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Analysts View:
J.P. Morgan Cazenove has a target price of 365p, 
their sum-of-the-parts valuation. They believe 
that the current share price, trading on a forward 
earnings multiple of 11.9x and yielding 5.1%, does 
not adequately reflect its strong strategic and 
financial position.

Company Profile:
Listed on the London Stock Exchange, the 
company is a constituent of the FTSE 100 with a 
market capitalisation of £16.7bn. 

Established in 1997, following the demerger 
of Centrica from British Gas PLC, Centrica 
is an integrated energy company operating 
predominantly in the UK and North America. It’s 
principal divisions are:

British Gas
Supplies gas and electricity to over 20m residential 
and business customers in the UK as well as 
supplying and maintaining an increasing number of 
innovative low carbon energy efficiency products 
and services, including wind farms and solar 
technologies.

DYNO
The UK’s leading drain cleaning service, also 
offering plumbing, home security burglar alarm 
systems and lock fitting.

Price 323p

12 Month Price Target 365p

Risk Rating Medium

Forward P/E Ratio 11.9x

Forward Dividend Yield 5.1%

Company Profile (cont):
Direct Energy
One of North America’s largest energy and 
energy-related service providers with more than 
5.5m residential and commercial customers.

Centrica Storage
The UK’s largest gas storage company, it operates 
the Rough gas storage facility, which provides 
approximately 70% of current UK storage capacity.

Centrica Energy
An exploration and production operation. Centrica 
owns eight fields on the Norwegian continental 
shelf. It also owns a 20% stake in nuclear power 
generator British Energy. The company now 
produces 14.3% of its electricity from nuclear (the 
second highest in the UK), helping it to achieve the 
lowest carbon emissions of the major providers.

Centrica continues to become more “vertically 
integrated”. This means it is generating more of the 
energy it sells itself, which protects it from swings 
in commodity prices. 
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Catalysts to the share price:
1) Government domestic energy reforms should be manageable

Centrica believes that, at a high level, the reforms to the domestic energy supply market outlined recently 
by the UK government should not threaten the profitability of the group. This should provide comfort to 
the market and see the stock re-rate.

2) Services Profit Growth

Despite the difficult economic environment, Centrica’s home services business is seeing an improvement in 
retention rates. Management is confident that it can continue to grow Services’ operating profit by double 
digits over the next few years.

3) Increasing gas production

Centrica is expecting to increase its upstream gas production by nearly 20% this year and up to 15% in 
2013, after completing acquisitions in the North Sea, including Seven Seas and Ensign.

4) Move into lower risk markets

Centrica is widely expected to withdraw from a project to build nuclear reactors at Hinkley Point in 
Somerset. Management is concerned about the risk of cost over-runs in construction, and whether subsidies 
provided by the UK government will provide a sufficient incentive to justify the investment. This is leading 
the company into a new wave of expansion in North America, which the company sees as an attractive 
market with lower political risk. Profit margins in the US are higher and states such as Texas and New York  
are relatively deregulated and open to competition. Centrica is expected to make bolt-on acquisitions as it 
tries to double profits from its North American business between 2009 and 2014.

Technicals:
Technically, the stock looks attractive and is now above all its moving averages. The 20 day and 50 day mov-
ing averages are rounding and the 200 day and 400 day moving averages have completed a ‘golden cross’. 
With the ADX above 20, we believe the stock is now in a confirmed uptrend.

Summary:
Centrica’s shares look attractive from both an income and a growth perspective. Based on current fore-
casts, the shares are yielding 5.1% and the cash-generative nature of the business means this looks secure, 
being covered 1.3 times by earnings. Centrica looks set to increase Earnings Per Share by 4% this year and 
the shares look attractive on a 2013 earnings multiple of just 11.9x.

Utilities Sector:
Centrica continues to perform robustly in a difficult operating environment (weak consumer demand and 
low spark spreads). Continuing uncertainty around government support for new generation and storage 
capacity means a potential excess of capital. The business is cash generative, with a strong balance sheet so 
potentially this could result in a return of capital to shareholders. Centrica is committed to capital disci-
pline and all investment decisions are benchmarked against a share buyback.
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Cyclical (cont)

Chart Legend:

Technical Analysis Guide:
RSI (relative strength index) - indicates whether a security is overbought (above 70) or oversold (below 
30).  Also when the RSI moves above 50 that is considered bullish (or vice versa).

ADX (average directional index) - indicates whether a security is in a trend (above 20) or not in a trend 
(below 20). For trending markets moving averages work best when considering lines of support/resistance. 
For non-trending markets Bollinger Bands work best (sell at upper band, buy at lower band).

20 day moving average       

50 day moving average
200 day moving average 

bollinger bands       (an indicator that measures 2 standard deviations away from the 20 day m/a)

(signifies the long-term direction of the security - whether it is in a bull or bear market)
(signifies the medium-term direction of the security)

(signifies the short-term direction of the security. prices tend to gyrate around their 20 day m/a)

400 day moving average (signifies the long-term direction of the security - whether it is in a bull or bear market)
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