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PG&E Corp

Company description

PG&E Corporation (PCG) is the owner of the Pacific Gas & Electric Company, a

regulated utility servicing 13 million people in a 70,000 square mile service
area in Northern and Central California. The utility has businesses in electric
and natural gas distribution, electricity generation, procurement and

transmission, as well as natural gas procurement, transportation, and storage.
Pacific Gas & Electric manages 5.1 million customer accounts and 4.2 million

gas customer accounts. The company operates in a highly regulated, cost of

service ratemaking environment with a $18.2 billion rate base at year-end 08

growing to over $24 billion by year-end 2011.

Investment strategy

We rate the shares of PG&E Corporation Buy/Low Risk (1L). Pacific Gas &

Electric has recently made investors feel more comfortable relative to EPS

growth expectations. With a high single digit annual EPS growth aspiration —

supported by a constructive regulatory backdrop — and a ~4% yield, this is a

solid low risk total return story.

Valuation

Our target price is ~$50/share and represents a one year forward horizon. Our
target is based on our 2012 EPS of $3.79, multiplied against a 14x multiple.

Applying a 14x base multiple on $3.79/share, equates to $53/share. We then
discount it by 11%, for half-year, to calculate a one-year forward value of

$50/share.

Risks

We rate PG&E Corporation Low Risk based on its utility, which we believe is a

defensive utility with highly predictable earnings. In our view, California's

favorable regulatory outlook, combined with the company's earnings growth

prospects, lead us to conclude that the company's stock price volatility should
be less than implied by its historical beta of 0.78x. Risks we see to the stock

achieving our valuation target include the following.

Growth in capital spending --- Capital spending growth is contingent on

approval of new infrastructure investment by the CPUC. If the company fails to

receive regulatory approval for increases in capital expenditures or fails to

receive them in a timely manner, earnings trajectory may differ from our
projection. On the flip side higher capital spending could be additive to our

forecast.

Cost pressure could impact growth in EPS ---We have modified our earnings

growth forecast and target to reflect some cost cutting. If they are able to

manage these costs better than forecasted, our EPS estimates and target could
be conservative. On the flip side, if we have over-estimated their ability to

reduce costs they could cause downside to our forecast.

SB GT&S 0455578




PG&E Corp (PCG)
15 June 2010

Appendix A-1
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The research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research
report, ail of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. The research analyst(s) also
certify that no part of their campensationwas, is, or will be, directly or indirectly, related to the specific reconmendation(s) or view(s) expressed by that research
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For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product
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other short-term wolatility or trading pattems. Such interim deviations from specified ranges will be pemmitted but will became subject to review by Research Management.
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected
performance and risk.

Cuide toCiti Investment Research & Analysis (CIRA) Corporate Bond Research Credit Opinions and Investrment Ratings: CIRA's corporate bond research issuer publications
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may be placed only through Citigroup Global Markets Inc.

Inportant Disclosures for Morgan Stanley Smith Bamey LLC Customers: Morgan Stanley & Co. Incorporated (Vorgan Stanley) research reports may be available about the
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available in Pakistan by Citibank NA Pakistan branch, which is regulated by the State Bank of Pakistan and Securities Bxchange Commission, Pakistan. ANTPlaza, 1.1.
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which is regulated by Komisja Nadzoru Finansowego. DomMeaklerski Banku Handlowego SA. ul. Chalubinskiego 8, 00-630Warszawa. The Product is made available in the
Russian Federation through ZAOCitibank, which is licensed to cany out banking activities in the Russian Federation in accordance with the general banking license issued
by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the
Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation
or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-
FZ (as amended)On Appraisal Activities in the Russian Federation. 8-10Gasheka Strest, 125047 Moscow. The Product is made available in Singapore through Citigroup
Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore. 1 Temasek Avenue, #39-02 Millenia
Tower, Singapore 039192. The Product is made available by The Citigroup Private Bank in Singapore through Citibank, NA , Singapore branch, a licensed bank in
Singapore that is regulated by Monetary Authority of Singapore. Citigroup Global Markets (Ply) Ltd. is incorporated in the Republic of South Africa (company registration
number 2000/025866/07) and its registered office is at 145V\ést Street, Sandton, 2196, Saxonwold. CitigroupGlobal Markets (Pty) Ltd. is regulated by JS= Securities
Bxchange South Africa, South African Resenve Bank and the Financial Services Board. The investments and services contained herein are not available to private
custormers in South Africa. The Product is made available in Spain by Citigroup Glabal Markets Limited, which is authorised and regulated by Financial Services Authority.
29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain. The Product is made available in Taiwan through Citigroup Global Markets Taiwan Securities Company Ltd.,
which is regulated by Securities & Futures Bureau. No portion of the report may be reproduced or quoted in Taiwan by the press or any other person. No. 1, Songzhi Road,
Taipei 110, Taiwan. The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission
of Thailand. 18/F, 22/F and 29/F, 82 North Sathom Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank ASwhich is
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research. The policy applicable to CIRA's Products can be found at waw.citigroupgeo.com. Campensation of equity research analysts is determined by equity research
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accepts no liability whatscever for the actions of third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. Bxcept to the extent towhich
the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent towhich the Product refers to website material of
the Firm, the Finm takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such addressor

not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your oan risk and the

Firm shall have no liability arising out of, or in connection with, any such referenced website.

ACDITIONAL INFCRVATION IS AVAILABLE UFON RECUEST

hyperlink (including addresses or hyperlinks towebsite material of the Firm) is provided solely for your convenience and information and the content of the linked site does

computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose
marks of MBCl and its affiliates. The information contained in the Product is intended solely for the recipient and may not be further distributed by the recipient. TheFir

provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCl, its affiliates and any third party involved in, or related to,
with respect to any of this information.Without limiting any of the foregoing, in no event shall MBCI, any of its affiliates or any third party involved in, or related to,
computing or compiling the information have any liability for any dameages of any kind. MBSCI, Morgan Stanley Capital Intemational and the MSCl indexes are services

and any other VBCl intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is

registered throughout theworld. Citi and Citi with Arc Design are trademarks and service marks of Citigroup Inc and its affiliates and are used and registered throughout
report, MBC! sourced information is the exclusive property of Morgan Stanley Capital Intemational Inc. (VBCH).Without prior written pemmission of MSCl, this information

© 2010 Citigroup Glabal Markets Inc. Citi Investment Research & Analysis is a division and service mark of Citigroup Global Markets Inc. and its affiliates and is used and
theworld. Al rights reserved. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prosecution. VWhere included in this

price and/or value and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could

equal or exceed the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation
may be subject to change. If in doubt, investors should seek advice fram a tax adviser. The Product does not purport to identify the nature of the specific market or other

risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking

acoount of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of
the advice, having regard to their objectives, financial situation and needs. Prior to aoquiring any financial product, it is the client's responsibility to dbtain the relevant

the provision of such services would not be permitted. Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in
offer document for the product and consider it before making a decision as to whether to purchase the product.

multiple formats, to the Firm's worldwide institutional and retail custamers. The Product is not to be construed as providing investment services in any jurisdiction where
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