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SEMPRA ENERGY
101 Ash Street

San Diego, California 92101-3017
(877) 736-7727

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
 
Time and Date 10:00 a.m., local time, on Friday, May 13, 2011.
 
Place The Balboa Bay Club & Resort, 1221 West Coast Highway, Newport Beach, California.
 
Items of Business (1) Elect directors for a one-year term. The director nominees, all of whom are currently directors, are: Alan L. Boeckmann,

James G. Brocksmith Jr., Donald E. Felsinger, Wilford D. Godbold Jr., William D. Jones, William G. Ouchi, Carlos Ruiz,
William C. Rusnack, William P. Rutledge, Lynn Schenk, Neal E. Schmale and Luis M. Téllez.

 
 (2) Ratify independent registered public accounting firm.
 
 (3) Advisory vote on executive compensation.
 
 (4) Advisory vote on the frequency of advisory votes on executive compensation.
 
 (5) Vote on three shareholder proposals, if properly presented at the meeting.
 
 (6) Consider other matters that may properly come before the meeting.
Adjournments and
Postponements   

The items of business to be considered at the Annual Meeting may be considered at the meeting or at any adjournment or
postponement of the meeting.

 
Record Date You are entitled to vote only if you were a Sempra Energy shareholder at the close of business on March 16, 2011.
 
Meeting Admission You are entitled to attend the Annual Meeting only if you were a Sempra Energy shareholder at the close of business on March

16, 2011 or you hold a valid proxy to vote at the meeting. You should be prepared to present photo identification to be admitted
to the meeting.

 

 

If you are a shareholder of record or hold shares through our Direct Stock Purchase Plan or Employee Savings Plans, an
admission ticket is included as part of your notice of Internet availability of proxy materials or proxy card. If you plan to attend
the meeting, please bring the admission ticket with you. If you do not bring the admission ticket, your name must be verified
against our list of registered shareholders and plan participants.

 

 
If your shares are not registered in your name but are held in “street name” through a bank, broker or other nominee, you must
provide proof of beneficial ownership at the record date such as your most recent account statement prior to March 16, 2011, a
copy of the voting instruction card provided by your nominee, or other similar evidence of share ownership.

 

 
The meeting will begin promptly at 10:00 a.m., local time. Check-in will begin at 9:00 a.m. and you should allow ample time
for check-in procedures.

 
Voting Your vote is important. Whether or not you plan to attend the Annual Meeting, we encourage you to read this proxy

statement and promptly vote your shares. You may vote by completing, signing and dating the enclosed proxy or voting
instruction card and returning it in the enclosed envelope, or by telephone or the Internet. For specific instructions on
how to vote your shares, please refer to the section entitled “Questions and Answers — How You Can Vote” beginning on
page 4 and to the instructions on your proxy or voting instruction card.

This Notice of Annual Meeting and Proxy Statement, the accompanying form of proxy or voting instruction card and our Annual Report to Shareholders are being
provided to shareholders beginning March 29, 2011. You can also view these documents on the Internet at www.amstock.com/ProxyServices/Sempra.

Randall L. Clark
Corporate Secretary
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Proxy Materials
 
1. Why am I receiving these materials?

Our Board of Directors is making these materials available to you over the
Internet or by delivering paper copies to you by mail in connection with
Sempra Energy’s Annual Meeting of Shareholders to be held on Friday,
May 13, 2011. As a shareholder, you are invited to attend the Annual Meeting
and are entitled and requested to vote on the items of business described in
this proxy statement. This proxy statement includes information that we are
required to provide under Securities and Exchange Commission rules and is
designed to assist you in voting your shares.
 
2. What is included in the proxy materials?

The proxy materials include:
 

•  Our Notice of Annual Meeting of Shareholders;
 

•  Our proxy statement for the Annual Meeting of Shareholders; and
 

•  Our 2010 Annual Report to Shareholders.

If you received a paper copy of these materials by mail, the proxy materials
also include a proxy or voting instruction card.
 
3. What information is contained in this proxy statement?

The information in this proxy statement relates to the proposals to be voted
on at the Annual Meeting, the voting process, our Board of Directors and
board committees, the compensation of our directors and certain executive
officers and other required information.
 
4. Why did I receive a notice in the mail regarding the Internet

availability of the proxy materials instead of a paper copy of the
materials?

We furnish proxy materials over the Internet to shareholders who have not
requested a paper copy. To conserve paper and reduce costs, we mail a notice
about the Internet availability of the proxy materials.

All shareholders receiving the notice may access the proxy materials over the
Internet and request a paper copy by mail or an electronic copy by e-mail.
The notice contains instructions on how to do so. It also contains instructions
on how you may request proxy materials by mail or e-mail on an ongoing
basis.

5. Why didn’t I receive a notice in the mail about the Internet availability
of the proxy materials?

We are providing some of our shareholders, including those who previously
have requested paper copies, with a paper copy of the proxy materials instead
of a notice about the Internet availability of the proxy materials.

In addition, we are providing notice of the availability of the proxy materials
by e-mail to our shareholders who previously have elected electronic
delivery. The e-mail contains a link to the website where the proxy materials
are available and a link to the proxy voting website.
 
6. How can I access the proxy materials over the Internet?

Your notice about the Internet availability of the proxy materials, proxy card
or voting instruction card contains instructions on how to view our proxy
materials on the Internet.
 
7. How may I obtain a paper copy of the proxy materials?

Shareholders receiving a notice in the mail about the Internet availability of
the proxy materials will find instructions about how to obtain a paper copy of
the materials as part of the notice. Shareholders receiving notice of the
availability of the proxy materials by e-mail will find instructions about how
to obtain a paper copy of the materials as part of the e-mail. All shareholders
who do not receive a notice or an e-mail will receive a paper copy of the
proxy materials by mail.

To request that you receive paper copies of future proxy materials, please
access www.voteproxy.com on the Internet. Click on Request Paper Copies of
Materials, then click on Sempra Energy. You will see an option to elect to
receive paper copies each year. You also may request to receive paper copies
of future proxy materials by calling (888) 776-9962 from the United States
and Canada or +1 (718) 921-8562 from other countries, or by e-mailing
info@amstock.com.
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8. I share an address with another shareholder, and we received only one
paper copy of the proxy materials. How may I obtain an additional
copy?

If you share an address with another shareholder, you may receive only one
set of proxy materials unless you have provided contrary instructions. If you
wish to receive a separate set of the materials now, please request the
additional copy by contacting our proxy solicitor, Morrow & Co., at:

(800) 607-0088 (U.S. and Canada)
+1 (203) 658-9400 (International)

sempra.info@morrowco.com

A separate set of the materials will be sent promptly following receipt of your
request.

If you are a shareholder of record and wish to receive a separate set of proxy
materials in the future, please call our transfer agent, American Stock
Transfer & Trust Company, at:

(877) 773-6772 (U.S. and Canada)
+1 (718) 921-8356 (International)

If you are a beneficial owner of shares and you wish to receive a separate set
of proxy materials in the future, please call Broadridge Financial Solutions at
(800) 542-1061 or contact your bank or broker directly.

Shareholders also may write to us at the address below to request a separate
copy of the proxy materials:

Sempra Energy
Attn: Shareholder Services

101 Ash Street
San Diego, CA 92101-3017

investor@sempra.com
 
9. How may I request an electronic copy of the proxy materials?

If you are a shareholder of record and wish to request electronic delivery of
proxy materials in the future, please access www.amstock.com on the Internet.
Click on Shareholder Account Access and enroll. Please enter your account
number and tax identification number to log in, then select Receive Company
Mailings via e-mail and provide your e-mail address.

If you choose to access future proxy materials electronically, you will receive
an e-mail with instructions containing a link to the website where the
materials are available and a link to the proxy voting website. Your election
to access proxy materials electronically will remain in effect until you
terminate it.

10. Who pays the cost of soliciting proxies for the Annual Meeting?

Sempra Energy is making this solicitation and will pay the entire cost of
preparing, assembling, printing, mailing and distributing these proxy
materials and of soliciting proxies.

Our directors, officers and employees also may solicit proxies in person, by
telephone or by electronic communication. They will not receive any
additional compensation for these activities.

We also have hired Morrow & Co. to assist us in distributing proxy materials
and soliciting proxies. We will pay a base fee of $15,000 plus customary
costs and expenses for these services.

We will reimburse brokerage houses and other custodians, nominees and
fiduciaries for forwarding proxy materials to beneficial shareholders.

Proposals To Be Voted On
 
11. What items of business will be voted on at the Annual Meeting?

The items of business to be voted on at the Annual Meeting are:
 

•  Election of directors for a term of one year.
 

•  Ratification of Deloitte & Touche as our independent registered public
accounting firm for 2011.

 

•  Advisory vote on executive compensation.
 

•  Advisory vote on the frequency of advisory votes on executive
compensation.

 

•  Three shareholder proposals, if properly presented at the meeting.
 
12. What are my voting choices?

You may vote “FOR” or “AGAINST” or you may “ABSTAIN” from voting
on any or all nominees for election as directors or on any other matter to be
voted on at the Annual Meeting except for the vote on frequency of advisory
votes on executive compensation. With respect to the frequency vote, you
will be able to specify one of four choices on the proxy card: one year, two
years, three years or abstain.
 
13. How does the Board of Directors recommend that I vote?

Our Board of Directors recommends that you vote your shares “FOR” each
of its nominees for election to the board; “FOR” the ratification of our
independent registered public accounting firm; “FOR” the advisory vote to
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approve executive compensation; to conduct future advisory votes on
executive compensation EVERY YEAR; and “AGAINST” each of the three
shareholder proposals.
 
14. What vote is required to approve each item?

To conduct business at the Annual Meeting, a quorum consisting of a
majority of our shares must be present in person or represented by proxy.

To be elected as a director, a nominee must receive the “approval of
shareholders.” This means that the nominee must receive more “FOR” than
“AGAINST” votes, and the “FOR” votes must also represent more than 25%
of our outstanding shares.

The other items of business also require the approval of shareholders.
However, with respect to the advisory vote on the frequency of advisory
votes to approve executive compensation, if no option receives the approval
of shareholders as described above, the option of one year, two years or three
years that receives the greatest number of affirmative votes will be
considered to be the preferred option of shareholders.

If you indicate “ABSTAIN,” it will be counted for purposes of determining
the presence or absence of a quorum for the transaction of business at the
annual meeting, but will not be considered a vote cast with respect to the
election of any director nominee or any other proposal.
 
15. What happens if additional items are presented at the Annual

Meeting?

We are not aware of any item that may be voted on at the Annual Meeting
that is not described in this proxy statement. However, the holders of the
proxies that we are soliciting will have the discretion to vote them in
accordance with their best judgment on any additional matters that may be
voted on, including matters incidental to the conduct of the meeting.
 
16. Is my vote confidential?

Our Employee Savings Plans automatically provide confidential voting.
Other shareholders may elect that their identity and individual vote be held
confidential by marking the appropriate box on their proxy card or ballot.
Confidentiality elections will not apply to the extent that voting disclosure is
required by law or is appropriate to assert or defend any claim relating to
voting. They also will not apply with respect to any matter for which votes
are solicited in opposition to the director nominees or voting
recommendations of our Board of Directors, unless the persons engaging in
the opposing solicitation provide shareholders with voting confidentiality
comparable to that which we provide.

17. Where can I find the voting results?

We expect to announce preliminary voting results at the Annual Meeting and
to publish final results in a Current Report on Form 8-K that we will file with
the Securities and Exchange Commission within four business days following
the meeting. The report will be available on our website at www.sempra.com
under the “Investor” and “Company SEC Filings” tabs.

How You Can Vote
 
18. What shares can I vote?

You are entitled to one vote for each share of our common stock that you
owned at the close of business on March 16, 2011, the record date for the
Annual Meeting. You may vote all shares owned by you on the record date,
including (a) shares held directly in your name as the shareholder of record,
and (b) shares held for you as the beneficial owner through a bank, broker or
other nominee. On the record date, 241,176,394 shares of our common stock
were outstanding.
 
19. What is the difference between holding shares as a shareholder of

record and as a beneficial owner?

Most of our shareholders hold their shares through a bank, broker or other
nominee rather than having the shares registered directly in their own name.
There are some distinctions between shares held of record and those owned
beneficially that are summarized below.

Shareholder of Record

If your shares are registered directly in your name with our transfer agent,
you are the shareholder of record of the shares. As the shareholder of record,
you have the right to grant a proxy to vote your shares to representatives from
the company or to another person, or to vote your shares in person at the
Annual Meeting. You have received either a proxy card to use in voting your
shares or a notice of internet availability of our proxy materials, which
instructs you how to vote.

Beneficial Owner

If your shares are held through a bank, broker or other nominee, it is likely
that they are registered in the name of the nominee and you are the beneficial
owner of shares held in street name. You are also the beneficial owner of any
shares that you may own through our Employee Savings Plans.

As the beneficial owner of shares held for your account, you have the right to
direct the registered holder to vote your shares as you instruct, and you also
are invited to attend the Annual Meeting. Your bank, broker, plan trustee
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or other nominee has provided a voting instruction card for you to use in
directing how your shares are to be voted. However, since a beneficial owner
is not the shareholder of record, you may not vote your shares in person at the
meeting unless you obtain a legal proxy from the registered holder of the
shares giving you the right to do so.
 
20. How can I vote in person at the Annual Meeting?

You may vote in person at the Annual Meeting those shares that you hold in
your name as the shareholder of record. You may vote in person shares for
which you are the beneficial owner only by obtaining a legal proxy giving
you the right to vote the shares from the bank, broker or other nominee that is
the registered holder of your shares. You may not vote in person those shares
you own through our Employee Savings Plans. Please see Question 26 for
deadlines to vote such shares.

Even if you plan to attend the Annual Meeting, we recommend that you also
submit your proxy or voting instructions as described below so that your vote
will be counted if you later decide not to attend.
 
21. How can I vote without attending the Annual Meeting?

Whether you hold your shares as a shareholder of record or as a beneficial
owner, you may direct how your shares are to be voted without attending the
Annual Meeting. If you are a shareholder of record, you may vote by
submitting a proxy. If you hold shares as a beneficial owner, you may vote by
submitting voting instructions to the registered owner of your shares.

For directions on how to vote, please refer to the following instructions and
those included on your proxy or voting instruction card.

Voting by Internet – Shareholders who have received a notice of the
availability of our proxy materials by mail or e-mail may vote over the
Internet by following the instructions in the notice or e-mail. Those who have
received a paper copy of the proxy or voting instruction card by mail may
vote over the Internet by following the instructions on the card.

Voting by Telephone – Shareholders of record may vote by telephone by
calling (800) 776-9437 from the United States or Canada or +1 (718) 921-
8500 from other countries and following the instructions. When voting by
telephone, shareholders must have available the control number included on
their proxy card, notice of availability of proxy materials or e-mail
notification.

Most shareholders who are beneficial owners of their shares and have
received a voting instruction card by mail may vote by phone by calling the
number specified on the

voting instruction card provided by their bank, broker or nominee. These
shareholders should check the card for telephone voting availability.

Voting by Mail – Shareholders who have received a paper copy of these
proxy materials may vote by mail by signing, dating and returning their proxy
or voting instruction card.
 
22. How will my shares be voted?

Your shares will be voted as you specifically instruct on your proxy or voting
instruction card. If you sign and return your proxy or voting instruction card
without giving specific instructions, your shares will be voted in accordance
with the recommendations of our Board of Directors and in the discretion of
the proxy holders on any other matters that properly come before the
meeting.
 
23. How are shares held in Employee Savings Plans voted? What happens

if I do not timely vote my shares?

If you hold shares through our Employee Savings Plans, they will be voted as
you instruct on the proxy or voting instruction card provided to you. If you
sign and return your card without giving specific instructions, your shares
will be voted in accordance with the recommendations of our Board of
Directors.

If you do not provide timely instructions as to how your savings plan shares
are to be voted, they will be voted in the same manner and proportion as
shares for which instructions are timely received from other plan
participants. For example, if you own 1,000 shares through the plan and fail
to provide timely voting instructions for your shares, the plan trustee would
vote them. If the trustee had timely received instructions to vote instructed
shares 60% for, 35% against and 5% abstain on a particular item of business,
the trustee would, on that item, vote your shares 600 for, 350 against and 50
abstain.
 
24. Will shares I hold in my brokerage account be voted if I do not provide

timely voting instructions?

If your shares are held through a brokerage firm, they will be voted as you
instruct on the voting instruction card provided by your broker. If you sign
and return your card without giving specific instructions, your shares will be
voted in accordance with the recommendations of our Board of Directors.

If you do not provide timely instructions as to how your brokerage shares are
to be voted, your broker will have the authority to vote them only on the
ratification of our independent registered public accounting firm. Your broker
will be prohibited from voting your shares on the election of directors, the
advisory (non-binding) vote to approve executive compensation, the advisory
vote on the
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frequency of advisory votes to approve executive compensation, and the
shareholder proposals. These “broker non-votes” will be counted only for the
purpose of determining whether a quorum is present at the meeting and not as
votes cast.
 
25. Will shares that I own as a shareholder of record be voted if I do not

timely return my proxy card?

Shares that you own as a shareholder of record will be voted as you instruct
on your proxy card. If you sign and return your proxy card without giving
specific instructions, they will be voted in accordance with the
recommendations of our Board of Directors.

If you do not timely return your proxy card, your shares will not be voted
unless you or your proxy holder attends the annual meeting and votes in
person as described in Question 20.
 
26. What is the deadline to vote?

If you hold shares as the shareholder of record, your vote by proxy must be
received before the polls close at the Annual Meeting.

If you hold shares in our Employee Savings Plans, your voting instructions
must be received by 9:00 a.m. Eastern time on Tuesday, May 10, 2011 for the
plan trustee to vote your shares.

If you hold shares as a beneficial owner, please follow the voting instructions
provided by your bank, broker or other nominee.
 
27. May I change or revoke my vote?

Yes. You may change your vote at any time prior to the vote at the Annual
Meeting, except that any change to your voting instructions for shares held in
our Employee Savings Plans must be received by 9:00 a.m. Eastern time on
Tuesday, May 10, 2011.

If you are a shareholder of record, you may change your vote by granting a
new proxy bearing a later date (which automatically revokes the earlier
proxy), by providing a written notice of revocation to our Corporate
Secretary at the address set forth in Question 30 prior to your shares being
voted, or by attending the Annual Meeting and voting in person. Attendance
at the meeting will not cause your previously granted proxy to be revoked
unless you specifically so request.

For shares you hold as a beneficial owner, you may change your vote by
timely submitting new voting instructions to your bank, broker or other
nominee (which revokes your earlier instructions), or, if you have obtained a
legal proxy from the nominee giving you the right to vote your shares, by
attending the Annual Meeting and voting in person.

28. Who will serve as inspector of elections?

The inspector of elections will be a representative of American Stock
Transfer & Trust Company.

Attending the Annual Meeting
 
29. Who can attend the Annual Meeting?

You may attend the Annual Meeting only if you were a Sempra Energy
shareholder at the close of business on March 16, 2011, the record date for
the Annual Meeting, or you hold a valid proxy to vote at the meeting. You
should be prepared to present photo identification to be admitted to the
meeting.

If you are a shareholder of record or hold shares through our Direct Stock
Purchase Plan or Employee Savings Plans, an admission ticket has been
included as part of your notice of Internet availability of proxy materials or
your proxy card. If you plan to attend the meeting, please bring the admission
ticket with you. If you do not bring your admission ticket, your name must be
verified against our list of shareholders of record and plan participants.

If you are not a shareholder of record but are the beneficial owner of shares
held in street name through a bank, broker or other nominee, you must
provide proof of beneficial ownership on the record date, such as your most
recent account statement prior to March 16, 2011, a copy of the voting
instruction card provided by your nominee, or other similar evidence of share
ownership.

The meeting will begin promptly at 10:00 a.m., local time. Check-in will
begin at 9:00 a.m., and you should allow ample time for check-in procedures.

Shareholder Proposals and Director Nominations
 
30. What is the deadline to submit shareholder proposals to be included in

the proxy materials for next year’s Annual Meeting of Shareholders?

Shareholder proposals that are intended to be included in our proxy materials
for next year’s Annual Meeting must be received by our Corporate Secretary
no later than 5:00 p.m. San Diego time on November 30, 2011 and must be
submitted to the following address:

Corporate Secretary
Sempra Energy
101 Ash Street

San Diego, CA 92101-3017
Fax: (619) 696-4508

Proposals that are not timely submitted or are submitted to some other
address or other than to the attention of our Corporate Secretary may be
excluded from our proxy materials.

Shareholder proponents must meet the eligibility requirements of the
Securities and Exchange Commission’s
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Shareholder Proposal Rule (Rule 14a-8), and their proposals must comply
with the requirements of the rule to be included in our proxy materials.
 
31. How may I nominate director candidates or present other business for

consideration at an Annual Meeting?

Shareholders who wish to nominate director candidates or to present other
items of business to be voted on at an Annual Meeting must give written
notice of their intention to do so to our Corporate Secretary at the address set
forth in Question 30. We must receive the notice at least 90 days but not more
than 120 days before the date corresponding to the date of the last annual
meeting. The notice also must include the information required by our
bylaws, which may be obtained as provided in Question 33.

The time for us to receive notice of items of business for the 2011 Annual
Meeting has expired. The period for the receipt from shareholders of notice
of items of business for the 2012 Annual Meeting will begin on January 14,
2012 and end on February 13, 2012. These notice requirements do not apply
to shareholder proposals intended for inclusion in our proxy materials under
the Securities and Exchange Commission’s Shareholder Proposal Rule. The
deadline for receiving those proposals is set forth in Question 30. The notice
requirements also do not apply to questions that a shareholder may wish to
ask at the Annual Meeting.
 
32. How may I recommend candidates to serve as directors?

Shareholders may recommend director candidates for consideration by the
Corporate Governance Committee of our Board of Directors by writing to our
Corporate Secretary at the address set forth in Question 30. A
recommendation must be accompanied by a statement from the candidate that
he or she would give favorable consideration to serving on the board and
should include sufficient biographical and other information concerning the
candidate and his or her qualifications to permit the committee to make an
informed decision as to whether further consideration of the candidate would
be warranted.

Obtaining Additional Information
 
33. How may I obtain financial and other information about Sempra

Energy?

Our consolidated financial statements are included in our Annual Report to
Shareholders that is being provided to you together with this proxy statement.

Additional information regarding the company is included in our Annual
Report on Form 10-K, which we file with the Securities and Exchange
Commission, 100 F Street, N.E., Washington, D.C. 20549. Our Form 10-K
and other

information that we file with the Securities and Exchange Commission are
available on our website at www.sempra.com under the “Investor” and
“Company SEC Filings” tabs. We will also furnish a copy of our 2010 Form
10-K (excluding exhibits, except those that are specifically requested) without
charge to any shareholder who so requests by writing to us at our address set
forth in Question 8.

By writing to us, shareholders also may obtain, without charge, a copy of our
bylaws, corporate governance guidelines, codes of conduct and charters of
our board committees. You can also view these materials on the Internet by
accessing our website at www.sempra.com and clicking on the “Investor” tab,
then clicking on the “Governance” tab.
 
34. What if I have questions for Sempra Energy’s transfer agent?

If you are a shareholder of record and have questions concerning share
certificates, dividend checks, transfer of ownership or other matters relating
to your share account, please contact our transfer agent at the following
address or phone numbers:

American Stock Transfer & Trust Company
Attn: Sempra Energy

6201 15 Avenue
Brooklyn, NY 11219

(877) 773-6772 (U.S. and Canada)
+1 (718) 921-8356 (International)

We have a dividend reinvestment and direct stock purchase program under
which you may have all or a portion of your dividends automatically
reinvested to purchase our shares. You also may elect to purchase additional
shares through optional cash payments. For information about this program,
please contact American Stock Transfer & Trust Company at the address or
the phone numbers listed above.
 
35. Who can help answer any additional questions?

If you have any additional questions about the Annual Meeting or how to
vote, change or revoke your vote, you should contact our proxy solicitor:

Morrow & Co.
470 West Avenue

Stamford, CT 06902

Shareholders Call:
(800) 607-0088 (U.S. and Canada)
+1 (203) 658-9400 (International)

Banks and Brokers Call Collect:
+1 (203) 658-9400

If you need additional copies of this proxy statement or voting materials,
please contact Morrow & Co. as described above or send an e-mail to
sempra.info@morrowco.com.

th 
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Our business and affairs are managed and all corporate powers are exercised
under the direction of our Board of Directors. The board establishes
fundamental corporate policies and oversees the performance of the company
and our chief executive officer and the other officers to whom the board has
delegated day-to-day business operations.

The board has adopted Corporate Governance Guidelines that set forth
expectations for directors, director independence standards, board committee
structure and functions, and other policies for the governance of the company.
It also has adopted a Code of Business Conduct and Ethics for Directors and
Officers, and officers are also subject to Business Conduct Guidelines that
apply to all employees.

Several standing committees assist the board in carrying out its
responsibilities. Each operates under a written charter adopted by the board.

Our governance guidelines, committee charters and codes of conduct are
posted on our website at www.sempra.com under the “Investor” and
“Governance” tabs. Paper copies may be obtained upon request by writing to:
Corporate Secretary, Sempra Energy, 101 Ash Street, San Diego, California
92101-3017.

Board of Directors

Functions

In addition to its oversight role, our Board of Directors performs a number of
specific functions, including:
 

•  Selecting our chief executive officer and overseeing his or her
performance and that of other senior management in the operation of
the company.

 

•  Reviewing and monitoring strategic, financial and operating plans and
budgets and their development and implementation by management.

 

•  Assessing and monitoring risks and risk-management strategies.
 

•  Reviewing and approving significant corporate actions.
 

•  Reviewing and monitoring processes designed to maintain the integrity
of the company, including financial reporting, compliance with legal
and ethical obligations, and relationships with shareholders, employees,
customers, suppliers and others.

 

•  Planning for management succession.
 

•  Selecting director nominees, appointing board committee members and
overseeing effective corporate governance.

Leadership Structure

The Board of Directors retains the flexibility to determine on a case-by-case
basis whether the Chief Executive Officer, or an independent director, should
serve as Chairman of the Board. This flexibility permits the board to organize
its functions and conduct its business in a manner it deems most effective in
then prevailing circumstances.

The Board of Directors believes that the company and its shareholders
currently are best served by having Donald E. Felsinger serve as Chairman of
the Board as well as Chief Executive Officer. By combining these positions,
Mr. Felsinger serves as a bridge between the board and the operating
organization and provides critical leadership for the strategic initiatives and
challenges of the future. Mr. Felsinger’s performance is evaluated annually
by the board’s Compensation Committee, which is composed entirely of
independent directors.

During those periods in which the positions of Chairman of the Board and
Chief Executive Officer are combined, the independent directors appoint an
independent director as a Lead Director. William C. Rusnack currently serves
as the Lead Director.

The position and role of the Lead Director is intended to expand lines of
communication between the board and the Chairman of the Board and Chief
Executive Officer and other members of management. It is not intended to
reduce the free and open access and communication that each board member
has with other board members and members of management. The Lead
Director has the following duties:
 

•  To organize, convene and preside over executive sessions of the
independent directors and promptly communicate approved messages
and directives to the Chairman of the Board and Chief Executive
Officer.

 

•  To preside at all meetings of the Board of Directors at which the
Chairman of the Board is not available.

 

•  To collect and communicate to the Chairman of the Board and Chief
Executive Officer the views and recommendations of the independent
directors, relating to his or her performance.

 

•  To perform such other duties and responsibilities as may be assigned
from time-to-time by the independent directors.

The Board of Directors believes that its independence and oversight of
management is maintained effectively through this leadership structure, the
composition of the board and sound corporate governance policies and
practices.
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Director Independence

The Board of Directors determines the independence of our directors by
applying the independence principles and standards established by the New
York Stock Exchange. These provide that a director is independent only if the
board affirmatively determines that the director has no direct or indirect
material relationship with the company. They also specify various
relationships that preclude a determination of director independence. Material
relationships may include commercial, industrial, consulting, legal,
accounting, charitable, family and other business, professional and personal
relationships.

Applying these standards, the board annually reviews the independence of the
company’s directors. In its most recent review, the board considered, among
other things, the absence of any employment relationships between the
company and its directors (other than Donald E. Felsinger and Neal E.
Schmale who are also executive officers of the company) and their families;
the absence of any of the other specific relationships that would preclude a
determination of independence under New York Stock Exchange
independence rules; the absence of any affiliation of the company’s directors
and their families with the company’s independent registered public
accounting firm, compensation consultants, legal counsel and other
consultants and advisors; the absence of any transactions with directors and
members of their families that would require disclosure in this proxy
statement under Securities and Exchange Commission rules regarding related
person transactions; and the insubstantial amount of goods and services that
we purchase in the ordinary course of business from companies and the
modest amount of our discretionary contributions to non-profit organizations
of which some of our directors or members of their families are associated.

Based upon this review, the board has affirmatively determined that each of
the company’s non-officer directors is independent. The independent
directors are:
 
Alan L. Boeckmann   Carlos Ruiz
James G. Brocksmith Jr.   William C. Rusnack
Wilford D. Godbold Jr.   William P. Rutledge
William D. Jones   Lynn Schenk
William G. Ouchi   Luis M. Téllez

Director Share Ownership Guidelines

The board has established share ownership guidelines for directors and
officers to further strengthen the link between company performance and
compensation. For non-employee directors, the guideline is ownership of a
number of our shares having a value of five times the directors’ annual base
retainer and is expected to be attained within five years of becoming a
director. For these purposes, share ownership includes phantom shares into

which compensation has been deferred and the vested portion of certain in-
the-money stock options, as well as shares owned directly. All of our non-
employee directors meet or exceed the guideline. For information regarding
executive officer share ownership requirements, please see “Executive
Compensation — Compensation Discussion and Analysis — Share
Ownership Requirements.”

Board and Committee Meetings; Executive Sessions; Annual Meetings of
Shareholders

At regularly scheduled board and committee meetings, directors review and
discuss management reports regarding the company’s performance, prospects
and plans, as well as immediate opportunities and issues facing the company.
At least once a year, the board also reviews management’s long-term strategic
and financial plans.

The Chairman of the Board establishes the agenda for each board meeting.
Committee agendas are set by or in consultation with the committee chair.
Directors are encouraged to suggest agenda items, and any director also may
raise at any meeting subjects that are not on the agenda.

Information and other materials important to understanding the business to be
conducted at board and committee meetings are distributed in writing to the
directors in advance of the meeting. Additional information may be presented
at the meeting.

An executive session of non-management board members is held at each
regularly scheduled board meeting, and any director may call for an
executive session at any special meeting. Executive sessions are presided
over by the Lead Director. During 2010, the board held seven executive
sessions.

During 2010, the board held 12 meetings and committees of the board held
21 meetings. Directors, on an aggregate basis, attended over 98% of the
combined number of these meetings. Each director attended at least 92% of
the combined number of meetings of the board and each committee of which
the director was a member.

The board encourages all nominees for election as directors to attend the
Annual Meeting of Shareholders. Last year, all of the nominees for election at
the 2010 annual meeting attended the meeting.

Evaluation of Board and Director Performance

The Corporate Governance Committee annually reviews and evaluates the
performance of the Board of Directors. The committee assesses the board’s
contribution as a whole and identifies areas in which the board or senior
management believes a better contribution may be made.
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The purpose of the review is to increase the effectiveness of the board, and
the results are reviewed with the board and its committees.

Our board annually reviews the individual performance and qualifications of
each director who may wish to be considered for nomination to an additional
term. The evaluations are reviewed by the Corporate Governance Committee,
which makes recommendations to the board regarding nominees for election
as directors.

Risk Oversight

Our Corporate Governance Guidelines provide that the specific functions of
the Board of Directors include assessing and monitoring risks and risk
management. The board reviews and oversees strategic, financial and
operating plans that are intended to provide sustainable long-term growth
with moderate risk. Each of our business units is responsible for identifying
and moderating risk in a manner consistent with these goals. The board
fulfills its risk oversight function through reports provided both directly to the
board and to appropriate board committees.

The board and its committees mitigate risk through policies that include:
 

•  Leverage limitations.
 

•  Obtaining prior regulatory review and approval of substantial utility
investments.

 

•  Non-utility investment policies, including requirements for substantial
third party pre-construction contractual commitments to use the
capacity or output of major non-utility construction projects.

 

•  Employee compensation that encourages and rewards sustainable
moderate-risk growth.

We also have substantial investments in non-subsidiary companies engaged
in interstate natural gas pipeline, electric generation and non-United States
utility, natural gas pipeline and propane system operations. Although we have
representation on the boards of these companies, we do not operate or control
them and we have limited influence over their businesses and management.
However, the risks inherent in these operations are similar to those of our
subsidiaries and are reviewed and monitored by the boards of these
companies and reported to and reviewed by our board.

Succession Planning and Management Development

Our Compensation Committee regularly evaluates succession planning issues
and annually reports to the Board of Directors on succession planning,
including policies and principles for executive officer selection.

Review of Related Person Transactions

Securities and Exchange Commission rules require us to disclose certain
transactions involving more than $120,000 in which we are a participant and
any of our directors, nominees as directors or executive officers, or any
member of their immediate families, has or will have a direct or indirect
material interest. The charter of our Corporate Governance Committee
requires the committee to review any such “related person transaction” before
we enter into the transaction. There have been no transactions or proposed
transactions requiring review during 2010 or 2011.

Director Orientation and Education Programs

Every new director participates in an orientation program and receives
materials and briefings to acquaint him or her with our business, industry,
management and corporate governance policies and practices. Continuing
education is provided for all directors through board materials and
presentations, discussions with management, visits to corporate facilities and
other sources.

Board Access to Senior Management, Independent Accountants and Counsel

Directors have complete access to our independent registered public
accounting firm, and to senior management and other employees. They also
have complete access to counsel, advisors and experts of their choice with
respect to any issues relating to the board’s discharge of its duties.

Board Committees

Audit Committee
James G. Brocksmith Jr., Chair

Wilford D. Godbold Jr.
William D. Jones

Carlos Ruiz
Lynn Schenk

Compensation Committee
William C. Rusnack, Chair

Alan L. Boeckmann
William G. Ouchi

William P. Rutledge
Luis M. Téllez

Corporate Governance Committee
William G. Ouchi, Chair

Alan L. Boeckmann
James G. Brocksmith Jr.

William C. Rusnack
Luis M. Téllez
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Environmental and Technology Committee
William P. Rutledge, Chair

Wilford D. Godbold Jr.
William D. Jones

Carlos Ruiz
Lynn Schenk

Executive Committee
Donald E. Felsinger, Chair

James G. Brocksmith Jr.
William G. Ouchi

William C. Rusnack
William P. Rutledge

Audit Committee

Our Audit Committee is composed entirely of independent directors. It is
directly responsible and has sole authority for selecting, appointing, retaining
and overseeing the work and approving the compensation of our independent
registered public accounting firm, which reports directly to the committee.
The committee pre-approves all services provided by the accounting firm and
prepares the report reprinted under the caption “Audit Committee Report.” It
also assists the Board of Directors in fulfilling oversight responsibilities
regarding:
 

•  The integrity of our financial statements.
 

•  Our compliance with legal and regulatory requirements.
 

•  Our internal audit function.

The board has determined that each member of the Audit Committee is
financially literate. It has also determined that Mr. Brocksmith, who chairs
the committee, is an audit committee financial expert as defined by the rules
of the Securities and Exchange Commission.

During 2010, the Audit Committee held nine meetings.

Compensation Committee

Our Compensation Committee is composed entirely of independent directors.
It assists the Board of Directors in the evaluation and compensation of
executives. It establishes our compensation principles and policies and
oversees our executive compensation program. The committee has direct
responsibility for:
 

•  Reviewing and approving corporate goals and objectives relevant to the
compensation of our Chief Executive Officer.

 

•  Evaluating our Chief Executive Officer’s performance in light of those
goals and objectives and approving (subject to ratification by the board
acting solely through the independent directors) his or her
compensation based on the committee’s performance evaluation.

•  Recommending to the board the compensation program for other
executive officers, incentive compensation plans and equity-based
compensation plans.

During 2010, the Compensation Committee held four meetings.

For additional information regarding the Compensation Committee’s
principles, policies and practices, please see the discussion under “Executive
Compensation — Compensation Discussion and Analysis.”

Corporate Governance Committee

Our Corporate Governance Committee is composed entirely of independent
directors. The committee’s responsibilities include:
 

•  Identifying individuals qualified to become directors.
 

•  Recommending nominees for election as directors and candidates to fill
board vacancies.

 

•  Recommending directors for appointment as members of board
committees.

 

•  Developing and recommending corporate governance principles.

The committee reviews with the board the skills and characteristics required
of directors in the context of current board membership, and develops and
maintains a pool of qualified director candidates. It seeks a group of
individuals who bring to the board a variety of complementary skills and a
range of viewpoints, backgrounds, experiences and individual qualities and
attributes that contribute to board diversity. It solicits the names of director
candidates from a variety of sources, including search firms advised of these
policies, and also considers candidates submitted by shareholders. The
committee assesses the effectiveness of its policies as part of its annual
review of board composition and board, committee and individual director
performance and in its recommendations of nominees for election as directors
at the next annual meeting.

The committee reviews biographical data and other relevant information
regarding potential board candidates, may request additional information
from the candidates or other sources and, if the committee deems it
appropriate, may interview candidates and consult references and others who
may assist in candidate evaluation. The committee evaluates all candidates in
the same manner whether identified by shareholders or through other sources.

In considering potential director candidates, the committee evaluates each
candidate’s integrity, independence, judgment, knowledge, experience and
other relevant factors to develop an informed opinion of his or her
qualifications
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and ability and commitment to meet the board’s expectations for directors set
forth in our Corporate Governance Guidelines.

The committee’s deliberations reflect the board’s requirement that
substantially all directors (other than current or former company officers)
should be independent and that all director nominees must be financially
literate or must become financially literate within a reasonable time after
becoming a director. They also reflect the board’s view regarding the
appropriate number of directors and the composition of the board.

The committee in recommending nominees for election as directors at the
2011 annual meeting and the board in approving the nominees considered the
individual experience, qualifications, attributes and skills of each nominee
(including his or her prior contributions to the board), with a view to
constituting a board that, as a whole, is well-qualified to oversee our
businesses.

With respect to Mr. Rutledge and Dr. Ouchi, the committee and the board
also considered that in 2010 they were directors of FirstFed Financial Corp.
and during 2009 and prior years they also served as directors of FirstFed’s
subsidiary First Federal Bank of California. In January 2009, First Federal
Bank consented to an order by the Office of Thrift Supervision that First
Federal Bank and its directors and employees cease and desist engaging in
unsafe or unsound banking practices. In December 2009, First Federal Bank
was closed by the Office of Thrift Supervision and in January 2010, FirstFed
Financial filed for liquidation under the Bankruptcy Code. The committee
and the board concluded that these events do not reflect upon the integrity of
Mr. Rutledge or Dr. Ouchi or, in view of the national and international
financial crisis that resulted in the insolvency of numerous financial
institutions, their ability and qualifications to serve on our board.

From time to time, the Corporate Governance Committee engages the
services of a professional search firm to assist in identifying, researching and
recruiting potential board candidates. As a result of Dr. Téllez’s prior service
as a member of the board in 2006, senior management recommended to the
search firm that he be included in the pool of potential candidates. After
conducting their standard review process, the search firm recommended
Dr. Téllez as a potential director nominee. Dr. Téllez was appointed to the
board in September 2010. The committee’s professional search firm also
recommended Mr. Boeckmann as a potential nominee, and he was appointed
to the board in February 2011.

During 2010, the Corporate Governance Committee held four meetings.

Executive Committee

Our Executive Committee meets on call by the Chairman of the Board during
the intervals between meetings of the Board of Directors when scheduling or
other requirements make it difficult to convene the full board. The committee
did not meet during 2010.

Environmental and Technology Committee

Our Environmental and Technology Committee is responsible for:
 

•  Reviewing environmental regulation and developments at global,
national and regional levels, and evaluating ways to address them as
part of the company’s business strategy and operations.

 

•  Reviewing and evaluating technology developments and related issues
that advance the company’s overall business strategy.

During 2010, the Environmental and Technology Committee held four
meetings.

Communications with the Board

Shareholders and interested parties who wish to communicate with the board,
non-management directors as a group, a committee of the board or a specific
director may do so by letters addressed to the attention of our Corporate
Secretary. All communications regarding executive compensation will be
relayed on to the chair of the Compensation Committee, William C. Rusnack,
for appropriate evaluation and consideration.

All other communications are reviewed by the Corporate Secretary and
provided to the directors consistent with a screening policy providing that
unsolicited items, sales materials, and other routine items and items unrelated
to the duties and responsibilities of the board not be relayed on to directors.
Any communication that is not relayed is recorded in a log and made
available to the directors.

The address for these communications is:

Corporate Secretary
Sempra Energy
101 Ash Street

San Diego, CA 92101-3017

Director Compensation

Directors who are not employees of Sempra Energy receive an annual base
retainer of $50,000. The Chair of the Audit Committee receives an additional
$20,000; the chairs of other board committees receive an additional $10,000;
and the Lead Director receives an additional $15,000.
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Non-employee directors also receive meeting fees of $2,000 for each board
meeting attended and $1,500 for each meeting attended of the board
committees ($2,000 in the case of the Audit Committee) of which they were
members.

Each quarter, non-employee directors also are credited with a number of
phantom shares of our common stock having a market value of $12,500.
Upon the director’s retirement as a director, the then market value of the
shares credited to the director’s account (together with reinvested dividend
equivalents) is paid to the director in cash. Directors may also elect to receive
their other fees in shares of our common stock or to defer them into an
interest-bearing account, phantom investment funds or phantom shares of our
common stock.

Directors also receive forfeitable grants of restricted stock units or phantom
shares of our common stock. Upon first becoming a director, each non-
employee director receives a number of restricted stock units or phantom
shares having a then market value of $180,000 and vesting in equal annual
installments of one-third of the original grant (together with related
reinvested dividend equivalents) on each of the first three anniversaries of the
grant date. Thereafter at each annual meeting (other than the annual meeting
that coincides with or first follows the director’s election to the board), each
non-employee director who continues to serve as a director will receive an
additional number of restricted stock units or phantom shares having a then
fair market value of $60,000 and vesting on the date of the next annual
meeting. Unvested shares will be forfeited if the director’s service on the
board terminates for any reason other than death, retirement, disability or
removal without cause, in which event all unvested shares would
immediately vest.
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We summarize the 2010 compensation of our non-employee directors below.
 

      
2010 Director
Compensation

 

Fees
Earned
or Paid
in Cash   

Stock
Awards

(C)   

Change in
Pension Value

and
Nonqualified

Deferred
Compensation
Earnings (D)   

All Other
Compensation

(E)   Total  
         
James G. Brocksmith Jr.  $ 114,500    $ 110,000     —       —      $224,500   
Richard A. Collato (A)  $ 39,000   $ 25,000   $ 35,992   $ 54,959   $154,951  
Wilford D. Godbold Jr.  $ 94,500   $ 110,000   $ 65,107   $ 6,950   $276,557  
William D. Jones  $ 94,500   $ 110,000   $ 33,889   $ 7,500   $245,889  
Richard G. Newman (A)  $ 50,000   $ 25,000    —     $ 14,900   $ 89,900  
William G. Ouchi  $ 92,500   $ 110,000    —     $ 20,000   $222,500  
Carlos Ruiz  $ 94,500   $ 110,000    —      —     $204,500  
William C. Rusnack  $105,500   $ 110,000   $ 20,793   $ 20,000   $256,293  
William P. Rutledge  $ 90,500   $ 110,000    —     $ 20,000   $220,500  
Lynn Schenk  $ 90,500   $ 110,000    —     $ 20,000   $220,500  
Luis Téllez (B)  $ 18,667   $196,709    —      —     $215,376  

 

(A) Messrs. Collato and Newman retired at the 2010 Annual Meeting of Shareholders on May 12, 2010.
 

(B) Dr. Téllez became a director on September 28, 2010.
 

(C) Represents equity grants of restricted stock units and phantom shares of our common stock that are valued at the fair market value of our shares at the
crediting date without reduction for non-transferability. The amounts set forth in this column represent the number of shares subject to awards multiplied by
the grant date price of Sempra Energy’s common stock. The number of our phantom shares credited to each director (including share awards credited in
prior years and additional phantom shares credited as reinvested dividends) at December 31, 2010 was 12,336 shares for each of Messrs. Brocksmith,
Godbold, Jones, and Rusnack, 11,045 shares for each of Dr. Ouchi and Mr. Rutledge, 10,384 shares for Mr. Collato, 10,176 shares for Mr. Newman, 3,808
shares for Mr. Ruiz, 4,332 shares for Ms. Schenk and 309 shares for Dr. Téllez. The number of restricted stock units (including reinvested dividend
equivalents) granted to each director was 1,291 for Dr. Ouchi and Messrs. Ruiz and Rutledge and 3,359 for Dr. Téllez. The restricted stock units granted to
Dr. Ouchi and Mr. Rutledge will be settled in shares of Sempra Energy common stock upon vesting. The restricted stock units granted to Mr. Ruiz and
Dr. Téllez will be settled in cash upon vesting.

 

(D) Consists of (i) above-market interest (interest in excess of 120% of the federal long-term rate) on deferred compensation and (ii) the aggregate change in
the actuarial value of accumulated benefits under defined benefit pension plans. The respective amounts are $35,992 and ($51,780) for Mr. Collato;
$48,119 and $16,988 for Mr. Godbold; $748 and $33,141 for Mr. Jones; $0 and ($8,379) for Dr. Ouchi and $20,793 and $0 for Mr. Rusnack. Only Messrs.
Godbold and Jones and Dr. Ouchi are entitled to receive pension benefits and all have attained maximum years of service credit. Mr. Collato was entitled to
receive pension benefits and began receiving such benefits upon his retirement. The annual benefit is the sum of the annual director retainer and ten times
the board meeting fee at the date the benefit is paid. It commences upon the later of the conclusion of board service or attaining age 65 and continues for a
period not to exceed the director’s years of service as a director of predecessor companies and up to ten years of service as a director of the company. The
actuarial equivalent of the total retirement benefit is paid to the retiring director in a single lump sum upon the conclusion of board service unless the
director has elected to receive the annual benefit.

 

(E) Consists of our contributions to charitable, educational and other non-profit organizations to match those of directors on a dollar-for-dollar basis up to an
annual maximum match of $20,000 for each director. In addition, following his retirement from the board, Mr. Collato received a total of $35,000 in
pension benefits in 2010.

In 2010, all long-term incentive compensation was delivered through restricted stock units and phantom shares and no stock options were granted. However, the
following number of our shares subject to non-employee director stock options still outstanding at December 31, 2010 were: 50,000 shares for Mr. Brocksmith;
45,000 shares for Mr. Collato; 40,000 shares for Mr. Godbold; 25,000 shares for Mr. Jones; 20,000 shares for Mr. Newman; 45,000 shares for Dr. Ouchi; 20,000
shares for Mr. Ruiz; 35,000 shares for Mr. Rusnack; 35,000 shares for Mr. Rutledge; 20,000 shares for Ms. Schenk; and 0 shares for Dr. Téllez.

Directors who are also employees of the company (Donald E. Felsinger, Chairman and Chief Executive Officer, and Neal E. Schmale, President and Chief
Operating Officer) are not additionally compensated for their services as directors. Their compensation is summarized in the Summary Compensation Table
appearing under “Executive Compensation — Compensation Tables.”
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The Audit Committee of the Board of Directors is composed of the five
directors named below, all of whom have been determined by the board to be
independent directors. The board also has determined that all members of the
committee are financially literate and the chair of the committee is an audit
committee financial expert as defined by the rules of the Securities and
Exchange Commission. The committee’s charter, adopted by the board, is
posted on the company’s website at www.sempra.com under the “Investor”
and “Governance” tabs.

The committee’s responsibilities include appointing the company’s
independent registered public accounting firm, pre-approving both audit and
non-audit services to be provided by the firm, and assisting the board in
providing oversight to the company’s financial reporting process. In fulfilling
its oversight responsibilities, the committee meets with the company’s
independent registered public accounting firm, internal auditors and
management to review accounting, auditing, internal controls and financial
reporting matters.

It is not the committee’s responsibility to plan or conduct audits or to
determine that the company’s financial statements and disclosures are
complete, accurate and in accordance with accounting principles generally
accepted in the United States and applicable laws, rules and regulations.
Management is responsible for the company’s financial statements, including
the estimates and judgments on which they are based, as well as the
company’s financial reporting process, accounting policies, internal audit
function, internal accounting controls, disclosure controls and procedures,
and risk management. The company’s independent registered public
accounting firm, Deloitte & Touche LLP, is responsible for performing an
audit of the company’s annual financial statements, expressing an opinion as
to the conformity of the annual financial statements with accounting
principles generally accepted in the United States, expressing an opinion as to
the effectiveness of the company’s internal control over financial reporting,
and reviewing the company’s quarterly financial statements.

The committee has discussed with Deloitte & Touche the matters required to
be discussed by AU Section 380 of the Public Company Accounting
Oversight Board Communications with Audit Committees, as amended and
adopted by the Public Company Accounting Oversight Board, which requires
the independent registered public accounting firm to provide the committee
with information regarding the scope and results of its audit of the company’s
financial statements, including information with respect to the firm’s
responsibilities under auditing standards generally accepted in the United
States, significant accounting policies, management judgments and

estimates, any significant audit adjustments, any disagreements with
management and any difficulties encountered in performing the audit.

The committee also has received from Deloitte & Touche a letter providing
the disclosures required by the applicable requirements of the Public
Company Accounting Oversight Board regarding the independent
accountant’s communications with the Audit Committee concerning
independence. Deloitte & Touche has also discussed its independence with
the committee and confirmed in the letter that, in its professional judgment, it
is independent of the company within the meaning of the federal securities
laws. The committee also considered whether Deloitte & Touche’s provision
of non-audit services to the company and its affiliates is compatible with its
independence.

The committee also has reviewed and discussed with the company’s senior
management the audited financial statements included in the company’s
Annual Report on Form 10-K for the year ended December 31, 2010 and
management’s reports on the financial statements and internal controls.
Management has confirmed to the committee that the financial statements
have been prepared with integrity and objectivity and that management has
maintained an effective system of internal controls. Deloitte & Touche has
expressed its professional opinions that the financial statements conform with
accounting principles generally accepted in the United States and that
management has maintained an effective system of internal controls. In
addition, the company’s Chief Executive Officer and Chief Financial Officer
have reviewed with the committee the certifications that each will file with
the Securities and Exchange Commission pursuant to the requirements of the
Sarbanes-Oxley Act of 2002 and the policies and procedures management
has adopted to support the certifications.

Based on these considerations, the Audit Committee has recommended to the
Board of Directors that the company’s audited financial statements be
included in the Annual Report on Form 10-K for the year ended
December 31, 2010.
 

 Audit Committee   

 

 

James G. Brocksmith Jr., Chair
Wilford D. Godbold Jr.
William D. Jones
Carlos Ruiz
Lynn Schenk
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SHARE OWNERSHIP

The following table shows the number of shares of our common stock beneficially owned at March 16, 2011 by each of our directors, by each of our executive
officers named in the executive compensation tables in this proxy statement, and by all of our directors and executive officers as a group. These shares, upon
giving effect to the exercise of options that are exercisable (or that will become exercisable within 60 days), total approximately 1.0% of our outstanding shares.
 

     
Share Ownership

 

Current
Beneficial

Holdings (B)  

Shares
Subject to

Exercisable
Options (C)   

Phantom
Shares and

Cash-Settled
Awards (D)   Total  

      
Alan L. Boeckmann (A)   —      —      —      —    
James G. Brocksmith Jr.   235    45,000    16,722    61,957  
Javade Chaudhri   51,367    71,175    3,640    126,182  
Donald E. Felsinger   366,577    608,950    104,581    1,080,108  
Wilford D. Godbold Jr.   3,006    40,000    18,200    61,206  
William D. Jones   3,758    25,000    13,619    42,377  
William G. Ouchi   17,105    35,000    11,883    63,988  
Debra L. Reed   60,395    117,725    13,030    191,150  
Carlos Ruiz   —      20,000    5,377    25,377  
William C. Rusnack   4,510    35,000    13,079    52,589  
William P. Rutledge   4,033    35,000    11,970    51,003  
Lynn Schenk   2,000    20,000    4,604    26,604  
Neal E. Schmale   143,411    203,275    34,422    381,108  
Mark A. Snell   93,448    132,100    5,429    230,977  
Luis M. Téllez   —      —      551    551  
Directors and Executive Officers as a Group (17 persons)   794,727    1,531,600    264,723    2,591,050  

 

(A) Mr. Boeckmann became a director on February 17, 2011.
 

(B) Includes unvested shares of restricted stock that may be voted but are not transferable until they vest. These total 5,276 shares for Mr. Snell and 10,552
shares for all directors and executive officers as a group. Also includes unvested restricted stock units that will vest within 60 days. These total 1,301
unvested restricted stock units each for Dr. Ouchi and Mr. Rutledge.

 

(C) Shares which may be acquired through the exercise of stock options that currently are exercisable or will become exercisable within 60 days.
 

(D) The phantom shares represent deferred compensation deemed invested in shares of our common stock. These phantom shares track the performance of our
common stock but cannot be voted or transferred. They are either fully vested or will vest within 60 days. The cash-settled awards are unvested restricted
stock units that will vest within 60 days. These unvested restricted stock units total 1,301 for Mr. Ruiz.
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Sempra Energy has approximately 207,000 shareholders.

The only person known to us to own beneficially more than 5% of our
outstanding shares is BlackRock, Inc., 40 East 52 Street, New York, New
York. BlackRock has reported that at December 31, 2010, it and related
entities beneficially owned 14,477,978 shares for which they had sole voting
and dispositive power. These shares represent approximately 6.0% of our
outstanding shares.

Our employee savings and stock ownership plans hold 16,408,641 shares of
our common stock (approximately 6.8% of our outstanding shares) for the
benefit of employees.

For information regarding share ownership guidelines applicable to our
directors and officers, please see

nd 

“Corporate Governance — Board of Directors — Director Share Ownership
Guidelines” and “Executive Compensation — Compensation Discussion and
Analysis — Share Ownership Requirements.”

Section 16(a) Beneficial Ownership Reporting Compliance

Our directors and executive officers are required to file reports with the
Securities and Exchange Commission regarding their ownership of our
shares. Based on our review of the reports filed and representations from
directors and officers that no other reports were required, we believe that all
filing requirements were timely met during 2010.
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BOARD OF DIRECTORS PROPOSALS

Proposals 1, 2, 3 and 4 have been included in this proxy statement at the
direction of the Board of Directors. The Board recommends that you vote
“FOR” each of Proposals 1, 2 and 3 and “1 Year” for Proposal 4.

Proposal 1: Election of Directors

Directors are elected at each annual meeting for terms expiring at the next
annual meeting.

The Corporate Governance Committee has recommended and the Board of
Directors has nominated the following twelve individuals, all of whom
currently are directors, for election as directors:

Alan L. Boeckmann
James G. Brocksmith Jr.
Donald E. Felsinger
Wilford D. Godbold Jr.
William D. Jones
William G. Ouchi
Carlos Ruiz
William C. Rusnack
William P. Rutledge
Lynn Schenk
Neal E. Schmale
Luis M. Téllez

The proxies and voting instructions solicited by the board will be voted for
these twelve nominees unless other instructions are specified. If any nominee
should become unavailable to serve, the proxies may be voted for a substitute
nominee designated by the board, or the board may reduce the authorized
number of directors.

We have not received notice of any additional candidates to be nominated for
election as directors at the 2011 Annual Meeting and the deadline for notice
of additional candidates has passed. Consequently, the election of directors
will be an uncontested election and our bylaw providing for majority voting
in uncontested elections will apply. Under majority voting, a nominee must
receive more votes “FOR” than “AGAINST” his or her election to be elected
as a director. In addition, the “FOR” votes must represent more than 25% of
our outstanding shares. If a nominee who currently is serving as a director
does not receive sufficient “FOR” votes to be re-elected, the director will
cease to be a director not later than 90 days following the certification of the
election results, and the resulting vacancy in the board may be filled by the
remaining directors.

The board has determined that each non-officer nominee is an independent
director. Information concerning the board’s independence standards is
contained under the caption “Corporate Governance — Board of Directors —
Director Independence.”

Biographical information regarding each director nominee and his or her
qualifications to serve as a director is set forth below. The year shown as
election as a director is the year that the director was first elected as a director
of Sempra Energy or a predecessor corporation. Unless otherwise indicated,
each director has held his or her principal occupation or other positions with
the same or predecessor organizations for at least the last five years.
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Alan L. Boeckmann, 62, became a director in 2011. He is
the Non-Executive Chairman of the Board of Directors of
Fluor Corporation, a leading engineering, procurement,
construction, and maintenance services company. From
2002 to early 2011, Mr. Boeckmann was the Chairman and
Chief Executive Officer of Fluor. Prior to that, he held a
number of senior management and operating positions at

Fluor. Mr. Boeckmann is also a director of BHP Billiton and a former director
of Archer-Daniels-Midland Company and Burlington Northern Santa Fe
Corporation. He is a member of the board of the National Petroleum Council.

Mr. Boeckmann has been an outspoken business leader in promoting
international standards for business ethics and was instrumental in the
formation of the World Economic Forum’s Partnering Against Corruption
Initiative in 2004. His extensive board and executive management
experience, coupled with his commitment to ethical conduct in international
business activities, makes him a valuable addition to our board.
 

James G. Brocksmith Jr., 70, has been a director since
2001. He is an independent financial consultant and the
former Deputy Chairman and Chief Operating Officer for
the U.S. operations of KPMG Peat Marwick LLP. Mr.
Brocksmith is a director of AAR Corp. and Alberto-Culver
Company and a former director of Nationwide Financial
Services, Inc.

Mr. Brocksmith’s extensive experience with public accounting issues and
knowledge of corporate accounting, tax and compliance practices are
important for us in his role as chair of the Audit Committee. His financial
expertise provides a resource that is helpful to our board given the
increasingly complex financial environment in which we operate.
 

Donald E. Felsinger, 63, has been a director since 2004. He
is the Chairman of the Board and Chief Executive Officer of
the company. From 1998 through 2004, Mr. Felsinger was
Group President and Chief Executive Officer of Sempra
Global. Prior to the merger that formed Sempra Energy, he
served as President and Chief Operating Officer of Enova
Corporation, the parent company of San Diego Gas &

Electric Company (“SDG&E”). Prior positions included President and Chief
Executive Officer of

SDG&E, Executive Vice President of Enova Corporation and Executive Vice
President of SDG&E. Mr. Felsinger is also a director of Archer-Daniels-
Midland Company and Northrop Grumman Corporation. He is a director of
The Committee Encouraging Corporate Philanthropy and the United States-
Mexico Chamber of Commerce.

Mr. Felsinger, in his current position as our Chairman and Chief Executive
Officer, oversees the management of all aspects of our business. He has been
an employee of our company and its subsidiaries for over 30 years and has
held senior executive positions with SDG&E and Sempra Global. This
extensive background within our primary businesses, coupled with his
reputation as one of the country’s most seasoned energy industry leaders,
makes Mr. Felsinger’s contributions to our board invaluable.
 

Wilford D. Godbold Jr., 72, has been a director since 1990.
He is the retired President and Chief Executive Officer of
ZERO Corporation, an international manufacturer primarily
of enclosures and thermal management equipment for the
electronics market. Mr. Godbold is a director emeritus of
The Cancer Support Community (formerly The Wellness
Community), a former director of Learning Tree

International, Inc. and K-2 Inc., a past President of the Board of Trustees of
Marlborough School and a past Chairman of the Board of Directors of the
California Chamber of Commerce and The Employers Group.

Mr. Godbold’s many years as a public company chief executive officer,
combined with his lengthy service as a corporate and securities partner with
the law firm of Gibson, Dunn & Crutcher LLP, give him insight into the
effect of laws and regulations on our businesses. This combination of legal
and executive experience makes him a highly qualified and valuable member
of our board. Mr. Godbold’s varied experience with public, private and non-
profit boards provides unique perspective to the board.
 

William D. Jones, 55, has been a director since 1994. He is
the President and Chief Executive Officer and a director of
CityLink Investment Corporation and City Scene
Management Company. From 1989 to 1993, Mr. Jones
served as General Manager/Senior Asset Manager and
Investment Manager with certain real estate subsidiaries of
The Prudential. Prior to joining The Prudential, he served as

a San Diego City Council member from 1982 to 1987. Mr. Jones is a director
of the Federal
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Reserve Bank of San Francisco, certain funds under management by Capital
Research and Management Company and the San Diego Padres baseball
club. He is also a trustee of the Francis Parker School and a member of the
Corporate Directors Forum. Mr. Jones is a former director of The Price Real
Estate Investment Trust and Southwest Water Company, and former
Chairman of the Board of the Los Angeles Branch of the Federal Reserve
Bank of San Francisco.

Mr. Jones has extensive experience as a real estate developer in San Diego,
where he built the City Heights Urban Village, an award-winning
redevelopment project. His background in the public and financial arenas,
along with his real estate expertise, has been helpful to our board as it
considers the development of large infrastructure projects, which requires
extensive amounts of land and an understanding of the construction and real
estate industries. His expertise in these areas makes him a vital member of
our board.
 

William G. Ouchi, Ph.D., 67, has been a director since
1998. He is the Sanford and Betty Sigoloff Distinguished
Professor in Corporate Renewal in the Anderson Graduate
School of Management at UCLA. Professor Ouchi is the
lead director of AECOM Technology Corporation and a
former director of FirstFed Financial Corp. He is a director
of the Alliance for College Ready Public Schools, the

California Heart Center Foundation, the Japanese American National
Museum and the Conrad N. Hilton Foundation.

Professor Ouchi is a renowned academic and an expert in corporate
management and organization. He is a best-selling author and has published
numerous books on promoting effective corporate management. Professor
Ouchi’s academic background and practical knowledge of national and state
public institutions, and his understanding of corporate governance in both
theory and practice, make him a valuable member of our board.
 

Carlos Ruiz, 61, has been a director since 2007. He is a
partner of Proyectos Estratégicos Integrales S.A., a Mexican
developing and financing company that provides
comprehensive financial advisory and investment banking
services to the private and public sectors, mainly in energy,
infrastructure, transportation and communications. Mr. Ruiz
is also a director of Southern Copper Corporation, an

integrated copper producer in Peru and Mexico; Banco Ve por Más, S.A., a
Mexican bank; OHL Concesiones México S.A. de C.V., an investor, operator
and developer of infrastructure projects; and Constructora y Perforadora
Latina S.A. de C.V., a Mexican geothermal exploration and drilling company.
He is a

former director of ASARCO LLC, an integrated copper producer in the
United States. Mr. Ruiz has served as Mexico’s Secretary of Communications
and Transportation and was general director of PEMEX, Mexico’s national
oil company.

Mr. Ruiz’s broad business and financial experience in a range of businesses
and his extensive knowledge of Mexico’s regulatory and energy sectors
provide valuable insight to our board as we develop and operate natural gas
and renewable energy generation projects in Mexico.
 

William C. Rusnack, 66, has been a director since 2001.
He was the President and Chief Executive Officer and a
director of Premcor Inc. from 1998 to 2002. Prior to 1998,
Mr. Rusnack was an executive of Atlantic Richfield
Company. He is also a director of Flowserve Corporation,
Peabody Energy Corporation and Solutia Inc. Mr. Rusnack
is a member of the Dean’s Advisory Council of the

Graduate School of Business at the University of Chicago and the National
Council of the Olin School of Business at the Washington University in
St. Louis.

Mr. Rusnack brings a deep understanding of the energy industry to our board.
He spent 31 years at Atlantic Richfield Company, many of which he worked
in a senior leadership capacity. Mr. Rusnack also offers knowledge and
insight gained as a senior executive with the oil refinery company Premcor.
This specialized energy industry experience, along with his deep
understanding of effective executive management development, makes him a
valuable member of our board.
 

William P. Rutledge, 69, has been a director since 2001. He
is the Chief Executive Officer of AquaNano, LLC. Mr.
Rutledge was Chairman of CPI International, Inc. (formerly
Communications and Power Industries) from 1999 to 2004.
Prior to 1998, he was President and Chief Executive Officer
of Allegheny Teledyne. Mr. Rutledge is a director of
AECOM Technology Corporation. He is a trustee emeritus

of Lafayette College, a trustee of St. John’s Health Center Foundation and
The National World War II Museum, and a director of the John Wayne
Cancer Institute and the Los Angeles World Affairs Council. Mr. Rutledge is
a former director of FirstFed Financial Corp. and CPI International, Inc.

Mr. Rutledge has extensive board and senior management experience. He
serves and has served on numerous public company boards and has
significant experience in the role of chief executive officer for multiple
companies. In addition to his management expertise, Mr. Rutledge brings to
our board a strong understanding of technological
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advances and nascent technology-based business models and their impacts on
our business.
 

Lynn Schenk, 66, has been a director since 2008. She is an
attorney in private practice. She served as Chief of Staff to
the Governor of California from 1999 to 2003. She served
as a member of the U.S. House of Representatives
representing San Diego, California, from 1993 to 1995,
serving on the House Energy and Commerce Committee.
From 1980 to 1983, Ms. Schenk served as the California

Secretary of Business, Transportation and Housing; prior to that she was on
the in-house staff counsel for SDG&E. She is also a director of Biogen Idec
Inc., where she chairs the Corporate Governance and Nominating Committee,
a trustee of The Scripps Research Institute and a member of the California
High Speed Rail Authority and the University of San Diego School of Law,
Board of Visitors.

Ms. Schenk has an extensive history of government and public service and an
in-depth knowledge of the inner workings of federal and state governmental
processes. Along with her extensive experience in government, Ms. Schenk’s
legal background within our business sector has equipped her with the tools
to help our board identify and manage risk. She has also served on the boards
of a number of publicly listed companies. This combination enables
Ms. Schenk to provide our board with unique perspective on matters
pertaining to California’s complex government and regulatory environment.
 

Neal E. Schmale, 64, has been a director since 2004. He is
the President and Chief Operating Officer of the company.
He is also a director of Murphy Oil Corporation and the
Chairman of the Board of WD-40 Company.

Mr. Schmale brings 29 years of experience at Unocal Corporation, one of the
leading gas and oil companies in America, and over a decade of service to
our company. Serving not only as a board member and chief financial officer
of Unocal, he also benefitted from years of hands-on experience with energy
infrastructure operations. Mr. Schmale’s management experience with other
public companies within the energy industry and his key role as our Chief
Operating Officer bring a multifaceted perspective to the board as it considers
our strategy and operations.

Luis M. Téllez, Ph.D. (MIT, 1986), 52, became a director
in 2010. He is the Chairman of the Board of Directors and
Chief Executive Officer of the Mexican Stock Exchange
(Bolsa Mexicana de Valores). Dr. Téllez served as Mexico’s
Secretary of Communications and Transportation from 2006
to 2009. He is also a director of Grupo Azucarero México,
S.A.B. de C.V., an agricultural and food processing

company, and Grupo Embotelladoras Unidas, S.A.B. de C.V., a holding
company principally engaged in the beverage industry. Dr. Téllez is a
member of the Board of Counselors of McLarty Associates, a director of the
Mexican Council of Foreign Affairs, a member of the Trilateral Commission,
and a Trustee of Bioversity International. He is a former director of Grupo
México S.A. de C.V.; Global Industries Ltd.; FEMSA (Fomento Economico
Mexicano S.A.B. de C.V.); DESC, S.A. de C.V.; and The Federal Electricity
Commission (La Comisión Federal de Electricidad). Dr. Téllez has also
served as Mexico’s Secretary of Energy, Chief of Staff to the President, and
Deputy Secretary of Agriculture. He was a managing director of the
investment firm, The Carlyle Group, and chief executive officer of DESC,
one of Mexico’s largest industrial companies. Dr. Téllez also served as a
director of Sempra Energy from June 2006 until November 2006. He
resigned as a director of Sempra Energy in view of his appointment as
Mexico’s Secretary of Communications and Transportation.

Dr. Téllez’s extensive experience and knowledge of transnational business
activities, international energy markets and the Mexican regulatory and
financial sectors makes him a valuable addition to the board, particularly as
we develop and operate international energy projects.
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Proposal 2: Ratification of Independent Registered Public Accounting Firm

The Audit Committee of the Board of Directors has selected Deloitte & Touche LLP as the independent registered public accounting firm to audit our financial
statements and the effectiveness of our internal control over financial reporting for 2011. Representatives of Deloitte & Touche are expected to attend the Annual
Meeting and will have the opportunity to make a statement if they desire to do so and to respond to appropriate questions from shareholders.

The following table shows the fees that we paid Deloitte & Touche for 2009 and 2010.
 

    2009   2010  
   
    Fees    

% of
Total  Fees    

% of
Total 

         
Audit Fees         

Sempra Energy Consolidated Financial Statements and Internal Control Audits,
Subsidiary and Statutory Audits   $6,462,000     $6,743,000     

SEC Filing and Related Services    123,000      84,000     
     

 
     

 
   

Total Audit Fees    6,585,000     86%   6,827,000     87% 
     

 
     

 
   

Audit-Related Fees                    
Employee Benefit Plan Audits    358,000      441,000     
Accounting Consultation    345,000      365,000     

     
 

     
 

   

Total Audit-Related Fees    703,000     9%   806,000     10% 
     

 
     

 
   

Tax Fees                    
Tax Planning and Compliance    255,000      207,000     
Other Tax Services    94,000      42,000     

     
 

     
 

   

Total Tax Fees    349,000     5%   249,000     3% 
     

 
     

 
   

All Other Fees    9,000     0%   13,000     0% 
     

 
     

 
   

Total Fees   $7,646,000        $7,895,000       
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The Audit Committee is directly responsible and has sole authority for
selecting, appointing, retaining and overseeing the work and approving the
compensation of our independent registered public accounting firm. The
committee also pre-approves all audit and permissible non-audit services
provided by Deloitte & Touche, including those related to the fees described
in the table above. The committee’s pre-approval policies and procedures
provide for the general pre-approval of specific types of services, give
detailed guidance to management as to the specific services that are eligible
for general pre-approval and provide specific cost limits for each service on
an annual basis. They require specific pre-approval of all other permitted
services. For both types of pre-approval, the committee considers whether the

services to be provided are consistent with maintaining the firm’s
independence. The policies and procedures also delegate authority to the
chair of the committee to address any requests for pre-approval of services
between committee meetings, with any pre-approval decisions to be reported
to the committee at its next scheduled meeting.

We are asking our shareholders to ratify the appointment of Deloitte &
Touche as our independent registered public accounting firm for 2011.
Ratification would be advisory only, but the Audit Committee would
reconsider the appointment if it were not ratified. Ratification requires the
favorable vote of a majority of the votes cast, and the approving majority also
must represent more than 25% of our outstanding shares.
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Our Board of Directors recognizes that performance-based executive
compensation is an important element in driving long-term shareholder value.
Pursuant to the Dodd-Frank Wall Street Reform and Consumer Protection
Act, we are asking shareholders to approve an advisory resolution on the
company’s executive compensation as reported in this proxy statement. This
proposal, commonly known as a “say-on-pay” proposal, gives our
shareholders the opportunity to express their views on the compensation of
our executive officers named in the executive compensation tables in this
proxy statement (“named executive officers”).

Compensation Program and Philosophy

Our executive compensation program is designed to attract, motivate, and
retain key employees, including our named executive officers, and promote
strong, sustainable, long-term performance. Our compensation philosophy
emphasizes:
 

•  Pay-for-performance.
 

•  Aligning pay with short- and long-term company performance.
 

•  Performance-based incentives aligned with value creation for
shareholders.

 

•  Balance between short- and long-term incentives.
 

•  More pay tied to performance at higher levels of responsibility.

Elements of our pay program that demonstrate our pay for performance
philosophy include:
 

•  Eighty-five percent of our CEO’s target pay is performance-based.
 

•  Performance measures in our short-term and long-term incentive plans
are directly linked to the company’s financial performance and
shareholder returns.

 

•  One hundred percent of short-term and long-term incentive
compensation is performance-based.

 

•  Historically, eighty percent of long-term incentive compensation was in
the form of performance-based restricted stock units and twenty percent
was in the form of stock options.

 

•  Beginning in 2011, all long-term incentive compensation will be
delivered through performance-based restricted stock units with a
performance measure tied to four-year relative cumulative total
shareholder return.

2010 Compensation Program Changes

The Compensation Committee made several changes to our compensation
program in 2010, including:
 

•  Removed change in control tax gross-up provision from the CEO’s
severance pay agreement, at his request. This builds upon a policy
adopted by the board in 2009, under which change in control
agreements for new officers will not contain tax gross-up provisions.

 

•  Increased CEO stock ownership requirements from 5x base salary to 6x
base salary.

 

•  Increased director stock ownership guidelines from 4x retainer to 5x
retainer.

 

•  Adopted a clawback policy that provides for forfeiture, recovery or
reimbursement of incentive plan awards as required by law or stock
exchange rules. In addition, compensation may be recouped: if the
company determines that the results on which compensation was paid
were not actually achieved, or in instances of an employee’s fraudulent
or intentional misconduct.

Compensation Program Governance

The 2010 compensation program actions build upon a strong compensation
governance program. This is exemplified by:
 

•  The Compensation Committee selects and engages its own advisors. As
the committee’s primary advisor, neither Exequity nor any of its
affiliates provides any other services to the company.

 

•  Long-term incentive plan grants are made from a shareholder-approved
plan that prohibits stock option repricing and cash buyouts.

 

•  Employees and directors are prohibited from trading in puts, calls,
options or other similar securities related to our common stock.

 

•  No named executive officers received tax gross-ups.
 

•  Officers are not given pension credit for years not worked.
 

•  Change in control severance benefits are payable only upon a change in
control with termination of employment (“double trigger”).

2010 Performance

Sempra’s 2010 financial performance, as measured by earnings from
operations, was strong. Earnings in 2010 were impacted by two significant
one-time events: the sale
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of substantially all of the businesses and assets within the RBS Sempra
Commodities joint venture and the settlement of long outstanding energy
crisis litigation with the State of California.

One of the company’s key 2010 objectives was the divestiture of substantially
all of the businesses and assets of our commodities-marketing joint-venture,
RBS Sempra Commodities. We will realize nearly $2 billion in proceeds
related to the sales of these businesses, including approximately $1 billion in
2010. This allowed us to begin a $500 million repurchase of our common
stock in September 2010.

Another key objective was the settlement of the energy crisis litigation with
the State of California. The settlement, which reduced 2010 earnings by $87
million, eliminated significant legal exposure.

Our non-Commodities businesses performed well in 2010. Our earnings,
including Sempra Commodities and calculated in accordance with generally
accepted accounting principles in the United States, or GAAP, were $1,119 in
2009 and $739 million in 2010. The company’s earnings, excluding Sempra
Commodities, increased from $781 million in 2009 to $894 million in 2010.
A reconciliation of our earnings excluding Sempra Commodities to earnings
calculated in accordance with GAAP is provided in Appendix A to this proxy
statement.

We also achieved several goals that are key to our future financial
performance, including:
 

•  SDG&E began construction of the $1.9 billion Sunrise Powerlink.
 

•  SDG&E installed approximately two million Smart Meters through
January 31, 2011.

 

•  Southern California Gas Company (“SoCalGas”) received California
Public Utilities Commission approval to upgrade six million natural gas
meters to Smart Meters.

 

•  Sempra Generation completed Copper Mountain Solar, the largest solar
photovoltaic project in the United States.

 

•  Sempra Pipelines & Storage doubled its natural gas storage capacity.

While our 2010 total shareholder return was impacted by the uncertainty
concerning our exit from the RBS Sempra Commodities joint venture, our
long-term total shareholder returns have outpaced the market.

Our five-year total shareholder return of 34% substantially exceeds the S&P
500 Utilities Index return of 21% and the

S&P 500 Index return of 12%. Our ten-year total shareholder return of 208%
far surpasses the S&P 500 Utilities Index return of 8% and the S&P 500
Index return of 15%.

Compensation Components

The primary components of our compensation program are base salaries,
performance-based annual bonuses and long-term equity-based incentive
compensation.

Base Salaries: None of the named executive officers received base salary
increases in 2010.

Performance-based Annual Bonuses: We use earnings as the annual bonus
performance measure because we believe this measure provides an accurate
and comprehensive picture of annual company performance that plan
participants, shareholders, analysts and other parties clearly understand.
Earnings goals are based on the company’s financial plan with certain
adjustments for incentive plan purposes. These adjustments are defined at the
beginning of the year. No bonuses are paid unless the company attains a
threshold (minimum) performance level for the year.

Performance-based Equity: Long-term equity-based incentives are the
largest single component of each named executive officer’s compensation
package. Performance is measured over a four-year period and vesting is tied
to the company’s four-year cumulative total shareholder return compared to
the S&P 500 Utilities Index and the S&P 500 Index.

Compensation Discussion and Analysis

Additional information on our pay program is provided in the Compensation
Discussion and Analysis section of this proxy statement.

Recommendation

For the above reasons, we are asking our shareholders to indicate their
support for the compensation of our named executive officers as described in
this proxy statement by voting in favor of the following resolution:

“RESOLVED, as an advisory matter, the shareholders of Sempra
Energy approve the compensation paid to the company’s named executive
officers as disclosed in this proxy statement pursuant to Item 402 of
Regulation S-K, including the Compensation Discussion and Analysis,
compensation tables and narrative discussion.”

Even though this say-on-pay vote is advisory and will not be binding on the
Company, the Compensation Committee and the Board value the opinions of
our shareholders. Accordingly, to the extent there is a significant vote against
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the compensation of our named executive officers, we will consider our
shareholders’ concerns and the Compensation

Committee will evaluate what actions may be necessary or appropriate to
address those concerns.
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Pursuant to recently adopted Section 14A of the Securities Exchange Act of
1934 (the “Exchange Act”), we are asking shareholders to vote on whether
future advisory votes on executive compensation of the nature reflected in
Proposal Number 3 above should occur every year, every two years or every
three years.

After careful consideration and dialogue with our shareholders, the Board of
Directors has determined that holding an advisory vote on executive
compensation every year is the most appropriate policy for the company at
this time. The board recommends that shareholders vote for future advisory
votes on executive compensation to occur every year.

While our executive compensation programs are designed to promote a long-
term connection between pay and performance, the board recognizes that
executive compensation disclosures are made annually. Given that the “say-
on-pay” advisory vote provisions are new, holding an annual advisory vote
on executive compensation provides the company with more direct and
immediate feedback on our compensation disclosures.

However, shareholders should note that the advisory vote on executive
compensation occurs well after the beginning of the compensation year. In
addition, the different elements of our executive compensation programs are
designed to operate in an integrated manner and to complement one another.
Therefore, in many cases it may not be appropriate or feasible to change our
executive compensation programs in consideration of any one year’s

advisory vote on executive compensation by the time of the following year’s
annual meeting of shareholders.

We believe that an annual advisory vote on executive compensation is
consistent with our practice of seeking input and engaging in dialogue with
our shareholders on corporate governance matters (including the company’s
practice of having all directors elected annually and annually providing
shareholders the opportunity to ratify the Audit Committee’s selection of
independent auditors) and our executive compensation philosophy, policies
and practices.

This advisory vote on the frequency of future advisory votes on executive
compensation is non-binding on the board. Shareholders will be able to
specify one of four choices for this proposal on the proxy card: one year, two
years, three years or abstain. Shareholders are not voting to approve or
disapprove the board’s recommendation.

The option of one year, two years or three years that receives the greatest
number of affirmative votes will be considered to be the preferred option of
shareholders.

Although non-binding, the board and the Compensation Committee will
carefully review the voting results. Notwithstanding the board’s
recommendation and the outcome of the shareholder vote, the board may in
the future decide to conduct advisory votes on a more or less frequent basis
and may vary its practice based on factors such as discussions with
shareholders and the adoption of material changes to our compensation
programs.
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The following three proposals have been submitted by shareholders and are
included in this proxy statement in accordance with the Securities and
Exchange Commission’s Shareholder Proposal Rule. They are presented as
submitted by the shareholder proponents, whose names and addresses will be
provided promptly to any shareholder who orally or in writing requests that
information from our Corporate Secretary.

Each proposal will be voted on at the Annual Meeting only if it is properly
presented by the shareholder proponent or the proponent’s qualified
representative. To be approved by shareholders, a proposal must receive the
favorable vote of a majority of the votes cast on the proposal, and the
approving majority must also represent more than 25% of our outstanding
shares.

FOR THE REASONS STATED BELOW, THE BOARD OF DIRECTORS
RECOMMENDS THAT YOU VOTE “AGAINST” EACH OF THE
SHAREHOLDER PROPOSALS
 

 

Proposal 5: Shareholder Proposal to Allow Shareholder
Action by Written Consent

The Proposal

5 — Shareholder Action by Written Consent

RESOLVED, Shareholders hereby request that our board of directors
undertake such steps as may be necessary to permit written consent by
shareholders entitled to cast the minimum number of votes that would be
necessary to authorize the action at a meeting at which all shareholders
entitled to vote thereon were present and voting (to the fullest extent
permitted by law).

This proposal topic also won majority shareholder support at 13 major
companies in 2010. This included 67%-support at both Allstate (ALL) and
Sprint (S). Hundreds of major companies enable shareholder action by
written consent.

Taking action by written consent in lieu of a meeting is a means shareholders
can use to raise important matters outside the normal annual meeting cycle. A
study by Harvard professor Paul Gompers supports the concept that
shareholder dis-empowering governance features, including restrictions on
shareholder ability to act by written consent, are significantly related to
reduced shareholder value.

The merit of this Shareholder Action by Written Consent proposal should
also be considered in the context of the need for additional improvement in
our company’s 2010 reported corporate governance status:

The Corporate Library www.thecorporatelibrary.com, an independent
investment research firm rated our company “D” with “High Governance
Risk,” “Moderate Concern” in Board Composition and “High Concern” in
Executive Pay—$20 million for our CEO Donald Felsinger.

Our Executive Pay Committee was allowed to apply discretion in giving
executive bonuses; performance-based restricted stock awards paid out for
sub-par performance. Mr. Felsinger’s pension was increased $12 million
(related to his recent marriage).

There were high levels of executive lump sum cash payments in the event of
termination and accelerated vesting of equity awards upon a change in
control. Mr. Felsinger attracted our highest negative votes — up to 5-times
higher than our other directors.

William Ouchi and William Rutledge were marked as “Flagged (Problem)
Directors” due to their FirstFed Financial Corp. directorships as FirstFed slid
into bankruptcy in 2010. Directors Ouchi and Rutledge were still allowed to
make up 50% of our Executive Pay Committee. Director Ouchi was also 25%
of our Nomination Committee. Wilford Godbold, age 71 and with 20-years
long-tenure (independence concern), was on our Audit Committee with
William Jones and his 16-years long-tenure.

A lawsuit said Sempra constructed a remote $17 million “Casa Azul”
oceanfront vacation home for Mr. Felsinger in Baja California and paid
bribes. Casa Azul had a $65,000 home-theater system, a $55,000 bar and a
fully stocked wine cellar. The U.S. Foreign Corrupt Practices Act prohibits
American companies from paying bribes to political leaders in other
countries.

A Mexican federal district court directed Mexican government agencies to
temporarily suspend authorizations for the operation of Sempra’s Ensenada,
Mexico liquefied natural gas terminal, pending further legal proceedings in a
land dispute.

Please encourage our board to respond positively to this proposal to initiate
improved corporate governance and financial performance: Shareholder
Action by Written Consent — Yes on 5.
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The Board of Directors Position

For the reasons discussed below, the Board of Directors believes that you
should vote AGAINST this shareholder proposal. This proposal would allow
a group of shareholders that together holds a majority of Sempra Energy’s
outstanding shares to approve actions without holding a meeting of the
company’s shareholders. The board does not believe that this is in the best
interests of shareholders, especially smaller shareholders.

Our shareholders already have the right to call for a special meeting of
shareholders at any time, outside the regularly scheduled annual meeting.
Under California law and our bylaws, holders of 10% or more of the
outstanding shares of our common stock can call a special meeting of
shareholders. This would be a shareholder meeting in addition to our annual
meeting held every spring. Unlike a written consent, a special meeting allows
shareholders to consider and discuss with the board and management issues
concerning the proposals to be voted on and allows you to actually vote on
those proposals at the special meeting. Our threshold of 10% for calling a
special meeting is mandatory under California law and is lower than the
threshold at most S&P 500 companies.

This shareholder proposal for action by written consent of a majority could
enable some shareholders to take action without all of the shareholders being
protected by the communications and transparent processes associated with a
shareholder meeting. Implementing this proposal would allow shareholders
representing a simple majority to take action without giving notice of a
meeting or issuing a proxy statement that provides a full discussion of the
issues that are the subject of the consent solicitation.

An action by written consent could become effective without your knowledge
or approval and without even providing you with an opportunity to vote or
raise any objection. The group of shareholders acting by written

consent could consist of only a small group of the company’s larger
shareholders who have no obligation to consider the rights or interests of the
other shareholders. Indeed, members of a group acting by written consent
would only have to own their shares on the day that the consent was
delivered to the company, so that these shareholders could borrow shares
simply for the purpose of taking action without making a longer-term
economic investment in our company.

In addition to the right of shareholders to call a special meeting, as a
shareholder of Sempra Energy you also have significant other rights that
exceed those found at many other companies. For example, you elect
directors annually and you vote on other matters by a simple majority vote,
the minimum voting requirement under California General Corporation Law.
Our bylaws require that, for any director who does not receive a majority of
the votes cast at an election of directors, his or her term will end not later than
90 days after the election date. Finally, we have no “poison pill,” a common
anti-takeover defense.

This shareholder proposal incorrectly claims that the board has applied its
discretion to pay bonuses and performance-based awards of restricted stock.
In fact, all such awards are based upon pre-established metrics that measure
the company’s performance against objective standards, including earnings,
increases in stock price and relative total shareholder returns.

The shareholder proposal also recites various unsubstantiated allegations
from lawsuits that the company is addressing through the proper legal
channels. We do not believe that these items are relevant to your ability to
annually review and elect board members from the slate of talented and
experienced candidates that the Corporate Governance Committee evaluates
and recommends to the board for nomination and election. The board
believes that this shareholder proposal would not add value to the company’s
governance practices or to you as a shareholder.



Table of Contents

Proposal 6: Shareholder Proposal Regarding Retirement Benefits
 

 
28

The Proposal

RESOLVED: The shareholders of Sempra Energy (“Sempra” or the
“Company”) urge the Board of Directors to seek shareholder approval for any
future extraordinary retirement benefits for senior executives. The Board
should implement this policy in a manner that does not violate any existing
employment agreement or other contract, or any vested pension benefit.

For purposes of this resolution, “extraordinary retirement benefits” means
receipt of additional years of service credit not actually worked, preferential
benefit formulas not provided under the Company’s tax-qualified retirement
plans, accelerated vesting of retirement benefits, and retirement perquisites
and fringe benefits that are not generally offered to other Company
employees.

Supporting Statement

Supplemental executive retirement plans provide retirement benefits for a
select group of management or highly compensated employees whose
compensation exceeds limits set by federal tax law. The associated pension
liabilities for these plans can be significant.

For example, in addition to a Cash Balance Plan generally available to most
other employees, Sempra provides a Supplemental Executive Retirement
Plan (“SERP”) for top executives. This SERP pays a select group of top
executives additional retirement benefits by including a significant portion of
these executives’ annual cash incentive bonuses that would otherwise be
excluded from earnings under the regular pension plan.

In our opinion, this supplemental executive retirement plan is patently
unreasonable. In last year’s proxy, the Company estimated that the present
value of accumulated benefits payable to CEO Donald Felsinger under the
SERP was nearly $34 million.

In light of the high levels of executive pay at our Company, it is simply not
credible for our Board to claim that these supplemental retirement benefits
are necessary to recruit or retain talented executives. For example, the Board
awarded our CEO nearly $21 million in total compensation during 2009, and
more than $37.5 million to only five top officers.

Under these circumstances, we believe it is ludicrous to suggest that in order
to attract or retain talented executives, our Board must also bestow these
lucrative supplemental executive retirement benefits on top officers.
 

To help ensure that the use of SERPs is in the best interests of shareholders,
we believe these benefits should be submitted for shareholder approval.
Because it may not always be practical to seek prior approval, the Company
has the option under our proposal to seek shareholder approval after the
material terms have been agreed upon with an executive.

For these reasons, we urge shareholders to vote FOR this proposal.

The Board of Directors Position

The Board of Directors believes that this proposal is not in the best interests
of the company. The adoption of this proposal:
 

•  Would jeopardize our ability to timely attract and retain senior
leadership critical for our future success,

 

•  Would have significant adverse impacts on our executive recruitment
and hiring process, and

 

•  Is unnecessary, as the company and the Compensation Committee
exercise appropriate judgment and employ reasonable processes in
these matters.

For these reasons, as more fully addressed below, the board recommends that
you vote AGAINST adoption of this proposal.

Attraction and Retention of Senior Leadership

Retirement benefits are a critical component of a senior executive’s overall
compensation program and are essential to attracting, motivating and
retaining the most highly talented executives with a demonstrated history of
leadership and operating performance.

In the next several years, we will experience a number of senior executive
and officer retirements. Because we need to continue to recruit experienced
external executives, the Compensation Committee must have flexibility to
provide competitive compensation and benefits, including retirement
benefits, to senior executives.

Retirement benefits are an important factor in an executive’s decision to
accept or reject a new position. In many instances, the best leaders must
forfeit accumulated retirement benefits and equity grants with their current
employer in order to accept a new position.

As we continue to implement our growth strategy, the committee must have
the compensation tools necessary to competitively attract and maintain the
very best leadership.
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Impact on Executive Recruitment Process

The board believes that adoption of this proposal would have a significant
adverse impact on the company’s ability to recruit and retain the best
leadership talent available. The executive compensation process needs to be
sufficiently flexible to allow our Board to privately recruit and make binding
offers and commitments on a timely basis.

Requiring shareholders’ approval of retirement benefits would be impractical
for several reasons:
 

•  First, the shareholder pre-approval process would make recruiting
negotiations public and would jeopardize the executive’s current
employment arrangements.

 

•  Second, even if shareholder approval followed an offer or commitment
of employment, the offer would have to become public well in advance
of a shareholders’ meeting, again jeopardizing the executive’s current
employment.

 

•  Few candidates would want to accept an offer when a subsequent
shareholder vote could reject the terms of the offer.

 

•  Finally, unless the vote coincided with a regularly scheduled
shareholders meeting, the time and mechanics of holding a special
shareholders meeting to approve certain components of compensation
would delay or disrupt important recruitment decisions.

Compensation Committee Evaluation of Executive Pay

Sempra Energy has a long-established process for the evaluation and
implementation of a competitive compensation and benefits program for our
senior executives and all employees. Retirement benefits are an important
element of our executive compensation program.

The Compensation Committee (composed of independent directors) and all
board members are mindful of the issues surrounding executive
compensation. For this reason, the committee carefully reviews all facets of
executive compensation and benefits, including retirement benefits. The
committee retains the assistance of independent outside experts to review
compensation and benefits, and adjusts compensation or benefits when
deemed appropriate and necessary in the long-term interests of shareholders.

Executive retirement benefits for a small group of senior officers are
provided under our Supplemental Executive Retirement Plan. Currently, there
are 21 participants in the Supplemental Executive Retirement Plan. Since the
beginning of 2005, the Compensation Committee has provided Supplemental
Executive Retirement Plan benefits to only three new officers. In each of
these three cases, the committee deemed it necessary to provide these
benefits in order to attract and retain the particular executive.

Conclusion

The board believes that adoption of a proposal which limits the company’s
future flexibility in granting executive retirement benefits in appropriate
situations, or to condition such grants upon shareholder approval, would deter
highly qualified executives from considering employment with us and would
significantly limit our ability to attract, motivate and retain the senior
leadership critical for our future success.

For the reasons discussed above, the board believes that the day-to-day
decisions of hiring and compensating senior leaders should continue to be
managed by the independent members of the Board of Directors that are
elected annually by a majority of the company’s shareholders.
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The Proposal

RESOLVED: That the shareholders of Sempra Energy (“Sempra” or
“Company”) request the Board’s Compensation Committee, when setting
senior executive compensation, include sustainability as one of the
performance measures for senior executives under the Company’s annual
and/or long-term incentive plans. Sustainability is defined as how
environmental, social and financial considerations are integrated into
corporate strategy over the long term.

Supporting Statement

We believe that the long-term interests of shareholders, as well as other
important constituents, are best served by companies that operate their
businesses in a sustainable manner focused on long-term value creation. As
the recent financial crisis demonstrates, those boards of directors and
management that operate their companies with integrity and a focus on the
long term are much more likely to prosper than ones that are dominated by a
short-term focus. The best means of demonstrating a company’s commitment
to the concept of sustainability is through incorporating it as a performance
measure in the Company’s annual and/or long-term incentive plans.

We note that the Company has consistently affirmed its commitment to the
concept of sustainability. Sempra’s 2009 Corporate Responsibility Report is
entitled, “Powering Our Changing World.” In it the Company states:

Powering Our Changing World is Sempra Energy’s second annual
corporate responsibility report. It describes our performance on key
environmental, social and economic issues and provides detail on the
actions taken to develop sustainable energy solutions for today, and the
future.

In response to stakeholder feedback, we made several changes and
additions to this year’s report including:

The key performance indicator table on page 36 summarizes our
corporate responsibility performance.

Our reporting continues to be informed by the Global Reporting
Initiative (GRI) G3 Sustainability Reporting Guidelines, a standardized
framework for disclosing an organization’s environmental, social and
economic performance.

The CEO Letter serving as introduction to the report states:

In Powering Our Changing Word — Sempra’s second corporate
responsibility report — we outline how we

are translating our commitment to corporate citizenship and long-term
energy sustainability into action.

While these words are laudable, incorporating them into the Company’s
senior executive compensation program would give them real impact. Yet
today, neither the Company’s annual incentive plan or its long-term incentive
plan utilizes any performance measures related to sustainability. We believe
that this represents a serious shortcoming.

Other companies have added sustainability to the metrics that they use when
determining executive compensation. British utility company National Grid
announced last year it would partly base executive compensation on meeting
targets for reducing carbon emissions. In addition, Xcel Energy in its 2009
proxy statement discloses that certain annual incentive payments are
dependent on green house gas emission reductions alongside the weight
given to meeting earnings per share targets. Also Intel Corporation calculates
every employee’s annual bonus based on the firm’s performance on measures
that include energy efficiency, completion of renewable energy and clean
energy projects, and the company’s reputation for environmental leadership.

We urge shareholders to vote FOR this important compensation reform.

The Board of Directors Position

As a responsible corporate citizen, we are fully committed to conducting our
business operations in an ethical and socially and environmentally sustainable
manner, and to being good community partners where we operate. In
particular, we seek to be a steward of the environment and to conduct our
own business operations in an efficient and sustainable manner.

Sempra Energy has been a leader in the area of sustainability and has been
recognized for its efforts by numerous public and private institutions.
However, we do not believe that using the single prescriptive factor described
in this proposal is appropriate for our performance-based executive
compensation program. For the reasons described below, the Board of
Directors recommends that you vote AGAINST this shareholder proposal.

Commitment to Sustainability

We prepare an annual corporate responsibility report that describes the
numerous ways in which we endeavor to be a constructive, thoughtful and
sustainable business leader in
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the communities in which we operate. Our 2009 corporate responsibility
report is available on our website at www.sempra.com/cr. Our commitment to
being a responsible corporate citizen is exemplified by our diverse work-
force, our community volunteerism and partnerships, our philanthropic
activities and our safe, resource-efficient approach to operating our company.

Here are a few specific examples illustrating our commitment to
sustainability:
 

•  Sempra Energy has one of the lowest carbon foot prints of any
comparable company in the energy services business. Our carbon
dioxide emissions rate per megawatt hour is about half the national
average.

 

•  Our low-carbon business model relies upon clean natural gas, energy
efficiency, renewable power (such as solar and wind), and technological
innovation (such as smart meters and infrastructure).

 

•  Sempra Energy business units have implemented ground-breaking
programs to conserve energy, water and other resources, recycling a
range of items from paper to transformers.

 

•  Sempra Energy business units are engaged in the business of
transporting and delivering clean-burning natural gas to provide for the
energy needs of our customers.

 

•  We are a leader in wind and solar projects, and have just constructed the
largest U.S. photovoltaic solar project, capable of powering 14,000
homes. We are also developing well over 1,000 MW of wind and solar
power projects around North America.

 

•  Our two California utilities are national leaders in promoting renewable
energy, conservation and energy efficiency, including customer-focused
programs and use of electric cars.

We focus on, and expect each of our employees to focus on, important
company values including respect, teamwork, inclusiveness and community
involvement. These are values that we endeavor to live by. We do not believe
that any of these values needs to be singled out as a particular incentive for
purposes of our executive compensation programs.

Compensation Plan Design

While it may be appropriate from time to time to incorporate new
performance measures into our compensation program, the board believes
that it is most appropriate for the Compensation Committee to determine
which specific measures to implement. The committee is in the best position
to evaluate changes in our compensation program that will promote the
company’s goals and create long-term shareholder value.

Leaders of our individual business units do have performance-based
compensation tied to the achievement of a range of goals relating to energy
efficiency, renewable energy standards and projects, environmental standards,
employee health and safety, and financial and operational goals.

The performance measures we use to compensate our senior corporate
executives consist of a range of objective goals that promote creation of long-
term shareholder value. For these executive officers, we generally avoid
using subjective measures that may affect the tax deductibility of
compensation. The board does not believe that a narrowly focused
sustainability measure, as advocated by this proposal, can be included
effectively in the performance-based compensation program for our senior
corporate executives.

Conclusion

We and our executives firmly believe that the efficient and sustainable
deployment and use of energy are in the best interests of our shareholders and
the global community. However, we do not believe that making sustainability
a distinct performance measure under our executive compensation programs
is an appropriate design to drive long-term shareholder value. Although the
board agrees with the proponent of this proposal that sustainability is
extremely important, the board believes that this overly prescriptive
shareholder proposal is not in the best interests of our shareholders.
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EXECUTIVE SUMMARY

What information is provided in this section of the proxy?

In this Compensation Discussion and Analysis, we:
 

•  Discuss the roles and responsibilities of the Compensation Committee
of the Sempra Energy Board of Directors.

 

•  Outline our compensation philosophy and discuss how the
Compensation Committee determines executive pay.

 

•  Describe each element of executive pay, including base salaries, short-
and long-term incentives and executive benefits.

 

•  Describe how we manage risk in our incentive compensation plans.

What is our Compensation Philosophy?

The Compensation Committee of our Board of Directors sets the company’s
executive pay philosophy.

Our compensation philosophy emphasizes:
 

•  Aligning pay with short-term and long-term company performance.
 

•  Performance-based incentives aligned with value creation for
shareholders.

 

•  Balance between short- and long-term incentives.
 

•  More pay tied to performance at higher levels of responsibility.

Elements of our pay program that demonstrate our pay- for-performance
philosophy include:
 

•  Eighty-five percent of our CEO’s target pay is performance-based.
 

•  Performance measures in our short-term and long-term incentive plans
are directly linked to the company’s financial performance and
shareholder returns.

 

•  One hundred percent of short-term and long-term incentive
compensation is performance-based.

 

•  Historically, eighty percent of long-term incentive compensation was in
the form of performance-based restricted stock units and twenty percent
was in the form of stock options.

 

•  Beginning in 2011, all long-term incentive compensation will be
delivered through performance-based restricted stock units with a
performance

  measure tied to four-year relative cumulative total shareholder return.

We believe this compensation philosophy enables us to attract, motivate and
retain key executive talent and promote strong, sustainable long-term
performance.

Our compensation program goals include:
 

•  Attracting and retaining executives of outstanding ability and proven
experience who demonstrate high standards of integrity and ethics.

 

•  Aligning compensation with company performance and the interests of
shareholders.

 

•  Motivating executives to achieve superior performance.
 

•  Strongly linking executive compensation to both annual and long-term
corporate, business unit and individual performance.

Company performance is the key indicator of whether our programs are
effective. We use earnings (net income excluding earnings from non-
controlling interests) as the primary measure of company performance in our
annual incentive plans. In contrast, stock price appreciation and total return to
shareholders are the key measures for long-term performance.

How has the company performed compared to general industry and our
peers?

Sempra’s 2010 financial performance, as measured by earnings from
operations, was strong. Earnings in 2010 were impacted by two significant
one-time events:
 

•  The sale of substantially all of the businesses and assets within the RBS
Sempra Commodities joint venture.

 

•  The settlement of long outstanding energy crisis litigation with the State
of California.

One of the company’s key 2010 objectives was the divestiture of substantially
all of the businesses and assets of our commodities-marketing joint-venture,
RBS Sempra Commodities. We will realize nearly $2 billion in proceeds
related to the sales of these businesses, including approximately $1 billion in
2010. This allowed us to begin a $500 million repurchase of our common
stock in September 2010.

Another key objective was the settlement of the energy crisis litigation with
the State of California. The settlement, which reduced 2010 earnings by $87
million, eliminated significant legal exposure.
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The company’s earnings, including Sempra Commodities and calculated in
accordance with generally accepted accounting principles in the United
States, or GAAP, for fiscal years 2006, 2007, 2008, 2009 and 2010 were
$1,406 million, $1,099 million, $1,113 million, $1,119 million and $739
million, respectively.

Our non-Commodities businesses performed well in 2010. Earnings,
excluding Sempra Commodities, increased from $781 million in 2009 to
$894 million in 2010.

Figure 1.
* For reconciliations of Sempra Energy’s earnings excluding Sempra Commodities to Sempra

Energy’s earnings calculated in accordance with GAAP, please see Appendix A to this proxy
statement.

 

** Represents$325 million in earnings related to one-time asset sales.

We also achieved several goals that are key to our future financial
performance, including:
 

•  SDG&E began construction of the $1.9 billion Sunrise Powerlink.
 

•  SDG&E installed approximately two million Smart Meters through
January 31, 2011.

 

•  SoCalGas received California Public Utilities Commission approval to
upgrade six million natural gas meters to Smart Meters.

 

•  Sempra Generation completed Copper Mountain Solar, the largest solar
photovoltaic project in the United States.

 

•  Sempra Pipelines & Storage doubled its natural gas storage capacity.

While our 2010 total shareholder return was impacted by the uncertainty
concerning our exit from the RBS Sempra Commodities joint venture, our
long-term total shareholder returns have outpaced the market.
 

     

 

 
Total Shareholder
Return *  

Sempra
Energy   

S&P 500
Utilities   

S&P
  500   

 Ten-Year Total Return   208%   8%   15% 
 Five-Year Total Return   34%   21%   12% 
 One-Year Total Return   (3%)   5%   15% 
      

Table 1.
* Total shareholder return is the percentage change in the market value of an investment at the end

of the relevant investment period (assuming reinvestment of dividends) from its market value at the
beginning of the period.

Table 1 shows that the company’s total return to shareholders has
substantially exceeded the long-term returns of both the S&P 500 Utilities
Index and the S&P 500 Index.

Were there any changes to the compensation program in 2010?

The Compensation Committee made several changes to our compensation
programs in 2010, including:
 

•  Removed change in control tax gross-up provision from the CEO’s
severance pay agreement, at his request. This builds upon a policy
adopted by the board in 2009, under which change in control
agreements for new officers will not contain tax gross-up provisions.

 

•  Increased CEO stock ownership requirements from 5x base salary to 6x
base salary.

 

•  Increased director stock ownership guidelines from 4x retainer to 5x
retainer.

 

•  Adopted a clawback policy that provides for forfeiture, recovery or
reimbursement of incentive plan awards as required by law or stock
exchange rules. In addition, compensation may be recouped if the
company determines that the results on which compensation was paid
were not actually achieved, or in instances of an employee’s fraudulent
or intentional misconduct.

What other compensation governance measures are in place?

The 2010 compensation program actions build upon a strong compensation
governance program. This is exemplified by:
 

•  The Compensation Committee selects and engages its own advisors. As
the committee’s primary advisor, neither Exequity nor any of its
affiliates provides any other services to the company.

 

•  Long-term incentive plan grants are made from a shareholder-approved
plan that prohibits stock option repricing and cash buyouts.

 

•  Employees and directors are prohibited from trading in puts, calls,
options or other similar securities related to our common stock.

 

•  No named executive officers received tax gross-ups.
 

•  Officers are not given pension credit for years not worked.
 

•  Change in control severance benefits are payable only upon a change in
control with termination of employment (“double trigger”).
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COMPENSATION COMMITTEE ROLES AND
RESPONSIBILITIES

Overview

The Compensation Committee’s primary role is to determine all aspects of
compensation for our executive officers. The committee reviews all
components of pay for the Chief Executive Officer and other executive
officers.

The committee holds four regularly scheduled meetings each year, with
additional meetings scheduled when required. The committee’s chair
approves the agenda prior to each meeting. Five directors currently sit on the
committee. Each director is:
 

•  An independent director under independence standards established by
the New York Stock Exchange.

 

•  An outside director under Section 162(m) of the Internal Revenue
Code.

 

•  A non-employee director under Rule 16b-3 of the Exchange Act.

The Compensation Committee:
 

•  Sets its meeting dates and agenda items annually.
 

•  Considers standing agenda items and other topics at each meeting.
 

•  Holds an executive session at each meeting without management.
 

•  Recommends changes to its charter for approval by the board as
needed.

 

•  Retains its own independent advisors.

The most recent charter review was held in June 2010. The charter is on our
website at www.sempra.com under the “Investor” and “Governance” tabs.

Responsibilities of the Compensation Committee

The Compensation Committee’s major responsibilities include:
 

•  Analyzing executive compensation market data, including base salaries,
annual bonuses, long-term incentives and pay, as well as executive
compensation principles, strategies, trends, regulatory requirements and
current programs.

 

•  Overseeing and approving annual incentive plans, equity-based plans,
severance plans, deferred compensation arrangements, retirement
benefits and other programs and benefits that primarily cover executive
officers.

 

•  Reviewing and approving corporate goals and objectives relevant to the
compensation of the

  company’s Chief Executive Officer and other executive officers.
 

•  Leading the evaluation of the performance of the CEO in light of these
goals and objectives and, based on individual and company
performance, competitive compensation information and other
considerations, recommending CEO compensation for approval by the
board.

 

•  Tracking and understanding the total compensation of each executive
officer and reviewing, at least once a year, tally sheets that summarize
the major elements of compensation.

 

•  Reviewing and approving new or amended broad-based, “qualified”
benefit plans and programs.

 

•  Reporting annually on succession planning to the board.
 

•  Reviewing and approving the Compensation Discussion and Analysis
included in the annual proxy statement.

 

•  Analyzing long-term incentive plan overall dilution and current annual
dilution rates.

 

•  Assuring that the compensation programs encourage and reward
sustainable, moderate-risk growth.

Tally Sheets for Committee and Board

The Compensation Committee uses tally sheets to review and evaluate the
company’s total executive compensation and benefit programs. These tally
sheets, along with information prepared annually for the proxy statement, are
used to consider:
 

•  Information for analyzing the design, operation and effectiveness of our
executive compensation programs.

 

•  The total dollar value of executives’ accumulated compensation and
benefits, including holdings of our common stock and realized and
unrealized gains under equity-based compensation awards.

 

•  Estimated pension benefits, life insurance benefits, and deferred
compensation balances.

 

•  Information on change-in-control scenarios.

The committee does not rely on tally sheets to establish specific pay levels.
Instead, pay levels are based primarily on external market data, and other
considerations described elsewhere in this discussion.

In addition, board members receive a Compensation Program Summary. The
summary provides an overview of our executive compensation philosophy,
information on each executive compensation plan, and officer and employee
demographic data.
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The Compensation Committee’s Advisors

The Compensation Committee retains advisors to assist it on matters
affecting executive compensation. It has the sole authority to select,
compensate and terminate its external advisors.

In 2010, Exequity was the committee’s primary compensation consultant.
Exequity is a nationally recognized independent provider of executive
compensation advisory services with no legal or financial connection to any
other service provider. An Exequity representative attended all committee
meetings and met in executive session with the committee members at three
of the four meetings held during 2010.

Exequity supported the committee by:
 

•  Providing competitive data on compensation and relative performance
of peer group companies.

 

•  Recommending pay programs and salary increase budgets.
 

•  Making presentations on regulatory and legislative matters affecting
executive compensation.

 

•  Providing opinions on the reasonableness of compensation.
 

•  Consulting on other related matters as needed.

Exequity and its affiliates do not perform any work for the company outside
of its role as consultant to the Compensation Committee.

Our Chief Executive Officer attends the non-executive session of each
committee meeting, as does our Senior Vice President of Human Resources.
Our human resources department assists the committee by preparing tally
sheets and other compensation information and analyses for consideration by
the committee. Both the committee members and the independent consultant
receive all presentation materials well in advance of committee meetings.

Our accounting, finance and law departments also support the committee
with respect to compensation-related matters, including issues related to
broad-based benefit plans and regulatory reporting and compliance.

MANAGEMENT’S ROLE

Our Chief Executive Officer does not determine or approve any element or
component of his own pay. Our other executive officers also do not determine
or approve their own pay. This includes base salary, annual bonus, long-term
incentives, or other aspects of compensation. Our CEO does not meet
separately with the committee’s compensation consultants.

The Compensation Committee does seek our CEO’s views on the
performance of our other executive officers and he makes pay
recommendations for these officers. In addition, the committee frequently
requests input from the CEO on what programs and goals he believes might
be most appropriate given the strategic direction of the company.

LABOR MARKET BENCHMARKING

How does the committee use external market data in determining pay?

The Compensation Committee uses external pay data to help align executive
compensation levels, in total and by component, with the labor market. The
committee views the labor market for our most senior positions as a
nationwide, broad cross-section of companies in various industries.

During this benchmarking process, the committee:
 

•  Reviews external market data from the Hewitt Associates Total
Compensation Database covering 175 non-financial Fortune 500
companies.

 

 

•  Reviews summary statistics of the companies included in this
database (but not company-specific information) with the goal of
managing total target pay opportunities to the median of this
summary data. Actual pay levels will rise above or fall below
these standards as a result of actual company and individual
performance.

 

•  Reviews pay and performance data in proxy statements and other public
filings of energy and utility companies.

 

 •  In prior years, the peer group was composed of 22 companies.
 

 
•  In 2010, the peer group was expanded to become the 35

companies that make up the S&P 500 Utilities Index (see Table 2).
 

 
•  This is consistent with the peer group used in connection with our

long-term incentive awards.
 

 
•  The energy and utility peer group review provides an additional

basis for assessing executive compensation and corporate
performance.

 

 
•  This review gives us a better understanding of the effectiveness of

our emphasis on “pay-for-performance” in relation to the
performance of our peer group.
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The peer group companies and their Market Capitalization on December 31,
2010 and 2010 Net Income or Earnings are listed in Table 2.
 

Companies Included in 2010 Review
(S&P 500 Utilities Index Companies)
(Millions of $)  

Market
Capitalization  

2010
Net

Income  

AES Corporation  $ 9,599   $ 9  
Allegheny Energy, Inc.  $ 4,119   $ 412  
Ameren Corp.  $ 6,761   $ 139  
American Electric Power Co.  $ 17,280   $1,214  
Centerpoint Energy  $ 6,652   $ 442  
CMS Energy  $ 4,549   $ 340  
Consolidated Edison  $ 14,402   $1,003  
Constellation Energy  $ 6,120   $ (983) 
Dominion Resources  $ 24,799   $2,808  
DTE Energy  $ 7,664   $ 630  
Duke Energy  $ 23,590   $1,320  
Edison International  $ 12,576   $1,308  
Entergy corp.  $ 12,814   $1,270  
EQT Corp.  $ 6,688   $ 228  
Exelon  $ 27,541   $2,563  
FirstEnergy Corp.  $ 11,285   $ 784  
Integrys Energy Corp.  $ 3,764   $ 224  
NexEra Energy, Inc.  $ 21,620   $1,957  
Nicor  $ 2,273   $ 138  
NiSource  $ 4,904   $ 292  
Northeast Utilities  $ 5,621   $ 388  
NRG Energy, Inc.  $ 4,830   $ 477  
ONEOK, Inc.  $ 5,907   $ 335  
Pepco Holdings, Inc.  $ 4,097   $ 32  
PG&E Corp.  $ 18,756   $ 1,113  
Pinnacle West Capital Corp.  $ 4,506   $ 350  
PPL Corp.  $ 12,720   $ 938  
Progress Energy  $ 12,737   $ 856  
Public Service Enterprises Group  $ 16,094   $1,564  
Questar corp.  $ 3,041   $ 339  
SCANA Corp.  $ 5,165   $ 376  
Southern Company  $ 31,758   $2,040  
TECO Energy  $ 3,822   $ 239  
Wisconsin Energy Corp.  $ 6,881   $ 457  
XCEL Energy, Inc.  $ 10,836   $ 756  
Sempra Energy  $ 12,598   $ 733  
Average  $ 10,736   $ 753  
Median  $ 6,881   $ 457  

Table 2.

How does the committee use internal equity in determining pay?

The committee uses internal equity to determine the compensation for
positions that are unique or difficult to benchmark against market data.
Internal equity is also considered in establishing compensation for positions
considered to be equivalent in responsibilities and importance.

COMPENSATION COMPONENTS

The primary components of our compensation program are:
 

•  Base salaries
 

•  Performance-based annual bonuses
 

•  Long-term equity-based incentive awards

Additional benefits include health and welfare programs, retirement and
savings plans, personal benefits and severance pay.

All of our executive officers participate in the same compensation programs.
However, market compensation levels used to establish compensation for the
named executive officers vary substantially based upon the roles and
responsibilities of individual officers. Thus, the Chief Executive Officer’s
total compensation is approximately 193% of the compensation of the next
highest paid officer and 252% of the average compensation of the four other
named executive officers.

Managing Risk in Compensation Plans

The committee manages the risk inherent in incentive compensation plans by
balancing short- and long-term incentives and linking a higher proportion of
total compensation to long-term incentives. Risk is also managed through the
incentive plan design and selection of the performance measures. Our risk
management program is further strengthened by our adoption of a clawback
policy. This policy applies to both short-term and long-term incentive plans.

Our long-term incentive awards:
 

•  Avoid “cliffs” in the payout scale, with no payout for performance at
threshold. Payout scale ranges from 0% at threshold to 150% at
maximum.

 

 
•  An example of a cliff is a scale that pays 50% for threshold

performance and 0% for performance below threshold.
 

 
•  The committee believes cliffs create pressure points that may

encourage unintended results.
 

•  Provide for a four-year performance period for our restricted stock unit
grants. This time period is
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consistent with the typical development time frame for our major capital
investment projects.

 

•  Use a market-based performance measure, relative total shareholder
return, for our restricted stock unit grants.

 

•  Measure our total shareholder return against the S&P 500 Utilities
Index rather than against a peer group selected by the company.

Our annual bonus plans:
 

•  Avoid “cliffs” in the payout scale, with no payout for performance at
threshold. Payout scale is linear, ranging from 0% at threshold to 200%
at maximum.

 

•  Use a corporate financial performance measure that is based on the
earnings reported in our financial statements with certain predefined
adjustments. These adjustments are limited and made only after
thoughtful consideration by the committee.

 

•  Provide the committee with downward discretion over incentive plan
payouts.

Pay Mix

What is “Pay Mix”?

Pay mix is the relative value of each of the primary compensation
components as a percentage of total compensation. Figure 2 shows each
component of our CEO’s total pay at target company performance.

Figure 2.

Why is pay mix important?

Our pay mix helps to align the interests of executives with the interests of
shareholders. It does this by providing a much greater portion of pay through
performance-based annual and long-term incentives rather than through base
salary. This means that most pay is variable and will go up or down in value
based on company performance. Approximately 85% of our CEO’s total pay
is delivered through performance-based incentives.

Figure 3 shows the percent of total pay at company target performance that
comes from each major pay component for each of our named executive
officers.

Figure 3.

Actual pay mix may vary substantially from that shown in the table. This
may occur as a result of corporate performance, which greatly affects annual
bonuses and the value of long-term incentives.
 
1. Base Salaries

Our executive compensation programs emphasize performance-based pay.
This includes annual bonuses and equity-based long-term incentive awards.
However, base salaries remain a necessary and typical part of compensation
for attracting and retaining outstanding employees at all levels.

Salaries for our executive officers approximate the median of those for the
non-financial Fortune 500 companies. Using national general industry
comparisons helps us attract and retain top-quality executive talent from a
broad range of backgrounds.

The Compensation Committee annually reviews base salaries for executive
officers.
 
 

The committee considers the following factors in its review:
  
•     Approximate

mid-range of Fortune
500 salary data

 

•     Individual
contribution and
performance

 

•     Labor market
conditions

 

•     Reporting
relationships

 

•     Company
performance  

•     Retention needs
 

•     Experience
 

•     Complexity and
importance of roles
and responsibilities

 

•     Market characteristics
 

•     Succession planning
 

•     Internal equity
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Base Salary Adjustments for 2010

Due to the economic climate, none of the named executive officers received
base salary increases in 2010.
 
2. Performance-Based Annual Bonuses

Incentive Compensation Pool

Executive officers may receive annual performance-based bonuses under our
shareholder-approved Executive Incentive Plan. Under the terms of the plan,
a compensation pool based on operating earnings is established for each year.
The plan is intended to preserve the deductibility of the bonuses under
Section 162(m) of the Internal Revenue Code while providing flexibility to
the Compensation Committee in administering the plan.

Please see “Executive Compensation — Compensation Tables — Grants of
Plan-Based Awards” for additional details regarding the plan.

Performance Guidelines and Bonus Payments

Each year the Compensation Committee establishes performance guidelines
for bonus payments. These guidelines are substantially lower than the
shareholder-approved incentive plan maximums.

Consistent with our pay-for-performance philosophy, the guidelines do not
provide for any bonus payment unless the company attains a threshold
(minimum) performance level for the year. Bonus opportunities increase from
0% for performance at the threshold level to 200% of target for performance
at maximum.

Potential bonuses at threshold, target and maximum company performance
are expressed as a percentage of each named executive officer’s base salary.
Table 3 illustrates how these percentages vary with the individual officer’s
position and attainment of goals.

In 2010, bonus opportunities for our named executive officers were as
follows:
 
        

  
Bonus Potential as a
Percent of Base Salary    Threshold    Target    Maximum   

        
 Donald E. Felsinger    0%    110%    220%  
 Neal E. Schmale    0%    80%    160%  
 Mark A. Snell    0%    70%    140%  
 Debra L. Reed    0%    70%    140%  
 Javade Chaudhri     0%    65%    130%  
        

Table 3.

Performance at target is intended to result in bonuses at the mid-point of
those for executives with comparable levels of responsibility at non-financial
Fortune 500 companies.

Target bonus potentials and percentages are consistent with the leverage
typically found in bonus plans at such companies. Bonus payouts at our
maximums are intended to approximate the 75th percentile of bonus payouts
among these companies.

Because our performance was between target and maximum, our actual
payments fell between the median and the 75th percentile of the external
market data.

Extraordinary corporate or individual performance may result in the payment
of bonuses above the guidelines but not to exceed plan maximums.

What were the annual bonus performance goals for the named executive
officers?

For 2010, the committee selected earnings for the measurement of annual
corporate performance. For incentive plan purposes, “earnings” means
Sempra Energy Net Income excluding earnings attributable to non-
controlling interests. Earnings for incentive plan purposes may be higher or
lower than earnings reported in the company’s financial statements due
to certain pre-established adjustments. These adjustments are described under
the section titled “How was the 2010 earnings goal determined?”

Why is only one performance measure used for the annual bonus plan?

The committee selected earnings as the annual bonus performance measure
because it believes this measure provides an accurate and comprehensive
picture of annual company performance that plan participants, shareholders,
analysts and other parties clearly understand. While one financial measure is
used for the short-term incentive plan, other performance measures are
considered within the overall compensation program:
 

•  The committee may apply discretionary adjustments to annual bonus
awards in consideration of the contributions of each named executive
officer.

 

•  The compensation program includes other performance measures, such
as the relative total shareholder return measure under the long-term
incentive plan.

 

•  Bonus plans for business unit executives include performance measures
for business unit earnings, key operational measures, such as safety
metrics, and Sempra Energy earnings. None of the named executive
officers participated in these business unit plans.
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How was the 2010 earnings goal determined?

Table 4 shows the earnings criteria for 2010 bonuses:
 
        

  

2010 Earnings for
Bonus Purposes
(dollars in millions)    Threshold    Target    Maximum   

        
   $ 813    $ 903    $ 993   
        

Table 4.

The committee set 2010 bonus guidelines, with the target of $903 million in
earnings, based on the company’s financial plan with certain adjustments for
incentive plan purposes. The financial plan takes into account anticipated
business unit earnings, planned purchases or sales of assets, major capital
projects, and other significant issues impacting the company’s earnings. The
financial plan is also used to develop the company’s public earnings
guidance.

The 2010 earnings goal for the annual bonus plan excludes earnings from the
RBS Sempra Commodities joint venture. This was due to the planned sale of
the joint venture’s businesses and assets, and the uncertainty concerning the
timing of the sale transactions.

Consistent with the approach taken in prior years, the committee also
determined at the beginning of the year that the calculation of earnings for
bonus purposes would be adjusted as follows:
 

•  Exclude any one-time extraordinary gains or losses related to the 2001-
2002 California energy crisis.

 

•  Exclude positive or negative impact of major changes in accounting
rules that were unknown or unanticipated at the beginning of the plan
year.

 

•  Include up to 10% of the impact of wildfire litigation.
 

•  Include 10% of any gains or losses for the sale of assets or write-down
of assets in connection with a sale. This is because the committee
believes that the impact of asset sales should be measured primarily
through stock price. Most of the impact would, then, be reflected in the
long-term incentive plan.

Figure 4 below shows the bonus payout as a percentage of target payout for
various levels of earnings performance.

Figure 4.

2010 Performance-Based Annual Bonus Payments

Earnings for 2010 bonus purposes were $963 million, between the $903
million earnings target and the $993 million maximum under the committee’s
guidelines. This resulted in a performance result of 167% of target. Based on
this performance and its consideration of the contributions of each named
executive officer, the Compensation Committee approved the payment of the
annual bonuses shown in Table 5:
 
        

  

 

Bonuses Paid for
2010 Performance    

Base Salary
at Year-

End 2010   x  
Bonus

Percentage  =  Bonus*    
        
 Donald E. Felsinger   $1,184,300     183%   $2,171,300   
 Neal E. Schmale   $ 833,900     133%   $1,111,900   
 Mark A. Snell   $ 595,400     117%   $ 694,700   
 Debra L. Reed**   $ 595,400     112%   $ 669,700   
 Javade Chaudhri    $ 517,300     108%   $ 560,500   
        

Table 5.
* Amounts rounded up to nearest $100.
 

**Ms. Reed’s target bonus percentage increased from 60% to 70% on April 3, 2010 upon her
promotion to Executive Vice President. Her bonus calculation was pro-rated accordingly.

 
3. Long-Term Equity-Based Incentives

Long-term equity-based incentives are the largest single component of each
named executive officer’s compensation package. (See Table 3 for these
percentages.)

We measure our performance over a four-year performance period.
Competitive benchmarking suggests that a three-year performance period is
the most common measurement period in the external market. However, the
committee believes at this time that using a four-year performance period for
our equity-based incentives promotes a long-term strategic focus.
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What type of equity is granted?

In 2010, the grant date fair value of long-term incentive plan awards was
80% in performance-based restricted stock units and 20% in non-qualified
stock options. In 2011, the Compensation Committee elected to grant the
entire long-term incentive plan award in the form of performance-based
restricted stock units.

Why is this type of equity used?

The Compensation Committee approved this equity award structure after
considering many variables. These included alignment with shareholder
interests, plan expense, share usage and market trends.

While the committee believes that both performance-based restricted stock
units and stock options are performance-based, it elected to expand its focus
on creating long-term relative total shareholder return. Performance-based
restricted stock units also use significantly fewer shares than stock options.

What are general practices with respect to equity grants?

The following equity award practices have been in place for many years:
 

•  Awards are granted under a shareholder-approved plan.
 

•  All grants of stock options are made at 100% of fair market value.
 

•  Fair market value is defined as the closing price of our common stock
on the date of grant.

 

•  We do not backdate grants of awards.
 

•  We do not coordinate the grant of awards with the release of material
information to result in favorable pricing.

 

•  Grants are not repriced.
 

•  The Compensation Committee authorizes the annual grants of equity-
based incentive awards on the first trading day of each new year.

In making the annual grants, the committee:
 

•  Specifies a dollar value (based on a percentage of base salary) and other
terms for each executive officer’s award.

 

•  Bases the number of shares underlying the awards granted each year on
a dollar value, as opposed to a fixed number of shares. This approach
allows maintenance of the pay mix described previously.

On the annual January grant date:
 

•  We calculate the precise number of shares to be granted to each
executive officer for each type of award.

•  We apply Monte Carlo valuation models previously authorized by the
committee and using the closing price for shares of our common stock
on that date to make such calculations.

Equity awards also may be granted upon the hiring or promotion of executive
officers or to award extraordinary performance with the approval of the
committee.

What is the value of the equity grants?

The estimated grant date fair values of our annual awards have generally
been between the median and the 75  percentile of market data. However, the
actual amounts realized by equity award recipients will depend on future
stock price performance. These amounts will not necessarily track with the
grant date value targets.

Table 6 illustrates the estimated grant date fair value of 2010 annual awards
as a percentage of base salary. These percentages are unchanged from 2009,
with the exception of Ms. Reed, whose multiple was changed upon her
promotion to Executive Vice President.
 

    
Estimated Grant
Date Values for
2010 as a
% of Base Salary

   Percent of Value in          

   

Performance-
Based RSUs

80%   +  

Stock
Options

20%   =  
Total
100% 

        
Donald E. Felsinger    360%    90%    450% 
Neal E. Schmale    240%    60%    300% 
Mark A. Snell    224%    56%    280% 
Debra L. Reed    224%    56%    280% 
Javade Chaudhri    172%    43%    215% 
        

Table 6.

Why does the company grant performance-based restricted stock units?

While stock options measure absolute stock price growth, the Compensation
Committee sought a more direct link to performance in comparison to indices
and peers. To achieve this result, the committee uses performance-based
restricted stock units as the major component of our equity grants.
Performance-based restricted stock units can also deliver the same economic
value with significantly fewer shares than stock options, and so result in
lower dilution.

What are the performance goals for restricted stock units?

Each performance-based restricted stock unit represents the right to receive
between zero and 1.5 shares of Sempra Energy common stock based on the
company’s four-year cumulative total shareholder return compared to the
S&P 500 Utilities Index as shown in Table 7. The plan pays out performance-
based dividend equivalents at the end of the performance period based on the
number of shares earned.

th
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Four-Year Cumulative
Total Shareholder Return
Ranking versus S&P 500
Utilities Index *    

Number of Sempra Energy
Common Shares Received for

Each Restricted Stock Unit    
  75th Percentile or Above    1.5    
 50th Percentile    1.0   
 35th Percentile or Below    0.0   
    

Table 7.
* If the company ranks at or above the 50  percentile compared to the S&P 500 Index, participants

will receive a minimum of 1.0 shares for each restricted stock unit.

This award structure was adopted beginning with the 2008-2011 award cycle
and continues through the 2011-2014 award cycle.

What were the results for the 2007-2010 award cycle which vested on
January 3, 2011?

Our relative total shareholder return from 2007 to 2010 met the 54
percentile of the S&P 500 Index and the 45  percentile of the S&P 500
Utilities Index. As a result, all of the performance-based restricted stock for
the 2007-2010 Long-Term Incentive Plan cycle was released to plan
participants after the committee certified performance results.

Why does the company grant stock options?

Historically, stock options played a limited role in our pay program.
Commencing in 2011, no stock options were granted. Instead, the entire
award was granted in the form of performance-based restricted stock units.

Our existing stock options become exercisable in equal annual installments
over a four-year period.

Benefit Plans

Our executive officers also participate in other benefit programs including:
(1) health, life insurance and disability plans; (2) retirement plans; (3) 401(k)
savings and deferred compensation plans; and (4) other benefit programs.
 
1. Health, Life Insurance and Disability Plans

Our executive officers participate in life, disability, medical and dental
insurance group plans that are available to virtually all employees. These are
common benefits essential to attracting a high-quality workforce.

Do executives receive any benefits in addition the basic group plans?

In addition to the basic group plans, our executive officers participate in the
following:
 

•  A medical insurance plan that provides up to $20,000 (the annual
aggregate maximum) in additional

th

th

th

 
 
coverage for medically necessary care for the officer or covered
dependents.

 

•  A life insurance plan providing additional life insurance death benefits
(two times base salary and bonus for active employees and one times
base salary and bonus for retired employees).

 

•  A long-term disability plan providing additional protection upon
disability (60% of base salary and average bonus) and restoring benefits
otherwise capped under the company’s basic long-term disability plan.

 
2. Retirement Plans

Our executive officers participate in our Cash Balance Plan and a
Supplemental Executive Retirement Plan.

What is the Cash Balance Plan?

The Cash Balance Plan is a tax-qualified pension plan available to most
company employees.

Why does the company offer a supplemental retirement plan?

The committee believes that retirement, savings and deferred compensation
plans, in general, and the Supplemental Executive Retirement Plan in
particular, are important elements of an overall compensation package. This
package is designed to recruit and retain executive talent, especially mid-
career executives, and to retain longer-term executive participants.

How are benefits calculated?

Our Supplemental Executive Retirement Plan, or SERP, provides executive
officers with retirement benefits based on the executive’s:
 

•  final average pay
 

•  actual years of service
 

•  age at retirement

SERP benefits are reduced by benefits payable under the broad-based Cash
Balance Plan.

Both the Cash Balance Plan and the SERP use only base salary and annual
incentive bonuses in calculating benefits. The value of long-term incentive
awards is not included.

Benefits under both plans use the same interest rates for calculating lump
sum distributions.
 

Final average pay is the average of the two highest years of base salary
plus the average of the three highest annual bonuses prior to retirement.

1

1
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3. 401(k) Savings and Deferred Compensation Plans

Our executive officers, together with most other company employees,
participate in a broad-based, tax-qualified 401(k) Savings Plan. Officers may
also participate in a deferred compensation plan.

What is the 401(k) Savings Plan?

Employees may contribute a portion of their pay to a tax-qualified 401(k)
savings plan. Contributions to the plan are invested on a tax-deferred basis.

The company matches one-half of the first 6% of the employee’s
contributions. We also make an additional company contribution of up to 1%
of base pay if we meet or exceed annual earnings targets. The Internal
Revenue Code limits the amount of compensation eligible for deferral under
tax-qualified plans.

What is the deferred compensation plan?

Our executive officers and other key management employees also may defer
up to 100% of their base salary and bonus under a nonqualified deferred
compensation plan, the Employee and Director Savings Plan. Participants can
direct these deferrals into:
 

•  Funds that mirror the investments available under our 401(k) Savings
Plan, including a Sempra Energy phantom stock account, and

 

•  A fund providing interest at the greater of 110% of the Moody’s
Corporate Bond Yield or Moody’s plus 1%.

The Internal Revenue Code places annual limits on the amounts that
employees and employers can defer into a 401(k) plan. Because of these
limits, the company makes matching contributions for deferred compensation
plan participants through the deferred compensation plan. These
contributions are identical to the matching contributions made for other
employees under the 401(k) savings plan.

All employee contributions, matching company contributions, and investment
earnings in both the 401(k) savings plan and deferred compensation plan vest
immediately.
 
4. Other Benefit Programs

We provide certain other typical benefits to our executive officers. The
Compensation Committee reviews the level and types of these benefits each
year. The committee believes that these benefits are reasonable and important
in attracting and retaining executive talent.

These benefits include financial planning services and excess personal
liability insurance. Our Chief Executive

Officer has an executive security specialist for personal and business driving
in the context of an overall security plan.

SEVERANCE AND CHANGE IN CONTROL
ARRANGEMENTS

Our executive officers have severance pay agreements that include change in
control features. None of our officers has an employment agreement.

Why does the company provide severance agreements?

The Compensation Committee believes that severance agreements, which are
a prevalent market practice, are effective in:
 

•  attracting executives who are leaving an existing employer
 

•  mitigating legal issues upon a separation of employment
 

•  retaining talent during uncertain times

By mitigating the effect of potential job loss, severance agreements reinforce
management continuity, objectivity and focus on shareholder value. This is
particularly critical in actual or potential change in control situations.

What benefits do severance agreements provide?

The severance agreements provide for cash payments and the continuation of
certain other benefits for a limited period when:
 

•  the company terminates an executive’s employment for reasons other
than cause

 

•  when the executive resigns for “good reason”

What does resignation for “Good Reason” mean?

A resignation for “good reason” may occur if there is an adverse change in
scope of duties or in compensation and benefit opportunities or, following a
change in control, changes in employment location.

These provisions provide safeguards against arbitrary actions that effectively
force an executive to resign. In order to receive some of the benefits in the
agreement, the executive must comply with contractual confidentiality, non-
solicitation and non-disparagement obligations.

Does the CEO’s agreement provide for a tax gross-up to offset any taxes
incurred by the executive as a result of the severance payment?

The Chief Executive Officer’s severance agreement does not contain a tax
gross-up provision. At his request, this provision was removed from his
agreement in 2010.
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Do the agreements for the other named executive officers provide for a tax
gross-up to offset any taxes incurred by the executive as a result of the
severance payment?

To the extent that our other named executive officers would incur excise
taxes in connection with severance payments, their severance agreements
provide that they will be made whole for these taxes. These are taxes above
and beyond regular income taxes.

Do agreements for new officers provide for a tax gross-up to offset any taxes
incurred by the executive as a result of the severance payment?

Under a policy adopted in 2009 by the Sempra Energy Board of Directors,
severance agreements for new officers do not provide for excise tax gross-
ups.

What happens to outstanding equity awards upon a change in control?

Under our shareholder-approved long-term incentive plan, upon a change in
control of the company all previously granted stock options vest and become
immediately exercisable. All performance and time restrictions lift for
outstanding restricted stock and restricted stock unit grants.

For performance-based restricted stock unit awards granted in 2009 through
2011, the number of shares earned is determined based on performance
through the date of the change in control (or based on target performance if
the change in control occurs less than two years after the grant date).

Acceleration of equity awards upon a change in control is the predominant
industry practice for existing equity plans. This approach creates a clean slate
for the emerging organization and allows for alignment with metrics that are
forward looking and appropriate to a newly-created company and
management team.

EVALUATING AND COMPENSATING THE CEO

The Compensation Committee annually reviews and approves corporate
goals and objectives relevant to the compensation of our Chief Executive
Officer. These goals are based primarily upon objective criteria, including:
 

•  business performance
 

•  accomplishment of strategic and financial objectives
 

•  development of management
 

•  other matters relevant to the short- and long-term success of the
company and the creation of shareholder value

How does the board evaluate the CEO’s performance?

All independent directors provide input for the CEO’s performance
evaluation. The committee leads the process and reports the consolidated
results back to the independent directors.

The chair of the committee discusses the board’s evaluation with the CEO.
Based upon this evaluation and subject to ratification by the board acting
solely through the independent directors, the committee determines the
CEO’s compensation level. This includes base salary and awards under
annual and long-term incentive plans.

In determining the long-term component of our CEO’s compensation, the
committee considers the company’s performance and relative shareholder
return, the value of incentive awards to chief executive officers at comparable
companies, and the awards granted in past years.

What were the CEO’s 2010 goals?

Our CEO, Donald E. Felsinger, met or exceeded his 2010 objectives, which
included:
 

CEO Goals   Status
    
Complete divestiture of the assets
of the RBS Sempra commodities
joint venture   

Completed

    
Begin construction of Sunrise
Powerlink   

Construction begun

    
Complete acquisition of El Paso
Mexico pipelines and integrate
their operations   

Completed

    
Continue deployment of Smart
Meters at SDG&E

  

Approximately 2 million
Smart Meters installed as of
January 31, 2011

    
Achieve regulatory approval for
SoCalGas’ Smart Meter program   

Received California Public
Utilities Commission approval

    
Continue deployment of
renewable energy projects

  

Completed construction of
Copper Mountain Solar, began
contracting output of Mesquite
Solar and acquired an equity
interest in a wind project
(Cedar Creek II)

    
Continue to develop talent for top-
level succession

  

Enhanced leadership
development opportunities for
key succession planning
candidates
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IMPACT OF REGULATORY REQUIREMENTS

Tax Deductibility of Pay

Section 162(m) of the Internal Revenue Code places a limit of $1,000,000 on
the annual amount of compensation (other than compensation that qualifies
as “qualified performance-based compensation”) that publicly held
companies may deduct for federal income tax purposes for each of certain
executive officers.

The Compensation Committee believes that tax deductibility is one important
factor in evaluating a compensation program. We generally design and
administer our performance-based incentive plans in a manner intended to
maintain tax deductibility. This includes obtaining shareholder approval of
the plans.

However, providing salary levels and other compensation that is not fully tax
deductible may be required by competitive or other circumstances and in the
best interests of our shareholders. Accordingly, the committee may continue
to exercise discretion to provide compensation that may not be fully tax
deductible by the company.

Other Tax, Accounting and Regulatory Considerations

Many other Internal Revenue Code provisions, Securities and Exchange
Commission regulations and accounting rules affect the delivery of executive
pay. They are taken into consideration to create and maintain plans that are
effective and comply with these requirements.

SHARE OWNERSHIP REQUIREMENTS

Our Board of Directors has established share ownership requirements for
officers to further strengthen the link between company executive and
shareholder interests.

The requirements set minimum levels of share ownership that our officers are
encouraged to achieve and maintain. For officers, the requirements are:
 

  
Executive Level

  

Share
Ownership

Requirements

Chief Executive Officer   6x base salary
President   3x base salary
Executive Vice Presidents   3x base salary
Senior Vice Presidents   2x base salary
Vice Presidents   1x base salary

Table 8.

In 2010, the committee increased the CEO’s ownership requirement from 5x
base salary to 6x base salary. Based on Exequity’s review of competitive
benchmark data, our requirements are higher than prevalent market practices.

For purposes of the requirements, we include shares owned directly or
through benefit plans. We also count deferred compensation that executives
invest in phantom shares of our common stock and the vested portion of
certain in-the-money stock options.

We expect officers to meet these requirements within five years of hire or any
officer level promotion. All officers are in compliance with the requirements.

The company also prohibits employees and directors from trading in puts,
calls, options or other future rights to purchase or sell shares of the company.

CONCLUSION

We have structured our executive compensation programs to provide
competitive pay opportunities (levels found in the marketplace), and to
reward outstanding individual and corporate performance.

For 2010, our executive officers’ total direct compensation (base salaries,
bonuses paid and the grant-date value of long-term incentives) generally fell
within the third quartile (between the 50  percentile and the 75  percentile)
of the non-financial Fortune 500 market data. Our salaries are competitive
and our performance-based compensation is strongly aligned with the
interests of our shareholders.

We will continue to monitor our pay programs for alignment with
performance, shareholder interests and competitive labor markets. We will
continue to offer the programs necessary to attract, retain, and motivate top
executive talent.

th th
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The Compensation Committee of Sempra Energy’s Board of Directors has
reviewed and discussed with management of the company the Compensation
Discussion and Analysis

included in this proxy statement and, based upon that review and discussion,
recommended to the board that it be so included.

Compensation Committee

William C. Rusnack, Chair
Alan L. Boeckmann
William G. Ouchi
William P. Rutledge
Luis M. Téllez
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COMPENSATION TABLES

Summary Compensation Table

In the table below, we summarize the compensation of our executive officers who were the five most highly compensated for 2010.
 

         
Summary
Compensation
Table

 Year   Salary   
Stock

Awards (B)  
Option

Awards (B)  

Non-Equity
Incentive Plan
Compensation  

Change in
Pension

Value and
Non-Qualified

Deferred
Compensation
Earnings (C)   

All Other
Compen-
sation (D)  Total  

         

Restricted
stock and
restricted

stock units

  

Service-
based
stock

options

  

Performance-
based annual
cash bonus

  

Pension
accruals and
above-market

interest on
non-qualified

deferred
compensation          

Donald E. Felsinger   2010   $1,184,300   $ 4,265,965   $ 680,755   $ 2,171,300   $ 1,771,423   $ 144,545   $10,218,288  
Chairman and   2009   $1,184,300   $ 4,264,733   $ 588,645   $ 2,136,500   $ 12,564,520   $ 155,820   $20,894,518  
Chief Executive Officer   2008   $1,150,000   $ 4,144,905   $ 1,120,353   $ 2,530,000   $ 1,851,184   $ 167,760   $10,964,202  

Neal E. Schmale   2010   $ 833,900   $ 2,003,846   $ 319,522   $ 1,111,900   $ 928,427   $ 110,223   $ 5,307,818  
President and   2009   $ 833,900   $ 2,002,914   $ 276,555   $ 1,094,100   $ 1,943,532   $ 115,065   $ 6,266,066  
Chief Operating Officer   2008   $ 809,800   $ 1,945,568   $ 525,829   $ 1,295,700   $ 1,385,636   $ 111,330   $ 6,073,863  

Mark A. Snell   2010   $ 595,400   $ 1,335,897   $ 213,277   $ 694,700   $ 1,024,561   $ 94,926   $ 3,958,761  
Executive Vice President and   2009   $ 595,300   $ 1,934,337   $ 184,370   $ 683,500   $ 1,061,787   $ 88,531   $ 4,547,825  
Chief Financial Officer   2008   $ 575,400   $ 1,289,996   $ 348,471   $ 805,600   $ 761,219   $ 82,461   $ 3,863,147  

Debra L. Reed (A)   2010   $ 595,400   $ 1,337,914   $ 236,235   $ 669,700   $ 930,302   $ 82,471   $ 3,852,022  
Executive Vice President   2009   $ 595,400   $ 859,419   $ 118,450   $ 566,500   $ 1,038,282   $ 88,797   $ 3,266,848  

   2008   $ 575,100   $ 830,038   $ 224,820   $ 657,900   $ 428,388   $ 79,988   $ 2,796,234  
Javade Chaudhri   2010   $ 517,300   $ 890,598   $ 142,447   $ 560,500   $ 929,239   $ 87,251   $ 3,127,335  

Executive Vice President and   2009   $ 517,300   $ 891,782   $ 123,085   $ 501,500   $ 834,243   $ 88,422   $ 2,956,332  
General Counsel   2008   $ 502,400   $ 867,046   $ 234,812   $ 602,900   $ 609,468   $ 79,697   $ 2,896,323  

 

(A) Ms. Reed joined Sempra Energy as Executive Vice President on April 3, 2010. Prior to that, she was the President, Chief Executive Officer and Chair of the
Board of SDG&E and SoCalGas, Sempra Energy’s two California public utilities. Compensation for the periods prior to April 3, 2010 is included in the
amounts shown above.

 

(B) Grant date fair value of stock and option awards granted during the year. These amounts reflect our grant date estimate of the aggregate compensation
expense that we will recognize over the service period of the award. They are calculated in accordance with generally accepted accounting principles for
financial reporting purposes based on the assumptions described in Note 9 of the Notes to Consolidated Financial Statements included in our Annual
Report to Shareholders but disregarding estimates of forfeitures related to service-based vesting conditions.

Option awards consist solely of service-based stock options. A modified Black-Scholes valuation model is used to calculate their grant date fair value.

Stock awards consist solely of performance-based restricted stock and restricted stock units. A Monte Carlo valuation model is used to reflect the probable
outcome of performance conditions and calculate grant date fair value. If all of the performance conditions were to be satisfied at their highest level, the
grant date fair value of the awards granted during 2010 (the maximum number of shares subject to the award (excluding dividend equivalents) multiplied
by the grant date market price of our shares) would be $8,032,830 for Mr. Felsinger, $3,773,250 for Mr. Schmale, $2,515,500 for Mr. Snell, $2,663,475 for
Ms. Reed and $1,667,000 for Mr. Chaudhri.

The value actually realized by executives from stock and option awards will depend upon the extent to which performance and service-based vesting
conditions are satisfied and the market value of the shares subject to the award.

For additional information regarding stock and option awards, please see the discussions under “Grants of Plan-Based Awards” and “Outstanding Equity
Awards at Year-End.”
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(C) Represents (i) the aggregate change in the actuarial present value of accumulated benefits under pension plans at year-end over the prior year-end and
(ii) above-market interest (interest in excess of 120% of the federal long-term rate) on compensation deferred on a basis that is not tax-qualified. The 2010
amounts are:

 

    
2010 Change in
Pension Value and
Above-Market Interest  

Change in
Accumulated

Benefits   

Above-
Market
Interest   Total  

Donald E. Felsinger  $1,485,176   $286,247   $1,771,423  
Neal E. Schmale  $ 639,180   $289,247   $ 928,427  
Mark A. Snell  $1,013,965   $ 10,596   $1,024,561  
Debra L. Reed  $ 869,640   $ 60,662   $ 930,302  
Javade Chaudhri  $ 916,402   $ 12,837   $ 929,239  

For additional information regarding pension benefits and deferred compensation, please see the discussions under “Pension Benefits” and “Non-Qualified
Deferred Compensation.”

 

(D) All Other Compensation amounts for 2010 are:
 

     
2010 All Other
Compensation

 

Company
401(k) and

Related Plan
Contributions  

Insurance
Premiums  Other   Total  

Donald E. Felsinger  $ 109,695   $ 15,292   $19,558   $144,545  
Neal E. Schmale  $ 64,931   $ 15,292   $30,000   $ 110,223  
Mark A. Snell  $ 43,427   $ 21,499   $30,000   $ 94,926  
Debra L. Reed  $ 39,919   $ 21,499   $21,053   $ 82,471  
Javade Chaudhri  $ 34,963   $ 22,288   $30,000   $ 87,251  

Amounts shown in the “Other” column consist of our contributions to charitable, educational and other non-profit organizations to match the personal
contributions of executive officers on a dollar-for-dollar basis; financial and estate planning services; and the incremental cost to us (the hourly rate of
drivers plus fuel, vehicle maintenance and depreciation expense) of commuting and other personal use of company cars and drivers. They do not include
parking at company offices and the occasional personal use by executive officers of company property and services (including club memberships and
entertainment events which would not otherwise be used for the business purposes for which they were obtained) for which we incur no more than nominal
incremental cost or for which we are reimbursed by the executive for the incremental cost of personal use.
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Grants of Plan-Based Awards

Our executive officers participate in shareholder-approved incentive compensation plans that are designed to encourage high levels of performance on both a
short-term and a long-term basis. Shorter-term incentives, typically annual performance-based cash bonuses, are provided under our Executive Incentive Plan.
Longer-term incentives, typically performance-based restricted stock and restricted stock units and service-based stock options, are provided under our Long
Term Incentive Plan.

We summarize below our 2010 grants of plan-based awards for our executive officers named in the Summary Compensation Table.
 

                    
2010 Grants of
Plan-Based Awards

       

Estimated Possible
Payouts Under

Non-Equity Incentive Plan
Awards (Performance-Based

Annual Bonus) (B)  

 

Estimated Future
Payouts Under

Equity Incentive Plan
Awards (Number of

Shares) (C)  

 

Option Awards
(Service-Based

Stock
Options) (D)   

Grant 
Date

Fair Value
of Stock

and Option
Awards (E) 

   
Grant

Date (A) 

 
Authorization

Date (A)  

   Number
of 

Shares  

 
Exercise

Price 
Per

Share  

 

     Threshold  Target   Maximum  Threshold  Target   Maximum    
Donald E. Felsinger                 

Stock Options   1/04/10    12/17/09             86,500   $ 55.90   $ 680,755  
Restricted Stock Units   1/04/10    12/17/09         —      95,800    143,700     $ 4,265,965  
Annual Bonus     $ —     $1,302,800   $2,605,500          

Neal E. Schmale                 
Stock Options   1/04/10    12/17/09             40,600   $ 55.90   $ 319,522  
Restricted Stock Units   1/04/10    12/17/09         —      45,000    67,500     $ 2,003,846  
Annual Bonus     $ —     $ 667,200   $1,334,300          

Mark A. Snell                 
Stock Options   1/04/10    12/17/09             27,100   $ 55.90   $ 213,277  
Restricted Stock Units   1/04/10    12/17/09         —      30,000    45,000     $ 1,335,897  
Annual Bonus     $ —     $ 416,800   $ 833,600          

Debra L. Reed                 
Stock Options   1/04/10    12/17/09             17,400   $ 55.90   $ 136,938  
Stock Options   2/11/10    2/11/10             9,900   $ 49.77   $ 99,297  
Restricted Stock Units   1/04/10    12/17/09         —      19,300    28,950     $ 859,427  
Restricted Stock Units   2/11/10    2/11/10         —      14,000    21,000     $ 478,486  
Annual Bonus     $ —     $ 401,800   $ 803,600          

Javade Chaudhri                 
Stock Options   1/04/10    12/17/09             18,100   $ 55.90   $ 142,447  
Restricted Stock Units   1/04/10    12/17/09         —      20,000    30,000     $ 890,598  
Annual Bonus          $ —     $ 336,300   $ 672,500                          

 

(A) Grant and authorization dates applicable to equity incentive and option awards, which consist of performance-based restricted stock and restricted stock
units and service-based stock options. The Compensation Committee authorizes these awards as part of annual compensation planning that is typically
completed in December with salary adjustments becoming effective on January 1 and awards granted on the first trading day of January. The committee
specifies a dollar value and other terms for the awards to be granted to each executive officer and the percentage of that value to be allocated between
performance-based restricted stock units and service-based stock options. On the January grant date, the precise number of shares to be granted to each
executive officer is calculated by applying valuation models previously authorized by the committee and the closing price for shares of our common stock
on that date. The closing price on the grant date also establishes the exercise price for the stock options. Awards also may be granted at other times upon the
hiring or promotion of executive officers or for extraordinary performance. The February 11, 2010 equity awards for Ms. Reed were in connection with her
promotion to Executive Vice President.

 

(B) Non-equity incentive plan awards consist of annual bonuses payable under our Executive Incentive Plan from a performance pool equal to 1.5% of
operating income for the year with maximum bonuses not to exceed 30% of the performance pool for the Chief Executive Officer and 17.5% of the
performance pool for each other plan participant. Amounts reported in the table represent estimates at the beginning of 2010 of bonuses expected to be paid
under earnings performance guidelines established by the Compensation Committee. These guidelines anticipate that the
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committee will apply downward discretion as permitted by the plan to reduce bonuses paid from plan maximums to the lower amounts contemplated by the
guidelines. Extraordinary corporate or individual performance may result in the payment of bonuses that exceed those contemplated by the guidelines to the
extent the amounts paid are consistent with performance pool limitations.

Bonus guidelines for 2010 were based on an adjusted earnings target of $903 million. For information concerning the pre-established adjustments to
earnings for incentive plan purposes, please refer to the section of the Compensation Discussion and Analysis titled “How was the 2010 earnings goal
determined?” No bonuses were payable for earnings of less than $813 million and maximum bonuses were payable for earnings of $993 million. Bonuses
for targeted earnings performance of $903 million were set at levels ranging from 110% of base salary for the Chairman and Chief Executive Officer to
65% of base salary for the Executive Vice President and General Counsel, with maximum bonuses ranging from 220% to 130% of base salary, respectively.
Ms. Reed’s bonus target increased from 60% to 70% of base salary upon her April 3, 2010 promotion to Executive Vice President. Earnings for the year for
bonus purposes were $963 million. Accordingly, in February 2011, the Compensation Committee authorized the payment of bonuses to the executive
officers in the amounts reported in the Summary Compensation Table as non-equity incentive plan compensation earned in 2010.

 

(C) Equity incentive plan awards consist of performance-based restricted stock and restricted stock units. During the performance period, dividends paid or that
would have been paid on the shares subject to the award are reinvested or deemed reinvested to purchase additional shares, at then fair market value, which
become subject to the same forfeiture and performance vesting conditions as the shares to which the dividends relate. If the performance criteria are not
satisfied or the executive’s employment is terminated during the performance period other than by death or certain other events that may be specified in the
award agreement or the executive’s severance pay agreement, the award is forfeited subject to earlier vesting upon a change in control of the company or
various events specified in the executive’s severance pay agreement. The equity awards granted to Ms. Reed on February 11, 2010 in recognition of her
promotion to Executive Vice President are subject to the same performance criteria as the January 4, 2010 awards.

Shares subject to the performance-based restricted stock units granted in 2010 will vest or be forfeited at the beginning of 2014 based upon our total return
to shareholders. The target number of shares will vest if we have achieved a cumulative total return to shareholders for a four-year performance period that
places us among the top 50% of the companies in the S&P 500 Utilities Index or the S&P 500 Index with additional shares vesting ratably for performance
above the 50 percentile of the S&P 500 Utilities Index to the maximum number (150% of the target number) for performance at or above the 75
percentile of that index. If our performance does not place us among the top 50% of the companies in the S&P 500 Utilities Index or the S&P 500 Index,
shares will vest for performance above the 35 percentile of the S&P 500 Utilities Index declining from the target number of shares at the 50 percentile to
zero at the 35 percentile.

We permit each holder of restricted stock and restricted stock units to sell to us (at the market price of our shares at the end of the performance period) a
sufficient number of vesting shares to pay the minimum amount of withholding taxes that becomes payable upon satisfaction of the performance
conditions.

 

(D) All stock options are service-based options to purchase shares of our common stock granted under our Long Term Incentive Plan. They were granted at an
exercise price equal to the closing market price of our common stock on the date of the grant and for a ten-year term subject to earlier expiration following
termination of employment. They become exercisable in cumulative installments of one-fourth of the shares initially subject to the option on each of the
first four anniversaries of the grant date, with immediate exercisability upon a change in control of the company or various events specified in the
executive’s severance pay agreement.

 

(E) These amounts reflect our grant date estimate of the aggregate compensation expense that we will recognize over the service period of the award. They are
calculated in accordance with generally accepted accounting principles for financial reporting purposes based on the assumptions described in Note 9 of the
Notes to Consolidated Financial Statements included in our Annual Report to Shareholders but disregarding estimates of forfeitures related to service-based
vesting conditions. A Monte Carlo valuation model is used to reflect the probable outcome of performance conditions and calculate the grant date fair value
of performance-based restricted stock unit awards. A modified Black-Scholes valuation model is used to calculate the grant date fair value of stock options.
The value actually realized by executives from stock and option awards will depend upon the extent to which performance and service-based vesting
conditions are satisfied and the market value of the shares subject to the award.
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Outstanding Equity Awards at Year-End

We summarize below our grants of equity awards that were outstanding at December 31, 2010 for our executive officers named in the Summary Compensation
Table. These grants consist solely of stock options, restricted stock and restricted stock units.
 

    
 

Outstanding
Equity Awards
at Year-End   

Grant
Date  

  Option Awards (Service-Based Stock Options) (A)    

Performance-Based
Restricted Stock and

Restricted Stock Units (B)  

    

Number of Shares
Underlying

Unexercised Options           
Number of
Unearned/
Unvested

Shares (C)  

 

Market
Value of

Unearned/
Unvested

Shares      Exercisable   
Unexer-
cisable    

Exercise
Price   

Expiration
Date     

Donald E. Felsinger    01/04/10     —       86,500    $55.90    01/03/20     —     $ —    
    01/02/09     28,575     85,725    $43.75    01/01/19     127,720    6,702,751  
    01/02/08     44,850     44,850    $61.41    01/01/18     69,886    3,667,629  
    01/03/07     51,825     17,275    $56.77    01/02/17     89,084 (E)   4,675,131  
    01/03/06     75,500     —      $46.14    01/02/16     —      —    
    12/06/05     61,000     —      $44.64    12/05/15     —      —    
    01/03/05     57,300     —      $36.30    01/02/15     —      —    
    06/08/04     22,400     —      $33.89    06/07/14     —      —    
    01/02/04     75,800     —      $30.20    01/01/14     —      —    
    01/02/03     101,800     —      $24.37    01/01/13     —      —    
    01/02/02     344,400     —      $24.77    01/01/12     —      —    
        

 
             

 
    

       863,450     234,350    $37.91 (D)      286,690   $15,045,511  
        

 

             

 

    
                                  

Neal E. Schmale    01/04/10     —       40,600    $55.90    01/03/20     —     $ —    
    01/02/09     13,425     40,275    $43.75    01/01/19     59,983    3,147,920  
    01/02/08     21,050     21,050    $61.41    01/01/18     32,837    1,723,261  
    01/03/07     32,700     10,900    $56.77    01/02/17     56,246 (E)   2,951,795  
    01/03/06     48,300     —      $46.14    01/02/16     —      —    
    01/03/05     42,800     —      $36.30    01/02/15     —      —    
        

 
             

 
    

       158,275     112,825    $49.66 (D)      149,066   $ 7,822,976  
        

 

             

 

    
                                  

Mark A. Snell    01/04/10     —       27,100    $55.90    01/03/20     —     $ —    
    02/19/09     —       —           10,473 (F)   549,642  
    01/02/09     8,950     26,850    $43.75    01/01/19     39,953    2,096,729  
    01/02/08     13,950     13,950    $61.41    01/01/18     21,750    1,141,456  
    01/03/07     20,475     6,825    $56.77    01/02/17     35,279 (E)   1,851,422  
    01/03/06     28,600     —      $46.14    01/02/16     —      —    
    01/03/05     30,600     —      $36.30    01/02/15     —      —    
        

 
             

 
    

       102,575     74,725    $49.49 (D)      107,455   $ 5,639,249  
        

 

             

 

    
                                  

Debra L. Reed    02/11/10     —       9,900    $49.77    02/10/20     —     $ —    
    01/04/10     —       17,400    $55.90    01/03/20     —      —    
    01/02/09     5,750     17,250    $43.75    01/01/19     25,738    1,350,723  
    01/02/08     9,000     9,000    $61.41    01/01/18     13,995    734,461  
    01/03/07     13,725     4,575    $56.77    01/02/17     23,630 (E)   1,240,103  
    01/03/06     19,000     —      $46.14    01/02/16     —      —    
    01/03/05     18,600     —      $36.30    01/02/15     —      —    
    01/02/04     30,000     —      $30.20    01/01/14     —      —    
        

 
             

 
    

       96,075     58,125    $45.87 (D)      63,363   $ 3,325,287  
        

 

             

 

    
                                  

Javade Chaudhri    01/04/10     —       18,100    $55.90    01/03/20     —     $ —    
    01/02/09     5,975     17,925    $43.75    01/01/19     26,707    1,401,587  
    01/02/08     9,400     9,400    $61.41    01/01/18     14,619    767,208  
    01/03/07     14,475     4,825    $56.77    01/02/17     24,850 (E)   1,304,146  
    01/03/06     21,300     —      $46.14    01/02/16     —      —    
    01/03/05     7,625     —      $36.30    01/02/15     —      —    
        

 
             

 
    

       58,775     50,250    $51.06 (D)      66,176   $ 3,472,941  
        

 

             

 

    
                                  

 

(A) Stock options become exercisable as to one-quarter of the shares originally subject to the option grant on each of the first four anniversaries of the grant
date, with immediate exercisability upon a change in control of the company or various events specified in the executive’s severance pay agreement. They
remain exercisable until they expire ten years
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from the date of grant subject to earlier expiration following termination of employment. If an executive’s employment is terminated after the executive has
attained age 55 and completed five years of continuous service, the executive’s stock options expire three years (five years if the executive has attained age
62) after the termination of employment. If an executive’s employment is terminated by death or disability prior to attaining age 55, the executive’s stock
options expire twelve months after the termination of employment and are exercisable only as to the number of shares for which they were exercisable at
the date of employment termination. If an executive’s employment is otherwise terminated, the executive’s stock options expire 90 days after the
termination of employment and are exercisable only as to the number of shares for which they were exercisable at the date of employment termination.

 

(B) Performance-based restricted stock and restricted stock units that (except for the February 19, 2009 award to Mr. Snell) will vest or will be forfeited in
whole or in part at the end of a four-year performance period based upon our total return to shareholders compared to market and peer group indexes and
subject to earlier vesting upon a change in control of the company or various events specified in the award agreement or the executive’s severance pay
agreement. If an executive’s employment is terminated after the executive has attained age 55 and completed five years of service, and the termination
occurs after one year of the applicable performance period has been completed, the executive’s award is not forfeited as a result of the termination of
employment but continues to be subject to forfeiture based upon the extent to which the related performance goals have been satisfied at the end of the
applicable four-year performance period. If an executive’s employment is otherwise terminated before the end of the applicable performance period, the
executive’s award is forfeited.

We have reported the number and market value of shares subject to the awards (together with reinvested dividends and dividend equivalents) that would
have vested at December 31, 2010 had the applicable performance period ended at that date. As of December 31, 2010, the performance-based restricted
stock units granted on January 3, 2010 and February 11, 2010 were below the minimum performance level required for vesting. If performance as of
December 31, 2010 had reached the level required for vesting of 100% of these performance-based restricted stock units (together with reinvested dividend
equivalents), the number of shares reported for each officer would have been: 98,023 for Mr. Felsinger; 46,045 for Mr. Schmale; 30,696 for Mr. Snell;
34,073 for Ms. Reed; and 20,464 for Mr. Chaudhri. The number of shares that ultimately vest will depend upon the extent to which the performance
measures have been satisfied at the actual end of the applicable performance period, and may be fewer or greater than the number reported in the table.

 

(C) Includes shares purchased and deemed purchased with reinvested dividends and dividend equivalents that become subject to the same forfeiture conditions
as the shares to which the dividends relate.

 

(D) Weighted average exercise price of all exercisable and unexercisable option shares. The weighted average exercise prices of exercisable option shares and
unexercisable option shares are, respectively, $33.93 and $52.57 for Mr. Felsinger; $47.50 and $52.67 for Mr. Schmale; $47.19 and $52.64 for Mr. Snell;
$42.06 and $52.17 for Ms. Reed; and $49.68 and $52.68 for Mr. Chaudhri.

 

(E) These shares vested on January 3, 2011. The value realized upon the January 3, 2011 vesting of these shares, which is calculated using the average of the
high and low price of Sempra Energy common stock on the vesting date, is set forth in Note C to “Option Exercises and Stock Vested”.

 

(F) Shares of performance-based restricted stock granted in 2009 to Mr. Snell. The shares subject to the award (together with reinvested dividends) will vest in
installments of one-third of the shares initially subject to the award on March 15 of each of the first three years following the year of grant, subject, as to
each installment, to a performance condition that we have achieved positive operating income for the year. If the performance condition is not satisfied, the
shares subject to the installment are forfeited. Unvested restricted shares will also be forfeited if Mr. Snell’s employment is terminated for any reason other
than death, and the Compensation Committee may reduce the number of the unvested shares.
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Option Exercises and Stock Vested

We summarize below the stock options that were exercised and restricted stock that vested during 2010 for our executive officers named in the Summary
Compensation Table.
 

2010 Options
Exercised and Stock Vested

  Option Awards    Stock Awards  

  

Number of
Shares

Acquired
on Exercise   

Value
Realized on
Exercise (A)    

Number
of Shares
Acquired

on Vesting (B)   

Value
Realized on
Vesting (B)

(C)  

Donald E. Felsinger    —      $ —       —      $ —    
Neal E. Schmale    46,600    $ 993,798     57,845    $3,272,880  
Mark A. Snell    35,300    $ 827,501     5,118    $ 257,379  
Debra L. Reed    40,300    $1,087,580     —      $ —    
Javade Chaudhri    10,000    $ 161,000     —      $ —    

 

(A) Difference between the market value of option shares on the exercise date and the option exercise price.
 

(B) Market value of vesting stock (including reinvested dividends) at the vesting date.
 

(C) The 2007-2010 restricted stock award vested on January 3, 2011 and is not reflected in the table above. The number of shares vested and their market value
at the vesting date were 89,084 shares and $4,675,576 for Mr. Felsinger, 56,246 shares and $2,952,076 for Mr. Schmale, 35,279 shares and $1,851,598 for
Mr. Snell, 23,630 shares and $1,240,222 for Ms. Reed, and 24,850 shares and $1,304,270 for Mr. Chaudhri.

Pension Benefits

Our executive officers participate, along with most other employees, in our Cash Balance Plan, a broad-based tax-qualified retirement plan. Under the plan, we
annually credit to a notional account for each participant an amount equal to 7.5% of the participant’s salary and bonus. Account balances earn interest and are
fully vested after three years of service.

In addition to the Cash Balance Plan, our executive officers participate in a Supplemental Executive Retirement Plan. Under the plan, benefits are calculated
using a defined benefit formula based on final average earnings (average base salary for the 24 consecutive months of highest base salary prior to retirement plus
the average of the three highest annual bonuses during the ten years prior to retirement), years of service and age at retirement of the executive officer and the
officer’s spouse.

Benefits under the defined benefit formula begin to vest after five years of service and attainment of age 55, with full vesting when age plus years of service total
70 or the executive attains age 60. Upon normal retirement at age 62, the annual benefit (as a percentage of final average earnings) in the form of a 50% joint and
survivor annuity is 20% after five years of service, 40% after ten years of service, 50% after 15 years of service, 60% after 20 years of service, 62.5% after 30
years of service, and 65% after 40 years of service. Reduced benefits based on age and years of service are provided for retirement as early as age 55 and the
completion of five years of service.

Supplemental Executive Retirement Plan participants with at least three years of service who do not meet the minimum vesting criteria under the defined benefit
formula (five years of service and attainment of age 55) are entitled to a benefit equal to the benefit that would have been received under the tax-qualified Cash
Balance Plan but for Internal Revenue Code limitations on pay and benefits under tax-qualified plans.

Benefits payable under the Supplemental Executive Retirement Plan are reduced by benefits payable under the Cash Balance Plan.

Retiring employees may elect to receive the retirement date present value of their vested accumulated retirement benefits in a single lump sum payment.
Alternatively, they may elect an annuity that provides the actuarial equivalent of the lump sum benefit.
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We summarize below the present value of accumulated benefits under our various retirement plans at December 31, 2010 for our executive officers named in the
Summary Compensation Table. None of our named executive officers received any payments of pension benefits during the year ended December 31, 2010.
 

    
Pension
Benefits
at Year-End

 Plan   

Years of
Credited
Service   

Present
Value of

Accumulated
Benefit (A)  

Donald E. Felsinger  Cash Balance Plan    39          $ 1,458,843  
  Supplemental Executive Retirement Plan    39    35,150,148  
         

  Total     $36,608,991 (B) 
         

    
Neal E. Schmale  Cash Balance Plan    13   $ 448,616  
  Supplemental Executive Retirement Plan    13    12,402,114  
         

  Total     $12,850,730 (B) 
         

    
Mark A. Snell  Cash Balance Plan    10   $ 161,315  
  Supplemental Executive Retirement Plan    10    4,680,154  
         

  Total     $ 4,841,469 (C) 
         

    
Debra L. Reed  Cash Balance Plan    33   $ 926,416  
  Supplemental Executive Retirement Plan    33    5,689,056  
         

  Total     $ 6,615,472 (C) 
         

    
Javade Chaudhri  Cash Balance Plan    7   $ 142,563  
  Supplemental Executive Retirement Plan    7    3,751,536  
         

  Total     $ 3,894,099 (B) 
         
            

 
(A) Based upon the assumptions used for financial reporting purposes set forth in Note 8 of the Notes to Consolidated Financial Statements contained in our

Annual Report to Shareholders, except retirement age has been assumed to be the earliest time at which the executive could retire under each of the plans
without any benefit reduction due to age.

Amounts shown for the Cash Balance Plan are based on the greater of the amounts payable under the plan or the sum of the present value of the
accumulated benefit payable under a frozen predecessor plan plus future cash balance accruals. The amount shown for the Supplemental Executive
Retirement Plan is the present value of the incremental benefit over that provided by the Cash Balance Plan.

 

(B) Messrs. Felsinger, Schmale and Chaudhri, who at year-end were ages 63, 64 and 58, respectively, are eligible for early retirement benefits. Had they retired
at December 31, 2010 and received their benefits under the plans as a lump sum, their early retirement benefits would have been $35,548,180 for
Mr. Felsinger; $12,913,140 for Mr. Schmale; and $3,695,495 for Mr. Chaudhri.

 

(C) Mr. Snell and Ms. Reed, who were each age 54 at year-end, are vested in benefits under the Cash Balance Plan but are not vested under the Supplemental
Executive Retirement Plan defined benefit formula. Had their employment terminated at December 31, 2010, Mr. Snell would have received benefits of
$785,713 and Ms. Reed would have received benefits of $4,842,054.
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Nonqualified Deferred Compensation

Our nonqualified Employee and Director Savings Plan permits executives to elect on a year-by-year basis to defer the receipt of all or a portion of their annual
salary and bonus for payment in installments or in a lump sum at a future date selected by the executive at the time of the deferral election. Deferred amounts are
fully vested and earn interest at a rate reset annually to the higher of 110% of the Moody’s Corporate Bond Yield Average Rate or the Moody’s Rate plus 1%
(7.40% for 2010) or, at the election of the executive, are deemed invested in investment accounts that mirror the investment accounts available under our tax-
qualified 401(k) Savings Plans in which all employees may participate.

We summarize below information regarding the participation in our nonqualified deferred compensation plans by our executive officers named in the Summary
Compensation Table. None of our named executive officers received any payments of nonqualified deferred compensation during the year ended December 31,
2010.
 

     
2010 Nonqualified
Deferred
Compensation   

Executive
Contributions

in 2010 (A)    

Company
Contributions

in 2010 (B)    

Aggregate
Earnings in

2010 (C)    

Aggregate
Balance at

12/31/10 (D)  

Donald E. Felsinger   $ 199,248    $ 100,336    $912,440    $19,702,351  
Neal E. Schmale   $ 50,034    $ 55,572    $684,616    $12,207,668  
Mark A. Snell   $ 76,732    $ 34,068    $ 34,185    $ 781,501  
Debra L. Reed   $ 318,974    $ 30,560    $261,274    $ 3,778,115  
Javade Chaudhri   $ 36,211    $ 25,604    $ 29,001    $ 659,828  

 

(A) Executive contributions consist of deferrals of salary and bonus that also are reported as compensation in the Summary Compensation Table. However,
timing differences between reporting bonus compensation in the Summary Compensation Table (which reports bonus amounts in the year for which they
were earned) and related deferral dates (the date on which the bonuses would have been paid to the executive) may in any year result in lesser or greater
amounts reported as executive contributions in the accompanying table than the amounts that have been included in compensation reported in the Summary
Compensation Table. Executive contributions in 2010 that are also included as 2010 salary and bonus compensation reported in the Summary
Compensation Table total $71,058 for Mr. Felsinger; $50,034 for Mr. Schmale; $35,722 for Mr. Snell; $35,724 for Ms. Reed; and $36,211 for
Mr. Chaudhri.

 
(B) Company contributions are identical to the amounts that the executive would have received under our tax-qualified 401(k) Savings Plan but for maximum

dollar limitations on amounts that may be deferred under tax-qualified plans. These contributions are also reported as compensation in the Summary
Compensation Table.

 
(C) Earnings are measured as the difference in deferred account balances between the beginning and the end of the year minus executive and company

contributions during the year. Earnings consisting of above-market interest are reported in the Summary Compensation Table. Excluding above-market
interest, earnings for 2010 were $626,193 for Mr. Felsinger; $395,369 for Mr. Schmale; $23,589 for Mr. Snell; $200,612 for Ms. Reed; and $16,164 for
Mr. Chaudhri. These earnings are not reported in the Summary Compensation Table.

 
(D) Year-end balances consist of executive and company contributions and earnings on contributed amounts. All contributions and all earnings that consist of

above-market interest have been included in the Summary Compensation Table for 2010 or prior years or would have been so included had the current
reporting requirements been applicable to the executive. Such amounts that have or would have been reported in Summary Compensation Tables are
$5,298,317 for Mr. Schmale; $513,360 for Mr. Snell; $2,643,783 for Ms. Reed; and $476,826 for Mr. Chaudhri. They are estimated to be no less than
$9,705,709 for Mr. Felsinger.
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Severance and Change in Control Benefits

We have a severance pay agreement with each of our executive officers named in the Summary Compensation Table. Each agreement is for a term of two years
and is automatically extended for an additional year upon each anniversary of the agreement unless we or the executive elect not to extend the term.

The severance pay agreements provide executives with severance benefits in the event that we were to terminate the executive’s employment during the term of
the agreement for reasons other than cause, death or disability or the executive were to do so for “good reason” as defined in the agreement. The nature and
amount of the severance benefits vary somewhat with the executive’s position, and increased benefits are provided if the executive enters into an agreement with
the company to provide consulting services for two years and abide by certain covenants regarding non-solicitation of employees and information confidentiality.
Additional benefits are also provided if the termination of employment were to occur within two years of a “change in control” of the company.

The definitions of “cause” and “good reason” vary somewhat based on whether the termination of employment occurs before or after a change in control of the
company. However, cause is generally defined to include a willful and continued failure by the executive to perform his or her duties to the company, and good
reason is generally defined to include adverse changes in the executive’s responsibilities, compensation and benefit opportunities, and certain changes in
employment location. A “change in control” is defined in the agreements to include events resulting in a change in the effective control of the company or a
change in the ownership of a substantial portion of the company’s assets.

Our stock option, restricted stock, and restricted stock unit agreements provide that all stock options would become immediately exercisable and all forfeiture and
transfer conditions on restricted stock and restricted stock units would immediately terminate upon a change in control of the company, whether or not
accompanied or followed by a termination of the executive’s employment.

Below we summarize the benefits each of our executive officers named in the Summary Compensation Table would have been entitled to receive had we
terminated his or her employment (other than for cause, death or disability) at December 31, 2010 or had the executive done so for good reason, and the benefits
each executive would have been entitled to receive had the termination occurred within two years following a change in control of the company. These amounts
assume the executive had entered into a two-year consulting, non-solicitation and confidentiality agreement providing for enhanced severance benefits and the
enhanced benefits would not be subject to excise taxes for which the executive would be entitled to reimbursement. We also show the benefits that each executive
would have been entitled to receive (accelerated vesting and exercisability of stock options and vesting of restricted stock and restricted stock units) had a change
in control of the company occurred on December 31, 2010 whether or not accompanied or followed by a termination of the executive’s employment.
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Severance and
Change in Control
Benefits

  

Termination of
Employment by the
Company Without

Cause or by the Executive
Officer for Good Reason       

Change in
Control

Only  

    

Unrelated
to a

Change in
Control   

Change in
Control        

(Without
Termination of
Employment)  

Donald E. Felsinger         
Lump Sum Cash Payment (A)   $6,822,467      $10,303,233     $ —       
Acceleration of Existing Equity Awards (B)    —      23,986,096      23,986,096  
Enhanced Retirement Benefits (C)    —      —        —    
Health & Welfare Benefits (D)    47,483    78,892      —    
Financial Planning (E)    50,000    75,000      —    
Outplacement    50,000    50,000      —    

         
 

      

Total   $6,969,950   $34,493,221     $ 23,986,096  
         

 

      
                   

Neal E. Schmale         
Lump Sum Cash Payment (A)   $4,099,933   $ 6,261,167     $ —    
Acceleration of Existing Equity Awards (B)    —      12,019,919      12,019,919  
Enhanced Retirement Benefits (C)    —      —        —    
Health & Welfare Benefits (D)    37,895    64,509      —    
Financial Planning (E)    50,000    75,000      —    
Outplacement    50,000    50,000      —    

         
 

      

Total   $4,237,828   $18,470,595     $ 12,019,919  
         

 

      

Excise Tax Gross-Up (F)    —      —           —    
Mark A. Snell         

Lump Sum Cash Payment (A)   $2,679,067   $ 4,072,533     $ —    
Acceleration of Existing Equity Awards (B)    —      8,437,244      8,437,244  
Enhanced Retirement Benefits (C)    —      5,278,955      —    
Health & Welfare Benefits (D)    47,483    97,513      —    
Financial Planning (E)    50,000    75,000      —    
Outplacement    50,000    50,000      —    

         
 

      

Total   $2,826,550   $18,011,245     $ 8,437,244  
         

 

      

Excise Tax Gross-Up (F)    —     $ 8,102,612         —    
Debra L. Reed         

Lump Sum Cash Payment (A)   $1,769,800   $ 2,359,733     $ —    
Acceleration of Existing Equity Awards (B)    —      5,906,793      5,906,793  
Enhanced Retirement Benefits (C)    —      4,581,423      —    
Health & Welfare Benefits (D)    28,421    63,419      —    
Financial Planning (E)    37,500    50,000      —    
Outplacement    50,000    50,000      —    

         
 

      

Total   $1,885,721   $13,011,368     $ 5,906,793  
         

 

      

Excise Tax Gross-Up (F)    —     $ 4,811,412         —    
Javade Chaudhri         

Lump Sum Cash Payment (A)   $2,161,267   $ 3,248,333     $ —    
Acceleration of Existing Equity Awards (B)    —      5,340,961      5,340,961  
Enhanced Retirement Benefits (C)    —      754,168      —    
Health & Welfare Benefits (D)    47,483    99,880      —    
Financial Planning (E)    50,000    75,000      —    
Outplacement    50,000    50,000      —    

         
 

      

Total   $2,308,750   $ 9,568,342     $ 5,340,961  
         

 

      

Excise Tax Gross-Up (F)    —     $ 3,493,889         —    
 

56



Table of Contents

(A) Severance payment ranging from 1.5 to two times (from two to three times following a change in control) the sum of annual base salary and the average of
the last three incentive bonuses. Excludes payment of bonus earned in the year of termination.

 

(B) Fair market value at December 31, 2010 of performance-based restricted stock and shares subject to performance-based restricted stock units for which
forfeiture restrictions would terminate, and the difference between the fair market value at that date and the exercise price of stock options that would
become exercisable. The amounts for performance-based restricted stock units include the full amount attributable to the 2007 grant that vested on
January 3, 2011. These amounts are $4,675,131 for Mr. Felsinger, $2,951,795 for Mr. Schmale, $1,851,422 for Mr. Snell, $1,240,103 for Ms. Reed, and
$1,304,146 for Mr. Chaudhri. Stock option amounts include those attributable to fully vested but otherwise not yet exercisable options held by retirement
eligible executives. Such amounts are $748,379 for Mr. Felsinger; $351,601 for Mr. Schmale; and $156,485 for Mr. Chaudhri. For additional information
regarding options held by retirement eligible executives, please see Note A to “Outstanding Equity Awards at Year-End.”

 

(C) For Messrs. Snell and Chaudhri and Ms. Reed, the amount shown for termination accompanied by a change in control is the incremental actuarial value
assuming that they had attained age 62, but reduced for applicable early retirement factors.

 

(D) Estimated value associated with continuation of health benefits for two years (18 months for Ms. Reed) for termination unrelated to a change in control and
continuation of health, life, disability and accident benefits for three years (two years for Ms. Reed) for termination accompanied by a change in control.

 

(E) Estimated value associated with continuation of financial planning services for two years (18 months for Ms. Reed) for termination unrelated to a change in
control, and three years (two years for Ms. Reed) for termination accompanied by a change in control.

 

(F) Gross-up payment to fully reimburse the executive for excise taxes associated with change in control payments that exceed 2.99 times the executive’s five-
year average compensation. The executive is not reimbursed for other taxes associated with the amounts shown in the Total line. Mr. Felsinger’s agreement
was amended in 2010, at his request, to remove the excise tax gross-up provision.

Executive officers who voluntarily terminate their employment (other than for good reason) or whose employment is terminated by death or by the company for
cause are not entitled to enhanced benefits.

This Notice of Annual Meeting and Proxy Statement are sent by order of the Sempra Energy Board of Directors.
 

 
Randall L. Clark

Corporate Secretary

Dated: March 16, 2011
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Appendix A

Reconciliation of Sempra Energy Earnings to
Sempra Energy Earnings Excluding Sempra Commodities

Sempra Energy earnings excluding Sempra commodities is a non-GAAP financial measure (GAAP represents accounting principles generally accepted in the
United States.) Since April 1, 2008, our Sempra Commodities segment has been comprised solely of earnings and activity related to Sempra Energy’s equity
method investment in RBS Sempra commodities, a commodities trading joint venture with the Royal Bank of Scotland (RBS) formed from our commodities-
marketing businesses previously reported in the Sempra Commodities business unit. In four separate transactions in 2010 and early 2011, Sempra Energy and
RBS divested substantially all of the businesses and assets within the joint venture. Because of the impacts of these divestitures on 2010 and future periods,
management believes that this non-GAAP financial performance measure provides a meaningful comparison of 2010 and prior year results of operations for
Sempra Energy’s ongoing business units, as well as for future comparison in subsequent periods. Non-GAAP financial performance measures are supplementary
information that should be considered in addition to, but not as a substitute for, the information prepared in accordance with GAAP. The table below reconciles
this non-GAAP financial performance measure to Sempra Energy Earnings, which we consider to be the most directly comparable financial performance measure
calculated in accordance with GAAP.
 
   Years ended December 31,  
   2010   2009   2008   2007   2006  
   ($ Millions)  
Sempra Energy Earnings (GAAP)   $ 739  $1,119  $1,113  $1,099  $ 1,406 

    
 

   
 

   
 

   
 

   
 

Less Sempra Commodities amounts included in:       
Sempra Global and parent revenues    —      —      457   2,674   3,256 
Other cost of sales    —      —      (133)   (988)   (1,468) 
Litigation expense    (9)   —      (53)   (58)   (10) 
Other operation and maintenance    (23)   (13)   (197)   (860)   (869) 
Depreciation and amortization    —      —      (6)   (26)   (25) 
Gains (losses) on sale of assets    —      —      110   —      (7) 
Equity (losses) earnings in RBS Sempra Commodities LLP    (314)   463    383   —      —    
Other income (expense), net    1   (2)   —      —      (1) 
Interest income    4   —      7   17   10 
Interest expense    (5)   (7)   (22)   (48)   (72) 
Income tax benefit (expense)    191   (103)   (202)   (252)   (294) 
Equity earnings (losses), net of income tax    —      —      3   40   (16) 

    
 

   
 

   
 

   
 

   
 

Sempra Commodities (losses) earnings    (155)   338   347   499   504 
    

 
   

 
   

 
   

 
   

 

Sempra Energy Earnings Excluding Sempra Commodities   $ 894  $ 781  $ 766  $ 600  $ 902 
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