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Preparing for the California Rate Design Shift

Ahead of CPUC decision on rate design we summarize the debate

With a CPUC decision on rate reforms set to be addressed at the June 17 ratesetting
deliberative meeting, we present a summary of the existing variable rates in California,
contrasted against both potential new rates under the Alternate PD put forward by
CPUC Commissioner Florio as well as AL PD put forward recently under Chair Picker.
We see the Florio proposal as largely more 'pro-solar' than Picker's PD, but see both as
largely still quite supportive, delaying to a large extent timeline for implementation of
any fixed charges. We see this as an increasingly hot button issue as any increases on
residential consumers will be perceived quite poorly. We include a side-by-side
breakdown of rates for each utility today and under proposed structures below.

How are rates today? Substantial bifurcation enables solar for all

The generosity of the current rate structure for solar is a relic of the California energy
crisis, at which time only the high tiered rates were allowed to inflate with rate
pressures. This has enabled a relatively— and ultimately unsustainable degree of inflation
on high-usage customers, creating the ideal environment for consumers to opt to shift
towards solar. Since 2001, rates for the high-usage tiers have nearly tripled while lower
tiers have increased only modestly at a 1%-2% CAGR.

Net Metering next up on deck - but this looks pushed to 2016

Meanwhile the second aspect of solar reform, Net Energy Metering (NEM), appears
poised to have its timeline shifted to 2016 (Docket R.14-07-002). This will be among
the first instances in which the NEM rate will be revised, with it currently set at the full
retail rate (including grid infrastructure charges) for 20 years for the first 5% market
penetration. We expect California to reach the cap ~2017. We see this issue as
substantially ‘touchier' for the solar industry than rate design and fixed charges, as
customer penetration rates are far more sensitive to the NEM rate. This will substantially
complicate the economics of solar as they exist, needing to calculate just how much
‘over-production’ consumers push through during peak mid-day hours, which has
historically offset evening consumption.

Adopting a more formulaic approach to NEM reduction?
Among the ideas floated in California, would be a fixed payback period targeted for
customers at a generic rate design — with declines in NEM compensation tied to a
market index in declining cost of solar. All around, rooftop solar may be poised to a see
a more proscriptive (and quasi-regulated) approach around compensation. Determining
any 'appropriate’ payback period remains a further quandary.

Outlook for distributed resources remains rosy still

While reforms could help drive a sense of reality to some investors around inevitable
scaling back of solar subsidies amidst it's continued climb, we see the outlook for
rooftop solar as still quite bright. We sense a broader continued appetite for distributed
solutions, including solar, at the CPUC. We see forthcoming Distribution Resource Plans
(DRPs) to be filed by all of the electric utilities in California on July 1st as largely
supportive of this effort. We suspect distributed solutions such as those put forward by
all of the states' utilities will largely have a positive readthrough to enabling continued
pace of penetration of solar — addressing concerns around concentration of rooftops,
etc through pro-active upgrades to the corresponding distribution network to
accommodate greater sales into the grid.
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What reform means for the Utility-Solar Nexus?

In large part, we continue to see the California utilities as still a net beneficiary of
continued pro-renewable policies, seeing an angle for continued reinvestment into
the distribution network to support such investments. We see EIX as our top pick
in the utility sector following our latest meetings last week (see below notes) and
emphasize. We see the overall bias in the sector shifting away from transmission —
towards distribution opportunities and emphasize the California utilities
(specifically EIX and SRE) as well positioned to capture from this trend. The theme
of the 'grid of the future' appears to be garnering greater attention and plays well
into the investment thesis of both companies.

On the solar side, we continue to perceive a constructive outlook for solar in
California, most notably for distributed rooftop solutions. The latest PD and
Alternate PD only reiterate this support in our view. While less than ideal from the
utility's perspective on compensation, we see this as assuaging wider concerns for
continued growth of the rooftop solar industry, particularly in a post ITC
environment. We see the relatively pro-solar stance adopted as boding well for the
solar sector going into NEM reforms later this year. Altogether, constructive.

Please see below for links to our recent Alternative Enerqy reports

6/5/15 Calming Concerns on California

6/2/15 Putting the Solar Balance Sheet to Work
5/11/15 The Real Battery Storage Opportunity

5/7/15 SRE: It's Going To Be More MLP-Like, After All
5/4/15 CPN: The Texas Question

4/30/15 PCG: Equitizing San Bruno

4/29/15 EIX: Time for a Tune Up Over SONGS
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Summarizing California Rate Designs

In the table below, we've summarized the current status and proposed changes to
California's rate tier structure under Docket R.12-06-013. Under the AU's
Proposed Decision (PD), the current four-tier system would be collapsed to two
tiers.

The current system has been in place since the California energy crisis of 2001-2,
with virtually no rate increases for the lower-use customers in an effort to promote
conservation. However, the system has been criticized by the state's utilities in
recent years as a subsidy for wealthier customers able to afford rooftop solar
panels that reduce metered usage, making them eligible for the lower rates. The
table below illustrates how the higher usage upper tiers have seen rates nearly
triple since 2001 while the lower tiers have experienced annual CAGRs below 2%.

Figure 1: Historic Residential Tiered Rates ¢/kWh (PG&E May 2013, SCE April 2013, SDG&E 2013)

CAGR
Historic Residential Tiered Rates 2001+
(¢/kWh) - Non-CARE 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2014
SCE
Tier 1 (Baseline) 108 108 11.8 11.8 11.7 118 118 118 118 121 122 124 126 128 128 13%
Tier 2 (101% - 130% of Baseline) 127 127 137 137 137 137 137 137 137 140 142 143 155 160 160 1.8%
Tier 3 (131% - 200% of Baseline) 127 127 178 178 153 156 189 223 219 206 208 238 238 293 272 6.0%
Tier 4 (201% - 300% of Baseline) 127 127 214 214 171 17.0 227 312 254 241 243 273 273 328 312 72%
Tier 5 (> 300% of Baseline) 127 127 235 235 171 170 227 312 289 276 278 308 308 363 312 72%
PG&E
Tier 1 (Baseline) 104 104 114 114 114 114 114 114 116 115 119 122 128 132 132 1.9%
Tier 2 (101% - 130% of Baseline) 120 120 130 130 130 130 130 130 131 131 135 139 146 150 150 17%
Tier 3 (131% - 200% of Baseline) 120 120 181 181 181 17.8 213 229 222 247 276 280 295 300 311 7.6%
Tier 4 (201% - 300% of Baseline) 120 12.0 225 225 225 220 290 321 305 354 406 390 335 340 351 86%
Tier 5 (> 300% of Baseline) 120 12.0 245 245 245 220 330 370 349 410 474 390 335 340 351 86%
SDG&E
Tier 1 (Baseline) 129 134 141 138 129 129 129 129 129 134 138 143 148 148 11%
Tier 2 (101% - 130% of Baseline) 149 155 163 159 149 149 149 149 149 155 159 166 17.1 171 1.1%
Tier 3 (131% - 200% of Baseline) 149 164 165 168 17.0 201 236 195 311 272 281 248 265 343 6.6%
Tier 4 (201% - 300% of Baseline) 149 173 174 177 179 210 245 204 331 292 301 268 285 363 7.1%
Tier 5 (> 300% of Baseline) 149 190 191 194 196 227 262 221 331 292 301 268 285 363 7.1%
Source: California Public Utilities Commission (CPUC) Energy Division Staff Proposal 5/9/14
Naturally, solar companies have advocated for keeping at least three tiers to
encourage the adoption of solar (Commissioner Florio's Alternative Proposed
Decision includes three tiers). Some ratepayer advocates supported a two tier
structure, noting that many customers, such as apartment dwellers and low-
income, either cannot afford or cannot physically install solar panels.
Convergence with rate advocates and solar interests, for once?
This thorny rate design issue effectively lends itself to a convergence between
those advocating for lower income consumers, aligned with solar interests which
would like to see higher variable rates. Moreover, the convergence applies in the
context of avoiding putting in place fixed tariffs on all customers, which here too,
would have a disproportionate impact on low-income consumers. Furthermore,
there is alignment on a minimum bill structure (vs the utility's preference for fixed
charges within the bill) as well. The broader policy question remains whether
should California implement such a structure, will other states with similar
structures follow suit?
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Figure 2: Summary of Current and Proposed California Rate Tier Structures

SDG&E PG&E SCE
2012 GWhs sold (excluding low-income CARE program)
Tier 1 3,425 13,193 10,132
Tier 2 670 2,455 2,162
Tier 3 1,031 3,477 3,303
Tier 4+ 1,391 3,392 4,450
Tier 1 53% 59% 51%
Tier 2 10% 11% 11%
Tier 3 16% 15% 16%
Tier 4+ 21% 15% 22%
Predicted % of kWhs sold after tier compression (non-CARE)
Tier 1 63% 59% 51%
Tier 2 3% 41% 49%
Florio Alternative 3-Tier Decision (non-CARE)
Tier 1 53% 59% 51%
Tier 2 26% 26% 27%
Tier 3 21% 15% 22%
Tier definitions % of baseline usage (current)
Tier 1 100% 100% 100%
Tier 2 101%-130% 101%-130% 101%-130%
Tier 3 131%-200% 131%-200% 131%-200%
Tier 4+ >200% >200% >200%
Baseline is set at a % of average overall residential consumption
% of average 55% 55% 53%
Tier definitions % of baseline usage (Proposed Decision)
Tier 1 100% 100% 100%
Tier 2 >100% >100% >100%
Tier 3 (Florio Alt) >200% >200% >200%
Current rate structure ($/kWh; excluding CARE)
Tier 1 $0.148 $0.132 $0.128
Tier 2 $0.171 $0.150 $0.160
Tier 3 $0.337 $0.311 $0.272
Tier 4 $0.357 $0.351 $0.312
Average $0.227 $0.189 $0.192
Est. Rate structure 2018 ($/kWh; Proposed Decision, excluding CARE)
Tier 1 $0.241 $0.195 $0.199
Tier 2 $0.289 $0.235 $0.241
Est. Rate structure 2018 ($/kWh; Florio Alt Decision, excluding CARE)
Tier 1 $0.193 $0.165 note (a) N/A; 1.00x
Tier 2 $0.271 $0.232 N/A; 1.33x
Tier 3 $0.387 $0.332 N/A; 1.77x

Source: UBSe, Company filings, ALJ 4/21/15 Proposed Decision Docket R.12-06-013, Florio Alternate Proposed

Decision 5/22/15, Staff Proposal 5/9/14

(a) SCE Supplemental Filing, April 1, 2015, Attachment B, Scenario 3d. Note that SCE did not provide modeled rates for 2016-2018 in

their run of Scenario 3d.
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Statement of Risk

Risks for Utilities and Independent Power Producers (IPPs) primarily relate to volatile
commodity prices for power, natural gas, and coal. Risks to IPPs also stem from
load variability, and operational risk in running these facilities. Rising coal and, to a
certain extent, uranium prices could pressure margins as the fuel hedges roll off
Competitive Integrateds. Further, IPPs face declining revenues as in the money
power and gas hedges roll off. Other non-regulated risks include weather and for
some, foreign currency risk, which again must be diligently accounted in the
company'’s risk management operations. Major external factors, which affect our
valuation, are environmental risks. Environmental capex could escalate if stricter
emission standards are implemented. We believe a nuclear accident or a change in
the Nuclear Regulatory Commission/Environment Protection Agency regulations
could have a negative impact on our estimates. Risks for regulated utilities include
the uncertainty around the composition of state regulatory Commissions, adverse
regulatory changes, unfavorable weather conditions, variance from normal
population growth, and changes in customer mix. Changes in macroeconomic
factors will affect customer additions/subtractions and usage patterns
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Required Disclosures

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

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical
performance information; and certain additional disclosures concerning UBS research recommendations, please visit
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission.

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner,
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to
the specific recommendations or views expressed by that research analyst in the research report.

UBS Investment Research: Global Equity Rating Definitions

12-Month Rating Definition Coverage!' IB Services?
Buy FSR is > 6% above the MRA. 45% 37%
Neutral FSR is between -6% and 6% of the MRA. 43% 33%
Sell FSR is > 6% below the MRA. 12% 20%
Short-Term Rating  Definition Coverage’® IB Services*

Stock price expected to rise within three months from the time

0, o)
the rating was assigned because of a specific catalyst or event. less than 1% less than 1%

Buy

Stock price expected to fall within three months from the time

[0} [¢)
the rating was assigned because of a specific catalyst or event. less than 1% less than 1%

Sell

Source: UBS. Rating allocations are as of 31 March 2015.

1:Percentage of companies under coverage globally within the 12-month rating category. 2:Percentage of companies within
the 12-month rating category for which investment banking (IB) services were provided within the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category. 4:Percentage of companies
within the Short-Term rating category for which investment banking (IB) services were provided within the past 12 months.

KEY DEFINITIONS: Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend
yield over the next 12 months. Market Return Assumption (MRA) is defined as the one-year local market interest rate
plus 5% (a proxy for, and not a forecast of, the equity risk premium). Under Review (UR) Stocks may be flagged as UR
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually
in response to an event that may affect the investment case or valuation. Short-Term Ratings reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment
case. Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES: UK and European Investment Fund ratings and definitions are: Buy: Positive
on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as structure,
management, performance record, discount;  Sell: Negative on factors such as structure, management, performance
record, discount. Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the
relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained
in the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by
a research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if
any, follows.

UBS Securities LLC: Julien Dumoulin-Smith; Michael Weinstein; Paul Zimbardo.
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Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date
Edison International? 4 6. 16 EIX.N Buy N/A US$57.52 08 Jun 2015
Sempra Energy? 4 5 16.18 SRE.N Buy N/A  US$103.04 08 Jun 2015

Source: UBS. All prices as of local market close.

Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock

pricing date

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of
securities of this company/entity or one of its affiliates within the past 12 months.

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this company/entity or one of its affiliates.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking
services from this company/entity within the next three months.

6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment
banking services are being, or have been, provided.

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

18. A U.S.-based global equity strategist, a member of his team, or one of their household members has a long

common stock position in Sempra Energy.
Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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