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PART I - Enova Corporation/San Diego Gas & Electric
ITEM 1. BUSINESS

Description of Business

A description of Enova Corporation and its subsidiaries, including a
discussion on the proposed business combination with Pacific
Enterprises, is given in "Management's Discussion and Analysis of
Financial Condition and Results of Operations" herein. Additional
information on the business combination is described in Note 1 of the
"Notes to Consolidated Financial Statements" herein.

GOVERNMENT REGULATION

Enova Corporation

Enova Corporation and its subsidiaries are exempt from all provisions,
except Section 9(a)(2), of the Public Utility Holding Company Act of
1935 ("Holding Company Act") on the basis that Enova Corporation and San
Diego Gas & Electric are incorporated in the same state and their
business is predominately intrastate in character and carried on
substantially in the state of incorporation. It is necessary for Enova
Corporation to file an annual exemption statement with the Securities
and Exchange Commission (SEC), and the exemption may be revoked by the
SEC upon a finding that the exemption may be detrimental to the public
interest or the interest of investors or consumers. Enova Corporation
has no intention of becoming a registered holding company under the
Holding Company Act.

Enova Corporation is not a public utility under the laws of the State of
California and is not subject to regulation as such by the California
Public Utilities Commission (CPUC). See "State Regulation" below for a
description of the regulation of SDG&E by the CPUC. However, the CPUC
decision authorizing SDG&E to reorganize into a holding company
structure contains certain conditions, which, among other things,
provide the CPUC access to the portion of books and records of Enova
Corporation and its affiliates that relate to transactions with SDG&E;
require Enova Corporation and its subsidiaries to employ accounting and
other procedures and controls to facilitate full review by the CPUC and
to protect against subsidization by SDG&E's customers of non-utility
activities; require that all transfers of market, technological or
similar data from SDG&E to Enova Corporation or its affiliates are made
at the higher of the fully-loaded cost or market value; preclude SDG&E
from guaranteeing any obligations of Enova Corporation without prior
written consent from the CPUC; provide for royalty payments to be paid
by Enova Corporation or its other subsidiaries in connection with the
transfer of product rights, patents, copyrights or similar legal rights
from SDG&E; and prevent Enova Corporation and its other subsidiaries
from providing certain facilities and equipment to SDG&E except through
competitive bidding. In addition, the decision provides that SDG&E shall
maintain a balanced capital structure in accordance with prior CPUC
decisions, that SDG&E's dividend policy shall continue to be established
by SDG&E's board of directors as though SDG&E were a comparable stand-
alone utility company, and that the capital requirements of SDG&E, as
determined to be necessary to meet SDG&E's service obligations, shall be
given first priority by the boards of directors of Enova Corporation and
SDG&E .

In December 1997 the CPUC issued a decision on the rules governing
transactions between all of California's regulated utilities and their
affiliates that are not regulated by the CPUC. A discussion of these
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rules is included in "Management's Discussion and Analysis of Financial
Condition and Results of Operations" herein.

San Diego Gas & Electric

Local Regulation

San Diego Gas & Electric has separate electric and gas franchises with
the two counties and the 25 cities in its service territory. These
franchises allow SDG&E to locate facilities for the transmission and
distribution of electricity and gas in the streets and other public
places. The franchises do not have fixed terms, except for the electric
and gas franchises with the cities of Chula Vista (expiring in 1998),
Encinitas (2012), San Diego (2021) and Coronado (2028); and the gas
franchises with the city of Escondido (2036) and the county of San Diego
(2030). Negotiations for a new agreement with Chula Vista are currently
in progress.

State Regulation

The CPUC consists of five members appointed by the governor and
confirmed by the senate for six-year terms. The CPUC regulates SDG&E's
rates and conditions of service, sales of securities, rate of return,
rates of depreciation, uniform systems of accounts, examination of
records, and long-term resource procurement. The CPUC also 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 California Energy Commission (CEC) has discretion over electric-
demand forecasts for the state and for specific service territories.
Based upon these forecasts, the CEC determines the need for additional
energy sources and for conservation programs. The CEC sponsors
alternative-energy research and development projects, promotes energy
conservation programs, and maintains a state-wide plan of action in case
of energy shortages. In addition, the CEC certifies power-plant sites
and related facilities within California.

Federal Regulation

The Federal Energy Regulatory Commission (FERC) regulates transmission
access, the uniform systems of accounts, rates of depreciation and
electric rates involving sales for resale. The FERC also regulates the
interstate sale and transportation of natural gas.

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

Licenses and Permits

SDG&E obtains a number of permits, authorizations and licenses in
connection with the construction and operation of its generating plants.
Discharge permits, San Diego Air Pollution Control District permits and
NRC licenses are the most significant examples. The licenses and permits
may be revoked or modified by the granting agency if facts develop or
events occur that differ significantly from the facts and projections
assumed in granting the approval. Furthermore, discharge permits and
other approvals are granted for a term less than the expected life of
the facility. They require periodic renewal, which results in continuing
regulation by the granting agency.



Other regulatory matters are described throughout this report.
SOURCES OF REVENUE

(In Millions of Dollars) 1997 1996 1995

Electric-
Residential $ 674 $ 642 $ 610
Commercial 670 621 589
Industrial 264 259 250
Other 162 69 55
Total Electric 1,770 1,591 1,504

Gas-

Residential 241 210 189
Commercial 82 69 60
Industrial 38 32 25
Other 37 37 36
Total Gas 398 348 310
Total SDG&E 2,168 1,939 1,814
Other 49 54 57
Total $2,217 $1,993 $1,871

Industry segment information is contained in "Statements of Consolidated
Financial Information by Segments of Business" herein.

CONSTRUCTION EXPENDITURES

Construction expenditures are described in "Management's Discussion and
Analysis of Financial Condition and Results of Operations" herein.

ELECTRIC OPERATIONS

Introduction

In September 1996 the state of California enacted a law restructuring
California's electric utility industry (AB 1890). The legislation adopts
the December 1995 CPUC policy decision restructuring the industry to
stimulate competition and reduce rates. This is discussed in
"Management's Discussion and Analysis of Financial Condition and Results
of Operations" and in Note 10 of the "Notes to Consolidated Financial
Statements" herein.

Resource Planning

SDG&E's ability to provide energy at the lowest possible cost has been
based on a combination of production from its own plants and purchases
from other producers. The purchases have been a combination of short-
term and long-term contracts and spot-market purchases. Most resource
acquisitions are obtained through a competitive bidding process. In
December 1994 the CPUC issued its Biennial Resource Plan Update (BRPU)
decision ordering SDG&E, Pacific Gas & Electric (PG&E), and Southern
California Edison (Edison) to allow qualified non-utility power
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producers that cogenerate or use renewable energy technologies to bid
for a portion of the utilities' future capacity needs. As a result of
the decision, SDG&E would be required to enter into contracts (ranging
in term from 17 to 30 years) to purchase an additional 500 megawatts
(mw) of power at an estimated cost of $2.3 billion beginning in 1997.
Prices under these contracts could significantly exceed the future
market price. In February 1995 the FERC issued an order declaring the
BRPU auction procedures unlawful under federal law. In July 1995 the
CPUC issued a ruling encouraging SDG&E, PG&E and Edison to reach
settlements with the auction winners. In October 1997 SDG&E filed an
application with the CPUC seeking approval of the settlements it reached
with three of its five auction winners. Settlement discussions with the
other two are ongoing. To date, no purchases under the BRPU contracts
have been made.

Additional information concerning resource planning is provided in
"Management's Discussion and Analysis of Financial Condition and Results
of Operations" and in Notes 9 and 10 of the "Notes to Consolidated
Financial Statements" herein.

Electric Resources

Based on generating plants in service and purchased-power contracts in
place, the net mw of electric power available to SDG&E at February 28,
1998 are as follows:

Source Net mw
Gas/o0il generating plants 1,641
Combustion turbines 332
Nuclear generating plants 430
Long-term contracts with other utilities 325
Contracts with others (94) 593

Total 3,321

SDG&E's system peak demand reached an all-time record of 3,668 mw on
September 4, 1997, when the net system capability, including power
purchases, was 4,102 mw. The previous record was 3,335 mw which was
reached on August 17, 1992.

Gas/0il Generating Plants: SDG&E's South Bay (Chula Vista, California)
and Encina (Carlsbad, California) power plants are equipped to burn
either natural gas or fuel oil. The four South Bay units went into
operation between 1960 and 1971 and can generate 690 mw. The five Encina
units began operation between 1954 and 1978 and can generate 951 mw.
SDG&E sold and leased back Encina Unit 5 (330 mw) in 1978. The lease
term is through 2004, with renewal options for up to 15 additional
years.

SDG&E has 19 combustion turbines that were placed in service from 1966
to 1979. They are located at various sites and are used only in times of
peak demand.

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

SONGS 1 was removed from service in November 1992 when the CPUC issued a
decision to permanently shut down the unit. At that time SDG&E began the
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recovery of its remaining capital investment, with full recovery
completed in April 1996. SDG&E and Edison filed a decommissioning plan
in November 1994, although final decommissioning is not scheduled to
occur until 2013 when SONGS 2 and 3 are also decommissioned. The unit's
spent nuclear fuel has been removed from the reactor and stored on-site.
In March 1993 the NRC issued a Possession-Only License for SONGS 1, and
the unit was placed in a long-term storage condition in May 1994.

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

During 1997 SDG&E spent $7 million on capital modifications and
additions and expects to spend $14 million in 1998. SDG&E deposits funds
in an external trust to provide for the future dismantling and
decontamination of the units. The shutdown of SONGS 1 does not affect
contributions to the trust.

Additional Information: Additional information concerning SDG&E's power
plants, the SONGS units, nuclear decommissioning and the CPUC's industry
restructuring proposal (including SDG&E's plan to auction its electric
generation assets) is provided immediately below and in "Environmental
Matters," "Electric Properties," "Legal Proceedings," "Management's
Discussion and Analysis of Financial Condition and Results of
Operations" and in Notes 5, 9 and 10 of the "Notes to Consolidated
Financial Statements" herein.



Purchased Power: The following table lists contracts with the various
suppliers:

Megawatt
Supplier Period Commitment Source
Long-Term Contracts with Other Utilities:
Portland General Through December 1998 50 Hydro storage
Electric (PGE) Through December 2013 75 Coal
Public Service
Company of
New Mexico (PNM) Through April 2001 100 System supply
PacifiCorp Through December 2001 100 System Supply
Total 325
Contracts with Others:
LG&E Power Marketing Through December 2001 150 System Supply
Goal Line Limited Through December 2025 50 Cogeneration
Partnership
Illinova Power
Marketing Through December 1999 200 System Supply
Applied Energy Through December 2019 102 Cogeneration
Yuma Cogeneration Through June 2024 50 Cogeneration
Other (89) Various 41 Cogeneration
Total 593

On the contracts with PGE (sourced from coal) and PNM, SDG&E pays a
capacity charge plus a charge based on the amount of energy received.
SDG&E also has a contract with PGE for available hydro storage service.
Charges under these contracts are based on the selling utility's costs,
including a return on and depreciation of the utility's rate base (or
lease payments in cases where the utility does not own the property),
fuel expenses, operating and maintenance expenses, transmission
expenses, administrative and general expenses, and state and local
taxes. Charges under contracts from PacifiCorp, LG&E and Illinova are
for firm energy only and are based on the amount of energy received. The
prices under these contracts are at market value at the time the
contracts were negotiated. Costs under the remaining contracts (all with
Qualifying Facilities) are based on SDG&E's avoided cost.

Additional information concerning SDG&E's purchased-power contracts is
described immediately below, and in "Legal Proceedings," "Management's
Discussion and Analysis of Financial Condition and Results of
Operations" and in Notes 9 and 10 of the "Notes to Consolidated
Financial Statements" herein.

Electric Generation Divestiture

In November 1997 SDG&E's board of directors approved a plan to auction
the company's power plants and other electric generating assets,
enabling SDG&E to continue to concentrate its business on the
transmission and distribution of electricity and natural gas as
California opens its electric utility industry to competition in 1998.
The plan includes the divestiture of SDG&E's fossil power plants (Encina
and South Bay) and its combustion turbines, as well as its 20-percent
interest in SONGS and its portfolio of long-term power contracts,
including those with qualifying facilities. Additional information
describing SDG&E's plan to divest of its electric generating assets is
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described in Management's Discussion and Analysis of Financial Condition
and Results of Operations" and in Notes 9 and 10 of the "Notes to
Consolidated Financial Statements" herein.

Power Pools

In 1964 SDG&E, PG&E, and Edison entered into the California Power Pool
Agreement. It provided for the transfer of electrical capacity and
energy by purchase, sale or exchange during emergencies and at other
mutually determined times. Due to electric industry restructuring
(discussed below) the California Power Pool was terminated by the FERC
in May 1997. However, SDG&E, Edison, PG&E and the Los Angeles Department
of Water and Power will continue to abide by the provisions of the
existing California Statewide Emergency Plan for sharing capacity and
energy in the event of a severe resource emergency until the PX and ISO
are fully operational.

SDG&E is a participant in the Western Systems Power Pool (WSPP), which
includes an electric power and transmission rate agreement with
utilities and power agencies located throughout the United States and
Canada. More than 150 investor-owned and municipal utilities, state and
federal power agencies, energy brokers, and power marketers share power
and information in order to increase efficiency and competition in the
bulk power market. Participants are able to target and coordinate
delivery of cost-effective sources of power from outside their service
territories through a centralized exchange of information. Although the
extent has not yet been determined, the status of the WSPP is likely to
change due to industry restructuring and the initiation of the PX and
ISO.

Transmission Arrangements

In addition to interconnections with other California utilities, SDG&E
has firm transmission capabilities for purchased power from the
Northwest, the Southwest and Mexico.

Pacific Intertie: The Pacific Intertie, consisting of AC and DC
transmission lines, enables SDG&E to purchase and receive surplus coal
and hydroelectric power from the Northwest. SDG&E, PG&E, Edison and
others share transmission capacity on the Pacific Intertie under an
agreement that expires in July 2007. SDG&E's share of the intertie was
266 MwW. Due to electric industry restructuring (discussed below), the
operating rights of SDG&E, Edison and PG&E on the Pacific Intertie have
been transferred to the ISO.

Southwest Powerlink: SDG&E's 500-kilovolt Southwest Powerlink
transmission line, which is shared with Arizona Public Service Company
and Imperial Irrigation District, extends from Palo Verde, Arizona to
San Diego and enables SDG&E to import power from the Southwest. SDG&E's
share of the line is 931 mw, although it can be less, depending on
specific system conditions.

Mexico Interconnection: Mexico's Baja California Norte system is
connected to SDG&E's system via two 230-kilovolt interconnections with
firm capability of 408 mw. SDG&E uses these interconnections for
transactions with Comision Federal de Electricidad (CFE), Mexico's
government-owned electric utility.

Transmission Access

As a result of the enactment of the National Energy Policy Act of 1992,
the FERC has established rules to implement the Act's transmission-
access provisions. These rules specify FERC-required procedures for
others' requests for transmission service. In October 1997 the FERC
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approved the transfer of control by the California investor-owned
utilities (IOUs) of their transmission facilities to the ISO. Beginning
on March 31, 1998 the ISO will be responsible for the operation and
control of the transmission lines. Additional information regarding the
ISO and transmission access is discussed below and in "Management's
Discussion and Analysis of Financial Condition and Results of
Operations" herein.

Power Exchange and Independent System Operator

Under the CPUC's electric restructuring decision, beginning on March 31,
1998 customers will have the option to buy their electricity through an
independent exchange that will obtain power from qualifying facilities,
nuclear units and, lastly, from the lowest-bidding suppliers. The PX
will serve as a wholesale power pool allowing all energy producers to
participate competitively. The ISO will schedule power transactions and
access to the transmission system. As discussed above, California's IOUs
will transfer the operational control of their transmission facilities
to the ISO, which is under FERC jurisdiction. Additional information
regarding the PX and ISO is discussed in "Management's Discussion and
Analysis of Financial Condition and Results of Operations" herein.

Fuel and Purchased-Power Costs

The following table shows the percentage of each electric fuel source
used by SDG&E and compares the costs of the fuels with each other and
with the total cost of purchased power:

Percent of Kwhr Cents per Kwhr

1997 1996 1995 1997 1996 1995
Natural gas 19.8% 22.8% 21.7% 3.3 2.8 2.3
Nuclear fuel 11.8 19.6 16.5 0.6 0.5 0.5
Fuel oil 0.1 1.1 0.1 2.4 2.2 2.1
Total generation 31.7 43.5 38.3
Purchased
power - net 68.3 56.5 61.7 2.8 3.1 3.3
Total 100.0% 100.0% 100.0%

The cost of purchased power includes capacity costs as well as the costs
of fuel. The cost of natural gas includes transportation costs. The
costs of natural gas, nuclear fuel and fuel o0il do not include SDG&E's
capacity costs. While fuel costs are significantly less for nuclear
units than for other units, capacity costs are higher.

Electric Fuel Supply
Natural Gas: Information concerning natural gas is provided in "Natural
Gas Operations" herein.

Nuclear Fuel: The nuclear-fuel cycle includes services performed by
others. These services and the dates through which they are under
contract are as follows:

Mining and milling of uranium concentrate 2003
Conversion of uranium concentrate to uranium hexafluoride 2003
Enrichment of uranium hexafluoride(1) 2003
Fabrication of fuel assemblies 2003

Storage and disposal of spent fuel(2) --

(1) SDG&E has a contract with Urenco, a British consortium, for
enrichment services through 2003.
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(2) Spent fuel is being stored at SONGS, where storage capacity will be
adequate at least through 2006. If necessary, modifications in fuel-
storage technology can be implemented to provide on-site storage
capacity for operation through 2013, the expiration date of the NRC
operating license. The plan of the U.S. Department of Energy (DOE) is to
provide a permanent storage site for the spent nuclear fuel by 2010.

Pursuant to the Nuclear Waste Policy Act of 1982, SDG&E entered into a
contract with the DOE for spent-fuel disposal. Under the agreement, the
DOE is responsible for the ultimate disposal of spent fuel. SDG&E is
paying a disposal fee of $0.91 per megawatt-hour of net nuclear
generation. Disposal fees average $3 million per year.

To the extent not currently provided by contract, the availability and
the cost of the various components of the nuclear-fuel cycle for SDG&E's
nuclear facilities cannot be estimated at this time.

Additional information concerning nuclear-fuel costs is discussed in
Note 9 of the "Notes to Consolidated Financial Statements" herein.

Fuel 0il: SDG&E has no long-term commitments to purchase fuel oil. The
use of fuel o0il is dependent upon price differences between it and
natural gas, and air-emission limitations associated with the San Diego
Air Pollution Control District's Rule 69. Additional information
concerning air-emission restrictions, including Rule 69, is provided in
"Management's Discussion and Analysis of Financial Condition and Results
of Operations" herein. During 1997 SDG&E burned 49,000 barrels of fuel
oil.

NATURAL -GAS OPERATIONS

SDG&E purchases natural gas for resale to its customers and for fuel in
its generating plants. All natural gas is delivered to SDG&E under a
transportation and storage agreement with Southern California Gas
Company (SoCalGas) through two transmission pipelines with a combined
capacity of 454 million cubic feet per day. On December 12, 1997 SDG&E's
natural-gas usage, which included consumption by both customers and
SDG&E's power plants, reached a new one-day peak of 555 million cubic
feet (mcf). The previous record of 500 mcf had been set on November 28,
1994.

During 1997 SDG&E purchased approximately 98 billion cubic feet of
natural gas. The majority of SDG&E's natural-gas requirements are met
through contracts of less than one year. SDG&E purchases natural gas
primarily from various spot-market suppliers and from suppliers under
short-term contracts. These supplies originate in New Mexico, Oklahoma
and Texas, and are transported to the SoCalGas pipeline at the
California border by E1l Paso Natural Gas Company and by Transwestern
Pipeline Company. SDG&E also has long-term contracts for natural gas
with four Canadian suppliers. Three of these suppliers have ceased
deliveries due to legal disputes. Natural gas from Canada is transported
to SDG&E's system over Alberta Natural Gas, Pacific Gas Transmission,
and PG&E pipelines. The natural-gas transportation contracts have
varying terms through 2023.

Additional information concerning SDG&E's gas operations is provided
under "Legal Proceedings," "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and in Note 9 of the
"Notes to Consolidated Financial Statements" herein.
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RATE REGULATION

Industry Restructuring

In September 1996 the state of California enacted a law restructuring
California's electric utility industry. The legislation adopts the
December 1995 CPUC decision that restructures the industry to stimulate
competition and reduce rates. Electric industry restructuring is
discussed in detail in "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and in Note 10 of the
"Notes to Consolidated Financial Statements" herein.

Cost of Capital

A description of SDG&E's cost of capital mechanism, the Market-Indexed
Capital Adjustment Mechanism (MICAM), is provided in "Management's
Discussion and Analysis of Financial Condition and Results of
Operations" herein. MICAM eliminates the need to file an annual cost of
capital application.

Electric Fuel Costs and Sales Volumes

Rates to recover electric-fuel and purchased-power costs had previously
been determined in the Energy Cost Adjustment Clause (ECAC) proceeding.
The Electric Revenue Adjustment Mechanism (ERAM) compensated for
variations in sales volume compared to the estimates used for setting
the non-fuel component of rates. However, both ECAC and ERAM have been
eliminated as part of electric industry restructuring. The elimination
of ECAC and ERAM causes the revenues associated with electric fuel costs
and sales volumes to be market driven. Although no effect occurred for
the full year, quarterly earnings significantly fluctuated in 1997.
Additional information on balancing accounts is discussed below in
"Balancing Accounts" and in "Management's Discussion and Analysis of
Financial Condition and Results of Operations" herein.

Natural-Gas Costs and Sales Volumes

Natural-gas commodity rates are set monthly based on market prices.
Under traditional ratemaking, natural-gas rates were adjusted annually
based on a forecast of natural-gas prices. This resulted in rate
stability, but also contributed to significant accumulations in the
Purchased Gas Account (PGA). Rates to recover the cost of transporting
natural gas to SDG&E are determined in the Biennial Cost Allocation
Proceeding (BCAP). The BCAP proceeding normally occurs every two years
and is updated in the interim year for purposes of amortizing any
accumulation in the balancing accounts. The natural-gas balancing
accounts include the PGA for natural-gas costs and the Gas Fixed Cost
Account (GFCA) for sales volumes. Balancing account coverage includes
both core customers (primarily residential and commercial customers) and
noncore customers (primarily large, industrial customers). However,
SDG&E does not receive balancing account treatment on 25 percent of
noncore GFCA overcollections and undercollections.

Balancing Accounts

Until 1997, the CPUC required electric balancing accounts for fuel and
purchased energy costs and for sales volumes, setting balancing account
rates based on estimated costs and sales volumes. Revenues were adjusted
upward or downward to reflect the differences between authorized and
actual volumes and costs. These differences were accumulated in the
balancing accounts and represented amounts to be either recovered from
customers or returned to them. As of December 31, 1997 net ECAC and ERAM
overcollections of $130 million have been transferred to the interim
transition cost balancing account to be applied to transition cost
recovery. Additional information on balancing accounts is discussed in
"Management's Discussion and Analysis of Financial Condition and Results
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of Operations" and in Note 2 of the "Notes to Consolidated Financial
Statements" herein.

Performance-Based Ratemaking

CPUC policies continue to move away from traditional cost-of-service
regulation and toward incentive mechanisms. SDG&E implemented
performance-based ratemaking (PBR) in 1993 for natural-gas procurement
and transportation, and for electric generation and purchased energy.
These mechanisms measure SDG&E's ability to purchase and transport
natural gas, and to generate or purchase energy at the lowest possible
cost, by comparing SDG&E's performance against various market
benchmarks. In 1994 SDG&E implemented its Base Rates PBR, which includes
the measurement of company performance indicators against a set of
predetermined standards. Under all of the PBR mechanisms, SDG&E's
shareholders and customers share in any savings or excess costs within
predetermined ranges. A discussion of the current status of these
programs is contained in "Management's Discussion and Analysis of
Financial Condition and Results of Operations" herein.

Energy Conservation Programs

Over the past several years, SDG&E has promoted conservation programs to
encourage efficient use of energy. The programs are designed to use
energy-efficiency measures that will reduce customers' energy costs and
ultimately reduce the need to build additional power plants. The costs
of these programs have been recovered from customers. The programs
contained an incentive mechanism that could increase or decrease SDG&E's
earnings, depending upon the performance of the programs in meeting
specified efficiency and expenditure targets. However, consistent with
the industry trend toward increased competition, the CPUC has issued a
decision that the IOUs are to transfer the control of their energy-
efficiency programs to the competitive market beginning in October 1998.
The decision directs the creation of an oversight board that will
develop program policies and procedures and select program
administrators. The utilities no longer will be involved with program
delivery to customers, but will be allowed to bid to become
administrators. Until the transition to a fully competitive market is
complete, customers will continue to provide the funding. A discussion
of the status of these programs is contained in "Management's Discussion
and Analysis of Financial Condition and Results of Operations" herein.

Low-Emission Vehicle Programs

SDG&E has conducted a CPUC-approved natural-gas-vehicle (NGV) program
since 1991. The program includes building refueling stations,
demonstrating new technology, providing incentives and converting
portions of SDG&E's vehicle fleet to natural gas. The cost of this
program is being recovered in natural-gas rates. In November 1995 the
CPUC issued its decision authorizing funding for limited electric-
vehicle (EV) and NGV programs through the year 2000 to allow recovery of
costs for operation and maintenance of SDG&E's EV and NGV fleets and NGV
fueling stations, and to allow recovery of transition costs to meet
existing commitments to customers. The decision requires the sale of
SDG&E's NGV fueling stations located on customer property within six
years. The CPUC approved a six-year program that provides a total of
$5.3 million for SDG&E's electric-vehicle program and $6.7 million for
its natural-gas-vehicle program over the six-year period.

Electric Rates

The average price per kilowatt-hour (kwh) charged to electric customers
was 9.8 cents in 1997 and 9.6 cents in 1996. California's electric
restructuring law (AB 1890) included a rate freeze for all customers.
Beginning on January 1, 1998 SDG&E's average system rate cannot exceed
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9.43 cents per kwh. Additional information on electric rates is
discussed in "Management's Discussion and Analysis of Financial
Condition and Results of Operations" herein.

Natural-Gas Rates
The average price per therm of natural gas charged to customers was 65.0
cents in 1997 and 58.4 cents in 1996.

ENVIRONMENTAL MATTERS

Discussions about environmental issues affecting SDG&E, including
electric and magnetic fields, hazardous substances, asbestos, air quality
and water quality, are included in "Management's Discussion and Analysis
of Financial Condition and Results of Operations" herein. The following
should be read in conjunction with those discussions.

Hazardous Substances

In 1994 the CPUC approved the Hazardous Waste Collaborative Memorandum
account, allowing utilities to recover 90 percent of certain costs to
clean up hazardous waste contamination at past and present utility sites
and to obtain recovery of some or all of such costs from responsible
parties, and to recover 70 percent of the related insurance litigation
expenses. SDG&E has asked the CPUC that, beginning on January 1, 1998,
the electric-generation portion of the hazardous waste memorandum account
be eliminated, and that the electric-generation-related cleanup costs be
eligible for transition cost recovery. A CPUC decision is still pending.
A discussion on transition costs and electric industry restructuring is
included in "Management's Discussion and Analysis of Financial Condition
and Results of Operations" and in Note 10 of the "Notes to Consolidated
Financial Statements" herein.

Due to the fact that SDG&E disposes of its hazardous wastes at facilities
owned and operated by other entities, applicable environmental laws may
impose an obligation on SDG&E and others to undertake corrective actions
if the owner or operator of such a facility fails to complete any
required corrective actions. This type of obligation has been imposed
upon SDG&E with respect to a site in Pico Rivera, California. SDG&E and
10 other entities have been named potential responsible parties by the
California Department of Toxic Substances Control (DTSC) and are liable
for any required corrective action regarding contamination at the site.
DTSC has taken this action because SDG&E and others sold used electrical
transformers to the site's owner. The DTSC considers SDG&E to be
responsible for 7.4 percent of the transformer-related contamination at
the site. The estimate for the development of the cleanup plan is
$850,000. SDG&E has contributed $73,000 to the effort. The estimate for
the actual cleanup, which commenced in 1997, is in the $2 million to $8
million range.

Underground Storage: California has enacted legislation to protect ground
water from contamination by hazardous substances. Underground storage
containers require permits, inspections and periodic reports, as well as
specific requirements for new tanks, closure of old tanks and monitoring
systems for all tanks. It is expected that cleanup of sites previously
contaminated by underground tanks will occur for an unknown number of
years. SDG&E cannot predict the cost of such cleanup. Pending assessment
and remediation proceedings are described below.

In May 1987 the San Diego Regional Water Quality Control Board issued
SDG&E a cleanup and abatement order for gasoline contamination
originating from an underground storage tank located at SDG&E's Mountain
Empire Operation and Maintenance facility. SDG&E assessed the extent of
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the contamination, removed all contaminated soil and completed
remediation of the site. Monitoring of the site confirms its remediation.
SDG&E has applied for and is awaiting a site-closure letter from the
Regional Water Quality Control Board.

Station B: Station B is located in downtown San Diego and was operated as
a steam and electric-generating facility between 1911 and June 1993.
Pursuant to a cleanup and abatement order, SDG&E remediated hydrocarbon
contamination discovered as a result of the removal of three 100,000-
gallon underground diesel-fuel storage tanks from an adjacent substation.
SDG&E has applied for and is awaiting a site-closure letter from the San
Diego County Department of Environmental Health.

OTHER

Research, Development and Demonstration (RD&D)

SDG&E has been conducting RD&D in areas that provided value to SDG&E and
its customers. Annual RD&D costs have averaged $6 million over the past
three years. The CPUC historically has permitted rate recovery of these
expenditures. In association with California's restructuring of the
electric utility industry, the CPUC has established a new structure and
initial funding levels to manage RD&D programs. A discussion of this is
included in "Management's Discussion and Analysis of Financial Condition
and Results of Operations" herein.

Year 2000 Plans

A discussion of Enova's plans to prepare the company's computer systems
and applications for the year 2000 and beyond is included in
"Management's Discussion and Analysis of Financial Condition and Results
of Operations" herein.

Wages

SDG&E and Local 465, International Brotherhood of Electrical Workers
have two labor agreements, a generation contract that runs through
February 28, 1998 and a utility contract (transmission and distribution)
that runs through August 31, 1998. Negotiations for a new generation
contract are ongoing.

Employees of Registrant

As of December 31, 1997 SDG&E had 3,576 employees, compared to 3,688 at
December 31, 1996. Enova and its other consolidated subsidiaries had 89
employees at December 31, 1997 compared to 49 at December 31, 1997.

Foreign Operations

SDG&E's foreign operations in 1997 included power purchases and sales
with CFE in Mexico; purchases of natural gas from suppliers in Canada;
and purchases of uranium from suppliers in Canada, Niger and Russia.
Enova International is part of two consortia that are developing and
operating natural-gas distribution systems in Mexico.

Additional information concerning foreign operations is provided under
"Electric Operations," "Natural Gas Operations," '"Management's
Discussion and Analysis of Financial Condition and Results of
Operations" and in Note 9 of the "Notes to Consolidated Financial
Statements" herein.

ITEM 2. PROPERTIES

Substantially all utility plant is subject to the lien of the July 1,
1940 mortgage and deed of trust and its supplemental indentures between
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SDG&E and the First Trust of California N.A. as trustee, securing the
outstanding first-mortgage bonds.

Information concerning SDG&E's properties is provided below. Additional
information is provided under "Electric Operations," "Gas Operations,"
"Management's Discussion and Analysis of Financial Condition and Results
of Operations" and in Notes 2, 5, 9 and 10 of the "Notes to Consolidated
Financial Statements" herein.

Electric Properties
SDG&E's generating capacity is described in "Electric Resources",
herein.

The 1997 system load factor was 55 percent and ranged from 55 percent to
64 percent for the past five years.

SDG&E's electric transmission and distribution facilities include
substations, and overhead and underground lines. Periodically various
areas of the service territory require expansion to handle customer
growth.

SDG&E owns an approved nuclear power-plant site near Blythe, California.

Natural-Gas Properties

SDG&E's natural-gas facilities are located in San Diego and Riverside
counties and consist of the Moreno and Rainbow compressor stations,
various high-pressure transmission pipelines, high-pressure distribution
mains, and service lines. SDG&E's natural-gas system is sufficient to
meet customer demand and short-term growth. SDG&E is currently
undergoing an expansion of its high-pressure transmission lines to
accommodate expected long-term customer growth.

Other SDG&E Properties

The 21-story corporate office building at 101 Ash Street, San Diego is
occupied pursuant to a capital lease through the year 2005. The lease
has four separate five-year renewal options. SDG&E also occupies an
office complex at Century Park Court in San Diego pursuant to an
operating lease ending in the year 2007. The lease can be renewed for
two five-year periods.

In addition, SDG&E occupies eight operating and maintenance centers, two
business centers, six district offices, and five branch offices.

Non-Utility Property

Phase One Development, a subsidiary of Pacific Diversified Capital, held
one property in San Diego County during 1997. In December 1997 this
property was sold for residential development.

ITEM 3. LEGAL PROCEEDINGS

Management believes that the legal proceedings discussed below will not
have a material adverse effect on Enova's results of operations,
financial condition or liquidity.

Public Service Company of New Mexico

On October 27, 1993 SDG&E filed a complaint with the FERC against Public
Service Company of New Mexico, alleging that charges under a 1985 power -
purchase agreement are unjust, unreasonable and discriminatory. SDG&E
requested that the FERC investigate the rates charged under the
agreement and establish December 26, 1993 as the effective refund
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date. The relief, if granted, would reduce annual demand charges paid by
SDG&E to PNM by up to $11 million per year through April 2001. If
approved, the proceeds would be refunded principally to SDG&E
customers.On December 8, 1993 PNM answered the complaint and moved that
it be dismissed. PNM denied that the rates are unjust, unreasonable or
discriminatory and asserted that SDG&E's claims were barred by certain
orders issued by the FERC in 1988. On March 18, 1996 SDG&E filed a
second complaint with FERC against PNM, alleging in part that applying
the same methodology as SDG&E had used in the 1993 complaint, but based
on more recent cost information, results in charges under the 1985 power
purchase agreement that are unjust, unreasonable and discriminatory.
SDG&E requested that the FERC investigate the rates charged under the
1985 agreement and establish May 17, 1996 as the effective refund date.
The relief, if granted, would reduce annual demand charges paid by SDG&E
to PNM, in addition to the amount from the first complaint, by up to $12
million per year. On April 26, 1996 PNM answered the second complaint
and moved that it be dismissed for the same reasons in its answer to the
1993 complaint. On August 22, 1997 SDG&E filed a third complaint against
PNM alleging that the demand rate paid by SDG&E under the PNM power -
purchase agreement during 1996 was unjust and unreasonable, resulting in
an overcharge of up to $9.6 million during this period. On September 29,
1997 PNM answered the third complaint and moved that it be dismissed for
the same reasons stated in its answer to the 1993 complaint.

Canadian Natural Gas

During early 1991 SDG&E signed four long-term natural gas supply
contracts with Husky 0il Ltd., Canadian Hunter Ltd. and Noranda Inc.,
Bow Valley Energy Inc., and Summit Resources Ltd. Canadian-sourced
natural gas began flowing to SDG&E under these contracts on November 1,
1993. Disputes have arisen with each of these producers with respect to
events which are alleged by the producers to have occurred justifying a
revision to the pricing terms of each contract, and possibly their
termination. Consequently, during December 1993 SDG&E filed complaints
in the United States Federal District Court, Southern District of
California, seeking a declaration of SDG&E's contract rights.
Specifically, SDG&E states that neither price revision nor contract
termination is warranted.

On March 14, 1994 SDG&E voluntarily dismissed its complaint against Bow
Valley without prejudice. On April 24, 1994 the court denied the other
defendants' motions to dismiss SDG&E's complaints. These motions were
based on jurisdictional grounds. Two of the defendants, Bow Valley and
Husky 0il, filed claims on June 12, 1994 and June 29, 1994,
respectively, against SDG&E with the Queen's Bench in Alberta, Canada,
seeking a declaration that they are entitled to damages or, in the
alternative, that they may terminate their respective contracts with
SDG&E. SDG&E has answered these claims. On March 1, 1995 SDG&E and
Husky 0il reached an agreement dismissing all of their respective claims
with prejudice.

Bow Valley and Summit Resources gave SDG&E notice that their natural-gas
supply contracts with SDG&E were terminated pursuant to provisions in
the contract that purportedly give them the right to do so. SDG&E has
responded that the notices were inappropriate and that it will seek both
contract and tort damages. Bow Valley and Summit have subsequently
ceased deliveries of natural gas to SDG&E.

On May 10, 1996 the U.S. District Court granted Canadian Hunter's and
Summit's motions to dismiss the case, finding that the Alberta Sales of
Goods Act rendered the gas-purchase agreements between SDG&E and the
defendants voidable by either party. On June 1, 1996 Canadian Hunter
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ceased deliveries of gas to SDG&E. On September 11, 1996 SDG&E filed in
the Ninth Circuit Federal Court of Appeals an appeal of the U.S.
District Court's judgment granting Canadian Hunter's and Summit's
motions to dismiss the case.

On October 22, 1997 with respect to the Summit appeal and on December
31, 1997 with respect to the Canadian Hunter appeal, the Ninth Circuit
Federal Court of Appeals held that the long-term contracts for SDG&E to
buy Canadian natural gas were invalidated by changes in the Federal
Energy Regulatory Commission's regulation of transportation rates and by
a change in California's regulation of SDG&E gas rates. The Court upheld
the U.S. District Court's order allowing both Summit and Canadian Hunter
to void the 1991 gas-purchase agreements. The question of the value of
the gas delivered remains before the U.S. District Court.

North City West

Oon June 14, 1993 the Peninsula at Del Mar Highlands Homeowners
Association filed a complaint with the Superior Court of San Diego
County against the City of San Diego and SDG&E to prevent SDG&E from
constructing and operating an electric substation in an area which is
known as North City West. Construction was completed, and the substation
became operational in June 1994. In the complaint, the plaintiffs sought
to have the city either revoke previously issued permits or reopen the
hearing process to address alleged electric and magnetic field concerns.
on July 6, 1993 the court denied the plaintiffs' motion for a temporary
restraining order. On July 30, 1993 the court denied the plaintiffs'
motion for a preliminary injunction. On September 28, 1993 the
plaintiffs withdrew their complaint and the court dismissed it without
prejudice.

On August 18, 1993 the plaintiffs filed a complaint with the California
Public Utilities Commission requesting that the CPUC conduct an
environmental assessment. This complaint still is pending at the CPUC.

SONGS Personal Injury Litigation

As previously discussed, SDG&E holds a 20-percent interest in the San
Oonofre Nuclear Generating Station. There have been seven radiation
personal injury cases filed against various parties including Southern
California Edison, SDG&E, Combustion Engineering, and the Institute of
Nuclear Power Operations in Federal District Court, Southern District of
California: James (filed July 12, 1994), MclLandrich (February 6, 1995),
Mettler (July 5, 1995), Knapp (August 31, 1995), Kennedy (November 17,
1995), Rock (November 28, 1995), and Keltsch (November 11, 1997). The
plaintiffs allege their various types of leukemia or other forms of
cancers were caused by radiation exposure from "fuel fleas" (radioactive
fuel particles).

On October 12, 1995 the jury in the James case determined that there was
no scientific link between the plaintiff's leukemia and the amount of
radiation he was allegedly exposed to while employed at SONGS as an
employee of a SONGS contractor. On August 15, 1996 the Ninth Circuit
Court of Appeals upheld the decision. The time has lapsed for a petition
for certiorari to the Supreme Court of the United States. Therefore,
this matter is concluded.

McLandrich, Mettler and Knapp are wrongful death cases filed by the
heirs of former SONGS employees seeking unspecified amounts in
compensatory and punitive damages. Edison has been dismissed from
McLandrich and Mettler based upon the District Court's ruling that
Edison is an employer and workers' compensation is the exclusive remedy
for the plaintiffs. The Ninth Circuit Court of Appeals rejected SDG&E's

18



petition for permission to challenge the lower court's determination
that SDG&E is not an employer and thus may not avail itself of the
workers' compensation exclusivity rule. McLandrich, Mettler and Knapp
are stayed pending the outcome of a plaintiff's appeal in McLandrich,
challenging the District Court's ruling that Southern California Edison
can avail itself of the workers' compensation exclusivity rule.

The Kennedy and Rock cases involve family members of current or former
SONGS employees who allege that the employees carried home fuel fleas
which caused the family members' illnesses. The plaintiffs are alleging
unspecified amounts of compensatory and punitive damages. Jury trial
commenced in the Kennedy case on January 27, 1998 and is expected to
last approximately six weeks. In the Keltsch case, no punitive damages
are alleged. A motion to dismiss the case is scheduled to be heard on
March 10, 1998. SDG&E has not been named in these actions; however,
because of its ownership interest SDG&E may be adversely affected if
plaintiffs are successful.

SONGS Pricing

In May 1997 Ayad Rubaii, an employee of Edison, filed a complaint under
the federal False Claims Act against Edison and SDG&E in United States
District Court for the Southern District of California. The complaint
was unsealed in July 1997 and sent to Edison and SDG&E on September 3,
1997. In the complaint, the plaintiff alleges that Edison and SDG&E have
overcharged customers since early 1996 for energy produced at SONGS
under a pricing mechanism approved by the CPUC and codified by the State
Legislature. The plaintiff alleges that he filed the lawsuit on behalf
of the United States Government. The Department of Justice has elected
not to intervene in the lawsuit, but could elect to do so in the future
if new information becomes available which, in its view, justifies
intervention. The plaintiff is claiming damages of $383 million from
Edison and $102 million from SDG&E. Under the False Claims Act, any
damages are subject to trebling and penalties could be assessed. On
November 7, 1997, SDG&E filed a motion to dismiss this complaint. A
hearing before the U.S. District Court was held on January 20, 1998. The
Court has not yet issued its decision on SDG&E's motion to dismiss.

Employee Benefits

On September 16, 1997 two individual plaintiffs filed a complaint
(Mascari v. SDG&E) in United States District Court for the Southern
District of California on behalf of themselves and a purported class
consisting of a significant number of temporary employees and
independent contractors employed at SDG&E. Plaintiffs allege that they
are and have been common law employees of SDG&E and, as such, under
recent Ninth Circuit decisional law, are and have been entitled to
participate in SDG&E's health and welfare, defined benefit and defined
contribution plans. They seek to recover past and future benefits under
each plan. On October 6, 1997 SDG&E filed its answer to the complaint,
denying that the plaintiffs were or are entitled to any benefits and
denying the appropriateness of a class.

Environmental and Regulatory Issues

Other legal matters related to environmental and regulatory issues are
described under "Environmental Matters," "Rate Regulation" and
"Management's Discussion and Analysis of Financial Condition and Results
of Operations" herein.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

ITEM 4. EXECUTIVE OFFICERS OF THE REGISTRANT (ENOVA)

Stephen L. Baum

Donald E. Felsinger

Edwin A. Guiles

David R. Kuzma

Frank H. Ault

Jerry W. Deems

Margot A. Kyd

William L. Reed

* As of December 31, 1997.

56

50

48

52

53

52

44

45

Positions (1993 - Current)

Chairman and Chief Executive Officer since January 1998.

President and Chief Executive Officer from January 1996
through December 1997.

Executive Vice President from December 1994 through
December 1995.

Executive Vice President (SDG&E) from January 1993
through December 1995.

President and Chief Operating Officer since January 1998.

Executive Vice President from December 1994 through
December 1995 and from April 1996 through
December 1997.

President and Chief Executive Officer (SDG&E) from
January 1996 through December 1997.

Executive Vice President (SDG&E) from January 1993
through December 1995.

Executive Vice President since January 1998.

Senior Vice President from January 1997 through
December 1997.

Senior Vice President - Energy Supply (SDG&E) from
January 1993 through January 1997.

Senior Vice President, Chief Financial Officer and
Treasurer since November 1995.

Senior Vice President, Chief Financial Officer and
Treasurer (SDG&E) from June 1995 through
December 1997.

Senior Vice President, Chief Financial Officer and
Treasurer of Florida Progress Corporation from
1991 to 1995.

Vice President and Controller since December 1994.
Vice President and Controller (SDG&E) from January
1993 through December 1997.

Vice President and Chief Information Technology
Officer since October 1997.

Manager of NonStop Software Division of Tandem
Computers from 1993 to 1997.

Vice President - Sales and Marketing of Objectivity,
Inc. from 1991 to 1993.

Vice President - Human Resources since January 1996.
Vice President - Human Resources (SDG&E) from January 1993
through December 1996.

Vice President - Regulatory and Governmental Affairs
since August 1997.

Vice President - Regulatory Affairs (SDG&E) from January
1996 through July 1997.

Vice President - Strategic Planning (SDG&E) from August
1995 through December 1995.

Division Manager - Strategic Plans & Projects (SDG&E) from
August 1994 through July 1995.

Director - Energy Management (SDG&E) from April 1993
through July 1994.

Director - Regulatory Affairs (SDG&E) from 1990 through
March 1993.
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ITEM 4. EXECUTIVE OFFICERS OF THE REGISTRANT (SDG&E)

Edwin A. Guiles

Gary D. Cotton

Frank H. Ault

Kathleen A. Flanagan

Margot A. Kyd

wWilliam L. Reed

57

53

46

44

45

* As of December 31, 1997.

Positions (1993 - Current)

President since January 1998.

Senior Vice President (Enova) from January 1997 through
December 1997.

Senior Vice President - Energy Supply from January 1993
through January 1997.

Senior Vice President - Energy Supply since August 1997.
Senior Vice President - Customer Operations from January
1993 through July 1997.

Vice President, Chief Financial Officer, Treasurer and
Controller since January 1998.

Vice President and Controller from January 1993 through
December 1997.

Vice President - Corporate Communications and Public
Affairs since August 1997.

Vice President - Corporate Communications from July 1994
through July 1997.

Manager - Corporate Communications of Southern California
Edison from 1991 to 1994.

Vice President - Human Resources, Marketing and Customer
Service since January 1997.

Acting Vice President - Marketing and Customer Service
from January 1996 through December 1996.

Vice President - Human Resources from January 1993 through
December 1996.

Vice President - Regulatory and Governmental Affairs since
August 1997.

Vice President - Regulatory Affairs from January 1996
through July 1997.

Vice President - Strategic Planning from August 1995
through December 1995.

Division Manager - Strategic Plans & Projects from August
1994 through July 1995.

Director - Energy Management from April 1993 through July
1994.

Director - Regulatory Affairs from 1990 through March
1993.
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PART II

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

Enova Corporation

Common stock of Enova Corporation is traded on the New York and Pacific
stock exchanges. At December 31, 1997 there were 72,639 holders of
common stock. The quarterly common stock information required by Item 5
is included in the Enova Corporation schedule of Quarterly Financial
Data herein.

San Diego Gas & Electric Company

All the common stock of San Diego Gas & Electric Company is owned by
Enova Corporation and is not publicly traded. The following table sets
forth the cash distributions on common stock paid to Enova Corporation
by SDG&E:

1997
First Quarter 45,479,582
Second Quarter 44,310,518
Third Quarter 44,310,518
Fourth Quarter 44,322,572

In addition, in March 1997 SDG&E paid Enova a special dividend of
$70,000,000 to be used for the repurchase of 3 million shares of Enova
Corporation common stock.

Dividend Restrictions

The CPUC regulates SDG&E's capital structure, limiting the dividends it
may pay to Enova. At December 31, 1997 $152 million of common equity was
available for future dividends. In addition, at December 31, 1997
approximately one half of the $658 million of rate-reduction bonds was
also available for future dividends. Of this available amount, $100
million in dividends was paid by SDG&E to Enova on January 2, 1998, in
conjunction with the acquisition of Sempra Energy Trading.
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ITEM 6. SELECTED FINANCIAL DATA

Enova Corporation

In millions of dollars except per share amounts

For the years ended December 31
1997 1996

Operating revenues $2,217.0  $1,993.5

Operating income $344.2 $335.0
Income from continuing

operations $251.6 $230.9
Earnings applicable to

common shares $251.6 $230.9

Earnings per common
share from continuing

operations $2.20 $1.98
Earnings per common share

(basic and diluted) $2.20 $1.98
Dividends declared per

common share $1.56 $1.56

At December 31

Total assets $5,233.9 $4,649.2

Long-term debt and preferred stock
subject to mandatory redemption
(excludes current
portion)* $2,082.0 $1,504.3

*Includes long-term debt redeemable within one year.

$1,870.7
$345.7

$225.6

$225.8

$1.94
$1.94

$1.56

$4,748.6

$1,490.1

$1,912.2
$317.2

$199.3

$135.8

$1.71
$1.17

$1.52

$4,662.9

$1,479.2

$1,897.5
$303.9

$219.0

$210.2

$1.89
$1.81

$1.48

$4,694.7

$1,523.6

This summary should be read in conjunction with the Enova Corporation
consolidated financial statements and notes to consolidated financial

statements.
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ITEM 6. SELECTED FINANCIAL DATA

San Diego Gas & Electric Company

In millions of dollars except per share amounts

For the years ended December 31

1997

Operating revenues $2,167.

Operating income $317.

Income from continuing
operations $238.

Net income (before
preferred dividend

requirement) $238.
Preferred dividends $6.
Earnings applicable to

common shares $231.

At December 31

Total assets $4,654.

7

5

$222.
$6.

$216.

$4,160.

Long-term debt and preferred stock
subject to mandatory redemption

(excludes current

portion)* $1,812.

*Includes long-term debt redeemable within one year.

8

$1, 309

5

.8

$233.5
$7.7
$225.8

$4,472.6

$1,242.0

$143.
$7.
$135.

$4,353.

$1,239

3

A

$218.
$8.
$210.

$4,370.

$1,347.

This summary should be read in conjunction with the San Diego Gas &

Electric Company consolidated financial statements and notes to

consolidated financial statements.



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS -- Enova Corporation/San Diego Gas & Electric
Company

GENERAL

Enova Corporation (referred to herein as Enova, which includes the
parent and its wholly owned subsidiaries) was formed in January 1996 to
become the parent company of San Diego Gas & Electric (SDG&E). At that
time SDG&E's outstanding common stock was converted on a share-for-share
basis into Enova Corporation common stock. SDG&E's debt securities,
preferred stock and preference stock were unaffected and remained with
SDG&E .

SDG&E is an operating public utility engaged in the electric and
gas businesses. It generates and purchases electric energy and
distributes it to 1.2 million customers in San Diego County and an
adjacent portion of Orange County, California. It also purchases and
distributes natural gas to 721,000 customers in San Diego County and
transports electricity and gas for others. California has enacted an
electric-restructuring law that affects the operations of SDG&E and the
other California investor-owned electric utilities. This information is
discussed below under "Electric Industry Restructuring." Enova has
several other subsidiaries (referred to herein as nonutility
subsidiaries). Enova Financial invests in limited partnerships
representing approximately 1,200 affordable-housing properties located
throughout the United States. Califia leases computer equipment. These
two subsidiaries are expected to provide income tax benefits over the
next several years. Enova International is involved in energy projects
outside the United States. Pacific Diversified Capital is the parent
company of Phase One Development, which has been involved in real estate
development. Enova Energy is an energy management and consulting firm
offering services to utilities and large consumers. In December 1997,
subsidiaries of Enova Energy and Houston Industries formed a joint
venture, El Dorado Energy, to build, own and operate a natural gas-fired
power plant in Boulder City, Nevada. Enova Technologies is in the
business of developing new technologies generally related to utilities
and energy. In January 1997, Enova Energy, Enova Technologies and
certain subsidiaries of Pacific Enterprises (discussed below) formed
Energy Pacific, a joint venture to market integrated energy and energy-
related products and services. Energy Pacific has recently changed its
name to Sempra Energy Solutions. In January 1998, Sempra Energy
Solutions completed the acquisition of CES/Way International, a leading
national energy-service provider. In December 1997, Enova and Pacific
Enterprises completed the joint acquisition of AIG Trading Corporation
(AIG), a leading natural gas and power marketing firm based in
Greenwich, Connecticut. AIG has subsequently changed its name to Sempra
Energy Trading. Additional information regarding Enova's nonutility
subsidiaries is described herein under "Electric Generation" and
"Liguidity and Capital Resources - Investing Activities," and in Notes
1, 2 and 3 of the notes to consolidated financial statements.

BUSINESS COMBINATION

In October 1996, Enova and Pacific Enterprises (PE), parent company of
Southern California Gas Company (SoCalGas), announced that they have
agreed to combine the two companies. Enova and PE have selected Sempra
Energy as the name of the new company formed by the business
combination. As a result of the combination, which was unanimously
approved by the boards of directors of both companies, (i) each
outstanding share of common stock of Enova will be converted into one
share of common stock of Sempra Energy, (ii) each outstanding share of
common stock of PE will be converted into 1.5038 shares of Sempra
Energy's common stock and (iii) the preferred stock and preference stock
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of SDG&E, PE and SoCalGas will remain outstanding. In March 1997, the
shareholders of Enova and PE approved the combination. Consummation of
the combination is conditional upon the approvals of the California
Public Utilities Commission (CPUC) and various other regulatory bodies
(see below).

In June 1997, the CPUC revised its procedural schedule for the
business combination after delaying until July 1997 its final decision
on the Performance-Based Ratemaking (PBR) proceeding for SoCalGas. (The
CPUC's decision on SoCalGas' PBR proceeding adopted a rate-setting
mechanism for SoCalGas that provides incentives for cost control and
efficiency improvement, including comparisons of productivity and other
factors against benchmarks based on industry performance. SoCalGas had
been operating under traditional "cost of service" regulation. The
decision provides for, among other things, a net rate reduction of $160
million.) In accordance with the CPUC's revised schedule, the
administrative law judge handling the proceeding issued a draft decision
on February 23, 1998. That draft decision proposed approval of the
combination. Among other things, the draft decision proposed 50/50
sharing of the net cost savings resulting from the combination between
shareholders and customers, but only for five years rather than the 10
years sought. The draft decision would reduce the net shareable
savings from $1.1 billion to $340 million. The CPUC decision is
scheduled for the end of March 1998.

In November 1997, the California attorney general issued an
advisory opinion concluding that the business combination would not
adversely affect competition within either the wholesale electricity or
interstate gas markets. The opinion included a recommendation that the
CPUC consider requiring SoCalGas to auction offsetting volumes of
natural gas transportation rights equal to the load with SDG&E that will
be withdrawn if the CPUC concludes that SDG&E would be eliminated as a
potential competitor in the partially regulated intrastate gas
transmission market.

In September 1997, the CPUC staff issued a final Negative
Declaration, concluding that the business combination will not result in
any activities or operational changes that may cause a significant
adverse effect on the environment.

In June 1997, the Federal Energy Regulatory Commission (FERC)
approved the business combination, subject to the conditions that the
combined company will not unfairly use any potential market power
regarding natural gas transportation to gas-fired electric-generation
plants. The FERC acknowledged that this issue is clearly within the
jurisdiction of the CPUC and the conditions will be considered during
the CPUC review process. Therefore, the FERC's final decision is not
expected to be issued before the CPUC's approval.

In August 1997, the Nuclear Regulatory Commission approved the
business combination, ruling that the creation of the new company will
not affect SDG&E's qualifications to hold the license for its
20-percent interest in the San Onofre Nuclear Generating Station
(SONGS) .

Remaining regulatory reviews, which are not expected to be
concluded prior to the CPUC decision, include clearance by the U.S.
Department of Justice, under the Hart-Scott-Rodino Antitrust Act, and
approval by the Securities and Exchange Commission. Both agencies will
review the business combination for its impacts on competition.

The commencement of combined operations is expected in the summer
of 1998. Earnings of the combined company could be negatively impacted
in 1998, and to a lesser extent in subsequent years, by delays in
achieving cost savings from the combination caused by the later-than-
expected effective combination date, CPUC limitations on transactions
between SDG&E and SoCalGas, which may be modified by the CPUC
combination proceedings (discussed below), the possibility that the CPUC
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might not permit recovery of certain costs of the combination and might
reduce the period or percentage for shareholder participation in the
related cost savings, and slower-than-anticipated growth in revenues
from Sempra Energy Solutions. Additional information regarding the
proposed business combination is described in Note 1 of the notes to
consolidated financial statements.

RESULTS OF OPERATIONS

Operating Results Electric revenues increased 11 percent in 1997,
primarily due to an increase in sales for resale to other utilities and
increased retail sales volume due to weather. Electric revenues
increased 6 percent in 1996, primarily due to the accelerated recovery
of SONGS Units 2 and 3 which commenced in April 1996. Gas revenues
increased 14 percent in 1997, primarily due to weather-related higher
sales volume and higher purchased-gas prices, offset by an increase in
customer purchases of gas directly from other suppliers (for whom SDG&E
provides transportation). Gas revenues increased 12 percent in 1996,
reflecting higher purchased-gas prices.

Operating Expenses Electric fuel expense increased 22 percent in 1997,
primarily due to increased natural gas prices and increased natural gas-
fired generation resulting from SONGS Units 2 and 3 refuelings. Electric
fuel expense increased 34 percent in 1996, primarily due to increased
generation and increases in natural gas prices.

Purchased-power expenses increased 42 percent in 1997, primarily due
to increased volume, which resulted from lower nuclear-generation
availability from the SONGS refuelings and increased use of purchased
power due to decreased purchased-power prices. Purchased-power expenses
decreased 9 percent in 1996, reflecting the availability of lower-cost
nuclear generation and decreases in purchased-power capacity charges.

Gas purchased for resale increased 20 percent in 1997 and 34 percent
in 1996, primarily due to increases in sales volume and in natural gas
prices.

The changes in maintenance expenses reflect the nuclear refuelings
in 1997 and 1995.

General and administrative expenses decreased 15 percent in 1997,
primarily due to higher 1996 costs for customer service, partially
offset by the expenses relating to the proposed business combination
with Pacific Enterprises.

Earnings 1997 earnings per common share were $2.20 compared to $1.98
in 1996 and $1.94 in 1995. The increase in earnings in 1997 is primarily
due to incentive rewards for Performance-Based Ratemaking (PBR) and
Demand-Side Management (DSM) programs, retirements of debt and common
shares, and improved earnings of Enova Financial, partially offset by
expenses relating to the proposed business combination with Pacific
Enterprises. Other events that improved 1997 earnings included income
tax benefits from the 1995 sale of wWahlco Environmental Systems and
capital gains from the sale of property held by Pacific Diversified
Capital. The increase in earnings in 1996 is primarily due to DSM
rewards, partially offset by SDG&E's lower authorized return on equity.
Earnings per share for the quarter ended December 31, 1997, were
$0.72, compared to $0.47 for the same period in 1996. The increase in
earnings for the quarter was due to numerous offsetting factors,
including PBR and DSM rewards, retirement of common shares, higher off-
system electric sales, previously announced seasonal variability related
to the elimination of electric balancing accounts, and expenses relating
to the proposed business combination with Pacific Enterprises. Although
the elimination of the balancing accounts did not have any effect on
1997 full-year earnings, quarterly earnings now fluctuate significantly,
depending on monthly or seasonal changes in electric sales and fuel
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prices. In general, earnings are expected to be higher in high sales-
volume months and lower in others. In 1998 and future years, full-year
earnings also will be affected by sales volumes.

Some of the PBR rewards recorded in 1997 had been pending with the
CPUC for several years. During 1998, SDG&E will not have a multiple-year
backlog of these PBR rewards to record. In addition, because of the
elimination of the Generation and Dispatch PBR mechanism and the San
onofre Nuclear Generating Station Target Capacity Factor mechanism, the
impact of performance rewards on future earnings will be reduced.

Califia and Enova Financial's contributions to earnings for the year
were $0.21 in 1997, $0.19 in 1996 and $0.17 in 1995. Contributions to
earnings by Enova Energy and Enova Technologies were negatively impacted
in 1997 by the slower-than-anticipated growth in revenues from Sempra
Energy Solutions.

LIQUIDITY AND CAPITAL RESOURCES

SDG&E's operations continue to be a major source of liquidity. In
addition, financing needs are met primarily through issuances of short-
term and long-term debt. These capital resources are expected to remain
available. Cash requirements include utility capital expenditures,
nonutility subsidiaries' investments, and repayments and retirements of
long-term debt. Nonutility cash requirements include capital
expenditures associated with subsidiary activities related to the plans
to distribute natural gas in Mexico and the eastern United States; new
products; investments in Sempra Energy Trading, CES/Way International
and E1 Dorado Energy; and affordable-housing, leasing and other
investments. Additional information on these activities is discussed
under "Cash Flows from Investing Activities" below. In addition to
changes described elsewhere, major changes in cash flows are described
below.

Cash Flows from Operating Activities  The major changes in cash flows
from operations among the three years result from changes in income
taxes, accounts receivable, other current assets, accounts payable, and
regulatory balancing accounts. The changes in cash flows related to
income taxes were primarily due to the timing of certain deductions in
1997 and higher 1996 income tax payments in connection with settlements
with the Internal Revenue Service. The changes in cash flows related to
accounts and notes receivable were primarily due to increases in sales
in December 1997. The changes in cash flows related to other current
assets were primarily due to advances made to unconsolidated
subsidiaries during late 1997. The changes in cash flows related to
accounts payable were primarily due to fluctuations in natural gas
purchases and prices from year to year. The changes in cash flows
related to regulatory balancing accounts were primarily due to
overcollections in the Electric Revenue Adjustment Mechanism (ERAM)
account as a result of higher-than-authorized sales volumes in 1997 and
changes in prices for natural gas in 1996.

Quarterly cash dividends of $0.39 per share were declared for the
year ended December 31, 1997. The dividend payout ratios for the years
ended December 31, 1997, 1996, 1995, 1994 and 1993 were 71 percent, 79
percent, 80 percent, 130 percent, and 82 percent, respectively. The
increase in the payout ratio for the year ended December 31, 1994, was
due to writedowns recorded during 1994. For additional information
regarding the writedowns, see Enova Corporation's 1996 Annual Report.
The payment of future dividends is within the discretion of the Enova
Board of Directors and is dependent upon future business conditions,
earnings and other factors. Net cash flows provided by operating
activities currently are sufficient to maintain the payment of dividends
at the present level.
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Enova has initiated an enterprise-wide program to prepare the
company's computer systems and applications for the year 2000 and
beyond. A comprehensive review has been conducted to identify the
systems that could be affected by the year 2000 issue and an
implementation plan has been developed. The year 2000 issue results from
time-sensitive software applications that recognize a date using only
two digits. For example, "00" may be recognized as the year 1900 rather
than the year 2000. This could result in a system failure or
miscalculations. This year 2000 problem creates risk for the company
from unforeseen problems in its own computer systems and from third
parties with whom the company deals on financial transactions.
Management has not yet assessed whether the company's date-conversion
project will be completed on a timely basis nor the impact of third-
party computer system failures. The company expects to incur internal
staff costs as well as consulting and other expenses related to
infrastructure and facilities enhancements necessary to prepare the
systems for the year 2000. Expenditures for the testing and conversion
of system applications were $4 million in 1997 and are expected to be
between $20 million and $25 million over the next two years. These costs
are expensed as incurred.

Cash Flows from Financing Activities Enova did not issue additional
stock or long-term debt in 1997, except for SDG&E-related refinancings
and electric industry restructuring-related rate-reduction bonds.
Additional information concerning the rate-reduction bonds is discussed
below and under "Electric Industry Restructuring." Enova and SDG&E do
not plan any issuances in 1998.

In October 1997, SDG&E issued $25 million of tax-exempt Industrial
Development Bonds (IDBs) through the City of Chula Vista. The variable-
rate bonds were issued at an initial rate of 3.5 percent. The proceeds
from the bonds, which will mature in 2023, were used to redeem $25
million of 8.75 percent IDBs with the City of San Diego. Also during
1997, SDG&E purchased and retired $62 million of 9.625 percent and 8.5
percent first mortgage bonds.

In December 1997, $658 million of rate-reduction bonds were issued
on SDG&E's behalf at an average interest rate of 6.26 percent. A portion
of the bond proceeds was used to retire $14.9 million of variable-rate,
taxable IDBs in December 1997 and $15.7 million of variable-rate,
taxable IDBs in January 1998. Additional retirements are planned.
Additional information concerning the rate-reduction bonds is provided
below under "Electric Industry Restructuring."

SDG&E currently has approximately $83 million of temporary
investments that will be maintained into the future. The purpose of
maintaining such a level of investments is to offset a like amount of
long-term debt. The specific debt series being offset consists of
variable-rate IDBs. The CPUC has approved specific ratemaking treatment
which allows SDG&E to offset IDBs as long as there is at least a like
amount of temporary investments. If and when SDG&E requires all or a
portion of the $83 million of IDBs to meet future needs for long-term
debt, such as to finance new construction, the amount of investments
which is being maintained will be reduced below $83 million and the
level of IDBs being offset will be reduced by the same amount.

During 1997, Enova Corporation repurchased three million shares of
its outstanding common stock. During 1998, the $1.82-series preferred
stock becomes callable at $26 per share.

SDG&E maintains its capital structure so as to obtain long-term
financing at the lowest possible rates. The following table shows the
percentages of capital represented by the various components. In 1993
the capital structure is net of the construction funds held by a
trustee.
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1993 1994 1995 1996 1997 Goal

(A) (B) (A)
Common equity 47 % 48 % 49 % 50 % 51 % 41 % 46-49 %
Preferred stock 4 4 4 4 4 3 3-5
Debt and leases 49 48 47 46 45 56 46-49
Total 100 % 100 % 100 % 100 % 100 % 1600 % 100 %

(A) Excludes rate reduction bonds ($658 million at December 31, 1997).
(B) Includes rate reduction bonds ($658 million at December 31, 1997).

The CPUC regulates SDG&E's capital structure, limiting the dividends
it may pay Enova. At December 31, 1997, $152 million of common equity
was available for future dividends. In addition, at December 31, 1997,
approximately one half of the $658 million of rate-reduction bonds was
also available for future dividends. Of this available amount, $100
million in dividends were paid by SDG&E to Enova on January 2, 1998, in
conjunction with the acquisition of Sempra Energy Trading. This
restriction is not expected to affect Enova's ability to meet its cash
obligations.

In December 1997, Moody's Investors Service upgraded SDG&E's long-
term-bond rating from an Al/stable outlook to an Al/positive outlook,
reflecting SDG&E's business mix, which is heavily weighted toward
distribution and transmission. The outlook upgrade also reflects the
probability of recovery of stranded costs and the expected proceeds from
the sale of generating assets (see discussion under "Electric
Generation"). Standard & Poor's Ratings Group affirmed SDG&E's long-
term-bond rating of A+/positive outlook.

Cash Flows from Investing Activities Cash used in investing activities
in 1997 included SDG&E's construction expenditures and payments to its
nuclear decommissioning trusts. SDG&E's capital expenditures were $197
million in 1997 and are estimated to be $242 million in 1998. Actual
capital expenditures in 1997 were lower than anticipated due to changes
in the scope and timing of several major capital projects. Estimated
1998 capital expenditures are closer to normal levels, with increases to
meet industry restructuring needs and improvements to the electric
distribution system. SDG&E continuously reviews its construction,
investment and financing programs and revises them in response to
changes in competition, customer growth, inflation, customer rates, the
cost of capital, and environmental and regulatory requirements. Among
other things, the level of expenditures in the next few years will
depend heavily on the impacts of industry restructuring and the sale of
SDG&E's Encina and South Bay power plants and other electric-generating
assets, as well as the timing and extent of expenditures to comply with
air-emission reduction and other environmental requirements. Additional
information concerning the proposed sale of SDG&E's electric-generating
assets is provided below under "Electric Generation."

Payments to the nuclear-decommissioning trusts are expected to
continue until SONGS is decommissioned, which is not expected to occur
before 2013. Although Unit 1 was permanently shut down in 1992, it is
scheduled to be decommissioned concurrently with Units 2 and 3. However,
this will depend on the outcome of the proposed sale of SDG&E's
electric-generating assets, including its interest in SONGS.

Enova's level of nonutility expenditures in the next few years will
depend primarily on the activities of its subsidiaries other than SDG&E,
including Sempra Energy Solutions and the natural gas distribution
projects in Mexico and the eastern United States. Nonutility
expenditures were $158 million in 1997 and are estimated to be $100
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million in 1998, not including special projects. The decrease in
expected expenditures in 1998 is primarily attributable to a decrease in
expected investments by Enova Financial.

As discussed previously, in January 1997, certain subsidiaries of
Enova and Pacific Enterprises formed Sempra Energy Solutions, a joint
venture to market integrated energy and energy-related products and
services. During 1997, Enova invested $21 million in Sempra Energy
Solutions. In addition, in January 1998, Sempra Energy Solutions
completed the acquisition of CES/Way International, a leading national
energy-service provider.

In September 1997, Sempra Energy Solutions formed a joint venture
with Bangor Hydro to build, own and operate a $40 million natural gas
distribution system in Bangor, Maine. In addition, in December 1997
Sempra Energy Solutions signed a partnership agreement with Frontier
Utilities to build and operate a $55 million natural gas distribution
system in North Carolina.

In December 1997, Enova and Pacific Enterprises completed the joint
acquisition of AIG Trading Corporation, a leading natural gas and power
marketing firm. Enova contributed $110.6 million to that acquisition,
which was subsequently renamed Sempra Energy Trading.

In July 1997, Enova International and its partners, Pacific
Enterprises International and Proxima S.A. de C.V., delivered their
first supply of natural gas to Baja California. The Mexican company
formed by the three partners, Distribuidora de Gas Natural de Mexicali,
will invest up to $25 million during the first five years of the 30-year
license period to supply natural gas to the region. The partnership is
expected to serve 25,000 customers over the next four years. In March
1997, the Mexican Energy Regulatory Commission awarded the partners
their second natural gas privatization license in Mexico, allowing
Distribuidora de Gas Natural de Chihuahua to build and operate a natural
gas distribution system in Chihuahua. That partnership plans to invest
approximately $50 million in the project and is expected to serve 50,000
customers over the next five years. In January 1998, Enova International
and its partner, Union Fenosa ACEX of Spain, submitted a bid to build,
own and operate a natural gas distribution system in Monterrey, Mexico.
The project will consist of an initial investment of $190 million for a
system that will serve 320,000 customers, with an additional $60 million
invested over five years to serve a total of 400,000 customers. Two
other international consortia have submitted bids on the project. The
Mexican Energy Regulatory Commission is expected to announce the winning
bidder in March 1998.

In December 1997, Enova Power Corporation, a subsidiary of Enova
Energy, and Houston Industries Power Generation formed El Dorado Energy,
a joint venture to build, own and operate a natural gas power plant in
Boulder City, Nevada. Enova invested $2.3 million in El Dorado Energy in
1997 and expects to invest an additional $37 million in 1998 and $17
million in 1999.

Additional information about these acquisitions and joint ventures
is discussed in Note 3 of the notes to consolidated financial
statements.

Derivative Financial Instruments The policy of Enova is to use
derivative financial instruments to reduce exposure to fluctuations in
interest rates, foreign currency exchange rates and natural gas prices.
These financial instruments are with major investment firms and expose
Enova to market and credit risks. At times, these risks may be
concentrated with certain counterparties, although counterparty
nonperformance is not anticipated.

SDG&E periodically enters into interest-rate swap and cap agreements
to moderate its exposure to interest-rate changes and to lower its
overall cost of borrowing. These swap and cap agreements generally
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remain off the balance sheet as they involve the exchange of fixed- and
variable-rate interest payments without the exchange of the underlying
principal amounts. The related gains or losses are reflected in the
income statement as part of interest expense. SDG&E would be exposed to
interest-rate fluctuations on the underlying debt should other parties
to the agreement not perform. Such nonperformance is not anticipated. At
December 31, 1997, SDG&E had an agreement for a floating-to-fixed-rate
swap associated with $45 million of variable-rate bonds maturing in
2002.

SDG&E's pension fund periodically uses foreign-currency forward
contracts to reduce its exposure to exchange-rate fluctuatio