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Investment Thesis

Pacific Gas & Electric Company
(PCG $42.24)
One-Year Target Price: $49.20
Opinion: Hold
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PG&E Profile

General Information

Estimates

Sources: *yahoo.com, marketwatch.com, reuters.com, company documents
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Stock Chart
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SMF- Ross Whipple

Description

* PG&E Corporation is an energy-based holding company for Pacific Gas and Electric
Company. It is primarily involved in electricity and natural gas distribution; electricity
generation, procurement, and transmission; and natural gas procurement,

transportation and storage.

* PG&E operates through two segments: electric and natural gas.

* Service area (in California) that stretches from Eureka in the north to Bakersfield in the
south, and from the Pacific Ocean in the west to the Sierra Nevada in the east.

* Owns well over 18,650 circuit miles of interconnected transmission lines

Electric Division

PG&E’s electric system is designed
and built to deliver safe, reliable
power to its customers. PG&E
produces or buys its power from a
mix of conventional and renewable
sources, which travel through the
company’s transmission and
distribution systems to its customers.

Natural Gas Division

Under its natural gas operations Pacific Gas and
Electric owns and operates an integrated natural
gas transportation, storage, and distribution
system that extends to 47 of California’s 58
counties. This system covers nearly all of
Northern and Central California. Under this
division, the company also owns and operates
three underground natural gas storage fields.
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Products/Services

The company’s key services include the following:

Revenue by Segment

Electricity Generation, Procurement,
and Transmission

26.6%

* Makes electricity using hydropower,
gas-fired steam, and nuclear energy

e Acquires electricity from over 400
plants owned by independent power
producers.

M Electric
M Natural Gas

73.4%

Natural Gas Procurement,
Transportation, and Storage

Electricity and Natural Gas
Distribution

¢ Obtains and transports natural gas
from California, the Southwest U.S.,
and Canada.

* Owns three underground storage
systems and two storage systems with
independent owners.

¢ Serves a daily average of 4.2 million
customers.

¢ Delivers gas and electricity from
California, the Southwest U.S., and

Canada.
Henderson State
***Eor Internal Use Only; Not For Outside Distribution*** -7- SMF- Ross Whipple
°
Internal Analysis
| Valueline.com Safety Ranking: 2 | SWOT Analysis:

Strengths-Strong distribution network
Management: Diversified customer Base

Balanced Generation Mix
Chairman, CEO, and President- Peter A. Barbee
—Fifty—§ix years old Weaknesses-Operations Concentrated in California
-In office since 2007 Obligations as holding company for Pacific Gas and Electric
-Joined PE&G in 1999 as Sr. VP and CFO Dependence on Subsidiaries

-Previously CFO at Pacific Bell Adverse Resolution of Pending Litigation

-Compensation (13,371,479 USD)

Opportunities-Growing use of renewable energy sources
Increase in demand for electricity in the U.S.
Increase in demand for natural gas in the U.S.

Threats-Consolidation in the North American electric utility industry
Risk of unrecoverable costs

N Economic downturn
Channel Checking: Environmental regulations and litigation
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Headlines

PG&E Corporation And SolarCity Announce $60 Million In Financing To Install Solar Power For Businesses And Homeowners

Pacific Venture Capital, LLC, a subsidiary of PG&E Corporation and SolarCity Corp. announced $60 million in tax equity financing for solar
installations for U.S. homes and businesses. The investment-funded by PG&E Corporation shareholders-is expected to allow SolarCity to install
more than 1,000 solar systems for U.S. homeowners and businesses via the Company's SolarLease and Power Purchase Agreement financing
options. SolarCity's financing options allow homeowners and businesses to adopt solar power with no upfront investment and to save money from
day one on energy costs.

PG&E Corporation Declares Quarterly Common Stock Dividend

PG&E Corporation announced that it has declared its fourth quarter 2009 regular cash dividend of $0.42 per share on the Company's common
stock. The dividend is payable on January 15, 2010, to shareholders of record on December 31, 2009.
PG&E Corporation's Pacific Gas and Electric Company To Purchase And Operate California Wind Energy Project

Pacific Gas and Electric Company, a subsidiary of PG&E Corporation announced that it has contracted with Iberdrola Renewables, Inc., the U.S.
arm of the provider of wind power, to purchase and operate a major wind generating plant to be built in Southern California to serve the utility's
electric customers. The Manzana project would be located on about 7,000 acres in the Tehachapi region of Eastern Kern County, a site with
favorable wind resources. If approved by the California Public Utilities Commission, the project could begin producing power by December 2011.
The total capital cost of the Manzana project will be just over $900 million, which includes payments to Iberdrola Renewables to develop and build
the facility, along with other costs that PG&E will incur. PG&E will make progress payments as significant milestones are met.

PG&E Corporation Reiterates FY 2009, FY 2010 And FY 2011 EPS Outlook

PG&E Corporation reiterated its fiscal 2009, 2010 and 2011 earnings per share (EPS) outlook. For fiscal 2009, it expects EPS in the range of $3.15-
$3.25. For fiscal 2010, it expects EPS in the range of $3.35-$3.50. For fiscal 2011, it expects EPS in the range of $3.65-$3.85. According to Reuters
Estimates, analysts were expecting the Company to report EPS of $3.16 for fiscal 2009; EPS of $3.40 for fiscal 2010 and EPS of $3.70 for fiscal
2011.

PG&E Corporation Declares Quarterly Common Stock Dividend

PG&E Corporation announced that it has declared the third quarter 2009 regular cash dividend of $0.42 per share on the Company's common
stock. The dividend is payable on October 15, 2009, to shareholders of record on September 30, 2009. In addition, PG&E Corporation's utility
subsidiary, Pacific Gas and Electric Company, declared dividends on all outstanding series of Pacific Gas and Electric Company's preferred stock for
the three months ending October 31, 2009. The dividends will be payable on November 15, 2009, to shareholders of record on October 30, 2009.
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Key Ratios

VALUATION RATIOS Company Industry Sector S&P 500 SRE

P/E Ratio (TTM) 12.87 12.88 6.95 15.14 10.91

P/E HighLast 5 Yrs. 18.17 1.57 0.21 18.55 NA

P/E LowLast 5 Yrs. 11.21 0.5 0.06 5.72 NA

Beta 0.34 0.66 0.6 1.34 0.62

Price to Sales (TTM) 1.24 11 1.15 2.2 1.58

Price to Book (MRQ) 1.64 2.07 2.01 2.65 1.43

Price to Tangible Book (MRQ)  1.64 2.47 2.45 6.47 152

Price to Cash Flow (TTM) 5.55 6.62 3.34 9.57 6.9

Price to Free Cash Flow (TTM) - 29.14 115.23 20.96 463.68

% Owned Institutions - - - - -

DIVIDENDS Company Industry Sector S&P 500 SRE

Dividend Yield 3.73 1.79 0.09 1.58 3.07

Dividend Yield Year Avg. 2.78 3.65 3.46 24 247

Dividend 5 Year Growth Rate - 951 23.68 -3.19 6.5

Payout Ratio(TTM) 475 54.69 14.77 28.6 32.32

GROWTH RATES Company Industry Sector S&P 500 SRE

Sales (MRQ) vs Qtrr1Ago -11.95 5.27 -4.09 1.15 -31.17

Sales (TTM)vs TTM 1 Yr. Ago  -6.23 17.44 6.9 -4.33 -31.38

Sales 5 Yr. Growth Rate 6.99 12.65 13.62 9.11 6.39

EPS (MRQ) vs Qtr. 1 Yr. Ago  0.03 170.06 158.86 53.39 2.69

EPS (TTM)vs TTM 1 Yr. Ago  27.1 - - - 10.44

EPS-5 Yr. Growth Rate 11.28 17.85 36.89 10.52 6.46

Capital Spending Yr. Growth Rat 16.4 14.99 14.96 9.05 14.46
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Key Ratios

FINANCIAL STRENGTH Company Industry Sector S&P 500 SRE
Quick Ratio (MRQ) 0.76 1.04 1.05 0.92 0.56
Current Riat(MRQ) 0.81 1.19 1.14 1.09 0.63
LT Debt to Equity (MRQ) 108.43 149.17 130.41 117.18 80.32
Total Debt to Equity (MRQ) 120.48 173.1 153.74 175.96 97.16
Interest Coverage (TTM) 3.49 3.85 0.12 24.44 47.09
PROFITABILITY RATIOS Company Industry Sector S&P 500 SRE
Gross Margin (TTM) 29.85 31.35 22.7 30.35 28.21
Gross Margird Yr. Avg. -- 8.61 8.67 29.07 -
EBITD Margin (TTM) 29.85 - - - 22.69
EBITD 5 Yr. Avg 37.88 22.74 32.56 16.72 19.08
Operating Margin (TTM) 17.19 15.15 191 - 1328
Operating Margif Yr. Avg. 24.64 15.41 19.34 17.57 13.12
PreTax Margin (TTM) 12.6 10.9 17.44 9.42 17.78
PreTax Margin5 Yr. Avg. 19.68 12.49 14.04 17.27 12.59
Net Profit Margin (TTM) 9.72 731 13.56 7.44 13.47
Net Profit MargiB Yr. Avg. 12.51 8.59 9.7 12.49 9.25
Effective Tax Rate (TTM) 22.81 28.24 12.25 13.4 24.22
Effecitve Tax Raté Yr. Avg. 36.42 30.73 33.06 27.47 26.53
EFFICIENCY Company Industry Sector S&P 500 SRE
Revenue/Employee (TTM) 623,120 2,519,193 4,285,46 506,449 581,053
Net Income/Employee (TTM) 60,591 306,260 301,003 34,136 78,274
Receivable Turnover (TTM) 6.52 7.06 3.51 7.32 12.11
Inventory Turnover (TTM) 22.29 12.72 19.3 5.77 15.06
Asset Turnover (TTM) 0.33 0.52 0.26 0.49 0.3
Henderson State
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Key Ratios
MANAGEMENT EFFECTIVENESS Company Industry Sector S&P 500 SRE
Return on Assets (TTM) 3.22 3.56 6.13 4.06 4.1
Return on Assets Yr. Avg. 4.5 3.69 3.53 5.58 3.75
Return on Investment (TTM) 3.98 4.74 9.28 5.52 4.81
Return on Investme®tYr. Avg. 5.59 4.98 5.05 7.32 5.76
Return on Equity (TTM) 13.46 15.63 10.4 9.96 13.82
Return on Equity Yr. Avg. 20.16 16.25 8.05 14.69 15.72
Performance for PCG and SRE PCG % vs Rank in Industry SRE % vs Rank in
Period Actual S&P 500 Industry Rank Actual  S&P 500 Industry
4 Week 0.63 0.92 71 7 -9.25 -6.69 41
13 Week 5.83 0.56 49 59 -2.63 -4.29 56
26 Week 17.11 -1.82 68 62 -3.27 -11.99 51
52 Week 20.85 -14.49 73 12 11.6 -10.06 99
YTD 0.85 -1.19 71 7 -9.25 -6.69 41
GROWTH FOR PG&E CORPORATION 1 Year 3 Years 5 Years
Sales % 10.51 7.72 6.99
EPS % 19.3 12.8 11.28
Dividend % 8.33 8.24 --
GROWTH FOR SEMPRA ENERGY 1Year 3 Years 5 Years
Sales % 5.95 2.23 6.39
EPS % 3.99 6.96 6.46
Dividend % 10.48 5.7 6.5
Henderson State
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Industry Analysis
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Valuation

Required Rate of Return

1) Current T-Bond Rate (10 Year) 3.60%
2) Historical T-Bond Rate (10 Year) 5.50%
3) Beta 0.33
4) C/SReturn 13.30%
5) Equity Risk Premium
ERP = ((1+0.133)/(1+ 0.055)) -1 7.39%
6) Required Rate of Return:
ki= 0.036 + (0.0739) * 0.33 6.04%
Valuation
A. Assumptions
Current price 42.24
5) 5th Year Projected P/E 11.5
6) 2010 EPS* 3.4
7) Days Leftin Year 330
8) 2009 Dividend 1.68
9) Projected Dividend Growth Rate 7.50%
10) Projected EPS Growth Rate 6.50%
11) Projected 2014 Dividend Yield 4.30%
13) Sum of Dividends
Dsum 13.08
1) N (Time to Year End 2010)
Nzoog = 330/366 0.9016393
Nogos= 5 +0.9016393 5.9016393
2) Present Value Factor:

Henderson State
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Summation

FVIF = (1 +0.060387)"5.9016393 1.4134540
PVIF = 1/1.413454 0.7074868
Expected Annualized Return
1) Earnings Per Share in 2014
EPSy05 = ((1+ 0.065)"6) * 3.4 4.96
2) Price in 2015
Poo1s = 4.96 * 11.5 57.04
3) Holding Period Return
HPRyois= (57.04 + 13.08)/(42.24 1.66
1/N = 1/5.9016393 0.1694444
HPRM/N
= 1.66"0.1694444 - 1 8.97%
current calculated value = 40.36

Stockis: overvalued
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***For Internal Use Only; Not For Outside Distribution*** -15-

Valuation Tables

SMF- Ross Whipple

Present P/IE EPS
Price

Value 2015 2015 2015
19.30 27.28 5.5 4.96
26.32 37.20 7.5 4.96
33.34 47.12 9.5 4.96
40.36 57.04 11.5 4.96
47.37 66.96 13.5 4.96
54.39 76.88 15.5 4.96
61.41 86.80 17.5 4.96

Earnings Sensitivity

HPR
2015

0.96
1.19
1.43
1.66
1.89
213
2.36

Annual

Return

-0.77%
3.00%
6.19%
8.97%

11.44%

13.67%

15.70%

current req rate

Present P/E EPS
Price

Value 2015 2015 2015
35.47 50.14 11.5 4.36
37.10 52.44 11.5 4.56
38.73 54.74 11.5 4.76
40.36 57.04 11.5 4.96
41.98 59.34 11.5 5.16
43.61 61.64 11.5 5.36
45.24 63.94 11.5 5.56

HPR
2015

1.50
1.55
1.61
1.66
1.71
1.77
1.82

Annual

Return

7.07%
7.72%
8.35%
8.97%
9.57%
10.15%
10.71%

6.04%
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Summation

Overall, we believe that this stock is overvalued, and the stocks price will fall back to the Moving Average stock price. The company is in
good financial condition and can offer a low risk, low required return stock. We believe that the studentmanaged fund should keep this
stock in our portfolio and watch it to buy and sell using momentum analysis.

Earnings call will be released February 19, 2010

Stock could be bought if RSI continues to fall; we expect earnings call to bring positive news and positive stock price growth.
Company offers strong growth in both Earnings and Sales. Electricity and Natural Gas Demand will continue to increase, fueling more
sales growth and stronger earnings.
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Summation
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