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ALJ Recommends Scaled-Back Investment

Event

On May 25, 2010, an administrative law judge (ALJ) at the California
commission issued a proposed decision that, if adopted, would authorize
Pacific Gas and Electric capital expenditures of $357 million (2011-2013) to
implement electric distribution reliability improvement projects. The
proposed decision states that PG&E had not demonstrated the need for its
proposed $2 billion six-year electric distribution reliability improvement
program; the ALJ recommends a scaled-back program to implement specific
elements of the utility’s proposed program.

Impact

We view the ALJ’s recommendation as unfavorable in that it does not
currently support the entire proposed investment program. However, we note
that the ALJ indicated that additional investment in reliability projects could
be considered in PG&E’s 2014 and subsequent general rate cases. Comments
on the proposed decision are due on June 14, 2010,

Forecasts
No change in estimates based on the ALJ’s recommendation.

Valuation
Trading in line with industry average multiples, we find PCG shares fairly
valued in the current market.

Recommendation
We reiterate our MARKET PERFORM rating.
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Price Intraday $41.31 Target Price $48
52-Wk High/Low $46/335 Dividend $1.82
MktCap(mm) $15,382 Yield 4.4%
Shs O/S (mm, BASIC) 3723 Float O/S (mm) 3716
Options O/S (mm) 311 ADVol (30-day, 000s) 2,991
Selected Bond Iss Ind Prc Rat' S&P YTW  Spread
Pacific G&E 4.8% '14 108 A3 /BBB+ 267% 156bp
Pacific G&E 6.1% '34 105 A3 /BBB+ 567% 165bp

Bonddatafrom Bloomberg.

Price Performance

PGSE CORP (PCG)
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Valuation/Financial Data

LastData Point  May 25, 2010

(FY-Dec.) 2008A 2009A 2010E 2011E
EPS Pro Forma $2.95 $3.20 $345 $3.76

PE 12.0x 11.0x

First Call Cons. 3341 3372

EPSGAAP $3.63 na na na
FCF -$2.52 -$207 -$0.99 -$0.09

P/FCF nm nm
EBITDA ($mm) $3,912 $4,160 $4,505 $4,935

EV/EBITDA 5.5x 5.0x

Rev. ($mm) $14,628 $15,128 $15,736 $16,373

EV/Rev 1.6x 1.5x
FCFafterDiv.($mm)-$1,449 -$1,357 -$950 na
Quarterly EPS 1Q 2Q 3Q 4Q
2009A $0.66 $0.83 $0.93 $0.80

2010E $0.79 - na na na
Balance Sheet Data (03/31/10 )

Net Debt ($mm) 9,421 TotalDeb/EBITDA 2.9x
TotalDebt($mm) $13 079 EBITDA/IntExp 5.7x
NetDebt/Cap. 40.2% Price/Book 1.5x%

Notes: All valuesin USS.

Source: BMO Capital Markets estimates, Bloomberg, FactSet,

Global

Insight, Reuters, and Thomson Financial.

Please refer to pages 2 to 4 for Important Disclosures, including the Analyst's Certification.
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Important Disclosures

Analyst's Certification

I, Michael S. Worms, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. I
also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this
report.

Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their
affiliates, which includes the overall profitability of investment banking services. Compensation for research is based on effectiveness in generating
new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service to clients.

Company Specific Disclosure

Disclosure 10: A research analyst, associate, or any person (or their household members) directly involved in the preparation of this research report has
a financial interest in securities of this issuer.

Methodology and Risks to Our Price Target/Valuation
Methedology: Our valuation is based on a combination of our DCF analysis and current industry P/E multiples.
Risks: A material decline in power prices and / or a change in the regulatory environment could affect our price target.

Distribution of Ratings (Mar. 31, 2010)

Rating BMOCMUS | BMOCMUS | BMOCM US BMOCM BMOCM Starmine
Category BMO Rating Universe* IB Clients** | IB Clients*** Universe**** IB Clients***** Universe
Buy Outperform 32.9% 13.1% 36.4% 39.4% 47.9% 53%
Hold Market Perform 63.2% 11.9% 63.6% 55.3% 48.5% 41%
Sell Underperform 3.9% 0% 0% 5.2% 3.6% 6%
* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts.
K Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services as

percentage within ratings category.

##%  Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking
services as percentage of Investment Banking clients.

#xx% Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts.

*aask Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as
percentage of Investment Banking clients.

Ratings and Sector Key

We use the following ratings system definitions:

OP = Outperform - Forecast to outperform the market;

Mkt = Market Perform - Forecast to perform roughly in line with the market;
Und = Underperform - Forecast to underperform the market;

(S) = speculative investment;

NR = No rating at this time;

R = Restricted — Dissemination of research is currently restricted.

Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each
company. BMO Capital Markets eight Top 15 lists guide investors to our best ideas according to different objectives (Canadian large, small, growth,
value, income, quantitative; and US large, US small) have replaced the Top Pick rating.

Other Important Disclosures

For Other Important Disclosures on the stocks discussed in this report, please go to http://researchglobal . bmocapitalmarkets.com/Company_Disclosure
Public.asp or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY 10036 or Editorial Department, BMO Capital
Markets, 1 First Canadian Place, Toronto, Ontario, M5X 1H3.

Prior BMO Capital Markets Ratings Systems
http://researchglobal. bmocapitalmarkets.com/documents/2009/prior_rating_systems.pdf

Dissemination of Research

Our research publications are available via our web site http://bmocapitalmarkets.com/research/. Institutional clients may also receive our research via
FIRST CALL, FIRST CALL Research Direct, Reuters, Bloomberg, FactSet, Capital 1Q, and TheMarkets.com. All of our research is made widely
available at the same time to all BMO Capital Markets client groups entitled to our research. Additional dissemination may occur via email or regular
mail. Please contact your investment advisor or institutional salesperson for more information.
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Conflict Statement

A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing
conflicts of interest in connection with investment research which is available at http:/researchglobal bmocapitalmarkets.com/Conflict_Statement
Public.asp.

General Disclaimer

“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its
subsidiaries BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., BMO Capital Markets Ltd. in the U K. and BMO Capital Markets Corp. in the
U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Ltd. and BMO Capital Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO
Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Capital Markets. The
opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change
without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable
and contain information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or
implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising
from any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in
this report. The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client
objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This material is for information purposes
only and is not an offer to sell or the solicitation of an offer to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers
the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long
or short position in many of the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The
reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating
whether or not to buy or sell securities of issuers discussed herein.

Additional Matters

To Canadian Residents: BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of BMO Capital Markets Corp., furnish this report to
Canadian residents and accept responsibility for the contents herein subject to the terms set out above. Any Canadian person wishing to effect
transactions in any of the securities included in this report should do so through BMO Nesbitt Burns Inc. and/or BMO Nesbitt Burns Ltee/Ltd.

To U.S. Residents: BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. residents
and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect
transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.

To UK. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial
Services Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2005 (the “Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant
persons”). The contents hereof are not intended for the use of and may not be issued or passed on to, retail clients.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

BMO Financial Group (NYSE, TSX: BMOQ) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and
corporate banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, retail clients are
served through Harris N.A. Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, Harris N.A. and BMO
Ireland Pic, and the institutional broker dealer businesses of BMO Capital Markets Corp. (Member SIPC), BMO Nesbitt Burns Trading Corp. and BMO
Capital Markets GKST Inc. (Member SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member CIPF) in Canada, Europe and Asia, BMO Nesbitt Burns
Securities Limited (U.S. registered and member of FINRA), and BMO Nesbitt Burns Ltée/Ltd. (Member CIPF) in Canada, and BMO Capital Markets Limited
in Europe and Australia. “Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital Markets”
is a trademark of Bank of Montreal, used under license. "BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
TM Trademark Bank of Montreal

©COPYRIGHT 2010 BMO CAPITAL MARKETS CORP.
A member of BMO 9 Financial Group
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