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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2006

Name of Registrant, State of

Commission File Incorporation, Address and Telephone LR.S. Employer Identification
Number Number No.
1-40 Pacific Enterprises 94-0743670

(A California Corporation)
101 Ash Street

San Diego, California 92101
(619) 696-2000

1-1402 Southern California Gas Company 95-1240705

(A California Corporation)
555 West Fifth Street

Los Angeles, California 90013
(213) 244-1200

No Change

(Former name, former address and former fiscal year, if changed
since last report)

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 (or for such shorter period that
the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days.

Yes X No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of "accelerated filer and large accelerated filer" in Rule 12b-2 of the Exchange Act. (Check one):
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Large accelerated [ 1] Accelerated filer [ ] Non-accelerated filer [ X ]
filer

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes No X

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.

Common stock outstanding:
Pacific Enterprises Wholly owned by Sempra Energy
Southern California Gas Company Wholly owned by Pacific Enterprises
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INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly 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.
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PART I. FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

PACIFIC ENTERPRISES AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED INCOME

Three months ended Nine months ended
September 30, September 30,
(Dollars in millions) 2006 2005 2006 2005
(unaudited)
Operating revenues $ 812 $ 910 $ 3,145 $ 3,091
Operating expenses
Cost of natural gas 365 466 1,827 1,794
Other operating expenses 220 245 691 678
Litigation expense (adjustment) 2 88 3) 88
Depreciation 67 66 200 198
Franchise fees and other taxes 26 26 92 87
Total operating expenses 680 891 2,807 2,845
Operating income 132 19 338 246
Other income (expense), net (Note 3) (1) 5 3) 4
Interest income 13 8 52 18
Interest expense (20) (13) (57) (37)
Income before income taxes 124 19 330 231
Income tax expense (benefit) 63 24) 151 61
Net income 61 43 179 170
Preferred dividend requirements 1 1 3 3
Earnings applicable to common shares $ 60 $ 42 $ 176 $ 167

See notes to Consolidated Financial Statements.
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PACIFIC ENTERPRISES AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

September 30, December 31,
(Dollars in millions)
2006 2005
(unaudited)
ASSETS
Current assets:
Cash and cash equivalents $ 341 $ 90
Accounts receivable - trade 324 694
Accounts receivable - other 22 37
Interest receivable 10 9
Due from unconsolidated affiliates 41 5
Income taxes receivable 90 166
Deferred income taxes 24 20
Regulatory assets arising from fixed-price contracts
and other derivatives -- 52
Other regulatory assets 35 36
Inventories 191 121
Other 21 16
Total current assets 1,099 1,246
Other assets:
Due from unconsolidated affiliates 446 414
Other regulatory assets 169 143
Sundry 33 55
Total other assets 648 612
Property, plant and equipment:
Property, plant and equipment 8,003 7,164
Less accumulated depreciation (3,211) (3,091)
Property, plant and equipment, net 4,792 4,673
Total assets $ 6,539 $ 6,531

See notes to Consolidated Financial Statements.
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PACIFIC ENTERPRISES AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Dollars in millions)

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Short-term debt
Accounts payable - trade
Accounts payable - other
Due to unconsolidated affiliates
Regulatory balancing accounts, net
Fixed-price contracts and other derivatives
Customer deposits
Current portion of long-term debt
Other

Total current liabilities

Long-term debt

Deferred credits and other liabilities:
Customer advances for construction
Postretirement benefits other than pensions
Deferred income taxes
Deferred investment tax credits
Regulatory liabilities arising from removal obligations
Asset retirement obligations
Deferred taxes refundable in rates
Preferred stock of subsidiary
Deferred credits and other

Total deferred credits and other liabilities
Commitments and contingencies (Note 6)
Shareholders' equity:

Preferred stock

Common stock (600 million shares authorized;

September 30,

2006

346
100

80
109

86

272
999

1,107

87

60
116
36
1,118
527
220
20
328
2,512

80

(unaudited)

December 31,

2005

88
344
76
176
13
52
80

280
1,117

1,100

74

65
125
38
1,097
504
200
20
357
2,480

80
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84 million shares outstanding; no par value) 1,464

Retained earnings 382
Accumulated other comprehensive income (loss) )

Total shareholders' equity 1,921

Total liabilities and shareholders' equity $ 6,539

See notes to Consolidated Financial Statements.

1,453
306
)
1,834
6,531
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PACIFIC ENTERPRISES AND SUBSIDIARIES
CONDENSED STATEMENTS OF CONSOLIDATED CASH FLOWS

(Dollars in millions)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation
Deferred income taxes and investment tax credits
Accretion of interest
Other
Quasi-reorganization resolution
Net changes in other working capital components
Changes in other assets
Changes in other liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Expenditures for property, plant and equipment
Increase in loans to affiliates, net
Proceeds from sale of assets
Other

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Common dividends paid
Preferred dividends paid
Decrease in short-term debt, net
Net cash used in financing activities

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, January 1

Cash and cash equivalents, September 30 $

Nine months ended

September 30,

2006
(unaudited)

179 $

200

“)
12
476

881

(284 )
(114)

(389)

(150 )

3)
(83)
(241)

251
90
341 $

2005

(245)
(161)

1)
(407 )

(150 )

3)
(30)
(183)

(19)
34
15

10



Edgar Filing: PACIFIC ENTERPRISES INC - Form 10-Q

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Interest payments, net of amounts capitalized $
Income tax payments, net of refunds $

See notes to Consolidated Financial Statements.

45
74

29
146

11
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SOUTHERN CALIFORNIA GAS COMPANY AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED INCOME

Three months ended

September 30,
(Dollars in millions) 2006 2005
Operating revenues $ 812 $ 910
Operating expenses
Cost of natural gas 365 466
Other operating expenses 220 245
Litigation expense (adjustment) 2 88
Depreciation 67 66
Franchise fees and other taxes 26 26
Total operating expenses 680 891
Operating income 132 19
Other expense, net (Note 3) -- --
Interest income 7 3
Interest expense (19) (12)
Income before income taxes 120 10
Income tax expense (benefit) 59 (26)
Net income 61 36
Preferred dividend requirements -- --
Earnings applicable to common shares $ ol $ 36

See notes to Consolidated Financial Statements.

Nine months ended

September 30,
2006 2005
(unaudited)
$ 3,145 $ 3,091
1,827 1,794
690 678
3) 88
200 198
92 87
2,806 2,845
339 246
() (1
23 8
(53) (34
308 219
139 55
169 164
1 1
$ 168 $ 163

)

)

12
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SOUTHERN CALIFORNIA GAS COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Dollars in millions)

ASSETS
Current assets:
Cash and cash equivalents $
Accounts receivable - trade
Accounts receivable - other
Interest receivable
Due from unconsolidated affiliates
Income taxes receivable
Deferred income taxes

Regulatory assets arising from fixed-price contracts
and other derivatives

Other regulatory assets
Inventories
Other

Total current assets

Other assets:
Other regulatory assets
Sundry
Total other assets

Property, plant and equipment:
Property, plant and equipment
Less accumulated depreciation
Property, plant and equipment, net

Total assets $

See notes to Consolidated Financial Statements.

September 30, December 31,
2006 2005
(unaudited)
341 $ 90
324 694
22 37
10 9
36 1
23 85
23 20
-- 52
35 36
191 121
21 15
1,026 1,160
169 143
11 33
180 176
8,001 7,762
(3,211) (3,091)
4,790 4,671
5,996 $ 6,007

14
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SOUTHERN CALIFORNIA GAS COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

September 30, December 31,
(Dollars in millions)
2006 2005
(unaudited)
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Short-term debt $ -- $ 88
Accounts payable - trade 346 344
Accounts payable - other 100 76
Due to unconsolidated affiliates 3 102
Regulatory balancing accounts, net 109 13
Fixed-price contracts and other derivatives 6 52
Customer deposits 86 80
Current portion of long-term debt -- 8
Other 271 280
Total current liabilities 921 1,043
Long-term debt 1,107 1,100
Deferred credits and other liabilities:
Customer advances for construction 87 74
Postretirement benefits other than pensions 60 65
Deferred income taxes 133 145
Deferred investment tax credits 36 38
Regulatory liabilities arising from removal obligations 1,118 1,097
Asset retirement obligations 527 504
Deferred taxes refundable in rates 220 200
Deferred credits and other 302 324
Total deferred credits and other liabilities 2,483 2,447

Commitments and contingencies (Note 6)

Shareholders' equity:
Preferred stock 22 22
Common stock (100 million shares authorized;

91 million shares outstanding; no par value) 866 866

16



Edgar Filing: PACIFIC ENTERPRISES INC - Form 10-Q

Retained earnings 602
Accumulated other comprehensive income (loss) ®)

Total shareholders' equity 1,485

Total liabilities and shareholders' equity $ 5,996

See notes to Consolidated Financial Statements.

$

534
)

1,417

6,007

17



Edgar Filing: PACIFIC ENTERPRISES INC - Form 10-Q

SOUTHERN CALIFORNIA GAS COMPANY AND SUBSIDIARIES
CONDENSED STATEMENTS OF CONSOLIDATED CASH FLOWS

(Dollars in millions)

Nine months ended

September 30,

2006

(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash provided by
operating activities:

Depreciation
Deferred income taxes and investment tax credits
Accretion of interest
Other

Net changes in other working capital components

Changes in other assets

Changes in other liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Expenditures for property, plant and equipment
Increase in loans to affiliate, net
Proceeds from sale of assets

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Common dividends paid
Preferred dividends paid
Decrease in short-term debt, net

Net cash used in financing activities
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, January 1

Cash and cash equivalents, September 30

SUPPLEMENTAL DISCLOSURE OF CASH FLOW

169

200

“)
460

12
848

(284)
(83)

(358)

(150 )
(1)
(83)
(239)

251
90
341

2005

164

104
553

(245)
1% )

(441)

(100)
(1)
(30)
(131)

19)

34
15

18
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INFORMATION
Interest payments, net of amounts capitalized $
Income tax payments, net of refunds $

See notes to Consolidated Financial Statements.

10

41
74

26
152

19
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. GENERAL

This Quarterly Report on Form 10-Q is that of Pacific Enterprises (PE) and of Southern California Gas Company
(SoCalGas) (collectively referred to as the company or the companies). PE's common stock is wholly 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 other 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 Sempra Utilities.

The accompanying Consolidated Financial Statements have been prepared in accordance with the
interim-period-reporting requirements of Form 10-Q. Results of operations for interim periods are not necessarily
indicative of results for the entire year. In the opinion of management, the accompanying statements reflect all
adjustments necessary for a fair presentation. These adjustments are only of a normal recurring nature.

Information in this Quarterly Report should be read in conjunction with the Annual Report on Form 10-K for the year
ended December 31, 2005 (the Annual Report) and the Quarterly Reports on Form 10-Q for the quarters ended March
31, 2006 and June 30, 2006.

The companies' significant accounting policies are described in Note 1 of the notes to Consolidated Financial
Statements in the Annual Report. The same accounting policies are followed for interim reporting purposes.

Certain prior period financial statement items have been reclassified to conform to current period presentation.

20



Edgar Filing: PACIFIC ENTERPRISES INC - Form 10-Q

SoCalGas accounts for the economic effects of regulation on utility operations in accordance with Statement of
Financial Accounting Standards (SFAS) 71, Accounting for the Effects of Certain Types of Regulation.

Quasi-reorganization

In 1993, PE effected a quasi-reorganization for financial reporting purposes as of December 31, 1992. During the third
quarter of 2006, certain of the liabilities established in connection with the quasi-reorganization were favorably
resolved, resulting in adjustments to common equity. Cash received from the resolution of an insurance claim related
to quasi-reorganization issues was recorded as "quasi-reorganization resolution" on the Condensed Statements of
Consolidated Cash Flows. The remaining liabilities of $26 million will be resolved in future years and management
believes the provisions established for these matters are adequate.

11

21
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Asset Retirement Obligations

Following are the changes in asset-retirement obligations, as defined in SFAS 143, Accounting for Asset Retirement
Obligations and Financial Accounting Standards Board (FASB) Interpretation (FIN) No. 47, Accounting for
Conditional Asset Retirement Obligations, an interpretation of SFAS 143, for the nine months ended September 30,
2006 and 2005. FIN 47 was adopted prospectively on December 31, 2005.

(Dollars in millions) 2006 2005
Balance as of January 1 $ 505 * $ 9
Accretion expense 24 1
Payments -- (1)
Revision to estimated cash flows 1 1
Balance as of September 30 $ 530 * $ 10

* The current portion of the obligation is included in Other Current Liabilities on the Consolidated Balance Sheets.

FIN 47 requires companies to record a liability for removing asbestos-containing materials, if the liability is
determinable. The company's liability could not be determined and, therefore, no liability has been recognized for the
related removal obligations. Since substantially all of the cost of removing such materials is expected to be recovered
in rates, the effect of not recognizing these liabilities is not material to the company's financial condition or results of
operations.

Pension and Other Postretirement Benefits

In accordance with SFAS 132 (revised), Employers' Disclosures about Pensions and Other Postretirement Benefits,
the following tables provide the components of benefit costs for the periods ended September 30:

22
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(Dollars in millions)
Service cost
Interest cost
Expected return on assets
Amortization of:
Prior service cost
Actuarial loss
Regulatory adjustment

Total net periodic benefit cost

(Dollars in millions)
Service cost
Interest cost
Expected return on assets
Amortization of:
Prior service cost
Actuarial loss
Regulatory adjustment
Total net periodic benefit cost

12

Pension Benefits

Three months ended

September 30,
2006 2005

9 $ 9

23 24
(24) (25)

2 2

1 2
(10) (12)

1 $ --

Pension Benefits
Nine months ended

September 30,
2006 2005

30 $ 27

71 72
(73) (74)

5 5

4 7
(35) (35)

2 $ 2

Other Postretirement Benefits

Three months ended

September 30,
2006 2005
$ 4 $ 4
7 7
) &)
(1) -
(1) -
1 7
$ 1 $ 10

Other Postretirement Benefits
Nine months ended

September 30,
2006 2005
$ 13 $ 14
27 30
(28) (27)

) =

2
4 7
$ 14 $ 28

23
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The company expects to contribute $1 million to its pension plan and $19 million to its other postretirement benefit
plans in 2006. For the nine months ended September 30, 2006, $1 million and $19 million of contributions have been
made to the pension and other postretirement benefit plans, respectively, including $1 million and $7 million,
respectively, for the three months ended September 30, 2006.

NOTE 2. NEW ACCOUNTING STANDARDS

Pronouncements that have recently become effective that are relevant to the company and/or have had or may have a
significant effect on the company's financial statements are described below.

SFAS 123 (revised 2004), "'Share-Based Payment'' (SFAS 123R): Effective January 1, 2006, Sempra Energy
adopted SFAS 123 (revised 2004), which requires compensation costs related to share-based transactions, including
employee stock options, to be recognized in the financial statements based on fair value. SFAS 123R revises SFAS
123, Accounting for Stock-Based Compensation, (SFAS 123) and supersedes Accounting Principles Board Opinion
(APBO) 25, Accounting for Stock Issued to Employees. In March 2005, the Securities and Exchange Commission (the
SEC) issued Staff Accounting Bulletin (SAB) 107 (SAB 107) regarding the SEC's interpretation of SFAS 123R and
the valuation of share-based payments for public companies. Sempra Energy has applied the provisions of SAB 107 in
its adoption of SFAS 123R.

Sempra Energy adopted the provisions of SFAS 123R using the modified prospective transition method. In
accordance with this transition method, Sempra Energy's consolidated financial statements for prior periods have not
been restated to reflect the impact of SFAS 123R. Under the modified prospective transition method, share-based
compensation expense for the first quarter of 2006 includes compensation expense for all share-based compensation
awards granted prior to, but for which the requisite service has not yet been performed as of January 1, 2006, based on
the grant date fair value estimated in accordance with the original provisions of SFAS 123. Share-based compensation
expense for all share-based compensation awards granted after January 1, 2006 is based on the grant date fair value
estimated in accordance with the provisions of SFAS 123R. Sempra Energy recognizes compensation costs net of an
assumed forfeiture rate and recognizes the compensation costs for nonqualified stock options and restricted shares on
a straight-line basis over the requisite service period of the award, which is generally four years. Sempra Energy
estimates the forfeiture rate based on its historical experience. On January 1, 2006, Sempra Energy clarified for most
restricted stock awards issued in 2003, 2004 and 2005, that Sempra Energy will offer to repurchase only enough
shares to cover minimum tax withholding requirements upon vesting of the awards. Sempra Energy changed the
accounting of these awards from liability to equity awards in accordance with SFAS 123R.

24
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SFAS 154, ""Accounting Changes and Error Corrections'' (SFAS 154): SFAS 154 replaces APBO 20, Accounting
Changes, and SFAS 3, Reporting Accounting Changes in Interim Financial Statements. Unless it is impracticable to
do so, SFAS 154 requires retrospective application to prior periods' financial statements of voluntary changes in
accounting principle and to changes required by an accounting pronouncement in instances where the pronouncement
does not include specific transition provisions. This statement is effective for accounting changes and error corrections
made in fiscal years beginning after December 15, 2005. No such changes have been made by the company in 2006.

SFAS 155, "Accounting for Certain Hybrid Financial Instruments' (SFAS 155): SFAS 155 is an amendment of
SFAS 133, Accounting for Derivative Instruments and Hedging Activities (SFAS 133), and SFAS 140, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities (SFAS 140). SFAS 155 amends SFAS
133 to allow financial instruments that have embedded derivatives to be accounted for as a whole, if the holder elects
to account for the whole instrument on a fair value

13
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basis, and provides additional guidance on the applicability of SFAS 133 and SFAS 140 to certain financial
instruments and subordinated concentrations of credit risk. SFAS 155 is effective for all hybrid financial instruments
acquired or issued by the company on or after January 1, 2007. The company does not expect that this statement will
have a significant effect on its consolidated financial statements.

SFAS 157, ""Fair Value Measurements'' (SFAS 157): SFAS 157 defines fair value, provides guidance for using fair
value to measure assets and liabilities and expands disclosures about fair value measurements. SFAS 157 applies
under other standards that require (or permit) assets or liabilities to be measured at fair value but does not expand the
use of fair value in any new circumstances. This statement is effective for financial statements issued for fiscal years
beginning after November 15, 2007, and interim periods within those fiscal years. The company is in the process of
evaluating the effect of this statement on its consolidated financial position and results of operations.

SFAS 158, ""Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans" (SFAS 158):
SFAS 158 amends SFAS 87, Employers' Accounting for Pensions, SFAS 88, Employers Accounting for Settlements
and Curtailments of Defined Benefit Pension Plans and for Termination Benefits, SFAS 106, Employers Accounting
for Postretirement Benefits Other Than Pensions, and SFAS 132 (revised), Employers' Disclosures about Pensions
and Other Postretirement Benefits. SFAS 158 requires an employer to recognize in its statement of financial position
an asset for a plan s overfunded status or a liability for a plan s underfunded status, measure a plan's assets and its
obligations that determine its funded status as of the end of the company's fiscal year (with limited exceptions), and
recognize changes in the funded status of a defined benefit postretirement plan in the year in which the changes occur.
Those changes will be reported in the company's comprehensive income and as a separate component of stockholders'
equity. This statement is effective for fiscal years ending after December 15, 2006. Because the impact of this
statement will be primarily at the Sempra Utilities, where the liabilities to be recorded are expected to be offset by
regulatory assets, the company does not expect that this statement will have a significant impact on its consolidated
financial condition or results of operations.

FIN 48, ""Accounting for Uncertainty in Income Taxes an interpretation of FASB Statement No. 109" (FIN 48):
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise's financial statements in
accordance with SFAS 109, Accounting for Income Taxes. FIN 48 addresses how an entity should recognize, measure,
classify and disclose in its financial statements uncertain tax positions that it has taken or expects to take in an income
tax return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim
periods, disclosure and transition. This interpretation is effective for fiscal years beginning after December 15, 2006.
The company is in the process of evaluating the effect of this guidance on its consolidated financial position and
results of operations.

FASB Staff Position (FSP) FIN 46(R)-6, "'Determining the Variability to Be Considered in Applying FIN 46(R)'':
FSP FIN 46(R)-6 addresses how variability should be considered when applying FIN 46(R), Consolidation of
Variable Interest Entities. Variability affects the determination of whether an entity is a variable interest entity (VIE),
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which interests are variable interests, and which party, if any, is the primary beneficiary of the VIE required to be
consolidated. This FSP is effective for the first reporting period beginning after June 15, 2006. The adoption of this
FSP did not have an impact on the company's financial condition or results of operations. However, as the staff
position is applied to future contracts, the impact in periods subsequent to adoption could be material.

14
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NOTE 3. OTHER FINANCIAL DATA

Committed Lines of Credit

SoCalGas and its affiliate, SDG&E, have a combined $600 million five-year syndicated revolving credit facility
expiring in 2010, under which each utility individually may borrow up to $500 million, subject to the combined
borrowing limit for both utilities of $600 million. At September 30, 2006 and December 31, 2005, the company had
no amounts outstanding under this facility. The facility provided support for $88 million of commercial paper
outstanding at December 31, 2005. Additional information concerning this credit facility is provided in the Annual
Report.

The company's weighted average interest rate on the total short-term debt outstanding was 4.26 percent at December
31, 2005.

Comprehensive Income

For the three months and nine months ended September 30, 2006 and 2005, comprehensive income was equal to net
income.

Capitalized Interest

The company recorded $1 million and $2 million of capitalized interest for the three months and the nine months
ended September 30, 2006, respectively, including the debt-related portion of allowance for funds used during
construction. The company recorded $0.4 million and $1 million of capitalized interest for the three months and the
nine months ended September 30, 2005, respectively, including the debt-related portion of allowance for funds used
during construction.

Unpaid Capital Expenditures
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During the nine months ended September 30, 2006, the amount of unpaid capital expenditures decreased by $5

million.

Other Income (Expense), Net

Other Income (Expense), Net consists of the following:

Three months ended

September 30,
(Dollars in millions) 2006 2005
Regulatory interest, net $ @) $ 1)
Allowance for equity funds used during construction 2 2
Sundry, net -- (1)
Total at SoCalGas - --
Additional at Pacific Enterprises:
Preferred dividends of subsidiary - --
Sundry, net (1)
Total $ 1) $ 5

15

$

2006

Nine months ended

September 30,
2005
(5) $ @)
5 4
(1) (1)
(1) (1)
(1) (1)
(1) 6
(3) $ 4
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NOTE 4. FINANCIAL INSTRUMENTS

Fair Value Hedges

Interest-Rate Swaps

The company periodically enters into interest-rate swap agreements to moderate its exposure to interest-rate changes
and to lower its overall cost of borrowing. These are described in Note 6 of the notes to Consolidated Financial
Statements in the Annual Report.

Natural Gas Contracts

The use of derivative instruments is subject to certain limitations imposed by company policy and regulatory
requirements. These instruments allow the company to estimate with greater certainty the effective prices to be
received by the company and the prices to be charged to its customers. The company records transactions for natural
gas contracts in Cost of Natural Gas in the Statements of Consolidated Income. Unrealized gains and losses related to
these derivative instruments are offset by regulatory assets and liabilities on the Consolidated Balance Sheets to the
extent derivative gains and losses associated with these derivative instruments will be payable or recoverable in future
rates.

NOTE 5. REGULATORY MATTERS

CPUC RULEMAKING REGARDING ENERGY UTILITIES, THEIR HOLDING COMPANIES AND
NON-REGULATED AFFILIATES

The California Public Utilities Commission (CPUC) continues to pursue its Order Instituting Ratemaking (OIR)
regarding energy utilities, their holding companies and non-regulated affiliates, and a final CPUC decision is expected
in late 2006. In September 2006, the CPUC staff issued its proposed draft changes to the rules governing affiliate
transactions and executive compensation reporting which intend to strengthen the separation between the utility, its
parent company and affiliates by eliminating perceived loopholes, requiring more complete reporting, eliminating
certain shared services and protecting a utility's financial integrity from the business activities of its unregulated
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affiliates and parent company. A workshop was also held in September 2006 to discuss the proposed staff rule
changes. An Administrative Law Judge proposed decision was issued in October 2006, recommending the approval of
a number of the staff proposals but with certain measures clarified or eliminated altogether. Oral argument on the
recommended rule changes was held in October 2006, and the CPUC is expected to issue a final decision by the end
of 2006.

GAIN ON SALE RULEMAKING

In the second quarter of 2006, the CPUC adopted a decision standardizing the treatment of gains and losses on future
sales of utility property. It provides for an allocation of 100 percent of the gains and losses from depreciable property
to ratepayers and a 50/50 allocation of gains and losses from non-depreciable property between ratepayers and
shareholders. Under certain circumstances the CPUC would be able to depart from the standard allocation. The
CPUC's Division of Ratepayer Advocates and The Utility Reform Network filed a joint request for rehearing of the
decision requesting, among other things, that the CPUC adopt a 90/10 allocation of gains from non-depreciable assets
between ratepayers and shareholders. The request is pending before the CPUC.
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GE