory
Commission (NRC) 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:

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;

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

11
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uncertainties with respect to the technological and financial aspects of decommissioning nuclear plants at the end of
their licensed lives.

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

Sempra Energy and the Sempra Utilities are defendants in numerous lawsuits. They have expended and continue to
expend substantial amounts defending these lawsuits and in connection with related investigations and regulatory
proceedings and have established reserves that they believe to be appropriate for their ultimate resolution. However,

uncertainties inherent in complex legal proceedings make it difficult to estimate with any degree of certainty the costs

and effects of resolving legal matters. Accordingly, costs ultimately incurred may differ materially from estimated

costs and could materially adversely affect Sempra Energy's and the Sempra Utilities' business, cash flows, results of

operations and financial condition.

These proceedings are discussed in Note 16 of the Notes to Consolidated Financial Statements and in "Management'
Discussion and Analysis of Financial Condition and Results of Operations."

S

12
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Risks Related to Sempra Energy's Electric Generation, Liquefied Natural Gas (LNG), Commodities Trading,
Pipelines & Storage and Other Businesses

Sempra Energy's businesses are exposed to market risk, and its financial condition, results of operations, cash
flows and liquidity may be adversely affected by fluctuations in commodity market prices that are beyond its
control.

Sempra Generation generates electricity that it sells under long-term contracts and into the spot market or other
competitive markets. It purchases natural gas to fuel its power plants and may also purchase electricity in the open
market to satisfy its contractual obligations. As part of Sempra Generation's risk management strategy, it may hedge a
substantial portion of its electricity sales and natural gas purchases to manage its portfolio.

Sempra Energy's revenues and results of operations could be adversely affected if the prevailing market prices for
electricity, natural gas, LNG or other commodities, whether procured for power plants or LNG regasification
terminals to satisfy contractual obligations with trading counterparties or customers, in regional markets and other
competitive markets in which the company competes, change in a direction or manner that it has not anticipated and
for which it has not provided through purchase or sale commitments or other hedging transactions.

Sempra Commodities generally seeks to structure its trading contracts so that a substantial majority of its trading
revenues are realizable within 24 months and strives to maintain appropriate hedging mechanisms for its trading book.
However, it may at any time have substantial unhedged trading positions in the market, resulting from the
management of its trading portfolios or from its inability to hedge, in whole or in part, particular risks.

Unanticipated changes in market prices for energy-related and other commodities result from multiple factors,
including: weather conditions; seasonality; changes in supply and demand; transmission or transportation constraints
or inefficiencies; availability of competitively priced alternative energy sources; commodity production levels; actions
by the Organization of the Petroleum Exporting Countries with respect to the supply of crude oil; federal, state and
foreign energy and environmental regulation and legislation; natural disasters, wars, embargoes and other catastrophic
events; and expropriation of assets by foreign countries.

In 2001, the FERC, which has jurisdiction over wholesale power and transmission rates, independent system operators
and other entities that control transmission facilities or that administer wholesale power sales in some of the markets
in which the company operates, imposed price limitations which resulted in unexpected moves in electricity prices.
The FERC may impose additional price limitations, bidding rules and other mechanisms or terminate existing price
limitations from time to time in the future. Any such action by the FERC may result in prices for electricity changing
in an unanticipated direction or manner, and may have an adverse effect on Sempra Energy's sales and results of

13
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operations.

Sempra Energy and its subsidiaries cannot and do not attempt to fully hedge their assets or positions against
changes in commodity prices, and their hedging procedures may not work as planned.

To reduce financial exposure related to commodity price fluctuations, Sempra Energy's subsidiaries routinely enter
into contracts to hedge a substantial portion of their purchase and sale commitments and inventories of electricity,
natural gas, crude oil and refined petroleum products, base metals and other commodities. As part of this strategy,
they routinely utilize fixed-price, forward, physical purchase and

14
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sales contracts, futures, financial swaps and option contracts traded in the over-the-counter markets or on exchanges.
However, the company does not cover the entire exposure of its assets or its positions to market price volatility and
the coverage will vary over time. To the extent Sempra Energy's subsidiaries have unhedged positions, or if their
hedging strategies do not work as planned, fluctuating commodity prices could have a material adverse effect on
Sempra Energy's business, results of operations, cash flows and financial condition.

Risk management procedures may not prevent losses.

Although Sempra Energy and its subsidiaries have in place risk management systems and control systems that use
advanced methodologies to quantify and manage risk, these systems may not always prevent material losses. Risk
management procedures may not always be followed or may not always work as planned. In addition, daily
value-at-risk and loss limits are based on historic price movements. If prices significantly or persistently deviate from
historic prices, the limits may not protect the company from significant losses. As a result of these and other factors,
there can be no assurance that Sempra Energy's risk management procedures will prevent losses that would negatively
affect its business, results of operations, cash flows and financial condition.

Sempra Energy's businesses depend on counterparties, business partners, customers and suppliers performing in
accordance with their agreements, and any failure by them to perform could require the company to incur
substantial expenses and expose it to commodity price risk and volatility, which could adversely affect Sempra
Energy's liquidity, cash flows and results of operations.

Sempra Energy's subsidiaries are exposed to the risk that counterparties, business partners, customers and suppliers
that owe money or commodities as a result of market transactions or other long-term agreements will not perform
their obligations under such agreements. Should they fail to perform, the company may be required to acquire
alternative hedging arrangements or to honor the underlying commitment at then-current market prices. In such event,
Sempra Energy's subsidiaries may incur additional losses to the extent of amounts already paid to such counterparties
or suppliers. In addition, the subsidiaries often extend credit to counterparties and customers. While the company
performs significant credit analyses prior to extending credit, Sempra Energy and its subsidiaries are exposed to the
risk that they may not be able to collect amounts owed to them.

Sempra LNG's obligations and those of its suppliers for LNG supplies are contractually subject to suspension or
termination for "force majeure" events beyond the control of the parties and to substantial limitations of remedies for
other failures to perform, including limitations on damages to amounts that could be substantially less than those
necessary to provide full recovery for breach of the agreements.

If California's Department of Water Resources (DWR) were to succeed in setting aside, or were to fail to perform
its obligations under its long-term power contract with Sempra Generation, Sempra Energy's business, results of
operations and cash flows will be materially adversely affected.

15
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In 2001, Sempra Generation entered into a 10-year power sales agreement with the DWR to supply up to 1,900 MW
to the state. The validity of the power sales agreement with the DWR continues to be the subject of extensive litigation
between the parties before the FERC, in the courts and in arbitration proceedings. If the DWR were to succeed in
setting aside its obligations under the contract, or if the DWR fails or is unable to meet its contractual obligations on a
timely basis, it could have a material adverse effect on Sempra Energy's business, results of operations, cash flows and
financial condition. These proceedings are described in the Notes to Consolidated Financial Statements and in
"Management's Discussion and Analysis of Financial Condition and Results of Operations." As described in Note 16
of

16
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the Notes to Consolidated Financial Statements, the company unilaterally reduced its price to the DWR in connection
with the agreement to settle other litigation.

Sempra Energy's subsidiaries may elect not to or may not be able to enter into long-term supply and sales
agreements or long-term firm capacity agreements for their projects, which would subject their sales to increased
volatility and its businesses to increased competition.

The electric generation and wholesale power sales industries have become highly competitive. As more plants are
built and competitive pressures increase, wholesale electricity prices may become more volatile. Without the benefit
of long-term power sales agreements, such as the 10-year power sales agreement between Sempra Generation and the
DWR expiring in 2011, Sempra Energy's sales may be subject to increased price volatility, and it may be unable to
sell the power generated by Sempra Generation's facilities or operate those facilities profitably.

Sempra LNG intends to utilize its regasification terminals by entering into long-term firm capacity service agreements
whereby customers would pay Sempra LNG fees to use Sempra LNG's facilities to regasify the customer's LNG or by
entering into long-term supply agreements for the purchase of LNG to be regasified at its terminals for sale to other
parties. In the case of long-term supply agreements, these contracts are expected to substantially reduce its exposure to
changes in natural gas prices through corresponding natural gas sales agreements or by tying supply prices to
prevailing natural gas price market indices. However, if Sempra LNG is unable to obtain such long-term agreements
or if the counterparties, customers or suppliers to one or more of the key agreements for the LNG facilities were to fail
or become unable to meet their contractual obligations on a timely basis, it could have a material adverse effect on
Sempra Energy's business, results of operations, cash flows and financial condition. In addition, reduced availability
of LNG due to inadequate supplies, delays in the development of new liquefaction capacity and increased demand are
affecting the timing of development of new LNG facilities and expansion of existing facilities, and are likely to delay
near-term attainment of full-capacity utilization when facilities under construction become operational. The company's
potential LNG suppliers also may be subject to international political and economic pressures and risks which may
also affect the supply of LNG.

Sempra Pipelines & Storage's natural gas pipeline operations will be dependent on supplies of natural gas from their
transportation customers, which may include Sempra LNG facilities.

Business development activities may not be successful and projects under construction may not commence
operation as scheduled, which could increase Sempra Energy's costs and impair its ability to recover its
investments.

The acquisition, development and construction of LNG receiving terminals, natural gas pipelines and storage
facilities, and other energy infrastructure projects involve numerous risks. Sempra Energy and its subsidiaries may be
required to expend significant sums for preliminary engineering, permitting, fuel supply, resource exploration, legal
and other expenses before it can be established whether a project is feasible, economically attractive or capable of

17
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being built. Sempra Energy's success in developing a particular project is contingent upon, among other things,
negotiation of satisfactory engineering, procurement and construction agreements, negotiation of supply and natural
gas sales agreements or firm capacity service agreements, receipt of required governmental permits and timely
implementation and satisfactory completion of construction. Successful completion of a particular project may be
adversely affected by unforeseen engineering problems, construction delays and contractor performance shortfalls,
work stoppages, equipment supply, adverse weather conditions, environmental and geological conditions, and other
factors. If the company is unable to complete the development of a facility, it typically will not be able to recover its
investment in the project.

10

18



Edgar Filing: SEMPRA ENERGY - Form 10-K

The operation of existing and future facilities also involves many risks, including the breakdown or failure of
generation or regasification and storage facilities or other equipment or processes, labor disputes, fuel interruption and
operating performance below expected levels. In addition, weather-related incidents and other natural disasters can
disrupt generation, regasification, storage and transmission systems. The occurrence of any of these events could lead
to operating facilities below expected capacity levels, which may result in lost revenues or increased expenses,
including higher maintenance costs and penalties, and could adversely affect Sempra Energy's business, cash flows
and results of operations.

Sempra Energy's subsidiaries rely on transportation assets and services that they do not own or control to deliver
electricity and natural gas.

Sempra Energy's subsidiaries depend on electric transmission lines, natural gas pipelines and other transportation
facilities owned and operated by third parties to deliver the electricity and natural gas they sell to wholesale markets,
to supply natural gas to their electric generation facilities, and to provide retail energy services to customers. Sempra
Pipelines & Storage also depends on natural gas pipelines to interconnect with their ultimate source or customers of
the commodities they are transporting. Sempra LNG also will rely on specialized LNG ships to transport LNG to its
LNG facilities and on natural gas pipelines to transport natural gas for customers of the facilities. If transportation is
disrupted, or if capacity is inadequate, the ability of Sempra Energy's subsidiaries to sell and deliver their products and
services may be hindered. As a result, they may be responsible for damages incurred by their customers, such as the
additional cost of acquiring alternative supply at then-current spot market rates.

Sempra Energy's businesses require numerous permits and other governmental approvals from various federal,
state, local and foreign governmental agencies, and any failure to obtain or maintain required permits or approvals
could cause Sempra Energy's sales to decline and/or its costs to increase.

The acquisition, ownership and operation of LNG receiving terminals, natural gas pipelines and storage facilities, and
electric generation facilities require numerous permits, approvals and certificates from federal, state, local and foreign
governmental agencies. All of the existing and planned development projects of Sempra Energy's subsidiaries require
multiple permits. If there is a delay in obtaining any required regulatory approvals or if the company fails to obtain or
maintain any required approvals or to comply with any applicable laws or regulations, it may not be able to operate its
facilities, or it may be forced to incur additional costs.

Sempra Energy's businesses are subject to complex government regulations and may be adversely affected by
changes in these regulations or in their interpretation or implementation.

In recent years, the regulatory environment applicable to the electric power and natural gas industries has undergone
significant changes, on both federal and state levels, which have affected the nature of these industries and the manner
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in which their participants conduct their businesses. These changes are ongoing, and Sempra Energy cannot predict
the future course of changes in this regulatory environment or the ultimate effect that this changing regulatory
environment will have on its businesses. Moreover, existing regulations may be revised or reinterpreted, and new laws
and regulations may be adopted or become applicable to the company and its facilities. Future changes in laws and
regulations may have a detrimental effect on Sempra Energy's business, cash flows, financial condition and results of
operations.

Sempra Energy's other operations are subject to affiliate rules relating to transactions with the Sempra Utilities and
with each other. These businesses could be adversely affected by changes in these rules or by additional CPUC or
FERC rules' further restricting their ability to sell electricity or natural gas or to trade with the Sempra Utilities and
with each other. Affiliate transaction rules also could require these

11
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businesses to obtain the prior approval of the CPUC before entering into any such transactions with the Sempra
Utilities. Any such restrictions or approval requirements could adversely affect the LNG receiving terminals, natural
gas pipelines, electric generation facilities or trading operations of the company's subsidiaries.

Various proceedings, inquiries and investigations relating to the business activities of Sempra Generation and Sempra
Commodities are currently pending before the FERC. A description of such proceedings, inquiries and investigations
is provided in Note 16 of the Notes to Consolidated Financial Statements.

Sempra Energy's international businesses are exposed to different local, regulatory and business risks and
challenges, which could have a material adverse effect on Sempra Energy's financial condition, cash flows and
results of operations.

Sempra Energy subsidiaries have interests in electricity generation, natural gas distribution and transmission, and
LNG terminal projects in Mexico, and also have trading, marketing and risk management operations in Canada,
Europe and Asia. Sempra Pipelines & Storage has ownership interests in electricity and natural gas distribution
businesses in Argentina, Chile and Peru. Developing infrastructure projects, owning energy assets and operating
businesses in foreign jurisdictions subject the company to significant political, legal and financial risks which vary by
country, including:

changes in foreign laws and regulations, including tax and environmental laws and regulations, and U.S. laws and
regulations related to foreign operations;

high rates of inflation;

changes in government policies or personnel;

trade restrictions;

limitations on U.S. company ownership in foreign countries;

permitting and regulatory compliance;
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changes in labor supply and labor relations in operations outside the U.S.;

adverse rulings by foreign courts or tribunals, challenges to permits, difficulty in enforcing contractual rights, and
unsettled property rights and titles in Mexico and other foreign jurisdictions; and

general political, economic and business conditions.

Sempra Energy's international businesses also are subject to foreign currency risks. These risks arise from both
volatility in foreign currency exchange rates and devaluations of foreign currencies. In such cases, an appreciation of
the U.S. dollar against a local currency could reduce the amount of cash and income received from those foreign
subsidiaries. While Sempra Pipelines & Storage believes that it has contracts and other measures in place to mitigate
its most significant foreign currency exchange risks, it has some exposure that is not fully mitigated.

12
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A downgrade in Sempra Energy's credit ratings could negatively affect its commodities trading and other
non-utility businesses.

If Sempra Energy's credit ratings were to be downgraded, the business prospects of its commodities trading and other
non-utility businesses, which generally rely on the credit-worthiness of Sempra Energy, would be adversely affected.
Sempra Commodities would be required to comply with various margin or other credit enhancement obligations under
its trading and marketing contracts, substantially all of which are guaranteed by Sempra Energy, and it may be unable
to continue to trade or able to do so only on less-favorable terms. To meet liquidity requirements, Sempra Energy and
its subsidiaries maintain substantial unused committed lines of credit for which borrowings are available without
regard to credit ratings. However, a ratings downgrade could require Sempra Energy to divert to Sempra Commodities
all or a portion of the liquidity that these lines would otherwise provide for the expansion of Sempra Energy's other
non-utility businesses. In addition, if these lines were to become unavailable or to be inadequate to meet margin and
other credit enhancement requirements, Sempra Commodities trading partners could exercise other remedies such as
liquidating and netting their exposures to Sempra Commodities, making it more difficult or impossible for Sempra
Commodities to manage effectively its remaining trading positions or to continue its trading business, and Sempra
Energy and its subsidiaries may not have sufficient liquidity to meet their obligations.

Under the terms of the agreement for the pending joint venture transaction with RBS, RBS will provide all credit
support for the commodities-marketing business, and that business will no longer be dependent on Sempra Energy s
credit ratings. Additional information is provided in "Sempra Global -- Joint Venture Agreement with RBS.