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tributions related to our capital stock, incuding dividends,
redemptions, repurchases, liquidation payments or guarantee
payments. Also, during the deferral period, we may not make any
paymenits on or redeem or repurchase any debt securities that are
equal in right of payment with, or subordinated ro, the hybrids.

NOTE 20. SUBSIDIARY PREFERRED STOCK

Dominion is authorized to issue up to 20 million shares of pre-
ferred stock, however, none were issued and ourstanding at
December 31, 2607 or 2006.

Virginia Power is authorized 0 issue up to 10 million shares
of preferred stock, $1040 liquidation preference, and had
2.59 million preferred shares issued and eurstanding at
December 31, 2007 and 2006. Upon involuntary liquidation,
dissolutien or winding-up of Virginia Power, each share would be
entitled to receive $100 plus accrued dividends. Dividends are
cumulative.

Holders of Virginia Power’s outstanding preferred stock are
not entitled to voting rights except, under certain provisions of
the amended and restated atticles of incorporation and related
provisions of Virginia law restricting corporate acrion, or upon
default in dividends, or in special statutory proceedings and as
required by Virginia law (such as mergers, consolidations, sales of
assets, dissolution and changes in voting rights or priorities of
preferred stock).

Presented below are the series of Virginia Power preferred
stock not subject to mandatory redemption that were outstanding
as of December 31, 2007:

Issued and
Outatanding  Entitled Per Share
Dividend Shares 1pon Liguidation
(thousands)
$5.00 107 $112.50
4.04 13 102.27
420 15 102.50
412 32 103.73
4.80 73 101.00
705 500 t0z.120
698 800 102102
Flex MMP 12/02, Series A 1,250 100.00¢
Total 2,580

(1) Through 7/31/2008; §101.77 commencing 8/1/2008; amounis decline
n steps thevedfier to $100.00 by 8/1/2013.

(2) Through 8/31/2008; $101.75 commencing H1/2008; amounts decline
in steps thereafier to $100.00 by 9/1/2013,

(3) Dividend rate was 5.50% through 12/20/2007. Dividend rate is now
6.25% through 3/20/2011; after which, the rate will be determined
according to periodic auctions for periads established by Virginia Power
at the time of the auction proces.

NOTE 21. SHAREHOLDERS' EQUITY

Issuance of Common Stock

In 2007, we received cash proceeds of $226 million for

7.6 million shares issued in connection with the exercise of
employee stack options. During 2007, we purchaged our com-
mon stock on the open market with the proceeds reccived
through Dominion Direct® (a dividend reinvestment and open
enrollment direct stock purchase plan) and employee savings

plans, rathet than having additional new common shares issued.
In January 2008, we began issuing additional new common shares
to be used for these programs.

Repurchases of Common Stock

1n 2007, we repurchased 129.0 million shares of common stock
for approximacely $5.8 billion. This amount includes the com-
pletion of ur equity tender offer in August 2007, in which we
purchased approximately 115.5 million shares at a price of $45.50
per share for a total cost of approximately $5.3 billion, excluding
fees and expenses related to the tender.

In December 2006, we entered into a prepaid accelerated
share repurchase agreement (ASR) with a financial institution as
the counterparty. Under the ASR, we would receive between
11.2 million and 13.0 million shares in exchange for the prepay-
ment. Ar the time of execution of the ASR, we made a prepay-
ment of $500 million and the counterparty initially delivered
approximately 10.1 million shares t us. The final number of
shares o be deliveted to the Company was determined by the
volume weighted average price of our common stock over the
period commencing on December 12, 2006 and terminaring on
May 16, 2007. In May 2007, the counterparty delivered approx-
imately 1.6 million additional shares to us in completion of the
ASR.

At December 31, 2007, the remaining stock repurchase
authotization provided by our Board of Directors is the lesser of
54 million shares or $2.7 billion of our oustanding common

stock.

Shares Reserved for Issuance

At December 31, 2007, we had a total of 46 million shares
reserved and available for issuance for the following: Dominion
Direet®, employee stock awards, employee savings plans, director
stock compensation plans and contingent convertible senior
notes.

Accumulated Other Comprehensive Income {Luss)
Presented in the table below is a summary of AQCI by
component:

At Decemnber 31, 2007 2006
{millions)

Net unrealized losses on derivatives—hedging
activities, net of tax of $30 and $266, respectively
et unraalized gains on investment securities, net of

tax of $116 and $187, respectively 180 282
Net unrecognized pension and cther postretirement
benefit costs, net of tax of $149 and $239,

$ 42) $422)

respectively (150}  (335)
Fareign currency translation adjustmeants —n 50
Total accumulated other comprehensive joss $ (12} §{425)

(1) Decremse is due to the sale of our Canadian E&P business in June 2007,

Stock-Based Awards

In April 2005, our sharcholders approved the 2005 Incencive
Compensarion Plan (2005 Incentive Plan) for employees and the
Non-Employee Directors Compensation Plan (Mon-Employee
Directors Man). The 2005 Incensive Plan permits stock-based
awards that indlude restricted stock, performance grants, goal-
based stock and stock options, and the Nan-Employee Direcrors
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Plan permits restricted stock and srock aptions. Under provisions
of both plans, employees and non-employee directors may be
granted options to purchase common stock at a price not less than
its fair market value at the date of grant with 2 maximum term of
eight years. Option terms are st at the discretion of the Compen-
sation, Governance and Nominating (CGN) Committee of the
Board of Directors or the Board of Directors itself, as provided
under each individual plan. At December 31, 2007, approx-
imately 29 million shares were available for future grants under
these plans, Priot to April 2005, we had 2n incentive compensa-
tion plan that provided stock options and restriceed stock awards
tor directors, executives and other key employees with vesting
petiods from one ro five years. Stock aprions generally had con-
tractual terms from six and one half to ten years in length,

Our results for the years ended December 31, 2007, 2006 and
2005 include $57 million, $31 million and $25 million,
respectively, of compensation costs and $21 million, $11 million
and $10 million, respectively, of income tax benefits related to
our stack-based compensation arrangements. Stock-based
compensation cost is reposted in other operations and main-
tenance expense in our Consolidated Statements of Income.

Stock OPTIONS

The following table provides a summary of changes in amounts of
stock options outstanding as of and for the years ended

December 31, 2007, 2006 and 2005. No options were granted
under any plan in 2007, 2006 or 2005,

Weighted-
average
Weighted- Rernaining  Aggregated
average Contractual Intrinsic
Shares Exercise Price Lie Value 11}
{thousands) {years) {millions)
Ouistanding at
December 31,
2004 27616 $30.09
Exercisable at
December 31,
2004 21,536 $30.01
Exercised (11,158} $29.90 $ 77
Forfeited/expired (30) $31.27
Outstanding and
exercisable at
December 31,
2005 16,428 £30.21
Exercised {1,895} $20.88 $ 19
Forfeited/expired (42) $30.40
Qutstanding and
exercisable at
December 31,
2006 14,491 $30.26
Exercised (7,453} $30.08 $108
Forfeited/expired un $30.44
Outstanding and
exercisable at
Decemnber 31,
2007 7.021 $30.496 2B $120

(1) Intrinsic vatue represenss the difference between the exercise price of the
sption and the market vafue of our stock.

We issue new shares to satisfy stock option exercises. We
received cash proceeds from the exercise of stock optians of
approximately $226 million, $54 million and $335 million in the
years ended December 31, 2007, 2006 and 2005, respectively.

RESTRICTED STOCK

The fair value of our restricted stock awards is equal to the market
price of our stock on the date of grant. These awards generally
vest over a three-year service period and are settled by issuing new
shares. The following table provides a summary of restricted stock
activity for the years ended December 31, 2007, 2006 and 2005:

Waighted-
average
Grant
Date Fair
Shares Valua

{thousands)
Nonvested at December 31, 2004 1,920 $30.17
Granted 408 37.26
Vested (603 31.23
Cancelled and forfeited 196) 3164
Monvested at December 31, 2005 2,262 $3164
Granted 675 3R.22
Vested (361) 30.38
Cancelled and forfeited (83) 33.77
Monvested at December 31, 2006 2,493 $32.72
Granted 508 4453
Yested (897 33.00
Cancelled and forfeited (90) 38.33
MNonvested at December 31, 2007 2,014 $35.31

As of December 31, 2007, unrecognized compensation cost
related to nonvested restricted stock awards cotaled $25 million
and is expected 1o be recognized over a weighted-average period
of 1.5 years. The fair value of restricted stock awards thar vested
was $30 million, $14 million and $2 million in 2007, 2006 and
2009, respectively. Employees may elect to have shares of
restricted stock withheld upon vesting to satisfy tax withholding
obligations. The number of shates withheld will vary for each
employee depending on the vesting date fair value of Dominion
stock and the applicable federal, state and local tax withhelding

ratecs.
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GOAL-BASED STOCK

Goal-based stock awards are generally granted to key non-officer
employees on an znnual basis. Goal-based stock awards were also
granted in lieu of cash-based performance grants to cerrain offi-
cers who had not achieved a certain level of share ownership. The
issuance of awards is based on the achievement of multiple per-
formance metrics during a two-year period, including return on
invested capital and toeal shareholder return relacive to that of 2
peer group of companies. The acrual number of shares issued will
vary berween zero and 200% of targeted shares depending on the
level of performance metrics achieved. The fair value of goal-
based stock is equal to the market price of our stock on the date
of grant. These awards generally vest over a three-year service
period and are settled by issuing new shares. The following table
pravides a summary of goal-based stack activity for the years

ended December 31, 2007 and 2006:

Walghted-
avergge
Targeted Grant
Number of Cate Fair
Shares Value

{thousands)
Nonvesled at December 31, 2005 - % -
Granted 200 34.77
Vested —_ —
Cancelled and forfeited (6) 34.77
Nonvested at December 31, 2006 194 $34.77
Granted 160 44.24
Vested (32) 34.77
Cancelted and forfeitad (33) 35.03
Nohvested at December 31, 2007 289 $39.16

At December 31, 2007, the targeted number of shares
expected to be issued under these awards was approximately 289
thousand. In January 2008, the CGN determined that the tocal
number of shares expected to be issued under the goal-based stock
awards is 359 thousand, based on the actual performance against
metrics, as amended in January 2008, established for those awards
whase performance period ended on December 31, 2007.

As of December 31, 2007, unrecognized compensation cost
related to nonvested goal-based stock awards roraled $8 million
and is expected w be recognized over a weighted-average period
of 1.5 years.

CASH-BASED PEREORMANCE GRANT

In April 2006, a cash-based performance grant was made to offi-
cers. Payour of the performance grant will occur by March 15,
2008 and is based on the achievement of two performance met-
rics during 2006 and 2007: return on invested capiral and toral
shareholder return relative to that of a peer proup of companies.
Actual payout will vary between zero and 200% of the carpeted
amount, depending on the level of performance metrics achieved.
At December 31, 2007, the targeted amount of the grant was $13
million, however the actual payout will be $18 million based on
the performance metrics achieved.

In April 2007, a cash-based performance grant was made o
officers. Payout of the performance grant will occur by March 15,
2009 and is based on the achievement of two performance met-
rics during 2007 and 2008: return on invested capital and coral
sharehalder retutn relative to that of a peer group of companies.

At December 31, 2007, the targered amount of the grant is $14
million, but actual payout will vary between zero and 200% of
the targeted amount depending on the level of performance met-
rics achieved.

At December 31, 2007, a liabilicy of $25 million has been
accrued for these awards.

NOTE 22. DIVIDEND RESTRICTIONS

The Virginia Commission may prohibir any public service com-
pany, including Virginia Powet, from declaring or paying a divi-
dend to an affiliate, if found to be detrimental to the public
interest. At Decemnber 31, 2007, the Virginia Commission had
not restricted the payment of dividends by Virginia Power,

Certain agreements associated with our credit facilities contain
restrictions on the ratio of our debr 10 total capiralizarion. These
Jlimitations did not restrict our ability to pay dividends or reeeive
dividends from our subsidiaries at December 31, 2007.

See Note 19 for a description of potential restrictions on divi-
dend payments by us and certain of our subsidiaries in connection
with the deferral of disttibution payments on trust preferred secu-
rities or interest payments on enhanced junior subordinated
notes.

NoTE 23. EMPLOYEE BENEFIT PLANS

We provide certain benefits to cligible active employees, retirees
and qualifying dependents. Under the terms of our benefit plans,
we reserve the right to change, modify or terminate the plans.
Frem time to time i the past, benefits have changed, and some
of these changes have reduced benefirs.

We maintain qualified nonconeribucory defined benefit pen-
sion plans covering virtually all employees. Retirement benefits
are based primarily on years of service, age and the employee's
compensation. Qur funding policy is to'generally contribute
annually an amouns that is in accerdance with the provisions of
the Employment Retirement Income Security Act of 1974. The
pension program also provides benefits to certain retited execu-
tives under company-spansoted nenqualified employee benefic
plans. Cerrain of these nonqualified plans are funded through
contributions to a grantor trust.

We provide reriree health care and life insurance benefits with
annual employze premiums based on several factors such as age,
retirement date and years of service.

In December 2003, the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 (the Medicare Act}
was signed into law. The Medicare Act introduces a prescription
drug benefit under Medicare (Medicare Part D), as well as a
federal subsidy to sponsors of retiree health care benefit plans that
provide a benefit that is at least actuarially equivalent o Medicare
Part D. We have determined that the prescription drug benefit
offered under our other postretirement benefir plans is at least
actuarially equivalent to Medicare Part D and therefore, we expect
1o receive the federal subsidy offered under the Medicare Act.

We use December 31 as the measurement date for all of our
emplayee benafit plans. We use the markee-related value of pen-
sion plan assets to determine the expected return on pension plan
assets, a component of net periodic pension cost. The market-
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relzted value recognizes changes in fair value on a straight-line
basis over a four-year period. Changes in fair value are measured
as the difference berween the expected and actual plan asser
returns, including dividends, interest and realized and unrealized
investmenr gains and losses,

The following table summarizes the changes in our pension
and other postretirement benefir plan obligations and plan assets
and includes a statement of the plans’ funded status:

Other Postretirement

The accumulared benefit obligation (ABO) for all of our
defined benefit pension plans was $3.2 billion each at
December 31, 2007 and 2006. Under our funding policies, we
evaluate plan funding requirements annually, usually in che
fourth quarter after receiving updated plan informarion from our
actuary. Based on the funded status of each plan and other fac-
tots, we determine the amount of contributions for the currenc
year, if any, at that time.

We do not expect any pension or postretirement benefir plan
assets to be returned to the Company during 2008.

Pensinn Benafits Benefits - ‘ ’ . ]
Year Ended December 31, 2007 2006 2007 2006 The following table provides information on the benefit oPh-
pr—— gation and fair value of plan assets for plans with a benefit obliga-
Change in benefit ohligation: Hon 1. EXcess QEP lan assets:
Benefit 0b|igati0n at QOther Postretirement
heginning of year $3,666 3834 $1,297 $1le22 Pension Benefits Benefits
Service cost 112 124 55 72 As of December 31, 2007 2006 2007 2006
Interest cost 222 210 77 81 pEe——
Benefits paid (154 175 69 72
i . 1R 8 TR o i obligation $133  $131 $1.328  $1,159
Actuarial {gain} loss during ! ; 18 303 265
the year( (39 (329 125 (395  [airvalue of plan assets —
Fien amendments N 2 moan The following ble provides information on the ABO and
Curtailments (8) — (1) — . . . .
fair value of plan assets for pension plans with an ABO in excess
Benefit obligation at end of of plan assets:
year $3,693 53666 $1464  $1.997 P :
Change in plan assets: As of December 31, 2007 2006
Fair value of plan assets at {millions}
beginning af year $4793 54380 § 909 § 794 Accumulated benefi obligation $84  $65
Actual return on plan assets 481 589 59 85 Fair value of plan assets — —
Contributions 8 19 25 68
Benefits paid from plan
assels (164} (175) {33} {38}
Fair value of plan assets at end
of year $5,098 $4793 $ 960 § 909

Funded status at end of year $1405 $1,127 % G04) § (38%)

Amounts recognized in the
Consalidated Balance Shaets
at Decemher 31:
Nancurrent pension and ather
pastretirement benefit assets $1,544 31240 3 21 § 6

Other current liahilities {29) 2) @) —
Other deferred credits and

other liabititles (11Q) (111} (523} (394)
Net amount recognized 51408 $1,127 § (504) § (338)

(1) The actuarial gains for pension benefits primarily resulted from an
increase in the discount rae for 2007 and an fncredse in the discowunt
rate and the expected retivement age for 2006. The 2006 actuarial gain

Jor oiber pastretirement benefits primarily resufted from an increase in
the discount rase and a decrease in expacted frzure benefit claims.
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The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid:

Other
Pension Postrelirerment
Benefits Benefits

(millions) .
2008 $ 194 $ 83
2009 177 20
2010 191 97
2011 196 104
2012 212 110
2013-2017 1,341 637

The above benefit payments for other postretirement benefit plans are expected tv be offser by Medicare Part D subsidies of approx-
imarely $5 million annually for 2008 and 2009, approximately $6 million annually for the peried 2010 chrough 2012 and approximarely
£39 million during the period 2013 through 2017,

Qur overall objective for investing our pension and ather postretirement plan assets is to achieve the best possible long-term rates of
recurn commensurate with prudent levels of risk. To minimize risk, funds are broadly diversified among asset classes, investment strategies
and investment advisors. The strategic target asset allocation for our pension funds is 34% U.S. equity securities, 12% non-U.S, equicty
securities, 22% debt securities, 7% real estate and 25% other, such as private equiry investments. Financial derivatives may be used to
obrain or manage market exposures and to hedge assets and liabilities. The asset allocations for our pension plans and other postretirement
plans follow:

Pension Plans Other Postretirement Plans
As of December 31, 2007 2006 2007 2006
Fair % of Fair % of Fair % of Fair % of
Value Total Yalue Total Value Total Value Tetal
(millions, except percentages)
Equity securities: .
U.s. $1,767 35% 51491 31% %384 0% $369 41%
International 757 15 751 16 107 11 106 11
Debt securities 1,228 24 1,356 28 47 3% 33 37
Real estate 406 & 376 8 3 3 25 3
Other 940 18 819 17 9 10 74 8
Total $5,098 100%  $4,793 100%  $960 100%  $909 100%
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The components of the provision for net periodic benefit {(credit) cost, other comprehensive income, and regulatory assets and regu-

latory Liabitities were as follows:

Pension Benefits Other Postretirement Benefits

Year Ended December 31, 2007 2006 2005 2007 2006 2008
(millions}
Service cost $112 $124 $110 % 55 § 72 $ 64
Interest cost 222 210 201 77 81 a3
Expected return on plan assets {391) (357 (341) ) (62) (51)
Amortization of prior sefvice {(credit) cost 4 4 3 {6) 4 (L)
Amortization of transttion obligation _ — - 3 3 3
Amortization of net loss 37 89 77 & 24 19
Settlements and curtailmentst) n 12 - (3) — —
Plan amendments® 4 — — 8 — —
Net periodic benefit (credit) cost $ 0y 5 B2 % 30 $ 0 $114 $117
Changes in plan assets and beneflt cbligations recognized in other comprehensive income
and regulatory assets and regulatory liahilities:

Current year net actuarial (gain) loss $(209) 3 — $ — $137 $ — § —
Prior service (credit) cost 3 — — 8) — .
Transition asset - — — an — —
Sattlements and curtailments (21) — _ — — —_—
Less amounts inciuded in net periodic benefit (credit) cost:

Amartization of net lpss (37) — — (6) — —

Amartization of prior service credit (cost) (#) — - & - —

Amortization of transition abligation — - - &) — -
Plan amendments —_ — — (2) — —
Change in additional minimum liability —. (17) (7 - - -
Total recognized in other comprehensive income and regulatory assets and regulatory

liabilities $(268) $(17 3 (1 $107 $ — $ —

(1) Relaes to the sale of our non-Appalachizn EcP opevations and the planned sale of Peaples and Hope for 2007 and 2006, vespectively, and the impact of

distributions 1o verived executives.

(2) Represents 2 one-time benefiz enbancement for cevtain employees in connecvion with the disposition of our non-Appalackian EcP busines.

The components of AOCI and regulatory assets and regu-
lacory liabilites chat have not been recognized as components of
periodic benefit (credit) cost:

Significant assumptions used in determining the ner periodic
cost recognized in our Consolidared Starements of Income were
as follows, on a weighred-average basis:

Cther Postretirement

Pension Benefits Benefils

Pengion Benefits Other Postratirament Benafiis

Year Ended
As of December 31, 2007 2006 2007 2006 December 31, 2007 2006 2005 2007 2006 2005
{miliars) . Discount rate 8.20% 5.60% 6.00% 6.10% 550% 6.00%
Transition obtigation F— $— $ — $20 Expected return
Ngt actualnal Ioss . 365 631 185 57 on plan assets  B.75% 8.75% B.75% B8.00% 200% B.00%
Prigr service (credit) cost 23 25 (40} (39) Rate of increase
Totalh $388 3656  §145 $38 for comp-
1 R i 795 FO0% 470% 490% 470% 470%

(1) Of the 5388 million and $145 million velated 1o pension benefits and M:zfsalllon o 4.7%% 470

other postretirement benefits, respectively, as of December 31, 2007, cal co 0 9.00% 9.00% 2.00%

$183 miliion and 8116 million, respectively, are included in AOCL Of frend rate ' - .

the $656 million and $38 million related to pewsion benefits and other
postresirement benefits, respectively, as of December 31, 2006, $561
million and §13 million, respectively, are included in AOCIL
The following table provides the components of AOCI, regu-
laxary assets and regulatory liabilities as of December 31, 2007
that are expected to be amortized as components of periodic
benefit cost in 2008:

(1) The medical cost trend rate for 2007 is assumed to gradually decrease 1o
5.00% by 2011 and continues at thas vate for years thereafter.

Significant assumptions used in determining the projected
pension benefit and postretirement benefit obligations recognized
in our Consolidated Balance Sheets were as follows, on a
weighted-average basis:

Other Postretirement

Pension Benefits Benefits
{millions)
Net actuarial loss $7 $8
Prigr service (credit) cost 4 (8)

]

Cther

Pension Pastretirement

Benefits Banefits

At Decembear 31, 2007 2006 2007 2006
Discount rate 560% 6.20% 6.50% 6.10%
Rale of increase for compensation 4379% 4.79% AT0% 4.70%
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We determine the expected long-term rates of return on plan
asscts for pension plans and other postretirement benefit plans by
using a combinarion of:

*  Historical return analysis to determine expected future risk
premiums;

= Forward-locking return expecrations derived from the yield
on long-term bonds and the price carnings ratios of major
stock market indices;

+  Expected inflation and risk-free interest rate assumprions; and

*  The types of investments expected to be held by the plans.

We develop assumptions, which are then compared to the
forecasts of other independent investment advisors to ensure tea-
sonableness. An internal commitree selects che final assumptions.

We determine discount rates from analyses of AA/Aa rated
bonds with cash flows matching the expected paymenss to be
made under our plans.

Assumed health care cost trend rares have 4 significant effect
on che amounts reported for our retiree health care plans. A
ong-percentage-point change in assumed health care cost trend
tates would have had the following effects:

Other
Postretirement
Benefits
Ong Ore
percentage percentage
paint point
ncrease decrease
{millions)
Effect on total service and interest cost
components for 2007 $ 20 $ (17
Effect on postretirement benefit obligation at
December 31, 2007 184 {140)

In addition, we sponsor defined contribuzion thrift-type sav-
ings plans. During 2007, 2006 and 2005, we recognized $37
million, $36 million and $33 million, respectively, as con-
tributions to these plans.

Certain regulatory autheritics have held that amounts recov-
ered in wrility customers’ rates for other postretirement benefits,
in excess of benefits actually paid during the year, must be
deposited in trust funds dedicated for the sole purpose of paying
such benefits. Accordingly, cerrain of our subsidiaries fund posc-

NOTE 24. COMMITMENTS AND
CONTINGENCIES

As the result of issues generated in the ordinary course of business,
we are involved in legal, tax and regulatory proceedings before
various courts, regulatory commissions and governmental agen-
cies, some of which involve substantial amounts of money. The
ultimate outcome of such proceedings cannot be predicted at this
time, however, for current proceedings not specifically reported
herein, managemenr does not anticipate thar the lisbilities, if any,
arising from such proceedings would have a material effect on our
financtal position, liquidity or results of operations.

Long-Term Purchase Agreemants

At December 31, 2007, we had the following long-term commit-
ments that are noncancelable or are cancelable only under certain
conditions, and that third parties have used to secure financing
for the facilities that will provide the contracted goods or services:

2008 2009 2010 2011 2012 Thereafter Total

{millions]
Purchased electric

capacity $3B3 $364 $349 3348 $352 $1.857 $3,653

(1) Commitmenss represent estimated amounts pavable for capacity under
porer purchase contracts with gualifying fectlities and independen:
power producers, the last of which ends i 2021, Capacity payments
under the cantracts are generally based on fixed doliar amovnis per
month, subject v escalation using broad-based economic indices. Az
December 31, 2007, the present value of our total commitment for
capacity payments is $2.4 billion. Capacity paymens tovaled 3410 mil-
bion, $437 million and $472 million, and energy payments votaled
$360 million, $291 million and 3378 million for 2007, 2006 and
2003, respectively.

Lease Commitments

We lease various facilities, vehicles and equipment primarily
under operating leases. Payments under cereain leases are escalated
based on an index such as the consumer price index. Future
minimum lease payments under noncancelable operating and
capital leases thar have initial or remaining lease terms in excess of
one year as of December 31, 2007 are as follows:

2008 2009 2010 2011 2012 Thereafier Total

milliohs
retirement benefit costs through Voluntary Employees’ Benefi- ( ) $81 $72 58 $50 %41 3151  $453
ciary Associations (VEBAs). Our remaining subsidiaries do not
prefund postretirement benefit costs but instead pay claims as
presented. We expect to concribute $32 million to the Dominion
VEBAs in 2008.
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Rental expense totaled $185 million, $178 million and $160
million for 2047, 2006 and 2003, respectively, the majority of
which is reflected in other operations and maintenance expense.

We lease the Faitless power station (Fairless) in Pennsylvania,
which began commercial operations in June 2004. During con-
struction, we acted as the construction agent for the lessor, con-
trolled the design and construction of the facility and have since
been reimbursed for all project costs ($898 million) advanced to
the lessor. We make annual lease payments of $53 million that
are reflected in the lease commitments table, The lease expires in
2013 and at that rime, we may renew the lease at negotiated
amounts based on original project costs and current market con-
ditions, subject to lessor approval; purchase Fairless at its original
construction cost; or sell Fairless, on behalf of the lessor, 1o an
independent third party. If Fairless is sold and the proceeds from
the sale are less than its original construction cost, we would be
required to make a payment to the lessor in an amount up to
70.75% of the original project costs adjusted for certain other
costs as specified in the lease. The lease agreement does not con-
tain any provisions that involve credit rating or stock price tigger
events.

Wind Farm Power Projects
MT. STORM WiIND FARM

In December 2006, we acquired a 50% interest in a joint venture
with Shefll WindEnergy Inc. (Shell) to develop a wind-turbine
facility in Grant County, West Virginia (NedPower). NedPower
consists of two construction phases totaling 264 Mw. The first
phase (164 Mw) is expected ro become fully operational by June
2008 and the sccond phase is expected to be fully operational by
December 2008. During 2007, we made cash contributions of
$67 million ro NedPower and expect to contribute an additional
$57 million in 2008. The remaining cost of both phases is
expected to be funded by NedPower through non-tecourse con-
struction financing with third-party banks,

FOWLER RIDGE WIND FARM

In January 2008, we acquired 2 50% interest in a joint venture
with BP Alternative Energy Inc. (BP) to develop a wind-turbine
faciliry in Benron County, Indiana, The facility is expected to be
built in two phases and generate 2 total of 750 Mw. We will
jointly own 630 Mw with BP and BP will retain sole ownership
of 100 Mw. We have committed to contribute approximately
3340 million of cash at various dates through January 2009,
which includes our initial investment and funding for the
development of the first 300 Mw phase. Construction of the
second 350 Mw phase could begin as early as 2009, with funding
to be contributed to the joint venture to maintain 50/50 owner-
ship berween the partners. Our ultimate funding requirements
may decrease to the extent that the joint venture obtains non-
recourse construction and term financing.

Environmental Matters

We are subject to costs resulting from a number of federal, state
and local laws and regulations designed to protect human health
and the environment. These laws and regulations affect fature
planning and exisring operations. They can result in increased
capital, operating and other costs as a result of compliance,
remediation, conminment and monitoring obligations.

To the extent environmenral costs are incurred in connection
with operations regulated by the Virginia Commission during the
period ending December 31, 2008, in excess of the level currently
incdluded in Virginia jurisdictional rates, our results of operarions
could decrease. After that date, we may seck recovery through

rares.

SUPERFUND SITES

From time to dime, we may be identified as a potentially respon-
sible party {PRP) to a Superfund site. The EPA (or a state) can
either (a) allow such a party to conduct and pay for a remedial
investigation, feasibility study and remedial action or (b} conduct
the remedial investigation and action and then seek reimburse-
ment from the parties, Each parcy can be held joindy, severally
and strictly liable for afl costs. These parties can also bring con-
tribution actions against each other and seek reimbursement from
their insurance companies. As a result, we may be responsible for
the costs of remedial investigation and actions under the Super-
fund Act or other laws or regulations tegarding the remediation of
waste. We do not believe thar any currently identified sites will
result in significant liabilities.

OTHER

We have determined that we are associated with 21 former manu-
facrured gas plant sites. Studies conducred by ocher uviliries at
their former manufactured gas plants have indicated thar their
sites contain coal tar and other potentially harmful marerials.
None of the 21 former sites with which we are associated is under
investigation by any state ot federal environmental agency. One
of the former sites is conducting a state-approved post closure
groundwater monitoring program and an environmental land use
restriction has been recorded. At another site we have been
accepted into a state-based voluntary remediation program and
have not yer estimared the future remediation costs, It is not
known to what degree the other former sites may contain
environmental contamination, We are not able to estimarce the
cost, if any, that may be required for the possible remediation of
these other sites.

Nuclear Operations

NUCLEAR DECOMMISSIONING——MINIMUM
FINANCIAL ASSURANCE

The Nuclear Regulatory Commission (NRC) requires nuclear
power plant owners to annually update minimum financial assur-
ance amounts for the future decommissioning of their nuclear
facilities. Qur 2007 calculation for the NRC minimum financial
assurance amount, aggregated for our nuclear unirs, was $2.4 bil-
lion and has been satisfied by a combinatian of the funds being
collected and depasited in the nuclear decommissioning trusts
and the real annual rare of remurn growth of the funds allowed by
the NRC,

NucLEAR INSURANCE

The Price-Anderson Act provides the public up to $10.8 billion
of liabilicy protection per nuclear incident via obligations required
of owners of nuclear power plants. The Price-Anderson Act
Amendment of 1988 allows for an inflatianary provision adjust-
ment every five years. We have purchased $300 million of
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coverage from commercial insurance pools with the renmminder
provided through a mandatory industry risk-sharing program. In
the event of a nuclear incident at any licensed nuclear reactor in
the U.5., we could be assessed up to $100.6 million for each of
our seven licensed reactors not to exceed $15 million per year per
reactot, There is no limit to the number of incidents for which
this retrospective premium can be assessed. The Price-Anderson
Acr was first enacted in 1957 and was renewed again in 2005,

Qur current level of property insurance coverage (52.55 bil-
lion for North Anna power station (Morth Anna), $2.55 billion
for Surry power station, $2.75 billion for Millstone power station
(Millstone), and $1.8 billion for Kewaunee} exceeds the NRC
minimum requirement for nuclear power plant licensees of $1.06
billion per reactor site and includes coverage for premature
decommissioning and functional total loss. The NRC requires
thar the proceeds from this insurance be used first, to retum the
reactor to and maineain it in a safe and stable condition and sec-
ond, to decontaminate the reactor and station site in accordance
with a plan approved by the NRC. Qtur nuclear property
insurance is provided by the Nuclear Electric Insurance Limited
(NEIL), a mutual insurance company, and is subject to retro-
spective premium assessments in any policy year in which losses
exceed the funds available to the insurance company. The max-
imum assessment for the current policy period is $99 million,
Based on the severity of the incident, the board of directors of our
nuclear insurer has the discretion to lower or eliminate the max-
imum retrospective premium assessment. We have the financial
responsibility for any losses that exceed the limics or for which
insurance proceeds are not available because they must first be
used for stabilization and decontamination.

We purchase insurance from NEIL o caver the cost of replace-
ment power during the prolonged outage of a nuclear unit due to
direct physical damage of the unit. Under this program, we are
subject to a retrospective premium assessment for any policy year
in which losses exceed funds available to NEIL., The current
policy period’s maximum assessment is $33 million.

Old Dominion Electric Cooperative, a part owner of North
Anna, and Massachusetts Municipal Wholesale Electric Company
and Central Vermont Public Service Corporation, part owners of
Millstane’s Unit 3, are responsible to us for their share of the
nuclear decommissioning obligation and insurance premiums on
applicable units, including any retrospective premium assessments
and any losses not covered by insurance.

SPENT NuCLEAR FUEL

Under provisions of the Nuclear Waste Policy Act of 1982, we
have entered into contracts with the Department of Energy
(DOFE} far the disposal of spent nuclear fuel, The DOE hailed wo
begin accepting the spent fuel on January 31, 1998, the date pro-
vided by the Nuclear Waste Policy Act and by our contracts with
the DOE. In January 2004, we and certain of our direct and
indirect subsidiaties filed lawsuits in the U.S, Court of Federal
Claims against the DOE requesting damages in connection with
its failure to commence accepting spent nuclear fuel. Trial is
scheduled for May 2008. We will continue to manage our spent
fuel uneil it is accepted by the DOE.

Guarantees, Surety Bonds and Letters of Credit

At December 31, 2007, we had issued $41 million of guarantees
to support third parties and equity method investces. Addirion-
ally, we have issued a limited-scope guarantee and indemnifi-
cation for one-half of the project-level financing for phase one of
the NedPower wind farm project, Under this guatantee, we
would be required to repay one-half of NedPower’s debt, only if i
is unable to do so, as a direct result of an unfavorable ruling asso-
ciated with current litigation secking to halt the project. The
guarantee will terminate when a final non-appealable ruling in
favor of the project is received. We do not expect an unfavorable
ruling and no significant amaounts have been recorded. Our
exposure under the guarantee woraled §56 million as of
December 31, 2007 and will increase to $103 million in 2008
based upon NedPower’s future expected borrowings to complete
phase one. Shell has provided an identical guarantee for the other
one-half of NedPower's borrowings.

We also enter into guarantee arrangements on behalf of our
consolidated subsidiaries, primarily to facilitate their commercial
transactions with third parties. To the extent that a liabilicy sub-
ject to a guarantee has been incurred by one of our consolidaced
subsidiaries, that liability is included in our Consolidated Finan-
cial Statements. We are not required 1o recognize liabilities for
guarantees issued on behalf of our subsidiarics unless it becomes
probable that we will have to perform under the guarantees. We
believe it is unlikely that we would be required w perform or
otherwise incur any losses associated with guarantees of our sub-
sidiaries” obligations. At December 31, 2007, we had issued the
following subsidiary guarantees:

Stated Limit Vajuelh

{millions)

Subsidiary deht@ § 48 % 4B
Commodity transactions® 2,985 328
Lease obligation for power generation facility'® 917 917
Nuclear obligations®! 383 302
Other 31 192
Tatal $4.674 %1785

{1) Represents the estimated portion of the guarantee’s stated limit thar is
wtilized as of December 31, 2007 based upon prevailing economic con-
ditions and fact partern: specific to each guarentee arrangement. For
those guarantees related to obligations that ave recorded as Nabilities by
our subsidiaries, the vatie inclides the revorded amount.

(2) Guaranzees of debt of a DEI subsidiary. In the event of default by the
subsidiary, we wonld be obligated to repay such amownts.

{3) Guarantees related ro energy trading and markeiing aciivities and other
commadity commitments af certain subsidiaries, including subsidiaries of
Virginia Power and DEI. These puarantees were provided v counzer-
parties in order to factlitate physical and financial transactions in gas,
oil, electricity, pipeline capacity, transporiaiion and relased commodities
and services. If any of these subsidiaries fail to perform or pay under tie
contracts and the counterparties seek performance or payment, we would
ke obligated r satisfy such abligation. We and our subsidiavies receive
simifar guarantees as collgeral for credir extended to otfers. The value
provided includes certain guarantees that do wot have seated Limirs,

{4) Guarantee of 1 DEI subsidiary’s leasing obligation for Eairless.

{5) Guarantees related tv certain DE! subsidiaries’ potentil retrogpective
premiums that could be ascessed if theve is @ nuclear incident under onr
nuclear insuravice programs and guaranices for ¢ DET subsidiarys and
Virginia Power’s commiitment to buy nuclear fusl, In addésion to the
guarantees listed above, we have also agreed to provide up to 3150
mitlion and $60 million to nwo DEI subsidiaries, to pay the operating
expenses of Millstone and Kewauner, vespectively, in the rvent of &

rolonged outage. & part of satisfying certain NRC requirements con-
ferm with ::f:n'ng?:&q{am ﬁf;j:a'ing for the ﬁpemtg‘m of nuclear
Power starions.
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Addirionally, as of December 31, 2007, we had purchased $56
million of surety bonds and authorized the issuance of standby
letters of credit by financial institutions of $230 million to facili-
tate commercial transactions by our subsidiaries with third parries.

Indemnifications

As part of commercial contract negotiations in the normal course
of business, we may sometimes agree to make payments ta
compensate or indemnify other parties for possible future
unfavorable financial consequences resulting from specified events.
The specified events may involve an adverse judgment in a lawsuit
ot the imposition of additional taxes due to a change in tax law or
interpretation of the tax law. We are unable to develop an estimare
of the maximum potential amount of future payments under these

_contracts because events that would obligate us have not yet

occurred o, if any such event has occurred, we have not been noti-
fied of its occurrence. However, at December 31, 2007, we believe
future payments, if any, that could ultimately become payable
under these contract provisions, would noc have a material impact
on our results of operations, cash flows or financial position.

We have entered into other types of contracts that require
indemnifications, such as purchase and sale agreements and
financing agreements. These agreements may include, but are not
limited to, indemnifications around certain title, tax, contractual
and environmental marters. With respect 1o sale agreements, our
expasure generally does not exceed the sale price and is typically
limited in duration depending on the nature of the indemnified
matter. Since January 1, 2005, we have entered into sale agree-
ments with maximum exposure related to the collective purchase
prices of approximately $15 billion. We believe thar it is improb-
able thar we would be required to perform under these
indemnifications and have not recognized any significant
liabilities refated to these arrangements. -

Status of Electric Regulation in Virginia

2007 VIRGINIA RESTRUCTURING ACT AND
FUEL FACTOR AMENDMENTS

On July 1, 2007, legislation amending the Virginia Electric

Utility Restructuring Act (the Restrucruring Act) and the fuel

factor became effective, which significandy changes electricity

regulation in Virginia. Prior to the Restructuring Act, our base

rates in Virginia were capped at 1999 levels until December 31,

2010. The Restructuring Act ends capped rates two years early,

on December 31, 2008, Afrer capped rates end, retail choice will

be eliminated for all but individual retail customers with a

demand of more than 5 Mw and non-residential rerail customers

who obrain Virginia Commission approval to aggregate their load
to reach the 5 Mw threshold. Individual rfetail customers will be
permitted 1o purchase renewable energy from competitive suppli-
ers if the incumbent electrie utility does not offer a renewable
energy tarifl. Also after the end of capped rates, the Virginia

Commission will set our base rates under a modified

cost-of-service model. Among other features, the new model pro-

vides for the Virginia Commission to:

*  Initiate a base rate case during the first six months of 2009,
reviewing the 2008 test year, as a result of which the Virginia
Commission:

*  shall establish a return on equity (ROF) no lower than
that reported by ac least a majority of a group of utilities

within the southeastern U.S., with certain limitations, as
described in the legislation;

*  may increase or decrease the ROE by up e 100 basis
points based on generating plant performance, customer
service and operating efficiency, if appropriate;

*+  shall increase base rates, if needed, to allow the Company
the opportunity to recover its costs and earn a fair rate of
rerurn if we are found to have carnings mare than 50 basis
points below the established ROE; or

*  may reduce rates prospectively upon completion of the
2009 review or, altetnatively, order a credit te customers if
we are found to have test year earnings of more than 50
basis points above the established ROE.

+  After the inicial rate case, review basc rates biennially, as 2
result of which the Virginia Commission:
= shall establish an ROE no lower than that reported by at

least a majority of a group of utilities within the south-
eastern U.S., with certain limitations, as described in the
legislation;

* may increase or decrease the ROE by up to 100 hasis
points based on generating plant performance, customer
service and operating efficiency, if appropriate;

+  after 2010, authorize an increased ROE on overall rate
base upon achieving the goals established for the renew-
able energy portfolio standard programs. Such increased
ROE would be in lieu of any increased or decreased ROE
from the preceding paragraph, unless there has been an
increase to the ROE awarded under the preceding para-
graph that is higher than the renewable energy portolio
standard increase; and

*  shall increase base rates, if needed, to allow the Company
the opportunity to recover its costs and carn 3 fair rate of
return if we are found to have earned, during the test
period, more than 50 basis points below the then cur-
rently established ROE; or

*  may order a credit to customers if we are found to have
earned, during che test period, more than 50 basis points
above the then currently established ROE, and reduce
rates if we are found to have such excess earnings during
twn consecutive biennial review periods.

*  Authortize stand-alone rate adjustments for recovery of certain
casts, including new generation projects, major generating
unit modifications, environmental compliance prejects,
FERC—a.pproved costs for transmission service and energy
efficiency, conservation, and renewable energy programs; and

*  Authorize an enhanced ROE on new capital expenditures as a
financial incentive for construction of certain major gen-
eration prajects.

The legislation also continues statutory provisions directing us
to file annual fuel cost recovery cases with the Virginia Commis-
sion beginning in 2007 and continuing chereafter, as discussed in
Virginiz Fuel Expenses.

As discussed previously, the legislation provides for the
Virginia Commission to initiate a base rate case during the first
six months of 2009, as a result of which the Virginia Commission
may reduce rates or alternatively, order a ¢redit to customers if we
are found 1o have earnings more than 50 basis points above the
established ROE. We are unable to predict the outcome of future
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rate actions at this time, however an unfavorable outcome could
adversely affect our results of operations.

VIRGINIA FUEL EXPENSES

Under amendments to the Virginia fuel cost recovery statute
passed in 2004, our fuel factor provisions were frozen until July 1,
2007. Fuel prices have increased considerably since 2004, which
resulted in our fuel expenses being significantly in excess of our
fuel cost recovery. Pursuant to the 2007 amendments to the fuel
cost recovery statute, annual fuel rate adjustments, with deferred
fuel accounting for over- ar under-recoveries of fuel costs, were
re-instituted on July 1, 2007. While the 2007 amendments did
not allow us to collect any unrecovered fuel expenses that were
incurred prior to July 1, 2007, once our fuel factor was adjusted,
this mechanism ensures dollar-for-dollar recovery for prudently
incurred fuel costs.

In April 2007, we filed a Virginia fuel factor apptication with
the Virginia Commission. The application showed a need for an
annual increase in fuel expense recovery for the period July I,
2007 through June 30, 2008 of approximately $662 million;
however, the requested increase was limited to $219 million
under the 2007 amendments to the fuel cost recovery statute.
Under these amendments, our fuel factor increase as of July 1,
2007 was limited to an amount thart results in the residential
customer class not teceiving an increase of more than 4% of total
rates in effect as of June 30, 2007, The Virginia Commission
approved the fuel facior increase for Virginia jurisdicrional cus-
tomers of approximately $219 million, effective July 1, 2007,
with the balance of approximately $443 million to be deferred
and subsequently recovered subject ro Virginia Commission
approval, without interest, during the period commencing July 1,

2008 and ending June 30, 2011,

STRANDED COSTS

Swanded costs are generation-related costs incurred or commit-
ments made by utilities under cost-based regulation that may not
be reasonably expected to be recovered in a competitive market.
In the past, our exposure 1o potential stranded costs included
long-term power purchase contracts that could ultimately be
determined to be above market prices; generating plants that
could possibly become uneconomical in a deregulated environ-
ment; and unfunded obligations for nuclear plant decommission-
ing and postretirement benefits. Capped electric tetail rates
provided an apporiuniry to recover our potential stranded costs,
depending on market prices of electriciry and other factors.
Recovery of our potential stranded costs was subject to numerous
risks even in the capped-rate environment. Those risks included,
among others, exposure to long-term pawer purchase commit-
ment losses, future environmental compliance requirements,
changes in certain cax laws, nuclear decommissioning costs,
increased fuel costs, inflation, increased capital costs and recovery
of certain other items. However, with the return to a modified
cost-of-service rate model under the 2007 Virginia Reseructuring
Act Amendments, our exposure to potential stranded costs and
the risk of non-recovery will be eliminared.

North Carolina Regulation

In 2004, the North Carelina Commission commencerd an inves-
tipation into our North Carolina base rates and subsequently

ordered us o file a general rate case to show cause why our North
Carolina jurisdictional base rates should not be reduced. The raze
case was filed in September 2004, and in March 2005 the North
Carolina Commission approved a settlement that included 2
prospective $12 million annual reduction in cutrent base rates
and a five-year base rate moratorium, effective as of April 2005.
Fuel rates are still subject to change under annual fuel cost
adjustment proceedings.

Dominion Transmission Rates

In May 2005, FERC approved a comprehensive rave serdement
with our subsidiary, DT1, and its customers and interested state
commissions. The settlement, which became effective July 1,
2003, revised our narural gas transmission rates and reduced fuel
retendon levels for storage service customers. As part of the
settlement, DTT and all signarory parties agreed to a rate mor-
atotium uneil 2010.

In December 2007, DT and the Independent Oil and Gas
Association of West Virginia, Inc. reached a settlement agreement
on DTY’s gathering and processing rates for che period January 1,
2009 through December 31, 2011. This settletent maintains the
gas retainage fee structure that DTT has had since 2001, Under
the settdement, the gathering retainage rate increases from 9.25%
to 10.5% and the processing retainage rate—in recognition of the
increased market value of natural gas liquids—lecreases from
3.25% 1o 0.5%.

This reduction in the combined retainage, from 12.5% to
11%, should provide a lower overall cost for most producers. Due
to the increase in natural gas prices from three yeats ago, the
consolidated impact of these rate changes is expected 1o increase
DTT’s gathering and processing revenues. In addicion, DTT will
continue to retain all revenues from its liquids sales, thus main-
taining its cash flow from this activity.

In connection with the sertlement, DTT also agreed to invest
at least $20 million annually in Appalachian gathering-related
assets, The new rawes are subject to FERC approval,

Dominion Cove Point Rates

In June 2006, we filed a general rate proceeding for Deminion
Cove Point LNG, LP (DCP). The rates established in this case
took effect on January 1, 2007. This rate proceeding enabled
DCP to update the cost of service underlying its rates, including
recovery of costs associated with the 2002 ro 2003 reactivation of
the LNG import terminal. The FERC-approved setilement estab-
lished a rare moratorinm thar ends in mid-2011.

Litigation

In 2006, Gary . Jones and others filed suit against DTL, DEP]
and Dominion Resources Services, Inc. (DRS). The plaintiffs are
royalty ownets, seeking o recover damages as a result of the
Dominion defendants allegedly underpaying royalties by improp-
erly deducting post-production costs and not paying fair market
value for the gas produced from their leases, The plainiffs seek
class action status on behalf of all West Virginia residents and
others who are parties to or beneficiaries of oil and gas leases with
the Dominion defendants. DRS is erroneously named as a
defendant as the parent company of DTI and DEPL. During
2007, we established a litigation reserve representing our best
estimate of the probable loss related to this matter. We do not
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believe that the final resolution of this matter will have a material
adverse effect on our results of operations or financial condition.

NOTE 25. FAIR VALUE OF FINANCIAL
INSTRUMENTS

Substantially all of our financial instruments are recorded at fair
value, with the exception of the instruments described below thar
are reported at historical cost. Fair values have been determined
using available market information and valuation methodologjes
considered appropriate by management. The financial
instruments’ carrying amounts and fair values are as follows:

At December 31, 2007 2006
Estimated Estimated
Carrying Fair Camying Fair
HAmounk Valualtt Amount Valuetl
{mitlions)
Long-term debi@ $13,236  $13,377 $15320 $15576
Junior subordinated notes
payable to:
Affiliates 678 681 1,151 1,209
Other 798 804 798 828

(1) Farr value is estimated using markei preces. wheve avatlable. and interest
rates curvently available for issuance of debt with similar terms and
rematning mavurities, The carrying amount of debt issues with shore-
term mavurities and variable rates refinanced at covvent market rates is a
reasonable estimate of their fair value.

(2) Includes securities due withen one yedr and amounts which represent the
valuation of cevtain fair value hedges associated with our fixed-rate debr.

NoTE 26. CREDIT RISK

Credit risk is our risk of financial loss if counterparties fail to
perform their contractual obligations. In order to minimize over-
all credit risk, we maintain credit policies, including the evalua-
tion of counterparry financial condition, collareral requitements
and the use of standardized agreements that facilitate the netting
of cash flows associated with a single counterparty. In addition,
counterparties may male available collateral, including letters of
credit or cash held as margin deposits, as a result of exceeding
agreed-upon credit limits, or may be required to prepay the
transaction.

We maintain a provision for credit losses based on factors
surrounding the credit risk of our customers, historical trends and
other information. We believe, based on our credit policies and
our December 31, 2007 provision for credit losses, that it is
unlikely that a material adverse effect on our financial position,
resules of operations or cash flows would occur as a result of coun-
terparty nonperformance.

As a diversified enetgy company, we eransact with major
companies in the energy industry and with commercial and resi-
dential energy consumers. These transactions principally occur in
the Northeast, mid-Atlantic and Midwest regions of the U.S, We
do not believe that this geographic concentration conmributes sig-
nificantly to our overall exposure to credit risk. In addition, as a
resulr of our large and diverse customer base, we are not exposed
to a significant concentration of credit risk for receivables arising
from electric and gas udlity aperations, including transmission
services and retail cnergy sales.

Our exposute to credit risk is concentrated primarily within
our energy matketing and price risk management activiries, as we
transact with a smaller, less diverse group of counterparties and
transactions may involve latge notional volumes and portentially
volatile commodity prices. Energy marketing and price risk
management activities include trading of energy-related commod-
ities, marketing of merchant generation output, structured trans-
actions and the use of financial contracts for enterprise-wide
hedging purposes. Gross credit exposure for cach counterparty is
calculated as outstanding receivables plus any unrealized on or
off-balance sheet exposure, taking into account contractual net-
ting rights. Gross credit exposure is calculated prior to the
application of collateral. At December 31, 2007, our gross credit
exposure totaled $808 million. Afeer the application of collateral,
our credit exposure is reduced to $705 million. Of this amount,
investment grade counterpatties, including those internally rated,
represented 94% and no single counterparty exceeded 12%.

NOTE 27. EQUITY AND COST-METHOD
INVESTMENTS

Equity-Method Investments

At December 31, 2007 and 2006, our equity method investments
totaled $331 million and $289 million, respectively, and equity
earnings on these investments totaled $35 million in 2007, $37
million in 2006 and $43 million in 2005, We received dividend
income from these investments of $16 million, $21 million and
$28 million in 2007, 2006 and 2005, respectively. During 2007,
we recognized an impairment loss of $11 million in connection
with the expected sale of ane of our equiry method investments,
During 2006, we sold two of our equity method investments,
resulting in a net loss of $3 million. Qur equity method invest-
ments are reported in our Consolidated Balance Sheets in other
investments. Equity earnings on these investments are reported in
other income in our Consolidated Statements of Income.

Cost-Method Investments

At December 31, 2007 and 2006, the carrying value of our cost-
method investments totaled $34 million and $37 million,
respectively. Our cost method investments are reported in our
Consolidated Balance Sheets in other investments. In 2007 and
2006, we reviewed all of our cost method investments for evi-
dence of adverse changes in fair value; however, we did not esti-
mate the fair value of out cost-method investments unless we
identified events or changes in circumstances that had a sig-
nificant adverse effect on the fair value of the investments.
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NOTE 28, DoMINION CAPITAL, INC.
Our Cousolidated Balance Sheets reflect the following DCI assers:

At December 31 2007 2006
{millens!

Current assetsiL $266 3229
Loans held for resale 323 —
Loans receivable, net . 34 399
Available-or-sale securities et 39
Cther investments 72 81
Property, plant and equipment, net — 10
Deferred charges and other assets 127 83
Total $822 3841

(1) Includes $30 mitlion of loans held for resale in 2007, Includes $36 mil-
fion of loans receivable, net in 2006,

Securitizations of Financial Assets

At December 31, 2006, DCI held $39 million of remined inter-
ests from the securitization of financial assets, which were classi-
fied as available-for-sale securities. The retained interests resulted
from prior year securitizations of CDO and collaceralized mort-
gage obligation (CMO) transactions. During 2007, DCI recog:
nized impairment losses of $27 million ($16 million after-tax)
due to changes in market valuations. DCI also sold thres of the
residual trusts in the fourth quarter of 2007. DCI still owns six
residual trusts with no baok basis.

We executed cettain agreements in 2003 that resulted in the
sale of cerrain financial assets in exchange for an investment in the
subordinated notes of a third-party CDO entity. This investment
consisted of $100 million of Class B-1 Netes, 7.5% current pay
inrerest and $148 million of Class B-2 Notes, 3% paid-in-kind
(PIK) interest. 'The equity interest in the new CDQO entity, a
voting interest entity, were held by an entity chat is not affiliated
with us. The CDO entity’s primary focus is the purchase and
originarion of middie markert senior secured first and second lien
commercial and industrial loans in both the primary and secon-
dary lean marlers.

Prior to June 2006, our intent was to rate and market the B-1
Notes and hold the B-2 Notes to maturity. DCI also had 2
commitment to fund up to $15 million of liquidity to the CDO
entity, but this commitment has expired.

In 2006, we decided to pursue the sale of the B-2 Notes and
recorded an $85 million charge in other operations and main-
tenance expense reflecting an other-than-temporary decline in the
fair value of the B-2 Notes. An impairment was required because
of a furthet increase in interest rates, an increase in our credit risk
associated with the equity reduction discussed below and because
we no longer expected the fair value of the B-2 Notes 1o recover
prior 10 a sale. Dyring 2007, we recorded a LOCOM adjustment
on the B-1 and B-2 notes of $54 million {$35 million afrer-cax)
due to a deeerioration in value of the underlying collateral. DCI

“will continue its efforts to sell the B-1 and B-2 notes in 2008,

DCT'’s invesiments in the CDO entity were previously
included in available-for-sale securities in our Consolidated Bal-
ance Sheer, In 2006, the equity investor reduced its equity at risk
in the €DO entity, which required a redetermination of whether
the CDO entiry is a VIE under FIN 46R. We concluded char the
CDO entity is a VIE and that D{CI is the primary beneficiary of
the CDO entity, which we consolidate in accordance with FIN
46R, Due ro its consolidation, we reflect the assets and liabilities

of the CDO entity in our Consolidated Balance Sheet. At
December 31, 2007 and 2006, the CDO entity had $460 million
and $385 million, respectively, of notes payable thar mature in
January 2017 and are nonrecousse to us. The CDO entiry held
the following assets that served as collateral for its obligations:

As of December 31, 2007 2006
(milliens)

Other current asselstl) 5257 5183
Loans held for resale 323 —_
Loans receivable, net C - 367
Other investments k74 36
Total assets $612 3585

(1) Includes $30 million of loans beld for resale in 2007, Includes $36 mil-
Gion of loans receivable, net in 2006.

There were no morrgage securirizations in 2006 or 2007.
Activity for the subordinated nates related to the CDO entity,
retained interests from securitizations of CMQOs and CDO
retained interests is summarized as follows:

Retained Interests
CMO =D
{millions}
Balance at January 1, 2006 $38 $ 255
Inkerest income — 12
Consolidation of CDO —_ {171}
Cash received (1) (11)
Fair value adjustment 2 (85)
Balance at December 31, 2006 $39 $ —
Cash received (10 —
Fair value adjustment (29)2 —
Balanca at December 31, 2007 § — s —

(1) Includes interest receivable.

(2) Includes the reversal of an unvealized gain of $2 million recorded in
2006, plus a 327 million impairment loss due to the write-doun of the
CMOs.

Loans Related to the CDO Entity

Presented below are the significant accounting policies associated
with loans held for resale reflected on our Consolidated Balance
Sheet due to consolidation of the CDO entity.

Loans HELD FOR RESALE

We repott loans held for resale at LOCOM. We determine any
LOCOM adjustment to the koans held for sale on a poal basis by
aggregating those loans based on similar risks and characteristics.
The fair value of the loans are calculated by discounting sched-
uled cash flows through the estimated maturity using estimated
market discount rates chat reflect the credit and inrerest rate risk
inherent in the loan, current econemic conditions, and lending
conditions. The estimates of maturity are based on historical
experience with repayments for each loan classification.

A loan is considered non-performing if it meets the definition
of either a (i) Defaulted Security, or (ii) PIK Secutity, where
interest has been deferred or paid-in-kind for threc months (er 6
months in the case of a security thar is only required o pay inrer-
st on a quarterly basis).

[n general, a2 Defaulted Security is: 1) a loan where a default as

to the payment of principal and/or interest has occuered and

is continuing, 2) a loan that has a Standard & Poor’s rating of

“D” or “SD” or has a Moody’s rating of “Ca” or lower; or,
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Notes to Consolidated Financial Statements, Continued

3} a loan that in the reasonable business judgment of the
CDO endity’s collareral manager, is a Defaulted Security.

*  In general, a PIK Security is a loan with respect to which the
obligor has the right to defer or capitalize all or a pottion of
the interest due on such loan as principal, unless such asset is
required on each payment date to pay in cash a spread of at
least the LIBOR plus 2.50%.

The CDO entity’s loan balances are summarized as follows:

As of Decembar 31, 2007 2006

Non- Non-
Performing perfoming  Total Performing performing  Total

LoaN ORIGINATION FEES AND COSTS

Loan origination fecs and costs are deferred and recorded as part
of loans held for resale and then amaottized over the life of the
loan as an adjustment to the yield in interest income.

DEFERRED FINANCING CLOSING

Costs incurred to refinance debt are deferred and amorsized over
the life of the notes. All costs associated with any notes that are
paid in full are expensed at the date of the payoff.

Key Economic Assumptions and Sensitivity Analyses
The loans held for resale held by the CDO entity are subject to

(millions}
Loanst) $538 $11 $549 3521 321 $542 credit loss and interest rate risk. Adverse changes of up to 10% in
Unarmortized credir losses and interest rates are estimated in each case to have
premiums, less than a $40 million pre-tax impact on future results of oper-
discounts and ations.
other cost basis
adjustments, .
net (131) (3) (139)  (127) (5) 13z  |mpairment Losses o
LOCOM The table below presents a summary of asser impairment losses
adjustments (54) @) {62 — - = associated with DCI operations.
Miowance for
loan losses — - - 2 5 7 Year Ended December 31, 2007 2006 2005
Loans, net $353 §— $as3 $392 $11 $403 (miNions}
\ , Retained interests from CMO securitizationstt $27 $- $25
{1) Current portion: Performing—830 million and $28 milfion in 2007 Loans held for resalet 54 — —
and 2006, respectively; Non-performing— 38 million in 2006. Retained interests from CDD securitizationst — 85 —
{2) Inctudes $1 mitlion and 87 mitlion of allowances for loan losses vecorded Venture capital and other equity invesimentst3 17 & 10
during 2007 prior ta the reclassification of loans receivable to loans held Total $98 391 335

Jor resale for performing and non-performing, respecrively,

The notional value of the non-perfarming portfolio at
December 31, 2007 and 2006, was 3149 million and $148 mil-
lion, respectively. During 2006, the CDO entity recorded provi-
sions for loan losses of $7 million and recorded direct write-offs,
net of recoveries amounting o $20 million. The inrerest income
earned from cash collections on non-petforming loans in 2007
and 2006, was $5 million and $1 million, respectively.

ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses is a significant estimare that repre-
sents the CDO entity’s estimate of probable losses inherent in the
loan portfolic and equity investments as determined by the CDO
entity’s collateral manager.

In calculating the allowasce for loan losses, the CIDO entity’s
collaceral manager applies a systematic and consistent approach
that considers among other factors: historical payment experience,
past-due status, current financial information, abiliry of the debr-
o1s to generate cash flows and realizable value of collateral on a
loan by loan basis. Each matetial non-performing loan and
material equity investment is reviewed on a quarterly basis. A
range of probable losses is estimated for each loan after which a
probable loss is determined.

A loan is written off when it is considered fully uncollectible
and of such little value that its continuance as an asser is not
warranted. A loan or equity investment is also written off if the
borrower has ceased operations, the majority of the borrower’s
assets have been liquidated or sold, or the remaining collections
of the loans ate speculative and expected to be minimal ar highly
contingent.

(1) Reflecis the result of economic conditions and bistorically low interest
rates and vhe resulting impact on credit losses and prepayment speeds, We
recorded impairments of our retained interests from CMQ securitizations
in 2007 and 2005 and retained interests frem CDO securitizations in
2006. We apdated our credit loss and prepayment aswmptions to reflect
OUY TECERT EXPETICTICE.

{2) During 2007, we recorded LOCOM adjusements of 354 million on vur
loans held for resale.

(3) lmpairments were recorded primarily due to our decision to dispose of
the assets when it became probable we would not recover the asses
recorded basis.

NOTE 29. OPERATING SEGMENTS

_We are organized primarily on the basis of products and services

sold in the U.S. During the fourth quarter of 2007, we realigned
our business units to reflect our strategic refocusing and began
managing our daily operations through four operating segements.
All segment information for prior years has been recast o con-
form to the new segment structure. A description of our segments
follows:

DVP includes our regulated electric distribution and electric
transmission opetations in Virginia and Notth Carolina, as well as
nonregulated retail energy marketing and all customer service
opetations.

Dominion Energy includes our Ohio regulated narural gas dis-
tribution company, regulared gas transmission pipeline and star-
age operarions, including gathering and extraction activities,
regulated LNG operations and our Appalachian natural gas E&P
business. Dominion Energy also includes producer services, which
aggregates gas supply, provides market-based services related to
gas uransportation and storage and engages in associated gas trad-
ing and marketing,
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Deminion Generation includes the generation operations of our
electric utility and merchant fleet, as well as energy marketing and
price risk management activities associated with our generation
assers.

Corporate and Other includes our corparate, service company,
corporate-wide enterprise commodity risk management services
and other funcrions ({including unallocated debt). In addition,
this segment includes the remaining assets and operations of DCI,
which are in the process of being divested, the net impact of dis-
continued operations, our non-Appalachian natural gas and oil
E&P operations that were sold and our regulated gas distribution
subsidiaties thac are held for sale. In addition, the contribution to
ner income by our primary operating segments is determined
based on a measure of profit that executive management believes
represents the segments’ core carnings. As a result, certain specific
items actributable o those segments are not included in profit
measures cvaluated by cxecutive management in assessing the
segments’ performance or allocating resources among the seg-
ments and are instead reported in the Corporate and Other seg-
ment. In 2007, we reported net expenses of $618 million in the
Corporate and Other segment autributable to our operaring seg-
ments. The net expenses in 2007 primarily related to the impact
of the following items attributable to Dominion Generation:

* A $387 million (3252 million after-tax} charge related to the
impairment of Dresden;

*  A$259 million ($158 million after-tax) extraordinary charge
due to the reapplication of SFAS No. 71 to the Virginia juris-
diction of our rility generarion operarions; and

* A $231 millien (3137 million after-tax) charge resulting from
the termination of the long-term power sales agreement asso-
ciated with State Line.

In 2006, we reporved nert expenses of $10 million in the
Corparate and Orher segment atriburable 1o our operating seg-
ments. The net expenses in 2006 primarily related to the impact
of the following:

*+ A $21 million tax benefit from the partial reduction of pre-
viously recorded valuation allowances on certain federal and
state tax loss carryforwards (attriburable to Dominion
Generation), since these carryforwards were expected to be
utilized to offset capital gain income thar would have been
generated from the planned sale of Peoples and Hope;

* A $27 million ($17 million afier-tax) charge resulting from
the cancellation of  pipeline project, artriburable to
Dominion Energy; and

* A 526 million impairment ($15 million after-tax) charge
resulting from a change in our method of assessing other-
than-temporary declines in the fair value of securities held as
investments in our nuclear decommissioning trusts; artribut-
able to Dominion Generation.

In 2005, we reported net expenses of $133 million in the
Corporate and Other segment attributable vo our operating seg-
ments. The net expenses in 2005 primarily related to the impact
of the following items attributable to Dominion Generation:

* A $77 millien charge ($47 million after-tax) resulting from
the terminartion of a long-term power purchase agreement;
and

* A 351 million charge refated to credit exposure associated
with the bankruprcy of Calpine Corporation, At December
31, 2005, we had pot recognized any deferred tax benefits
related to the chatge, since realization of tax benefics was not
anticipated hased on our expected future rax profile ar thac

time.

lnmegﬂ)ﬂﬂt SH_IE'S ﬂ_ﬂd [Tﬂ_HSFE['S are bmd an undﬂrlying con-
tractual arrangements and agreements and may result in
intersegment profit or loss.
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The following table presencs segment information pertaining to our operations:

Corporate

Dorninion Dominion and  Adjustments &  Consalidated
Year Ended December 31, VP Energy  Generation Qther Eliminations Total
(millicns)
2007 )
Total revenue from external customears $2,757 $1,870 $7.606 $2,089 $ 1,252 $15,674
Irtersegment revenue 140 1,529 135 596 {2,396) —
Total operating revenue 2,897 3,495 ENL) 2,685 {1,144) 15,674
Depreciation, depletion and amortization 300 243 363 465 (3) 1,358
Equity in earnings of equity method investees 1 13 18 6 — 35
Interest income 14 32 67 172 {140) 145
Interest and related charges 147 109 264 795 {140) 1,175
Intome tax expense 2B3 241 494 785 — 1,783
Extraordinary item, net of tax — — — {158) — (158)
Loss from discontinued operetions, net of tax — — — ;] — &
Net income 415 387 796 a81 — 2,538
Investment in equity method investees [} 97 161 47 — 33
Capital expenditures 564 o937 1,026 1,445 -— 3,972
Tote! assets (billions) a4 94 16.9 13.6 9.2} 39.1
2006
Total revenue from external customers 2514 32313 $6,671  $3,564 3 935 $16,297
Intersegment revenue ’ 76 1,218 137 621 (2,052} -
Total operating revenue 2 500 3,631 7,108 4,185 (1,117 16,297
Depreciation, depletion and amortization 204 197 311 758 (3 1,557
Equity in earnings of equity method investees 1 12 18 6 — 37
Interest incame 11 26 85 100 {87 115
Interest and related charges 143 118 259 595 87) 1,028
Income tax expense 263 232 351 81 — 927
Loss from discontinued cperations, net of tax - — — (150} — (150}
Net income 411 347 537 85 — 1,380
Invesiment in equity method investees & a8 119 65 — 289
Capital expend|tures 523 493 1,018 2018 —_ 4,052
Total assets (billions) v 78 84 16.1 252 {(8.2) 49.3
2005
Total revenue from external customers §2357 %2783 $8,036  $3,320 $1,314 $17,809
Intersegment revenue 56 1,365 203 502 (2,126) —
Total operating revenue 2,413 4148 8,238 3g2z (812) 17,809
Depreciation, depleticn and amortization 282 180 351 548 (2) 1,359
Equity in earnings of equity method investees 1 13 21 8 — 43
Interest income 6 17 6l 146 (138) 92
Interest and related charges 156 104 264 558 (138) 44
Income tax expense (benefit) 233 230 224 {114} — 573
Income from discontinued operations, net of tax — — — 6 — &
Cumulative effect of change in accounting principle, net of tax — — — ()] — &)
Net income {loss) 378 362 416 {123) — 1,033

At December 31, 2007, none of our long-lived assets and no significant percentage of our operating revenues were associared with inter-
national operations. As of December 31, 2006, approximately 2% of our total long-lived assets were associated with international oper-
ations. For the years ended December 31, 2006 and 2003, approximately 1% of our operating revenues were associated with international
operations. }
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NOTE 30. GAs AND QIL PRODUCING ACTIVITIES (UNAUDITED)

Capitalized Costs

The aggregate amounts of costs capitalized for gas and oil producing activitics, and related aggregate amounts of accumulared depletion

follow:
At December 31, 2007 2006
{millions)
Capitalized costs:
Proved properties $1,789 511,747
Unproved properties 19 1,980
Total capitalized costs 1,799 13,727
Accumulated depletion:
Proved properties 104 3506
Unpraved properties — 144
Total accumulated depletion 14 3,650
Net capitalized cosis $1,695 $10,077
Total Costs Incurred
The following costs were incurred in gas and oil producing aceivities:
Year Ended Cecernber 31, 2007 2006 2005
Total U.S. Canada Tatal US. Carada Total U.s. Canada
{millicns)
Property acquisition costs:
Praved properties 19 § 19 $— §$ 87 3 & $— $ 118 $ 118 $—
{Unpraved properties 77 75 2 171 L) 6 151 137 14
Total property acquisition costs 96 94 2 258 252 ) 269 255 14
Exploration costs 132 126 6 399 383 16 235 230 5
Cevelopment costst 1114 1,086 28 1,451 1,385 26 1,207 1,128 79
Total $1,392  $1,306 $36  $2,108  $2000  $108  $1,711 $1613 208

{1) Develapment cosis incurved for proved undeveloped resevves were 3445 million, $302 million and $284 million for 2007, 2006 and 2005, respectively.

Results of Operations

We caution that the following standardized disclosures required by the FASB do not represent our resules of operations based on our histor-
ical financial statements. In addition to requiring different determinations of revenue and costs, the disclosures exclude the impact of

interest ¢xpense and corporate overhead,

Year Ended Dacember 31, 2007 2006 2005
Tolal US5.  Canasa Total U5 Canada Total us, Canada
(millions)
Revenue {net of rayalties} from:
Sales to nonaffiliated companies $1,367  $1,291 $76 51883 $1,749  $134  $1,499 $1.368 $130
Transfers to other aperations 293 298 — 253 253 — 268 268 —
Total 1,665 1,589 16 2,136 2,002 134 1,767 1,637 130
Less:
Production (lifting) costs 396 369 27 552 510 42 443 406 37
Depreciation, depletion and amortization 536 514 22 801 750 51 564 525 39
Income tax expense 271 262 9 285 271 14 283 264 15
Results of operations $ 462 § 444 $18 $ 498 3 471 $ 27 $ 477 § 442 $ 35
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Company-Owned Reserves
Estimated net quantities of proved gas and oil (inciuding condensate) reserves in the U.S. and Canada at December 31, 2007, 2006 and
2003, and changes in the reserves during those years, are shown in the two schedules that follow:

2007 2006 2005
Total .S, Canada Total u.s. Canada Total us Canada
(billion cubic faet)
Proved developed and undevetaped
reserves—Gas
At January ] 5,136 4,961 175 4962 4256 106 4910 4,814 96
Changes in reserves:
Extensions, discoveries and other additians 139 130 9 431 303 38 299 276 23
Revisions of previous estimates 88 B8 —_ 109 58 51 73 71 2
Production (214) (2086} {8} {318} (302} {1€) {290) (275) (15)
Purchases of gas in place 44 44 — 48 43 — 55 55 —
Sales of gas in place 4,174) (3,998) {176} (86) (92) (4} 85 (BS) —_
At December 31 1,019 1,019 — 5,136 4961 175 4,962 4,856 106
Proveit developed reserves—Gas
At lanuary 1 3,556 3424 132 3,706 3,605 101 3,685 3,591 94
At December 31 636 636 — 3,556 3424 132 3,706 3,605 101
Proved developed and undeveloped
reserves—oOil
{thousands of barrels)
At January 1 : 232,259 218,849 15410 217698 198602 19,096 164,062 144,007 20,035
Changes in reserves:
Extensions, discoveries and other additions 3,094 2,853 241 11,373 10,678 695 6,681 5,309 1,282
Revisions of previous estimatesV 932 932 — 38010 40629 (2,619 63,884 655,264 (1,380)
Production (12,185) (11,626} {559) (24,947 (23%23) (1,024} (15,575) (14,714) {861)
Purchases of il in place 3 3 —_ 615 615 — 69 69 —
Sales of ail in place (211,450 (196,398} (15,092} (10,490) {9,752 (738} (1,423) (1,423 —
At Decamber 31@ 12,613 12,613 — 232250 216849 15410 217,698 198,602 19,096
Proved developed resarves—UQil
At January 1 180,779 173,718 7,061 152889 145735 7,154 113992 102,152 11,840
At December 31 12,613 12,613 — 180,779 173,718 7061 152,889 145,735 7,154

(1) The decrease in the U.S. revision in 2007 is primarily attributable to the sale of our non-Appalachian EGP operations. The 2006 ULS, revision is comprised
of approximately 27.6 million barvels of natural gas liguids and 13 miltion barrels of villcondensate. Natural gas liquids revisions were primarily the resulf
of additional contractual changes with third-party gas processors in which we now take title to our processed natural gas liguids, and residue gas and liquids
reserve amounts recognized under such contraces. Oillcondensate revisions were primarily vhe result of positive pesformance revisions at Gulf of Mexico deep-
water locations, The 2005 U.S. revision is primarily due to an increase in plant iiquids that resulted from a contractual change for a poreian of vur gas proc-
essed by shird parsies. We now take title to and market the natural gas liquids extracted from this gas.

(2) Ending reserves for 2007, 2006 and 2005 included 0.3 million, 114.6 mitlion and 127.6 million barrels of oilicondensaze, respectively, and 123, 1177
ard 90.1 million barrels of narural gas guids, respectively.
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Standardized Measure of Discounted Future Net Cash Flows and Changes Therein
The following tabulation has been prepared in accordance with the FASB’s rules for disclosure of a standardized measure of discounted
future nec cash flows relating to proved gas and oil reserve quantities that we own:

2007 2006 2005
Total 0.s.  Canada Tatal u.s. Canada Total us. Canada
{millions)
Future cash inflows( $8,128 $8,128 $3— $3832%6 $36604 $1.722 $63,004 $61,112 $1,892
Less:
Future development costst 671 671 — 3,226 3,052 174 1,979 1877 102
Future production casts 1,235 1,235 — 7421 6,936 485 8,127 7,718 400
Future income tax expenss 2,432 2,432 — 9,112 8,782 330 15,019 18,527 492
Future cash flows 3,790 3,790 — 18,567 17,834 733 33879 329290 &89
Less annual discount {10% a year) 2,346 2,345 — 10,458 10,143 315 18916 18,560 356
Standardized measure of discounted future net
cash flows $1,444  $1,444 $— $8100 $ 7691 % 418 $14963 $14.430 $ 533

(1) Ampunits exclude the effect of derivative instrumenis designated as bedges of future sales of production at year-end,
(2) Estimated future development cosss, excluding abandonmens, for proved undeveloped reserves are estimared to be 380 million, 379 million and 387 million
Jor 2008, 2009 and 2010, respectively.

In the foregoing determination of future cash inflows, sales prices for gas and oil were based on contractual arrangements or market
prices at year-end. Future costs of developing and producing the proved gas and oil reserves reported at the end of each year shown were
based on costs determined at each such year end, assuming the continuation of existing economic conditions. Future income taxes were
computed by applying the appropriate year-end or future staturory tax rate to future pretax net cash flows, less the tax basis of the proper-
ties involved, and giving effect to tax deductions, permanent differences and tax credits,

It is not intended that the FASB’s standardized measure of discounted future net cash flows represent the fair market value of our
proved reserves. We caution that the disclosures shown are based on estimates of proved reserve quantitics and future production schedules
which are inherently imprecise and subject to revision, and the 10% discount rate is arbitrary. In addition, costs and prices as of the meas-
urement date are used in the determinations, and no value may be assigned to probable or possibie reserves.

The following tabulation is 2 summary of changes berween the total standardized measure of discounted future net cash flows at the
beginning and end of each year:

2007 2006 2005
{mlllionsy
Standardized measure of discounted future net cash flows at January 1 $ B109 $14953 % 9,026
Changes in the year resulting from:
Sales and transfers of gas and ail produced during the year, less production casts (1,270) (2,791) (2,502}
Prices and production and development ¢osts related to future preduction . 289 {11,788) 8,929
Extensions, discoveries and other additions, less production and development costs 419 758 1,396
Previously estimated development costs incurred during the year 4867 302 284
Revisions of previous quantity estimates 2886 409 27
Accretion of discount 181 2327 1,367
Income taxes 3,173 4,352 (3,659}
Other purchases and sales of proved reserves in place (10,197) (346) 140
Other (principally timing of production) {13) (77) (45}
Standardized measure of discounted future net cash flows at December 31 $ 1444 § 8109 $14963
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NoOTE 31. QUARTERLY FINANCIAL AND COMMON STOCK DATA (UNAUDITED)

A summary of our quarterly results of operations for the years ended December 31, 2007 and 2006 follows. Amounts reflect all adjust-
metits necessary in the opinion of management for a fair statement of the results for the interim periods. Results for interim periods may
fluctuate as a result of weather conditions, changes in rates and other factors. As described in Note 6, we reported the operations of our
Canadian E&P business and certain DCI businesses as discontinued operations beginning in the second quarter of 2007. Prior quarters for
2007 and 2006 have been recast to conform to this presentation, All differences between amounts presented below and those previously
reported in our Quartetly Reports on Forms 10-Q during 2007 and 2006 are a result of reporting the resulrs of these businesses as dis-
continued aperations and the November 2007 stock splic.

First Second Third Fourth
Quarter Quarter Quarter Quarter Full Year
[millions, except per share amounts)
2007
Uperating revenug $4661 $3,730 $3589 $3694 5155674
Incame (less) from operations 1,000 (380) 4,215 732 5,067
Income (loss) fram cantinuing operations 475 (392) 2,320 302 2,705
Incame (loss) fram discontinued operations (22) 20 (3) (3) (8)
Extraordinary item, net of tax — (158) — — {158)
Met income (loss) 453 (530) 2,317 299 2,539
Basic EPS:
Income (loss) fram continuing cperations 0.68 {0.96) 3.65 0.53 4.15
Income {loss) from discontinued operations {0.03} 0.03 (0.01) (0.01) (0.01)
Extracrdinary item, net of tax — (0.23) — — (0.24}
Net income 0.65 (0.76) 3.64 0.52 3.90
Diluted EPS:
Income {loss) from continuing operations 0.68 (0.56) 3.63 0.53 4.13
Income {loss) from discontinued operations (0.03) 0.03 (0.01) (0.01) (001
Extraordinary itern, nel of tax - 0.23) - - (0.24)
Net income (loss} 0.65 (0.76) 3.62 0.52 3.88
Dividends paid per share 0.35 0.36 0.36 0.39 1.46
Common stock prices (high-low) $44.71- $46.82- $46.00- $49.38- $49.38-
39.84 40.03 40.76 42.23 39.84
2006
Operating revenue $£906 $3496 $3973 $3%22 $16297
Income from operations 952 474 1,294 598 3,318
Income from continuing operations 534 146 655 195 1,530
Inceme (foss) from discontinued operations - 15 (1} (164) (150}
Net income 534 161 654 31 1,380
EBasic EPS:
Income from continuing operations Q.77 021 0.93 0.28 2,19
Income {loss) from discontinued operations — 0.02 —_ (0.24) 0.22)
Net income Q77 0.23 093 0.04 197
Diluted EPS:
Income from continuing operations Q.77 0.21 092 0.28 2.17
Income {loss) from discontinued operations — 0.02 —_ (0.24) (0.21)
Net income Q.77 0.23 092 .04 1.96
Dividends paid per share Q.24 0.35 0.34 Q.38 1.38
Commaon stock prices (high-low) $4021-  $3B.01- $40.71- 34222- §42.22-
34.44 34.36 37.22 38.02 34.36
|
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Qur 2006 results include the impact of the following
significant items:

Qur 2007 results include the impace of the following
significant jtems:

*  Second quarter results include a2 $341 million afier-tax charge «  First quarter results include a $94 million after-tax charge

due to the discontinuance of hedge accounting for certain gas
and oil derivatives associated with the sale of our
non-Appalachian E&P operations, a $252 million afrer-tax
imnpairment charge associated with the sale of Diesden, a
$158 million after-tax extraordinary charge due to the
reapplication of SFAS No. 71 to the Virginia jurisdicrion of
our utility generation operations and a $108 million afrer-tax
charge for the recognition of certain forward gas contracts that
no lenger qualified for the normal purchase and sales exemp-
tion due to the sale of our U.S. non-Appalachian E&P
Operations.

Third quarcer results include a $2.1 billion after-cax gain from
the disposition of our U.S. non-Appalachian E&I operations.
Resulus also include a $140 million after-tax charge for the
recognition of a leng-term power sales agreement ar Seate Line
that no longer qualified for the normal purchase and sales
exemption due to the termination of the agreement in the

fourth quarter of 2007.

resulting from the wrirte-off of certain regulatory assets relared
to the planned sale of Peoples and Hope, a $222 million vax
benefit from the partial reversal of previously recorded valu-
arion allowances on cerrain federal and state vax loss carryfor-
wards expected to be utilized to offser capital gain income
that would have been generated from the planned sale and
the establishment of $141 million of deferred sax Liabilities
associated with the excess of our financial reporting basis
over the tax basis in the stock of Peoples and Hope. Results
also include a $76 million after-tax benefix resulting from
favorable changes in the fair value of certain gas and oil
derivatives that were de-designared as hedges following the
2005 hurricanes.

Second quarter results include an $85 million charge resulting
from the impairment of a DCT investment for which no tax
benefic had been recognized at thac dme.

Third quarter results include a $171 million after-tax benefit
from business interruption insurance revenue related to the
2005 hurricanes.

Fourth quartet results include a $164 million after-tax charge
associated with the impairment of the Peaker facilities chat
were sold in Macch 2007,
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Directors

Peter W, Brown, M.D,, 65
Physician,
Virginla Surgical Associates

George A. Davidson, Ir., 69
Retired Chairman,
Dominion Resolrces, Inc.

Thomas F. Farreli 1, 53
Chairman, President and Chief Executive Qfficer,
Dominion Resources, Inc.

John W. Harris, 60
Presidant,
Lingoin Harris, LLC (real estate consulting firm)

Rohert 8. lepson, Jr., 65
Chairman and Chief Executive Officer,
Jepson Assaciates, Inc. (private investments)
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Mark J. Kington, 48
Managing Director,
X-10 Capital Management, LLC {investments)

Benjamin J. Lambert, Ill, 71
QOptometrist

Margaret A. McKenna, 62
President,
The Wal-Mart Foundation

Frank S. Royal, M.D., 68
Physician

David A. Wollard, 70
Fourding Chairman of the Board,
Emeritus, Exempla Healthcare
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Executive Officers

Thomas F. Farreli ll, 53
Chairman, President and Chief Executive Officer

Thomas K. Chewning, 62
Executive Vice President and Chief Financial Officer

Eva Teig Hardy, 83
Executive Vice President,
Public Palicy & Corporate Communicatians

Jay L. Johnson, 61
Executive Vice President
Chief Executive Officer,
Dominion Virginia Power

Paul D. Koonce, 48
Executive Vice President
Chief Executive Officer,
Dominion Energy

Mark F. McGeltrick, 50

Executive Vice President

President and Chief Executive Officer,
Dominion Generation

David A. Christian, 53
President and Chief Nuclear Officer,
Dominion Nuclear

Mary C. Doswell, 49
Senior Vice President,
Regulation and Integrated Planning

6. Scott Hetzer, 51
Senior Vice President and Treasurer

Steven A. Rogers, 46

Senior Vice President and Chief Administrative Officer
President and Chief Administrative Officer,

Dominion Resources Services

lames F. Stutts, 83
Senior Vice President and General Counsel

Thomas P. Wohifarth, 47
Senior Vice President and Chief Accounting Officer
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Sharcholder Informartion

Dominion Resources Services, Inc. is the transfer agent and
registrar for Dominion’s common stock. Our Shareholder Services
staff provides personal assistance for any inquiries Monday
through Friday from 9 2.m. 10 noon and from 1 p.m. to 4 pm.
(ET). In addition, automated information is available 24 hours a
day through our voice response system.

1-800- 552-4034 (tol|-free)
1-804-773-2500

Major press releases and other company information may be
obuined by visiting our Web site ar waw.dom.com. Shareholders
also may obrain account-specific informarion by visiting this site.
To sign up for this service, visit www.dom.com and dlick
“Investors”and then select *Access Your Account Online” Once
you have accessed the sign-in page, click “Fitst Time Visitor” in
the upper-left corner of the screen and follow the directions

for “New Member Sign Up.” After you have signed up, you will
be able to monitor your account, make changes and review your
Dominion Activity statements ac your convenience.

Direct Stock Purchase Plan

You may buy Dominion common stock through Dominion
Direct ® Please contace Shareholder Services for a prospectus and
enrollment form or visit www.dom.com and click “Investors.”

Commeon Stock Listing

New York Stock Exchange
Trading symbel: D
Common Stock Price Range*
2007 2006

High Low High Leny
First Quarter $44.71  $39.84 $40.21 $34.44
Second Quarter 45.82 40.03 3801 3435
Third Quarter 45.00 4D.76 40,71 3722
Fourth Quarter 49.38 42.23 4222 38.02
Year $4538 $35.84 $4222 $3436

*All per-share stock prices reflect the November 2007 2-for-1 stock splie.

Dividends on Dominion common stock are paid as declared by
the board. Dividends are typically paid on the 20th of March,
June, Seprember and December. Dividends can be paid by check
or clectronic deposic, or they may be reinvested.

On December 31, 2007, there were approximarely 154,000

registered shareholders, including approximately 62,000 certificate

holders.

Certifications

Each year, Dominion is required ro submir to the New York
Stock Exchange (NYSE) a certification by its chief executive
officer that he is not aware of any violation by the company of
NYSE corporate governance listing standards subject to any
necessary qualifications. In 2007 an unqualified certification was
submitted. Dominion has filed with the Securities and Exchange
Commission certifications regarding the quality of the company’s
public disclosure by its chief executive officer and chief financial
officer as Exhibits 31.1 and 31.2 in its Annual Report on Form
10-K for the year ended December 31, 2007,

Annual Meeting

This year's Annual Meeting of Shareholders of Dominion
Resources, Inc. will be held Friday, May 9, at 9:30 a.um, {(CT) at
1400 S. Lake Shore Drive, Chicago, linois.

Performance Graph

This graph and table below show the five-year cumulative total
return comparison berween Dominion, the $8F 500 Index, and
the $&P 500 Utilities Index.

Indexed Returns

Base Period
Years Ending December 31 2002 2003 2004

2005 2006 2007

Daminian 100 12141 13416 1585H4 17844 208.73
8&P 500 100 12868 14268 149.7C 173.34 182.86
S&P 500 Utilities 100 126.26 15691 18334 221.82 264.80

COMPARISDN OF CUMULATIVE FIVE YEAR TOTAL RETURN

B Dominion
o S&P 200
W 3&P 500 Utilities $2684.80
$208.73
$182.86
$100
02 07
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Corporate Streat Address
Dominion Resources, Inc.
120 Tredegar Street
Richmond, Virginia 23219

Mailing Address

Dorninion Resources, Inc.

PO. Box 26532

Richmond, Virginia 23261-6532

Web Site

www.dom.com

Independent Registered Public Accounting Firm
Deloitte & Touche LLP
Richmond, Vitginia

Shareholder Inguiries
Shareholder.Services @ dom.com

Dominion Resources Services, Inc.
Sharehalder Services

PO. Bax 26532

Richmond, Virginia 23261-6532

Additional Information

Copies of Dominions Annuat Report, Proxy Statement and
repores on Form 10-K, Form 10-Q and Form 8-K are

available without charge. These items can he viewed by visiting
www.dom.com, or requests for these items can be made

by writing to:

Corporate Secretary
Dominion Resources, Inc.

PO. Box 26532
Richmond, Virginia 23261-6532

Electronic Reports

Please visit Dominion’s Investor site at www.dom.com/finvestors.

O this site, you can view financial documents including our
Aunual Report and Proxy Statement.
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The Forest Stewardship Council (FSC) is an inlemational organization that
brings people together 1o find sclutions which promote responsible sieward-
ship of the world’s forests. The FSC has a set of 10 principles that define
respansible forest management and address issues such as indigenous
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allows consumers worldwide to recognize oroducts that support the growth
of respansible forest management,
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RENEWAL APPLICATION OF DOMINION RETAIL, INC. (“DOMINION RETAIL”)
FOR CERTIFICATION BY THE PUBLIC UTILITIES COMMISSION OF OHIO
AS A RETAIL NATURAL GAS SUPPLIER

Exhibit C-2 “SEC Filings”

Enclosed herewith, please find an original and ten copies of the most recent 10-K and 8-K
filings of parent company Dominion Resources, Inc. Website references to those same
filings are noted below.

2007 10-K filing:
http://www.sec. gov/Archlves/edgarfdata./‘?l5957/0001 19312508041046/0001193125-08-
041046-index.htm

2008 8-K filing:
http://www.sec.gov/Archives/edgar/data/715957/0001193 12508 134396/d8k htm


http://www.sec.gov/Archives/edgar/data/715957/000119312508041046/0001193125-08041046-index.htm
http://www.sec.gov/Archives/edgar/data/715957/000119312508041046/0001193125-08041046-index.htm
http://www.sec.gov/Archives/edgar/data/715957/000119312508134396/d8k.htm

Exhibit C-2

(T 1xwi1zARD
FORM 10-K

DOMINION RESOURCES INC /VA/ - D
Filed: February 28, 2008 (period: December 31, 2007)

Annual report which provides a comprehensive overview of the company for the past year
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2007
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission File Number 001-08489

Dominion
DOMINION RESOURCES, INC.

{Exact name of registrant as specified in its charter)

Yirginia 54-1229715
{State or other jurisdiction (LR.S. Employer
of incorperation or organization} L1dentification Ne.)
120 Tredegar Sireet
Richmond, Virginia 23219
(Address of principal executlve offices) (Zip Code)

(864) 819-2000
(Reglstrant’s telephone sumber}

Securlties registered pursuant to Section 12(b) of the Act:

Name of Each Exchange
Title of Each Class on Which Registered

Commeon stock, no par value New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark whether the registrant is a well-known seasoned issuer as defined in Rule 405 of the Securities Act. Yes B No O
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange Act. Yes 0 No B

Indicate by check mark whether the registrant (1) has filed all reports required ta be filed by Section 13 or 13(d) of the Securilies Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required 1o file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes Ne O

Indicate by check marik if disclosure of delinquent filers pursuant to Item 405 of Regulation 5-K is not contained herein, and will not be contained, to the
best of regisirant’s knowledge, in definitive proxy or infermation statements incorperated by reference in Part If] of this Form 10-K or any amendment to this
Form 16-K. O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting company. See
the definitions of “large accelerated filet,” “accelerated filer” and “smaller reporting company™ in Rule 12b-2 of the Exchange Act.

Large accelerated filer (X1 Accelerated filer 1 Non-accelerated filer O  Smailer reporting company [
(Do wet check if a smaller
reposting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes O No &

The aggregate market value of the commaon stock held by non-affiliates of the registrant was approximately $24.5 billion based on the closing price of
Dominion’s common stock as reported on the New York Stock Exchange as of the last day of the registrant’s most recently completed second fiscal quarter.

As of February 1, 2008, Dominion had 574,841,692 shares of common stock outstanding,
DOCUMENT INCORPORATED BY REFERENCE.

(a)Portions of the 2008 Proxy Statement are incorporated by reference in Part [I1.

Source: DOMINICN RESOURCES |, 10-K, February 28, 2008
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Part I

Item 1. Business

Tue Company

Dominion Resources, Inc. (Dominion), headquartered in Richmond,
Virginia and incorporated in Virginia in 1983, is one of the nation’s largest
producers and transporiers of energy. Our strategy is to be a leading
provider of electricity, natural gas and related services to customers
primarily in the eastern region of the Undted States (U 8.). Our portfolio of
assets includes approximately 26,500 megawatts (Mw) of generation,
6,000 miles of elegtric trangmission lines, 55,000 miles of electric
distribution lines in Virginia and North Carolina, 14,000 miles of natural
gas transimission, gathering and storage pipeline, 28,000 miles of gas
distribution pipeline, exclusive of service lines of two inches in diameter or
less, and 1.1 trillion cubic feet equivaient (Tcfe) of natural gas and oil
reserves. Dominion also owns the nation’s largest underground natural gas
storage system and aperates aver 975 billion cubic feet (bef) of storage
capacity and serves retail energy cusiomers in eleven states. On June 30,
2007, we merged our wholly-owned subsidiary, Consolidated Natural Gas
Company (CNG) with cur halding company, Dominion. As a result of the
merger, all of CNG's subsidiaries became direct subsidiaries of Dominion,

We completed the sale of our non-Appalachian natural gas and oil
exploration and production (E&P} operations during the third quarter of
2007. We chose 1o retain our Appalachian assets due to their strategic fit
with our natural gas transmission and storage assels.

The terms “Dominion,” “Company,” “we,” “our’” and “us™ are used
throughout this report and, depending on the context of their use, may
represent any of the following: the legal entity, Dominion Resources, Ine.,
one or more of Dominion Resources, Ine.’s consolidated subsidiaries or
operating segments or the entirety of Dominion Resources, Inc. and its
consolidated subsidiaries.

Following the salke of our non-Appalachian E&P operations, our
principal direct legal subsidiaries are Virginia Electric and Power
Company (Virginia Power), Dominion Energy, Inc. (DEI), Dominion
Transmission, Inc. (DTI), Virginia Power Energy Marketing, Inc. (VPEM),
Dominion Exploration and Production, Inc. (DEPI) and The East Ohio Gas
Company (Dominion East Ohio). ¥irginia Powet is a regulated public
utility that generates, transmits and distributes electricity for sale in
Virginia and northeastern North Carolina, As of December 31, 2007,
Virginia Power served approximately 2.4 million retail customer accounts,
including govemmental agencies, as well as, wholesale customers such as
rurai ¢lectric cooperatives and municipalities. DEI is involved in merchant
genemalion, energy marketing and price risk management activities and
natural gas and oil exploration and production in the Appalachian basin ef
the U.S. DTI operates a regulated interstate natural gas transmission
pipeline and underground storage system in the Northeast, mid-Atantic
and Midwest states and is engaged in the production, gathering and
extraction of natural gas in the Appalachian basit. VPEM provides fuel,
gas supply management and price risk management services to other
Dominion affiliates and engages in energy trading activities. DEP!I explores
for, develops and produces gas and oil in the Appalachian basin of the U.S.

As of December 31, 2007, our regulated gas distribution subsidiaries,
Dominion East Ohio, Peoples Natural Gas Company {Peoples) and Hope
Gas, Inc. (Hope), served approximately 1.7 miliion residential, commercial
and industrial gas sales and transportation customer accounts in Chio,
Pennsylvania angd West Virginia. Of these customers, approximately
500,000 are served by Peoples and Hope, which are held for sale as
discussed in Dispositions under Significant Developments. We also operate
& liguefied natural gas (LNG) impor and siorage facility in Maryland. Qur
producer services gperations involve the aggregation of natural gas supply
and related wholesale activities. We also have nonregulated retail energy
marketing operalions that include the marketing of gas, electricity and
related products and services to residential and small commercial
customers. As of December 31, 2007, our retail energy marketing
businesses served approximately 1.6 million residential and commercial
customer accounts in the Northeast, mid-Atfantic and Midwest regions of
the UL.S,

As of December 31, 2007, we had approximately 17,000 fult-time
employees. Approximately 6,500 employees are subject to collective
bargaining agresments.

Ouwr principal executive offices are located at 120 Tredepar Sireet,
Riclunond, Virginia 23219 and our telephone number is (804) 819-2600.

Source: DOMINION RESOURCES I, 10-K, February 28, 2008




WHEeRE You Can Fino More INFORMATION
Asout DomiNioN

We file our annual, quarterly and current reports, proxy statements and
other information with the Securities ard Exchange Commission (SEC). '
Our SEC filings are available to the public over the Internet at the SEC’s
wehsite at http://www.sec.gov (File No. 001-08489). You may also read
and copy any document we file at the SEC's public reference room at 100
F Street, NLE., Washington, D.C. 20549, Please call the SEC at
1-800-SEC-0330 for further information on the public reference room.
Cur website address is www.dom.com. We make available, free of
charge through our website, our annual repart on Form 10-K, quarterly
reports on Form 10-Q), cwrrent reports on Form 8-K and any amendments
to those reports as soon as practicable after filing or furmishing the material
to the SEC. You may also request a copy of these filings, at no cost, by
writing or telephoning us at: Corporate Secretary, Dominion, 120 Tredegar
Street, Richmond, Virginia 23219, Telephone (804) 819-2000. Informatian
contained on our website is net incorporated by reference in this report.

SIGNIFICANT DEVELOPMENTS

Following are significant acquisitions and divestitures during the last five
years as well as a discussion of a November 2007 stock split.

Acquisitions
PasLo Enercy, LLC

In February 2006, we completed the acquisition of Pablo Energy, LLC
(Pablo) for approximately $92 million in cash. Pablo held producing and
other properties located in the Texas Panhandle

Source: DUMINION RESOURCES |, 10-K, February 26, 2008
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area. The operatigns of Pable were included in our former Dominion E&P
operating segment. Following the disposition of these, and all of our other
non-Appalachian E&P operations during 2007, and the realipnment of our
business units in the fourth quarter of 2007, the historical results of these
operatians are now included in our Corporate and Other segment,

KeEwaunee, NucLiar POWER STATION

In July 2005, we completed the acquisition of the 556 Mw Kewaunee
nuclear power station (Kewaunee), located in northeastern Wisconsin, from
Wisconsin Public Service Corporation, a subsidiary of WPS Resources
Corporation, and Wisconsin Power and Light Company, a subsidiary of
Alliant Energy Corporation for approximately $192 million in cash. The
operations of Kewaunee are included in our Dominion Generation

operating segment.
USGen POWER STATIONS

In January 2005, we completed the acquisition of three fossil-fuel fired
generation facilities from USGen New England, Ine. for $642 million in
cash. The facilities include the 1,568 Mw Brayton Point power station
(Brayton Point) in Somerset, Massachusetts; the 754 Mw Salem Harbor
power station in Salem Massachusetts; and the 432 Mw Manchester Sireet
power station in Providence, Rhode Island. The operations of these
facilities are included in our Dominion Generation operating segment,

Dispositions
SaLE  oF E&P PrOPERTIES

In 2007, we completed the sale of our non-Appalachian natural gas and oil
E&P operations and assets for approximaiely $13.9 billion. At

December 31, 2006, cur non-Appalachian natural gas and oil assets
included about 5.5 Tefe of proved reserves. A more detailed description of
the 2007 disposition of our non-Appalachian E&P operations and assels
can be found in Note 6 to our Consolidated Financial Statements in Item 8.
Financial Statements and Supplementary Data.

In 2006, we regeived approximately $393 million of proceeds from sales
of certain gas and oil properties, primarily resulting from the sale of certain
properties located in Texas and New Mexico.

In December 2004, we sold the majority of cur natural gas and oil assets
in British Columbia, Canada for $476 million.

The results of these divested operations were formerly included in our
Donuinion E&P segment; however, following the realignment of our
business units in the fourth quarter of 2007, the historical resulls of these
operations are now included in our Corporate and Other segment.

SaLe  oF MercuanT Faciuimies

in March 2007, we sold three of our natural gas-fired merchant generation
peaking facilitics (Peaker facilities) for net cash proceeds of $254 million.
The Peaker facilitics include the 625 Mw Armstrong facility in Shelocta,
Pennsylvania; the 600 Mw Troy facility in Luckey, Ohio; and the 313 Mw
Pleasants facility in S1. Mary’s, West Virginia. Following our decision to
sell these assets in December 2006, the results of these operations were
reclassified

to discantinued operations and arc presented in our Corporate and Other
segment.

SaLE oF DrESDEN

In September 2007, we completed the sale of the partially completed
Dresden merchant generation facility to AEP Generating Company for $85
million.

PLANNED SALES

In addition to the completed acquisitions and divestitures above, in March
2006, we entered into an agreement with Equitable Resources, Inc.
(Equitable) to sell twe of our wholly-owned regulaied gas distribution
subsidiaries, Peoples and Hope. Peoples and Hope serve approximately
500,000 customer accounts in Pennsylvania and West Virginia. This sale
was subject to regulatory appravals in the states in which the companies
operate, as well as antitrust clearance under the Hart-Scott-Rodino Act. In
January 2008, Dominion and Equitable announced the termination of the
agreement for the sale of Peoples and Hope, primarily due to the continued
delay in achieving final regulatory approval. We are secking other offers
for the purchase of these utilities. These operations were ineluded in our
former Dominion Delivery operating segment, however following the
realignment of our business units in the fourth quarter of 2007, the results
of these operations are now included in our Corporate and Other segment.

Common Stock Split

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




In Qctober 2007, our board of dircctors approved an increase in the number
of shares of common stock the Company is authorized to issue from

500 million to 1 billion and in November 2007, we distributed a
two-for-one stock split. All historical share and dividend information
presented within this report reflects Lhe impact of the common stock split.

OPERATING SEGMENTS

Prior to a fourth quarier 2007 segmens realignment, we managed our daily
opetations through four primary operating segments: Dominion Delivery,
Dominicn Energy, Dominion Generation and Dominion E&P. Duting the
fourth quarter of 2007, we realigned our business unils to reflect our
strategic refocusing and began managing our daily operations through three
primary operating segments: Dominion Virginia Power (DVP), Dominion
Generation and Dominion Energy, We also report a Corparate and Other
segment that includes our corporate, service company and other functions
and the net impact of certain operations disposed of of o be disposed of,
which are discussed in Note 6 to our Consolidated Financial Statements.
While we manage our daily operations through our operating segments as
described below, our asseis remaim wholly-owned by our legal subsidiaties.

For additional financial information on business segments and
geographic arzas, including revenues from exiernal custamers, see Notes 1
and 29 o our Consolidated Financial Statements, For additional
information on operating revenue related to our principal products and
services, see Note 8 to our Consolidated Financial Statements.

Source: COMINION RESOURCES |, 10-K, February 28, 2008
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DVP includes our regulated electric transmission, distribution and
customer service operations, as well as our nonregulated retail enargy
marketing operations. Our electric transmission and distribution operations
serve residential, cammercial, industrial and govemmental customers in
Virginia and northeasiern North Carolina. Revenue provided by our
electric distribution operations is based primarily on rates established by
state regulatary authenities and state law. Actual revenues are driven
primarily by weather, customer growth and usage per customer.
Operationally, electric distribution continues to focus on improving service
levels while striving to raduce costs and link investments io operational
results, As pant of this continued focus, we have implemented an asset
management process to ensure that we are optimizing our investments to
balance cost, performance and risk. We are also using technology to
enhance customer service options. As we move toward the future, safety,
operational performance and customer relationships will remain as key
focal areas.

Revenue provided by our electric transmission operations is based
primarily on rates approved by the Federal Energy Regulatory Commission
(FERC). The profitability of this business is dependent on its ability,
through the rates it is permilted to charge, 1 recover Gosts and eamn a
reasonable return on its capilal investments. Variability results from
changes in rates, the demand for services, which is primarily weather
dependent, and cperating and maintenance expenditures, We are a member
of PJM Interconnection, LL.C (PIM), a regional transmission organization
(RTO), and our electric transmission facilities are integrated into PIM
wholesale electricity markets. Consistent with the increased authority given
to the North American Electric Reliability Corporation (NERC) by the
Energy Policy Act of 2005 (EPACT), we are committed to meeting NERC
standards, modernizing our infrastructure And maintaining superior system
reliability. We will continue to focus on safety, operational performance
and execution of PIM’s Regional Transmission Expansion Plaa (RTEP) as
we move toward the future.

Our nenregulated retail energy marketing operalions compete in
nonregulated energy markets and have experienced strong growth during
the past few years. The retail business requires limited capita! investment
and cwrently employs fewer than 100 people. The retail customer base is
diversified across three product lines — narural gas, electricity and home
warranty services. In natural gas, we have a heavy concentration of
customers in markets where utilities have a long-standing commitment to
customer choice. In efectricity, we pursue markets where utilities have
divesied generation and where customers are permitied and have opted to
purchiase from the market. Major growth drivers are customer additions,
new markets/products and sales channels, and supply optimization.

COMPETITION

Within DVP’s service territory in Virginia and North Carolina, there is no
competition for electric distribution service. Additionally, since our electric
transmission facilities are integrated into PIM, our clectric transmission
services are administered by PIM and are not subject to competition in
relation lo transmission service provided to customers within the PJM
regiot. [n our transmission and distribution operations, we are secing
continued strong growth in new customers and increased usage per
cusiomes

on a weather-normalized basis, Growth is particularly strong in the major
metropolitan areas of Virginia, The combination of higher energy usage
and efficient operations and maintenance spending has been critical to our
performance. Operationally, we continue to enhance the customier
experience through solid reliability performance and by completing the
automation of all of our clectric residential meters,

REGULATION

DVP’s electric reiail service, including the rates it may charge to
jurisdictional customers, is subject to regulation by the Virginia State
Corporation Commission (Virginia Commission) and the North Carolina
Utilities Commission (North Carolina Commission). See Regulaiion—State
Regulations—Electric for additional information. DVP’s electric
transmission rates, tariffs and terms of service are subject to regulation by
FERC. Electric transmission siting authority remains the jurisdiction of the
Virginia and North Carolina Commissions. However, EPACT provides
FERC with certain backstop authority for transmission siting. See Stare
Regulations and Federal Regulations in Regulation for additional
information.

PROPERTIES
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DVP has approximately 6,000 miles of electric transmission lines of 69
kilovolt (kV) or more located in the states of North Carolina, Virginia and
West Virginia. Portions of DVP's electric transmission lines cross national
parks and forests under permits entitling the federal gavernment to use, at
specified charges, any surplus capacity that may exist in these lines. While
we own and maintain our electric transmission facilities, they are a part of
PIM, which coordinates the planning, operation, emergency assistance and
exchange of capacity and energy for such facilities.

Each year, as pact of PIM’s RTEP process, reliability prajects are
authorized. In June 2006, PJM, through the RTEP process, authorized
comstruction of numerous electric transmission upgrades through 2011, We
are involved in two of the major construction projects. The first project is
an approximately 270-mile 500-kV transmission line from southwestern
Pennsylvania to northern Virginia, of which we will construct
approximately 65 miles in Virginia and a subsidiary of Allegheny Energy,
Inc. (Trans-Allegheny Interstate Line Company) will construct the
remainder. This project is estimated to cost approximately $243 million
and is expected to be completad in June 2011. The second project is an
approximately 60-mile 500-kV transmission line that we will construct in
southeastern Virginia. This project is estimated to cost $130 million and is
expacted to be completed in June 2011, These transmission upgrades are
designed to improve the reliability of service to our customers and the
region. The siting and construction of these transmission lines will be
subject to applicable state and federal permits and approvals.

In addition, DVP's electric distribution network includes approximately
55,000 miles of distribution iines, exclusive of service level lines, in
Virginia and North Carolina. The rights-of-way grants for most of our
electric lings have been obtained from the appareat owner of real estate,
but underlying titles have not been examined. Where rights-of-way have
not been obtained, they could be acquired from private owners by con-
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demnation, if necessary. Many electric lines are on publicly-owned
property, where permission to operate can be revoked.

Sovrces  oF Enercy SuppLy

DVP’s supply of electricity to serve retail customers is produced or
procured by Dominion Generation. See Dominion Gereration for
additional information.

SEASONALITY

DVP’s garnings vary seasonally as a result of the impaet of changes in
temperature on demand by residential and commercial customers for
electricity, 1o meet cooling and heating needs, and gas, to mest heating
needs,

Bominion Energy

Dorninion Energy includes our Ghio regulated natural gas distribution
company, regulated gas transmission pipeline and storage operations,
regulated LNG operations and our Appalachian natural gas E&ZP business.
Dominion Energy also includes our producer services business, which
aggregales jras supply, provides market-based services related to gas
transportation and storage and engages in associated gas trading and
marketing.

The gas transmission pipeline and storage business serves Dominion’s
gas distribution businesses and other customers in the Northeast,
mid-Atlantic and Midwest. Included in our gas transmission pipzling and
storage business is our gas gathering and exiraction activity, which sells
extracted products at market rates. Revenue provided by our regulared gas
transmission and storage, and LNG operations is based primarily on rates
established by FERC. The profitability of these businesses is dependent an
our ability, through the rates we are permitted to charge, to recover costs
and earn a reasonable return on our capital investments. Variability in
eamings results from changes in rates and the demand for services, which
can be dependent on weather, changes in commeodity prices and changes in
the cost of routine maintenance and repairs {including labor and henefits).

Our gas distribution operations serve residential, commercial and
industrial gas sales and transportation costomers in Ohio. Revenue
provided by our gas distribution operaticns is based primarily on rates
esiablished by the Public Utilities Commission of Ohio (Ohio
Commission). The profitability of this business is dependent on its ability,
thraugh the rates we are permitted to charge, to recover costs and eam a
reasonable return on our capital investments. Variability in earnings celates
largely 10 changes in volumes of natural gas transported, which are weather
sensitive, and changes in the cost of routine maintenance and repairs
(including labor and benefits).

Our Appalachian natural gas E&P business generates income from the
sale of natural gas and oil we produce from our reserves, including
fixed-term overriding royalty interests formerly associated with our
volumeiric prodoction paymeni agreements discussed in Note 13 to our
Consolidated Financial Statemenis. Variability in amings relates to:
changes in commodity prices, which are largely market based; production
volumes, which are impacted by numerons factors including drilling
success and timing of development projects; and drilling costs which may
be impacted by drilling tig availability and other external factors. We
manage commodity price volatility by hedging a substantial portion of our
expected production. These hedging activities may

require cash deposits to satisfy collateral requirements, Our Appalachian
natural gas E&P business added 72.5 befe to its gas and oif reserves as a
result of its drilling program during 2007, as compared to production of
42.1 befe in 2007, excluding production from fixed-term overriding rayalty
interests.

Earnings from Dominion Energy’s other nonregulated business, producer
services, are subject to variability associated with changes in commodity
prices. Producer services uses physical and financial arrangements to hedge
this price risk.

CoMPETITION

Dominion Energy’s gas transmission operations compete with domestic
and Canadian pipeline companies. We also compete with gas marketers
seeking to provide or atrange transportation, storage and other services.
Aliernative energy sources, such as ol or coal, provide another level of
competition. Although competition is baszd primarily on price, the array of
services that can be provided to customers is also an important factor. The
combination of capacity rights held on certain long-line pipelines, a large
storage capability and the availability of numerous receipt and delivery
points atong our own pipeline system enables us to tailor our services to
raeet the needs of individual customers,
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With respect to our Ohio natural gas distribution subsidiary, there has
been no legislation enacted to require supplier choice for residential and
commercial natural gas consumers. However, we have offered an Energy
Choice program to customers, in cooperation with the Ohio Commission.
See Reguiarion—Stare Regulations—-Gas for additional information.

REGULATION

Domtinion Energy’s natural gas transmission pipeline, storage and LNG
operations are regulated primarily by FERC. Dominion Energy’s gas
distribution service, including ihe rates that it may charge costomers, is
regulated by the Ohio Commission.

PROPERTIES

Daontinion Energy’s gas distribution network is located in the state of Ghie.
This network involves approximately 18,500 miles of pipe, exclusive of
service lines of two inches in diameter or less. The rights-of-way grants for
many natural gas pipelines have been obtained from the actual owner of
real estate, as underlying titles have been examined, Where rights-of-way
have nat been oblained, they could be acquired from private owners by
condemnation, if necessary. Many natural gas pipelines are on
publicly-owned property, where company rights and actions are
determined on a case-by-case basis, with results that range from
reimbursed relocaiion ta revocation of permission 1o operate.

Dominion Energy has approximately 10,300 miles of gas transmission,
gathering and storage pipelines located in the states of Maryland, New
York, Ohio, Pennsylvania, Virginia and West Virginia. Dominion Energy
opsrates 20 underground gas storage fields located in New York, Ohio,
Pennsylvania and West Virginia, with more than 2,000 storage wells and
approximately 343,000 acres of aperated leaseholds.

The total designed capacity of the underground storage fields operated
by Dominion Energy is approximately 942 bef. Certain storage fieids are
jointly-owned and operated by Dominion Encrgy. The capacity of those
fields owned by our pariners totals about 242 bef. Dominion Energy also
has about 8 bef of above-
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ground storage capacity at its Cove Point LNG facility. Dominion Encrgy
has about 114 compressor stations with mare ihan 670,000 installed
compressor horsepower.

Dominion Energy also owns about 1.1 Tcfe of natural gas and oil
reserves and produces approximately 124 million cubic feet equivalent of
natural gas and oil per day from its leaschold acreage and facility
investments in Appalachia.
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Sources  or ExerGY SvppLy

Qur large underground natural gas storage network and the location of our
pipeline system are a significant link between the country’s major interstate
gas pipelines, including the proposed Rockies Express East pipeline and
large markets in the Northeast and mid-Atlantic regions. Qur pipelines are
part of an interconnected gas transmission system, which provides access
to supplies nationwide for lacal distribution companies, marketers, power
generators and industrial and commercial customers.

Our underground storage facilities play an important part in balaacing
gas supply with consumer demand and are essential to serving the
Northeast, mid-Atlantic and Midwest regions. [n addition, storage capacity
is an important element in the effective management of both gas supply
and pipeline transmission capacity. Dominion Energy’s natural gas supply
is obtained from varjous sources including our own equity production,
purchases from major and independent producers in the Mid-Continent and
Gulf Coast regions, Jocal producers in the Appalachian area and gas
marketets,

SEASONALITY

Dominion Energy’s natural gas disiribution business eamings vary
seasonally, as a result of the impact of changes in eemperature on demand
by residential and commercial customers for gas to meet heating needs.
Demand for services at our pipelines and storage business can also be
weather sensitive. Dominion Energy’s Appalachian E&P business can be
impacted by seasonal changes in the demand for natural gas and oil.
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Commodity prices, including prices for our unhedged natural gas and oil
production, can be impacted by seasonal weather changes and by the
effects of weather on operations. Our producer services business is affected
by seasonal changes in the prices of commoditics that it transports, storss
and actively markets and trades.

Daminion Genaration

Dominion Generation includes the generation operations of our merchant
fleet and regulated electric utility, as well as energy marketing and price
risk management activities for our generation assets. Our generation mix is
diversified and includes coal, nuclear, gas, oil, renewables and purchased
power. The generation facilities of our electric utility fleet are located in
Virginia, West
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Virginia and North Carolina. The generation facilities of our merchant flect
are located in Connecticut, Illinois, Indiana, Massachusetts, Pennsylvania,
Rhode Island, West Virginia and Wisconsin. As discussed in Properties,
we have plans to add additional generation capacity to satisfy fomre
growth in demand.

Dominion Generation’s earnings primarily result from the sale of
electricity we generate, Due to 1999 Virginia deregulation legislation, as
amended in 2004 and 2007, revenues for serving Virginia jurisdictional
retail load are based on capped rates through 2008. Additionally, fuel costs
for the utility fleet, including purchased power, were subject to fixed-rate
recovery provisions until July 1, 2007. Pursuant to the 2007 amendments to
the fuel cost recovery statute, annual fuel rate adjustments, with deferred
fuel accounting for over- or under-recoveries of fuel costs, were instituted
beginning July 1, 2007 for our Virginia jurisdictional customers. As
discussed in Status of Electric Regulation in Virginia under Regulation, the
Virginia General Assembly enacted legislation in April 2007 that returned
the Virginia jurisdiction of our utility generation operations 10 a modified
cost-of-service rate model, subject to rate caps in effect through December
31, 2008. During the remainder of the capped rate period, changes in oor
utility operating costs relative to costs used to establish capped rates, will
likely impact our camings.

Variability in carnings provided by the merchant fleet relates 10 changes
in market-based prices received for electricity and the demand for
electricity, which is primarily dependent upon weather, We manage price
volatility by hedging a substantial portion of our expected sales. Variability
also resulis from changes in the cost of fuel consumed, labor and benefits
and the timing, duration and costs of scheduled and unscheduled outages.

COMPETITION

Reail choice has been available for Dominion Generation’s Virginia
jurisdictional electrie utility custotmers since January 1, 2003; however, to
date, competition in Virginia has not developed to any significant extent. In
April 2007, the Virginia General Assembly passed legislation ending retail
choice for most of our Virginia jurisdictional electric utility customers
effective January 1, 2009. See Regulation—State Regulations—Electric.
Currently, North Carolina dees not offer retail choice to electric customers.

Dominion Generation’s merchant generation fleet owns and operates
several large facilities in the Midwest that operate within finctioning
RTOs. The output from these facilities is primarily seld under long-term
contracts, with expiration dates ranging from December 31, 2012 to August
31, 2017, and is therefore largely unaffected by competition.

Dominion Generation’s rernaining merchant assets operate within
functioning RTOs. Competitors include ather generating assets bidding to
operaie within the RTOs. These RTOs have clearly identified market rules
that ensure the competitive wholesale market is functioning praperly.
Dominion Generation’s merchant units have a variety of short and
medium-term contracts, and also compete in the spot market with other
generators to sell a variety of products mcluding energy, capacity and
operating reserves, I¢ js difficult to compare varicus types of generation
given the wide range of fuels, fuel procurement strategies, efficiencies and
opersting characteristics of the fleet within any

given RTO, However, we apply our expertise in operations, dispatch and
risk management t¢ maximize the degree 10 which cur merchant flest is
competitive compared to similar assets within the region.

REGULATION

The operations of Dominion Generation are subject to regulation by FERC,
the Nuclear Reguiatory Commission (NRC), the Environmental Protection
Agency (EPA), the Depariment of Energy (DOE), the Army Corps of
Engineers, the Virginia Commission, the North Carolina Commission and
other federal, state and local authorities, See State Regulations and Federal
Regudations in Regulation for more information,

PROPERTIES

For a listing of Dominion Generation’s current geaeration facilities, see
Item 2. Properties.

Based on available generation capacity and current estimates of growth
in customer demand in our wtility service area, we will need additional
generation capacity over the next ten years. We have announced a
comprehensive generation growth program, referred to as Powering
Farginia, which involves the development, financing, construction and
operation of new multi-fuel, multi-technology generation capacity to meet
the growing demand in our core market in Virginia. As part of this
program, the folowing projects are in various stages of development:

n April 2007, we filed an application with the Virginia Commission
requesting appraval Lo add two 150 Mw natural gas-fired electric
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generating units {Units 3 and 4) to our Ladysmith power station
{Ladysmith} to supply ¢lectricity during periods of peak demand. The
Virgima Commission approved the application in August 2007, and
construction has commenced. In December 2007, we received approval
from the North Carolina Commission for a related affiliate transaction. The
facility is expected to be in operation by August 2008, at an estimated cost
of $135 million.

In November 2007, we filed an application with the Virginia
Commission for approval to add a fifth combustion turbine (Unit 5) at
Ladysmith at an estimated cost of $79 million.

In July 2007, we filed an application with the Virginia Commission
requesting appraval to consiruct and operate a 585 Mw (nominal) carbon
caplure compatible, ¢lean coal powered electric generation facility
(Virginia City Hybrid Energy Center) to be located in Wise County,
Virginia. We also requested approval to continue to acerue an allowance
for funds used during construction until capped rates end and, beginning
January 1, 2009, receive current recavery of financing costs including a
return on common equity of 11.75% together with a 200 basis point
enhancement through a rate adjustment clause. An evidentiary hearing was
held in February 2008. An application for a permit to construct and operate
the Virginia City Hybrid Energy Center, in compliance with federal and
state air pollution laws, was filed in July 2006 with the Virginia
Department of Environmental Quality. Pending regulatory approval and
necessary permits, the facility is expected to be in operation by 2012 atan
estimated capiial cost of approximately 31.8 billion.

Alsa in February 2008, we announced the proposed conversion of our
Bremo power station (Bremo) from coal to natural gas as pait of our plan
to build the Virginia City Hybrid Energy

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




Table of Contents

Center. The proposal is contingent upon the Virginia Hybrid Energy Center
entering service and receiving approvals from the Virginia Commission
and Virginia Depariment of Environmental Quality. The proposed
conversion project is part of aur overall effort to reduce air emissions.
Subject to applicable regulatory approvals, the conversion would oceur
within two years of the Virginia City Hybrid Energy Center entering
service.

We are considering the construction of a third nuclear unit within the
next twenty years at a site located at the North Anna power station (North
Anna) which we own along with Old Dominion Electric Cooperative
(ONEC). In November 2007, the NRC issued an Early Site Permit (ESP)
for a site located at North Anna. Also in November 2007, we, along with
ODEC filed an application with the NRC for a Combined Construction
Permit and Operating License (COL), which would allow us to build and
operate a new nuclear unit at North Anna_ In January 2008, the NRC
accepted our application for the COL and deemed it complete. We have a
cooperative agreement with the DOE to share equally the cost of the COL.
We have not yet commiitted to building a new unit,

In December 2007, we announced an agreement to purchase a power
station development project in Buckingham County, Virginia that will
generate about 600 Mw. The project already has air and water permits for a
combined-cycle, natural gas-fired power station; however, such permits
may need to be modified. [n addition, construction of the project is subject
1o approval by the Virginia Commission, including approval under state
regulations relating to bidding for the purchase of electric capacity and
energy from other power suppliers, and the receipt of other environmental
pernlits. A gas pipelive will also be required to be constructed to provide
gas supply to the power station. Pending a closing under the purchase
agreement and the receipt of regulatory approval, we plan to build a
combined cycle unit with operations expected to begin in summer 2011.

In addition to the Pawering Virginia prajects, we have invested in two
wind farm projects. [n December 2006, we acquired a 50% interest in a
joint venture with Shell WindEnergy Inc. (Shell) w develop a wind-turbine
facility in Grant County, West Virginia (NedPower). NedPower consists of
iwo construction phases totaling 264 Mw. The first phase (164 Mw} is
expected to become fully operational by June 2008 and the second phase is
expecied to be fully operational by December 2008,

In January 2008, we acquired a 50% interest in a joint venture with BP
Altemative Energy Inc. (BP) to develop a wind-turbine facility in Benton
County, Indiana. The facility is expected to be built in two phases and
generate & toial of 750 Mw. We will jointly ovn 650 Mw with BP and BP
will retain sole ownership of 100 Mw. We have commirted to contribuie
approximatety $340 million of cash at various dates through January 2009,
which includes our initial investment and funding for the development of
the first 300 Mw phase. Construction of the second 350 Mw phase could
begin as early as 2009, with funding to be contributed to the joint venture
to mainlain S0/50 ownership between the partners. Our ultimate funding
requirements may decrease to the extent that the joint venture obtains
non-recourse construction and term financing,

SOURCES oF ENERGY SuppLy

Dominion Generation uses a variety of fuels to power our electric
generation including procuring purchased power for system load
requirements, as described below.

Nuclear Fuel—Dominion Generation primarily utilizes long-term
contracts to support its nuclear fuef requirements. Some of these
agreements have fixed commimments and are included as contractual
obligations in Future Cash Payments for Comtractual Obligations and
Piarned Capital Expenditures in Ttem 7, Management’s Discussion and
Analysis of Financial Condition and Results of Operations (MD&A).
Worldwide market conditions are continuously evaluated to ensure a range
of supply options at reasonable prices which are dependent on the market
environment, Current agreements, inventoties and spot market availability
are expected to support current and planned fuel supply needs for the near
term. Additional fuel is purchased as required to ensure optimal cost and
inventory levels,

Fossil Fuel—Dominion Generalion primarily utilizes coal, oil and
natural gas in its fossil fuel plants. Dominion Generation’s coal supply is
obtained through long-term contracts and short-lerm spot agreements from
both domestic and international supplicrs.

Dominion Generation’s natural gas and oil supply is obtained from
various sources including: purchases fram major and independent
praducers in the Mid-Contineat and Gulf Coast regions; purchases from
local producers in the Appalachian area; purchases from gas marketers; and
withdrawals from underground storage fields owned by Dominion or third

Source: DOMINION RESDURCES |, 10-K, February 28, 2008




parlies.

Dominion Generation manages a portfolio of natural gas transportation
contracts (capacity) that allows flexibility in delivering natural gas to our
gas turbine fleet, while minimizing costs.

Purchased Powezr—Dominion Generation purchases electricity from the
PJM spot market and through power purchase agreements with other
suppliers to provide for utility system load requirements.

SEAsonALITY

Sales of electricity for Deminion Generation typically vary seasonally as a
sesult of the impact of changes in temperature on demand by residential
and commercial customers to meet cooling and heating needs, Sales of
electricity from our merechant gencration plants are also affected by
seasonal changes in demand and commodity prices.

NucLEAR DECOMMISSIONING

Dominian Generation has a total of seven licensed, operating nuclear
reactors at its Surry power station (Swiry) and North Anna power station in
Virginia, Millstone power station (Millstone) in Connecticut and
Kewaunee power station in Wisconsin,

Surry and North Anna s$érve customers of our regulated electric utility
operations. Millstone and Kewaunee are merchant power stations.
Milistone has two operating units. A third Millstone unit ceased operations
before we acquired the power station.

We have decommissioning obligations for each of these power stations
as discussed in Note 16 1o our Consolidated Financial Statements,
Decommissioning involves the decontamination and removal of
radioactive contaminants from a nuclear power station
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ance operations have ceased, in accordance with standards established by
the NRC, Amounts collected from ratepayers and placed inte trusts have
been invested to fund the expected future costs of decommissioning the
Surry and North Anna units. As part of our acquisition of both Millstone
and Kewaunee, we acquired decommisstoning funds for the related units.
We believe that the smounts currently available in our decommissioning
trusts and their expected earnings will be sufficient to cover expecied
decommissioning costs for the Millstone and Kewaunee units, without any
additional contributions o those trusts.

The total estimated cost to decommission our eight nuclear units is $4.2
billion in 2007 dollars and is primarily based upon site-specific studies
completed in 2006. For all units except Millstone Uit 1 and Unit 2, the
current cost estimates assume decommissioning activities will begin
shortly after cessation of

operations, which will occur when the operating licenses expire. Millstone
Unit 1 is not in service and selected minor decommissioning activities are
being performed. This unit will continue to be monitored until full
decommissioning activities begin for the remaining Mitlstone units. We
expect to start minor decommissioning activities at Millstone Unit 2 in
2035, with full decommissioning of Millstone Units 1, 2 and 3 during the
period 2045 10 2059. We expect to decommission the Surry and North”
Anna units during the period 2032 to 2059. We intend to apply for a
20-year life extension in 2008 for our Kewaunee unit. If the NRC approves
the life extension application, we expect to decommission Kewaunee
during the period 2033 10 2059. The license expiration dates for our units
are shown in the following table.

Surry North Anna Milisione Kewaunee
Unit 1 Unit2  Unit 1 Unit2  Unit 1 Unit2 Unit3  Unit1 Total
{dollars in millions)
NRC license expiration yesr | : S 203200 33T 203800
Mast recent cost estimate (2007 dollars) § 47t 5 499 5 449
Funds In trusts at December 31, 2007 . ¥4 369 - 306 .
2007 contributions to tsts 1.4 1.5 1.0

(1) Unit | ceased operations It 1998, before cur acquisition of Millstane.

Corporate and Other

We alsa have a Corporate and Other segment that includes our corporate,
service company and other functions (including unallocated debi),
corporate-wide commodity risk management, the remaining assets of
Dominion Capital, Inc. (PCI), and the ret impact of certain operations
disposed of or to be disposed of, which are discussed in Note 6 o our
Consolidaied Financial Statements. Operations disposed of during 2007
included all of our non-Appalachian E&P operations, three natural
gas-fired merchant generation peaking facitities and certain DCE
operations. Operations to be disposed of include two regulated gas
distribution subsidiaries, Peoples and Hope, which we agread to sellto
Equitable in March 2006. However, as previously discussed, this
agreement was terminated in January 2008 and we are seeking other offers
for the purchase of these utilities, In addition, Corporate and Other includes
specific items attributable to our operating segments that are not included
in profit measures evaluated by executive management in assessing the
segments’ performance or allocating resources among the segments.

ENVIRONMENTAL STRATEGY

Dominion is committed to being a good environmental steward. Our
ongoing objective is to provide reliable, affordable energy for our
custemers while being environmentally responsible. Our integrated
strategy to meet this objective consists of four major elements:

* Conservation and efficiency;
* Renewable generation development;

¢ Other generation development to maintain our fuel diversity, including
clean coal, advanced puclear energy, and natural gas; and
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= Improvements in other energy infrastructure.

Conservation plays a critical role in meeting the growing demand for
electricity. Virginia re-regulation legislation enacted in 2007 provides for
incentives for energy conservation and sets a goal to reduce electricity
consumption by retail customers in 2022 by ten percent of the amount
consumed in 2006 through the implementation of conservation programs.
We announced plans in September 2007 for a series of pilot programs
focused on energy conservation and demand response.

The pilots will be offered to a sekection of 4,550 customers in our
central, eastern and northem Virginia service areas. To help ensure that the
results are representative, custamers will not be able to volunteer for the
pilots nor participate in more than one pilot. We will report results from the
pilots at least quarterly to the Virginia Commission staff to help evaluate
their effectiveness.

The pilots approved by the Virginia Commission include:

* 1,000 residential customers in each of four different
energy-saving pilots. The pilots are designed to cycle central
heating and air conditioning units during peak-energy demand
times, inform customers about their real-time energy
consumption patterns, promole programmable thermostats
that allow customers to control their use of electricity, and
educate customers about the value of reducing enetgy use
during peak-use times.

= Free energy andite and energy efficiency kits (o 150 existing residential
customers, 100 new homes meeting energy efficiency guidelines set by
the EPA, and 50 small commercial customers. In addition, 250 new
homes will receive energy efficiency welcome kits that include compact
fluorescent Light bulbs.

» Incentives for commercial customers to reduce load during periods of
peak demand by running their generators to produce up to 100 Mw of
electricity. This would be in addition to existing Dominior options in
which commercial and industrial customers have reduced demand by
more than 300 Mw during peak-demand periods.
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Renewable energy is 2lso an important component of a diverss and
reliable energy mix. Both Virginia and North Carolina have passed
legislation setting goals for renewable power. We are committed to
meeting Virginia's goal of 12 % renewable power by 2022 and North
Carolina’s renewable portfolio standard of 12.5 % by 2021.

We are actively assessing development apportunities in aur service
territories for renewable technologies. In November, 2007 we issued a
request for proposals (REP) for renewable energy projects in Virginia,
North Carolina or elsewhere in the PJM Interconnect region. The RFP
secks the purchase of renewable energy generation projects, as well as
renewable encrgy credits. Our regulated wtility curvently provides
approximately two percent of its generation from renewable sources. In
addition, Dominion is & 50% owner of a wind energy facility in Grant
County, West Virginia, When operational, our share of this project will
produce 132 Mw of renewable energy. Dominion has also acquired a 50%
interest in a joint venture with BP Altemative Energy, Inc. (EP) to develop
a wind-turbine facility in Benton County, Indiana. The facility is expected
to be built in two phases and generate a total of 750 Mw of which we will
jointly own 650 Mw with BP. See Dominion Generation-Properiies for
morg information.

We also anticipate using up to 20% biomass (woodwaste) at the
proposed Virginia City Hybrid Energy Center discussed in Dominion
(reneration—Properties.

We have announced a comprehensive generation growth program,
referred to as Powering Virginia, which involves the development,
financing, construction and operation of new multi-fucl, multi-technology
generation capacity to meet the growing demand in our core market of
Virginia. The new generation planned in connection with this program is
discussed further under Dominion Generation—Properties. We expect that
these investments collectively wiil provide the following benefiis;
expanded electricity production capability; increased technological and
fuel diversity; and a reduction in the carbon dioxide {COz) emissions
intensity of our generation fleet. A critical aspect of the Powering Virginia
program is the extent w which we seek to reduce the carbon intensity of
our generation fleet by developing generation facilities with zero COz and
low COz2 emissions, as well as economically viable facilities that can be
equipped for COz separation and sequestration. There 15 no current
economically viable technological solution 1o tetro-fit existing fossil-fusled
technology to capture and sequester greenhouse gas emissions, Given that
new generation units have useful lives of up to 50 years, we will give full
consideration to COz and other greenhouse gas emissions when making
long-term investment decisions.

Finally, we plan to make a significant investment in improving the
capabilities and reliability of our electric transmission and distribution
system. These enhancements are primarily aimed at meeting our continued
goal of providing reliable service. An additional benefit will be added
capacity to efficiently deliver electricity from the renewable projects now
being developed or to be developed in the future.

REGULATION

We are subject o regulation by the Virginia Commission, North Carolina
Commission, SEC, FERC, EPA, DOE, NRC, Army

Cortps of Engineers and other federal, state and locai authorities.

State Regulations

ELecTRIC

Our electric utility retail service is subject to regulation by the Virginia
Commission and the North Carolina Commission,

Qur electric utility subsidiary holds certificates of public convenience
and necessity which authorize it to maintain and operate its electric
facilities naw in operation and to sell electricity to customers. However,
this subsidiary may not construct or incwy financial commimments for
construction of any substantial generating facilities or large capacity
transmission lines without the prior approval of various state and federal
govemment agencies. In addition, the Virginia Commission and North
Carolina Commission régulate our electric utility subsidiary’s transactions
with affiliates, transfers of certain facilities and issuance of securities.

Status of Electric Regulation in Virginia

2007 Virginia Restructuring Act and Fuel Factor Amendments

On July 1, 2007, legislation amending the Virginia Electric Utility
Restructuring Act (the Restructuring Act) and the fuel factor became
effective, which significantly changes electricity regulation in Virginia.
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Prior to the Restructuring Act, our base rates in Virginia were capped at
1999 levels until December 31, 2010, The Restructuring Act ends capped
rates two years early, on December 31, 2008, After capped rates end, retail
choice will be eliminated for all but individual retail customers with a
demand of more than 5 Mw and non-residential retail customers who
ohlain Virginia Commission approval to aggregate their load to reach the 5
Mw threshold. Individual retail customers will be permitted to purchase
renewable energy from competitive suppliers if the incumbent electric
utility does not offer a renewable energy tariff, Also after the end of capped
rates, the Virginia Commission will set our base rates under a modified
cost-of-service model, Among other features, the new mode] provides for
the Virginia Commission (0

= TIniliate a hase rate case during the first six months of 2009, eviewing
the 2008 test year, as 3 result of which the Virginia Commission:

+ shall establish a retum on equity (ROE) no lower than that reported by
at least a majority of a group of utilities within the southeastern U.5.,
with certain limitations, as described in the legislation;

may increase or decraase the ROE by up te 100 basis points based on
generating plant performance, customer service and operaling
efficiency, if appropriate;

shall increase base rates, if needed, to allow the Company the
opportunity to recover its costs and earmn a fair rate of return if we are
found to have eamings more than 50 basis points below the established
ROE; or

= may reduce rates prospectively upon completion af the
2009 review or, alternatively, order a credit to customers if
we are found to have test year earnings of more than 50
basis points above the established ROE.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




Iable of Contents

» After the initial rate case, review base rates biennially, as a
result of which the Virginia Commission:
+ shall establish an ROE no {ower than that reported by at least a
majority of a group of utilities within the southeastern U.S., with
certain limitations, as described in the legislation;
may increase or decrease the ROE by up to 100 basis points based on
generating plant performance, customer service and operating
efficiency, if appropriate;
after 2010, authorize an increased ROE on overall rate base upon
achieving the goals established for the renswabie energy portfolio
standard programs. Such increased ROE would be in lieu of any
increased or decreased ROE from the preceding paragraph, unless
there has been an increase to the ROE awarded under the preceding
paragraph that is higher than the renewable energy portfolio standard
increase; and
shall increase base rates, if needed, to allow the Company the
oppariunity to recover its costs and eam a fair rate of return if we are
found to have eamed, during the test period, more than 50 basis points
below the then currently established ROE; or
may order a credit to customers if we are found to have earmed, during
the test period, more than 50 basis peints above the then currently
established ROE, and reduce rates if we are found to have such excess
earnings during two consecutive biennial review periods.
= Authorize stand-alone rate adjustments for recovery of certain costs,
including new generation projects, major generating unit modifications,
environmental compliance projects, FERC-approved casts for
transmission service and energy efficiency, conservation and renewable
energy programs; and

* Authorize an enhanced ROE on new capital expenditures as a financial
incentive for construction of certain major generation projects.

-

The legisiation also continues statuiory provisions directing us to file
annual fuel cost recovery cases with the Virginia Commission beginning in
2007 and continuing thereafter, as discussed in Virginia Fuel Expenses.

As discussed previously, the legislation provides for the Virginia
Commission to initiate a base rate case during the first six months of 2009,
as a result of which the Virginia Cornmission may reduce rates or
alternatively, order a credit to customers if we are found to have camings
more then 30 basis points above the established ROE. We are unable to
predict the outcome of future rate actions at this time, however an
unfavorable oncome could adversely affect our results of operations.

Yirginia Fuel Expenses

Under amendments to the Virginia fuel cost recovery statute passed in
2004, our fuel factor provisions were frozen until July 1, 2007. Fuel prices
have increased considerably since 2004, which resulted in our fuel
expenses being significantly in excess of our fuel cost recovery. Pursuant
1o the 2007 amendments to the fuel cost recovery statute, annual fuel rate
adjustments, with deferred fuel accounting for over- or under-recoveries of
fuel costs, were re-instituted on Juty 1, 2007. While the 2007 amendments
did not allow us to collect any unrecovered fuel expenses that were
incurred prior to July 1, 2007, once our fucl factor was adjusted,

this mechanism ensures doflar-for-dollar recovery for prudently incurred
fuel costs.

In April 2007, we filed a Virginia fuel factor application with the
Virginia Commission. The application showed a need for an annual
increase in fuel expense recovery for the period July 1, 2007 through
June 30, 2008 of approximately $662 million; however, the requested
increase was limited to $219 million under the 2007 amendments to the
fuel cost recovery siane. Under these amendments, our fuel facror
increase as of July 1, 2007 was limited to an amount that results in the
residential customer class not receiving an increase of more than 4% of
total rates in effect as of June 30, 2007, The Virginia Commission
approved the fuel factor increase for Virginia jurisdictional customers of
approximately $219 million, effective July 1, 2007, with the balance of
approximately $443 million to be deferred and svbsequently recovered
subject to Virginia Commission approval, without interest, during the
period commencing July 1, 2008 and ending June 30, 2011

North Garolina Regulation

In 2004, the North Carolina Commission commenced an investigation into
our North Carolina base rates and subsequently ordered us to file a general
rate case 1o show cause why out North Carolina jurisdictional base rates
should not be reduced. The rate case was filed in September 2004, and in
March 2005 the Morth Carolina Commission approved a seftlement that
included a prospective $12 million annual reduction in current base raies
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and a five-year base rate moratorium, effective as of April 2005. Fuel rates
are stil] subject to change under annual fuel cost adjustment proceedings.

Gas

(e gas distribution services are regulaied by the Ohic Commission, the
Pennsylvania Public Utility Commission (Penusylvania Commission) and
the Public Services Commission of West Virginia (West Virginia
Cominission).

Status of Gompetitive Retall Gas Services

Each of the three states in which we have gas distribution operations has
enacted or considered tegislation regarding a competitive deregnlation of
natural gas sales at the retail level.

Ohio—Ohio has not enacted legislation requiring supplier choice for
residential or commercial natural gas consumers. However, in cooperation
with the Ohio Commission, we have offered retail choice to residential and
commetcial customers, At December 31, 2007, approximately 820,000 of
our 1.2 million Ohio customers were participating in this Energy Choice
program. Large industrial customers in QOhio ajso source their awn natural
gas supplies. In May 2006, the Ohio Commission approved a two-year
pilot program to imprave and expand our Energy Choice Program through
a Standard Service Offer (SSO) rate. Under the previous structure,
non-Energy Choice customers purchased gas directly from us at a monthly
gas cost recovery rate that included true-up adjustments that conld change
significantly from one guarter to the next. In August 2006, the Ohio
Commission approved an auction that enabled us to enter into gas purchase
contracis with salected suppliers at a fixed price above the New York
Mercantile Exchange month-end settlement. This 88O pricing mechanism,
implemented in Qetober 2006, replaces the traditionsl gas cost recovery
rate with a monthly

[
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muarkes price that eliminates the true-up adjustment, making it easier for
customers to compare and swisch 10 competitive suppliers by the end of the
transition peried. In December 2007, Dominion East Ohio filed an
application secking approval of Phase 2 of its plan to restructure its
commeodity service, whereby the company will still buy natural gas for
Energy Choice-eligible customers currently receiving S5O service, but will
identify the customer’s designated supplier on the bill. Subject to ultimate
Ohio Commission approval, we plan to exit the gas merchant function in
Ohio entirely and have all cusiomers select an alternate gas supplier. We
will continue to be the provider of last resort in the event of default by a
supplier.

Pennsylvania—In Pennsylvania, supplier choice is available for all
residential and small commercial customers. At December 31, 2007,
approximately 95,000 residential and small commercial customers had
opted for Energy Choice in our Pennsylvania service area. Nearly all
Pennsylvania industrial and large commercial customers buy natural gas
from nonregulated suppliers.

West Virginia—At this time, West Virginia has not enacted legislation to
require customer choice in its retail natural gas markets. However, the
West Virginia Comrnission has issued regulations to govern pooling
services, one of the tools that natural gas suppliers may utilize to provide
retail customer choice in the future and has issued rules requiring
competitive gas service providers to be licensed in West Virginia.

Rates

Our gas distribution subsidiaries are subject to regulation of rates and
other aspects of their businesses by the states in which they
operate—Pennsylvania, Ohio and West Virginia. When necessary, our pas
distribution subsidiaries seek general base rate increases to recover
increased operating costs. In August 2007, Dominion East Ohio filed an
application to increase base rates. In this rate case, Dominion East Ohio
requested approval of an increase in operating revenues of over $73 million
10 provide a raie of retumn on rate base of 8.72%.

In February 2008, Dominion East Ohio filed an application seeking
approval from the Ohic Commission to implement a 25-year program to
replace approximately 19% of #ts 21,000-mile pipeline system and to
recover the resulting costs. The application also requests Ohio Commission
approvel for Dominion East Ohio to assume responsibility for the service
lines that run from the curb to the customer’s meter. Currently, customers
own those service lines and are responsible for bearing the cost of
installation and for any repairs or replacement that may be needed.

The cost of the program in total will exceed $2.6 bitlion in 2007 doflars,
The resulting expenditure of more than $100 million per year will more
than double Dominion East Ohio’s currenl annual spending on ils pipeline
infrastructure. However, the cost to customers would be spread out over
many decades due to the 25-year time frame of the replacement program
and the period over which recovery in rates would be allowed.

Dominion East Ohjo also made a related filing asking the Ohio
Commission to consolidate its review of the pipeline infrastructure
replacement program with Dominion East Ohio’s current rate case
application in order to give the Ohio Commission and other parties the
oppuriunity le constder the two filings together.

In addition to general rate increases, our gas distribution subsidiaries
make rousine separate filings with their respective state

regulatory commissions o reflect changes in the casts of purchasad gas.
These purchased gas ¢osts are subject to rate recovery through a
mechanism that ensures dollar for dollar recovery of prudently incurred
cosls. Costs that are expected to be recovered in future rates are deferred as
tegulatory assets. The purchased gas cost recovery filings generally cover
prospective one, three or twelve-month periods. Approved increases or
decreases in gas cost recovery rales result in increases or decreases in
revenues with comresponding increases or decreases in net purchased gas
<ost expenses.

Federal Regulations

EPACT ann  THE Rerear. oF PUHCA

EPACT was signed into law in August 2005. Among other things, EPACT
repealed the Public Utilities Holding Company Act (PUHCA) of 1935,
effective February 2006. PUHCA regulated many significant aspects of a
registered holding compaty system, such as Dominion’s. As a result of
PUHCA’s repeal, utility holding companies, including Dominion’s system,
are no [onger limited to a single integrated public wility system. Further,
utility holding companies are no longer restricted from acquiring
businesses that may not be related to the utility business. Jurisdiction over
certain holding company related activities has been transferred to the
FERC, including the issuances of securities by public utilitigs, the
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acquisition of securities of utilities, the acquisition ot sale of certain utility
assets, and mergers with another electric uiility or holding company. In
addition, both FERC and state regulators are permitted to review the books
and records of any company within & holding company system.

EPACT contains key provisions affecting the ¢lectric power industry.
These provisions include tax changes for the utility industry, incentives for
emissions reductions and federal insurance and incentives to build new
nuclear power plants. It gives the FERC “backstop™ transmission siting
authority, as well as increased utility merger oversight. The law also
provides incentives and funding for clean coal technologies and initiatives
15 voluntarily reduce greenhouse gases. FERC has issved regulations
implementing EPACT. We do not expect compliance with these
regulations to have a material adverse impact on our financial condition or
results of operations.

FEDERAL ENERGY REGULATORY COMMISSION

Electric

Under the Federal Power Act, FERC regulates wholesale sales and
transmission of electricity in interstate commesce by public utilities. Our
electric utility subsidiary sells electricity in the PJM wholesale market angd
our merchant generators sell electricity in the PIM, Midwest ISO and ISO
New England wholesale markets under our market-based sales tariffs
authorized by FERC. In addition, our electric utility subsidiary has FERC
approval of a tariff to sell wholesale power at capped rates based on our
embedded cost of generation. This cost-based sales tariff could be used to
sell to loads within or outside our service territory. Any such sales would
be voluntary. In May 2005, FERC issued an otder finding that PIM's
existing transmission service rate design may not be just and reasonable,
and ordered an investigation and hearings on the matier. In January 2008,
FERC affirmed its eaclier decision that the PIM transmission rate design
for existing
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facilities had not become unjust and unreasonable. For recavery of costs of
investments of new PJM-planned transmission facilities that operate at or
above 500 kV, FERC established a regional rate design where all
customers pay a uniform rate based on the costs of such investment. For
recovery of costs of investment in new PJM-pianned transmission facitities
that operate below 500kV, FERC affirmed its earlier decision to allocate
costs on a beneficiary pays approach, A notice of appeal of this decision
was ffled in February 2008 at the United States Court of Appeals for the
Seventh Circuit. We cannol predict the outcome ef the appeal.

We are also subject to FERC's Standards of Conduct that govern
conduct berween interstate gas and electricity transmission providers and
their marketing function or their energy-related affiliates. The rule defines
the scope of the affiliates covered by the standards and is designed to
prevent transmission providers from giving their marketing functions or
affiliates yndue preferences.

EPACT included provisions to create an Electric Reliability
Organization (ER0D). The ERO is required to promulgate mandatory
reliability standards governing the operation of the bulk power system in
the U.S. 1n 2006, FERC certificd NERC as the ERO beginning on
January 1, 2007, In late 2006, FERC also issued an initial order approving
many reliability standards that went into effect on January I, 2007.
Beginning on June 4, 2007, entities that violate standards will be subject to
fines of between 31 thousand and 31 million per day, and can also he
assessed non-monetary penalties, depending upon the nature and severity
of the violation.

We have planned and operated our facilities in compliance with earlier
NERC voluntary standards for many vears and are fully aware of the new
requirements. We participate on various NERC committees, track
development and implementation of standards, and maintain proper
compliance registration with NERC's regional organizations. While we
expect that there will be some additional cost involved in maintaining
compliance as standards evolve, we do not expect the expenditures to be
significant.

Gas

FERC regulates the transportation and sale for resale of natural gas in
interstate commerce under the Natural Gas Act of 1938 and the Natural
Gas Policy Act of 1978, as amended. Under the Natural Gas Act, FERC
has authority over rates, terrns and conditions of services performed by our
interstate natural gas company subsidiaries, including DT, Dominion Cove
Point LNG, LP ({DCF) and the Dominion South Pipeline Company, LP.
FERC also has jurisdiclion over siting, construction and operation of
ratural gas import facilities and interstate natural gas pipeline facilities.

Our intersiate gas transmission and storage activities are conducted on an
“open access” basis, in accordance with certificates, tariffs and service
agreemants on file with FERC.

We are also subject 1o the Pipeline Safety Act of 2002 (2002 Act), which
mandateg inspections of interstate and intrastate natural gas transmission
and storage pipelines, particularly those located in areas of high-density
population. We have evaluated our natural gas transmission and storage
properties, as required by the Department of Transporiation regulations
under the 2002 Act, and have implemented a program of identification,
testing and potential remediation activities. These activities are ongoing.

In May 2005, FERC approved a comprehensive rate settlement with our
subsidiary, DTL, and its customers and interested state commissions, The
settlement, which became effective July 1, 2005, revised our natural gas
transmission rates and reduced fuel retention levels for storage service
customers. As part of the settlement, DTI and all signatory parties agreed
to a rate meratorium until 2010,

In December 2007, DT and the Independent Oil and Gas Association of
West Virginia, Inc. reached a settlement agreement on DTI"s gathering and
processing rates for the period January 1, 2608 through December 31,
2011. This settlement maintains the gas retainage fee structure that DTI has
had since 2001. Under the settlement, the gathering retainage rate increases
from 9.25% to 10.5% and the processing retainage rate—in recognition of
the increased market value of natural gas liquids—decreases from 3.25% to
0.5%.

This reduction in the combined retainags, from 12.5% to 11%, should
provide a lower overall cost for most producers. Due to the increase in
natural gas prices from three years ago, the consolidated impact of these
rate changes is expected 1o increase DTI's gathering and processing
revenues, In addition, DTT will continue to retain all revenues from its
liquids sales, thus maintaining its cash flow from this activity,

In conneg¢tion with the setflement, DTI also agreed to invest at least $20
million annuaily in Appalachian gathering-related assets. The new rates are
subject ta FERC approval.
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In June 2006, we filed a general rate proceeding for DCP. The rates |
established in this case took effect on Janvary 1, 2007. Thig rate proceedi?g
enabled DCP to update the cost of service underlying its rates, including
recovery of costs associated with the 2002 to 2003 reactivation of the LNG
import terminal. The FERC-approved settlement established a rate
moratorium that ends in mid-2011.

We implemented various other rate filings, tariff changes and negotiated
rate service agreements for our FERC-repulated businesses during 2007, In
all material respects, these filings were approved by FERC in the form
requested by us and were subject to only minor modifications.

Environmental Regulations
Each of our operating segmenis faces substantial laws, regulations and
compliance costs with respect to envirorunental matters. In addition to
imposing continuing compliance obligations, these laws and regulations
authorize the imposition of substantial penaliies for noncompliance,
including fines, injunctive relief and other sattctions. If our sxpenditures
for pollution control technologies and associated operating costs are not
recoverable from custorners through regulated rates (in regulated
jurisdictions) or market prices {in deregulated jurisdictions), those costs
could adversely affect future results of operations and eash flows. The cost
of complying with applicable environmental laws, regulations and rules i9
expected to be material to Dominion. For a discussion of significant
aspects of these matters, including current and planned capital expenditures
relating to environmental compliance, see Envirommental Matiers in
Future issues and Other Mattzrs in MD&A . Additional information can
also be found in ltem 3. Legal Proceedings and Note 24 to our
Consolidated Financial Statements.

The Clean Air Act {CAA) is a comprehensive program utilizing a broad
range of regulatory tools to protect and preserve the nation’s air quality. At
a minimum, states are requirad to establish
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regulatory programs to address all requirements of the CAA. However,
states may choose to develop regulatory programs that are more restrictive.
Many of our facilities are subject to the CAA’s permitting and other
requirements. For example, the EPA has established the Clean Air
Tnterstate Rule (CAIR) and the Clean Air Mercury Rule (CAMR). These
rules, when implemented, will require significant reductions in sulfur
dioxide (502), nitrogen oxide (NOx) and mercury emissions from electric
generating facilities. States are currently develaping implementation plans,
which will determine the levels and timing of required emission reductions
in each of the states within which we own and operate affected generating
facilities. Separate from CAIR and CAMR, Massachusetls has regulations
specifically targeting reductions in NOy, SO;, CO, and mercury emissions
from our affected facilities in Massachusetts. In February 2008, the U.S.
Court of Appeals for the District of Columbia issued a ruling that vacates
CAMR as promulgated by the EPA. At this time we cannot determine if
this ruling will be subject to further appeals and how the EPA, and
subsequently the states, may alter their approach to reducing mercury
emissions. We also cannot estimate at this time the impact that this ruling
will have on our future capital expenditures.

Based on the increasing intensity of national and international studies
regarding climate change and its relationship to greenhouse gas emissions,
we expect that there may be federal legislative or regulatory action in this
area in the fiture,

The outcome in terms of specific requirements and timing is uncertain
but may include a greenhouse gas emissions cap-and-trade program ot a
carbon tax for electric generators and natural gas businesses. In April 2007,
the U.S. Supreme Court ruled that the EPA has the authority to regulate
greenhouse gas emissions, which could result in future EPA action. In June
2007, the President announced U.5. support for an effort to develop a new
puost-2012 framework on climate change involving the tap ten to fifieen
greenhouse gas emitting countries that would focus on establishing a
eng-term giobal goal to reduce greenhouse gas emissions with each
country establishing its own mid-term targets and programs. In addition to
possible federal action, some states in which we aperate have already or
may adopt greenhouse gas emission reduction programs. For example,
Massachusetts has implemented regulations requiring reductions in CO2
emissions. The Virginia Energy Plan, released by the Governor of Virginia
in September 2007, includes a goal of reducing greenhouse gas emissions
statewide back to 2000 levels by 2025. The Governor has formed a
Commission on Climate Change to develop a plan to achieve this geal.
Until this goal results in legislative or regulatory action, the outcome in
terms of specific requirements, timing and cost of compliance is uncertain.

The Clean Water Act (CWA) is a comprehensive program requiring a
broad ranpe of regulatory tools including a permit program to authorize
and regulate discharges to surface waters with strong enforcement
mechanisms. We must comply with all aspects of the CWA programs at
our operating fucilities. Provisions under CWA section 316k alsa include
requirements that the location, design, construction, and capacity of
cooling water iniake structures reflect the best technology available for
minimizing adverse environmental impact. Additional programs under the
CWA address the impact of thermal discharges to surface waters.

Ir October 2003, the EPA and the Massachusetts Department of
Environmental Protection (MADEP) each issued new

Mational Pellutant Discharge Elimination System (NPDES) permits for
Brayton Point. The new permits contained identical conditions that in
effect require the installation of couling lowers to address concerns over
the withdrawal and discharge of cooling water. Following various appeals,
in December 2007, the EPA issued an administrative order to Brayton
Point that contained a schedule for implementing the permit. On the same
day, Brayton Point withdrew its appeal of the permit from the U.8. Court
of Appeals. Brayton Point's state appeal will be dismissed upon MADEP
finalizing the process for implementing the parallel state permit. Currenily,
we estimate the total cost to install these cooling towers at approximately
$500 million, of which $176 million is included in our planted capital
expenditures through 2010.

We have determined that we are associated with 21 former manufactured
gas plant sites. Studies conducted by other utilities at their former
manufactured gas plants have indicated that their sites contain coal tar and
other potentially harmtul materiats, None of the 21 former sites with which
we are associated is under investigation by any state or federal
environmental agency. For more information on these sites see Note 24 to
our Consolidated Financial Statements.

From time 1o time we may be identified as a potentially responsible party
(PRP) to a Superfund site, Refer to Note 24 to our Consolidated Financial
Statements for a description of our exposure relating to identification as a
PRP. We do not believe thal any currenily identified sites will result in
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significant liabilities, i

We have applied for or obtained the necessary environmental permils for
the operation of our facilities. Many of these permits are subject to
re-issuance and continuing review.

Nuclaar Regulatory Commission

All aspects of the operation and maintenance of our nuclear power statiens,
which are part of out Dominion Generation segment, are regulated by the
NRC. Operating licenses issued by the NRC are subject to revocation,
suspengion or modification, and the operation of a nuclear unit may be
suspended if the NRC determines that the public interest, health or safety
50 requires.

From time to time, the NRC adepts new requirements for the operation
and maintenance of nuclear facilities. In many cases, these new regulations
require changes in the design, operation 2nd maintenance of existing
nuclear facilities. If the NRC adopts such requirements in the fisture, that
action could result in substantial increases in the cost of operating and
maintaining our nuclear generating units.

The NRC also requires us to decontaminate our nuclear facilities once
operations cease. This process is referred 10 as decommissioning, and we
are required by the NRC io be financially prepared. For information on our
decommissioning wusts, see Dominian Generatiocn—Nuclear
Decommissioning and Note 12 w our Consolidated Financial Statements.

Item 1 A. Risk Factors

Our business is influenced by many factors that are difficult to predict,
involve uncerfainlties that may materially affect actual results and are often
beyond our control. We have identified a number of these factors below.
Far other factors that may cause actual r#sults to differ materiaily from
these indicated in any forward-looking statement or projection contained in
this repont, see Forward-Looking Statements i MD&A.
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Our operations are weather sensitive. Our resulls of operations can be
affected by changes in the weather. Weather conditions directly influence
the demand for electricity and natural gas, and affect the price of energy
commodities. In addition, severe weather, including hurricanes and winter
storms, can be destructive, causing outages and property damage that
require us to incur additional expenses. In addition, droughts can result in
reduced water levels that could adversely affect operations at some of our
power stations.

We are subject to complex governmental ragulation thai could adversely
affect our operations. Qur operations are subject to extensive federal, state
and local regutation and require numerous permits, approvals and
certificates from various governmental agencies. We must also comply
with environmental legislation and associated reguiations, Management
helieves that the necessary approvals have been obtained for our existing
operations and that our business is conducted in accordance with applicable
laws. However, new laws or regulations, the revision or reinterpretation of
existing laws ot regulations, or penalties imposed for non-compliance with
existing laws or regulations may require us to incur additional expenses.

We could be subject to penafties as a result of mandatory reliability
standards. As a result of EPACT, owners and operators of bulk power
transmission systems, including Dominion, are subject to mandatory
reliability standards enacted by NERC and enforced by FERC. If we are
found not be in compliance with the mandatory reliability standards we

could be subject to sanctions, including substantial monetary penalties.
Qur costs of compliance with environmental laws are significani, and the
cost of compliance with future environmental laws could adversely affact

our cash flow and profitability. Our operations are subject to extensive
federal, state and local environmental statutes, rules and regulations
relating to air quality, water quality, waste management, natural resources,
and health and safery. Compliance with these legal requirements requires
us to commit significant capital toward permitting, emission fees,
environmental monitoring, installation and operation of pollution cantrol
equipment and purchase of allowances and/or offsets. Additionally, we
could be responsible for expenses relating to remediation and containment
obligations, including at sites where we have been identified by a
regulatory agency as a PRP. Our expenditures relaling to environmental
compliance have been significant in the past, and we expect that they will
remain significant in the future. Costs of compliance with environmental
regulations could adversely affect our results of operations and financial
position, especially if emission and/or discharge limits are tightened, more
extensive permitting requireiments are imposed, additional substances
become regulated and the number and types of assets we operate increases.
We cannot estimate our compliance costs with certainty due to our inability
1o predict the requirements and timing of implementation of any new
environmental rules or regulations related 1o emissions. Other factors
which affect our ability to predict our future environmental expenditures
with certainty include the difficulty in estimating clean-up costs and
quantifying liahilities under environmental laws that impose joint and
several liability on all responsible parties.

I federal andlor state requirements arg imposed on energy companies
mandating furthar emission reductions, including limitations on carbon
dioxide amisslons, such requirements could make some of our electric
generating units uneconomical to maintain or operata. Environmental
advocacy groups, other organizations and some

agencies are focusing considerable attention on carbon dioxide emissions
from power generation facilities and their potential role in climate change.
We expect that federal legislation, and possibly additional state legislation,
may pass resulting in the imposition of limitations on greenhouse gas
cimissions from fosgil fuel-fired electric generating units. Such limits could
make certain of our electric generating units uneconomical to operaie in the
long term, unless there are significant improvements in the commercial
availahility and cost of carbon capture and sequestration technology. There
are also potential impacts on our natural gas businesses as federal
greenhouse gas legislation may require greenhonse gas emission reduction
requirements from the natural gas sector. Several regions of the U.S. have
moved forward with greenhouse gas regulations including regions where
we have operations. For example, Massachusetts has implemented
regulations requiring reductions in carbon dioxide emissions and the
Regional Greenhouse Gas Initiative, a cap and rade program covering
carbon dioxide emissions from power plants in the Northeast, will affect
several of our facilities. In addition, a number of bills have been introduced
in Congress that would require greenhouse gas emissions reductions from
fossil fuel-fired electric generation facilities, nawral gas facilities and other
sectors of the economy, although none have yet been enacted. Compliance
with these greenhouse gas emission reduction requirements may require us
to commit significant capital toward carbon capture and sequestration
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technology, purchase of allowances and/or offsets, fuel switching, and/or
retirement of high-emitting generation facilities and replacement with
lower emitting generation facilities. The costs of compliance with expected
greerhouse gas legislation are subject to significant uncerainties due 1o the
outcome of several interrelated assumptions and variables, including
timing of the implementation of rules, required levels of reductions,
allacation requirements of the new rules, the maturation and
commercialization of carbon capture and sequestration technology and
associated regulations, and our selected compliance alternatives. As a
result, we cannot estimate the effect of any such legislation on our results
of operations, financial condition or our customers.

We are exposed to cost-recovery shortfalls because of capped base rales
for our regulated electric utility. Under the Restructuring Act, as amended
in 2004 and 2007, our base rates remain capped through December 31,
2008. Although the Restructuring Act allows for the recovery of certain
generation-related costs during the capped tates period, we remain exposed
to numerous risks of cost-recovery shortfalls, such as costs related to

hurricanes or other unanticipated cvents.
The rates of our Virginia electrlc utility are subject to regulatory raview.

As aesult of the Restructuring Act, commengcing in 2009 the base rates of
our electric utility company will be reviewed by the Virginia Commission
under a modified cost-of-setvice model. Such rates will be set based on
analyses of our electric utility's costs and capital structures, as reviewed
and approved in regulatory proceedings. Under the Restructuring Act, the
Virginia Commission may, in a proceeding conducted in 2009, reduce ratss
or order a credit to customers if our electric utility company is deemed to
have camnings during a 2008 test pertod which are more than 50 basis
poinis above a retum on equity level to be established by the Virginia
Commission in that proceeding. After the initial rate case, the Virginia
Commission will review the rates of our electric utility company biennially
and may order a credit
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to customers if it is deemed to have earned more than 50 basis points above
a return on equity level established by the Virginia Commission and may
reduce rates if our electric utility company is found to have had earnings in
excess of the established return on equity level during two consecutive
‘biennial review periods.

Energy conservation could nagatively impact our financial results. A
tumber of regulatory and legislative bodies have introduced requirements
and/or incentives to reduce energy consumption by certain dates.
Conservation programs could impact our financial results in different ways.
To the extent conservation resultted in reduced energy demand or
significantly slowed the growth in demand, the value of our merchant
gencration, E&P assets and other unregulated business activities could be
adversely impacied. In our regulated opexations, conservation could
negatively impact Dominion depending on the regulatory treatment of the
associated impacts. Should we be required to invest in conservation
measures that resulted in reduced sales from effective conservation,
regulatory lag in adiusting rates for the impact of these measures could
have a negative financial impact. We are unable to determine what impact,
if any, conservation will have on our financial condition or results of
operations.

Our merchant power business is operating In a challenging market, which
could adversely affoct our resulte of operations and future growth. The
success of our merchant power business depends upon favorable market
conditions as well as our ability to find buyers willing 1o enter into power
purchase agreements at prices sufficient to cover operating costs. We
atternpt to manage these risks by entering into both short-term and
long-term fixed price sales and purchase contracts and locating our assets
in active wholesale energy markets. However, high fuel and commodity
costs and excess capacity in the industry could adversely impact our results
of operations.

Thera are risks associated with the operation of nuclear facilities. We
operate nuclear facilities that are subject to risks, including the threat of
terrorist attack and our ability to dispose of spent nuclear fuel, the disposal
of which is subject to complex federal and state regulatory constraints.
These risks alse include the cost of and our ability to maintain adequate
veserves for decommissioning, costs of replacement power, costs of plant
maintenance and exposure to potential liabilitics arising out of the
operation of these facilities. We maintain decommissioning trusts and
external insurance coverage to mitigate the financial exposure to these
risks. However, it is possible that decommissioning costs could excead the
amoun! in our trusts or that costs arising from claims could exceed the
amouni of any insurénce coverage.

The use of derivative instruments could rasult in financial losses and
liquidity constraints. We use derivative instruments, including futures,
swaps, Torwards, options and financial transmission rights to manage our
commodity and financial market risks. In addition, we purchase and sell
commadity-based contracts primarily in the natural gas market for rading
purposes. We could recognize financial losses on these contracts as a result
of volatility in the market values of the underlying commodities or if the
counterparty fails to perform under a contract. In the absence of
aclively-quoted market prices and pricing information from external
sources, the valiation of these contracts involves management’s judgment
or use of estimates. As a result, changes in the underlying assumptions or
use of alternative valuation methods could affect the reported fair value of
these contracis.

In addition, we use derivatives to hedge future sales of our merchaat
generation and gas production, which may limit the benefit we would
otherwise receive from increases in commodity prices. These hedge
amangements generally include collateral requirements that require us to
deposit funds or post letters of credit with counterparties to cover the fair
value of covered contracts in excess of agreed upon credit limits. When
commodity prices rise o levels substantially higher than the levels where
we have hedged furre sales, we may be required to use a material portion
of our available liquidity and obtain additional liquidity to cover these
collaterat requirements. In some circumstances, this could have a
compounding effect on our financial liquidity and results of operations.

Derivatives designated under hedge accounting to the extent not fully
offset by the hedged transaction can result in ineffectiveness losses. These
losses primarily result from differences in the location and specifications of
the derivative hedging instrument and the hedged item and could adversely
affect our results of operations.

Ouwr operations in regards 1o these transactions are subject to multiple
market risks including market liquidity, counterparty credit strength and
price volatility. These market risks are beyond our control and could
adversely affect our results of operations and future growth.
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For additional informatioh concerning derivatives and commodity-based
trading contracts, see Market Risk Sensitive Instruments and Risk
Management in Item 7A, Quantitative and Qualitative Disclosures About
Markei Risk and Notes 2 and 10 to our Consolidated Financial Statements.

Qur E&P business is afiacted by factors that cannot be predicted or
contrelled and that could damage facilities, disrupl production or reduce the
book value of cur assets. Factors that may affect our financial results
include, but are oot limited to: damage to or suspension of operations
caused by weather, fire, explosion or other events at our or third-party gas
and oil facilities, fluctuatiens in tiatural gas and crude oil prices, results of
future drilling and well comnpletion activities, our ability to acquire
additional land positions in competitive lease areas, drilling cost pressures,
operational risks that could disrupt production, drilling rig availability and
geological and other uncertainties inherent in the estimate of gas and oil
reserves.

Short-term market declines i the prices of natural gas and oil could
adversely affect our financial results by causing a permanent write-down of
our natural gas and oil properties as required by the full cost method of
accounting. Under the full cost method, all direet costs of property
acquisition, exploration and development activities are capitalized. If net
capitalized costs exceed the present value of estimated future net revenues
based on hedge-adjusted period-end prices from the production of proved
gas and oil reserves (the ceiling test) at the end of any quarterly period,
then a permanent write-down of the assets must be recognized in that

iod.
peﬂ. may nod complete plant construction or expansion projects that we
commence, or we may complete projects on materially different terms or
timing than initially anticipated and wa may not be able to achieve the
Intended benefits of any such project, if complated. We have announced
several plant construction and expansion projects and may consider
additional plant construction and expansion
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projects in the future. We anticipate that we will be required to seek
additdonal financing in the future to fand our current and future plant
construction and expansion projects and we may not be able 1o secure such
financing on favorable terms. In addition, we may not be able to complete
the plant construction or éxpansion projects on time as a result of weather
conditions, delays in obtaining or failure to obtain regulatory approvals,
delays in obtaining key materials, labor difficulties, difficulties with
partners or other facters beyond our control. With respect to our LNG and
gas transmission pipeline operations, if we do not meet designated
schedules for approval and construction of our plant and expansion
projects, certain of our customers may have the right to terminate their
precedent agreements relating to the expansion projeets, Certain of our
customers may also have the right to receive liquidated damages. Even if
plant construction and expansion projects are completed, the total costs of
the plant constructien and expansion projects may be higher than
anticipated and the performance of our business following the plant
consirietion and expansion projects may not meet expectations.
Additionally, reguiators may disallow recovery of some of the costs of a
plant or expansion project if they are deemed not to be prudently incurred,
Any of these or other factors could adversely affect our ability to realize

the anlicipated benefits from the plant construction and expansion projects.
An inability to aceess flnanclal markets could affeet the axscution of our

business plan. Dominion and our subsidiary, Virginia Power, rely on
access 1o short-term money markets, longer-term capital markets and banks
as significant sources of liquidity for capital requirements and collateral
requirements, related to hedges of future sales of merchant generation and
gas and oil production, not satisfied by the cash flows from our opetations,
Management belicves that Dominion and Virginia Power will maintain
sufficient access to these financial markets based upon current credit
ratings. However, certain disruptions outside of our control may increase
our cost of borrowing or restrict our ability to access one or more financial
markets. Such disruptions could include an economic downturn, the
bankruptcy of an unrelated energy company or changes to our credit
ratings. Restrictions on our ability to aceess financial markets may affect
our ability to execute our business plan as scheduled.

Market performance and other changes may decrease the value of
decommisstoning trust funds and banafit plan assets or Increase our
liabilities, which then could reguire significant additional funding. The
performance of the capital markets affects the value of the assets that are
held in trust to satisfy future obligations to decommiszion our nuclear
plants and under our pension and postretirement benefit plans, We have
significant obligations in these areas and hold significant assets in these
trusts. These assets are subject o market fluctuation and will yield
uncertain returns, which may fall below our projected retum rates. A
decline in the market value of the assets may increase the funding
requirements of the obligations to decommission our nuclear plants and
under our pension and postretirement benefit plans. Additionally, changes
in interest rates affect the liabilities under our pension and postretirernent
benefit plans; as interest rates decrease, the liabilities increase, potentially
requining additional funding. Further, changes in demographics, including
increased numbers of retirements or changes in life expectancy
assumptions, may also increase the funding requirements of the obligations
refated to the pension benefit plans. If we are unable o successfully
manage the

decommissioning trust funds and benefit plan assets, our results of
operation and financial position could be negatively affected.

Changing rating agency requiraments could negatively affect our growth
and business strategy. As of February 1, 2008, Dominion’s seniar
unsecured debt is rated A-, stable outlook, by Standard & Poor’s Ratings
Servioes, a division of the McGraw-Hill Companies, Inc. (Standard &
Poor’s); Baa2, stable outlook, by Meody’s Investors Services (Moodys);
and BBB+, stable qutlook, by Fitch Ratings Ltd. (Fitch). In order to
maintain our currert credit ratings in light of existing or future
requirements, we may find it necessary to take steps or change our business
plans in ways that may adversely affect our growth and eamings per share.
A reduction in Dominion’s credit ratings or the credit ratings of our
Virginia Power subsidiary by Standard & Poor’s, Moody’s or Fitch could
increase our borrowing costs and adversely affect operating resulls and
could require us to post additional collateral in connection with some of
our price risk management activities.

Potential changes in accounting practices may adversely affect our
financial results. We cannot predict the impact that future changes in
accounting standards or practices may have on public companies in
general, the energy industry or our gperations specifically. New accounting
standards could be issued that could change the way we record revenues,
expenses, assets and liabilities. These changes in accounting standards
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could adversely affect our reported eamings or could increase reported
liabilities.

Failure to retain and attract key executive officers and othar skilled
prefessional and technlcal employoes could have an adverse effect on our
operatians, Qur business is dependeat on our ability o recruit, retain and
motivate employees. Competition for skilled employees in some areas is
high and the inability to retain and atiract these employees could adversely
affect our business and fubure operating results.

i
i
i
i

Item 1B. Unresolved Staff Comments

None.

Iterm 2. Properties

As of December 31, 2007, we owned our principal executive office and
two other corporate offices, all located in Richmond, Virginia. We also
lease corporate offices in other cities in which our subsidiaries operate.

Our assets consist primarily of our investments in our subsidiarics, the
principal properties of which are described here and in Item 1. Business.

Substantially all of our eleciric utility’s property is subject to the lien of
the mortgage securing its First and Refunding Morigage Bonds. Although
there are no publicly issued bonds autstanding as of December 31, 2007,
we may issue additional bonds in the future. Cenain of our merchant
generaiion facilites are also subject to liens.

The following information detailing our gas and oil operations reflects
our Appalachian E&P cperations, which are included in the Dominion
Energy segment, as well as our non-Appalachian E&P operations divested
during 2007, which are included in the Corporate and Other segment.
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Comeany-Ownep ProveD Gas AnD O
RESERVES
Estimated net quantities of proved gas and oil reserves were as follows:

Al December 31, 2007 2006 2005

Proved Tofal Praved  Total Praved  Total
Developed Proved Developed Proved Developed Proved

Provedgas [ ;. o ‘ i
- resenies.(baf). . T R R
U.s. 3424 4861 3805 4,856
Canadz U432 750 o401 106
Total proved gas

res¢nves

3,556 5136 3,708 4,962
vaedoil mm ) N :
Joo

173 718216,849 145,735 196,602
7,081 15410 " 7.154 - 19,098

Tolat pm'u;eﬂ oil
raggrves
Total proved gas. .

180,779 232,259 152,889 217,698

bbl = barrel
boje = billion cubic feet equivalent

Certain of our subsidiaries file Formn EIA-23 with the DOE which reports
gross proved reserves, including the working interest shares of other
owmners, for propertics operated by such subsidiaries. The proved reserves
reported in the previous table represent our share of proved reserves for all
properties, based on our ownership interest in each property. For properties
we operate, the difference between the proved reserves reported on Form
EIA-23 and the gross reserves associated with the Company-owned proved
reserves reported in the previous table, does not exceed five percent.
Estimated proved reserves as of December 31, 2007 are based upon studies
for each of our properties prepared by our staff engineers and audited by
Ryder Scott Company, L.P. Calculations were prepared using standard
geological and engineering methods generally accepied by the petroteum
industry and in accordance with SEC guidelines.

QUANTITIES ofF Gas  anp O Probucen
Cuantities of gas and oil produced follow:

Year Ended December 31 2007 2006 2005
Gaspmductbon(bcf) UM, e ey T
Canada

Tatai gas producﬁon
Oilproduction (000 bbl) ;" .

Total ol productlon 575
Tokal gas and oif production.(befe} ~-: ¢ ¢ i 8BF. --‘467,-.,;'.5”2383

The average realized price per thousand cubic feet (mcef) of gas with
kedging results (including transfers to other Dominion operasions at market
prices) during the years 2007, 2006 and 2005 was $5.99, $4.41 and $4.79,
respectively. The respective average realized prices without hedging results
per mef of gas produced were $6.63, $6.67 and $8.01. The respective
average realized prices for oil with hedging results were $37,78, $33.42
and $30.46 per barrel and the respective average realized prices without
hedging results were $50.08, $54.49 and $49.48 per bamel. The average
production (lifting) cost per mef equivalent of gas and oil produced (as
calculated per SEC guidelines) during the years 2007, 2006 and 2003 was
$1.39, $1.18 and $1.16, respectively.

ACREAGE

Gross and net developed acreage (in thousands) at December 31, 2007
were 1,367 and 1,281 acres, respectively. Gross and net undeveloped
acreage (in thousands) at December 31, 2007 were 376 and 223 acres,

respectively.
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Ner WELLS DRILLED v THE CALENDAR YEAR
The number of net wells completed follows:

Yesr Ended Dacember 31, 2007 2006 2005
Exploratory:; ;. 0 L e T SELLny -
uU.S.

S Total Canadd et 3T e M e 3B
Tatal Development 524 1,107
T Total wells drilled {net): i h T s 824183

As of December 31, 2007, 62 gross (57 net) wells were in the process of
being drilled, including wells temporarily suspended.

el B2 tairht

i f—a
=0
=
Lla)

ProbucTive WELLS

At December 31, 2007, our subsidiaries had an interest in 9,048 and 8,283
productive gas wells, gross and net, respectively, Our subsidiaries did not
have an inierest in any produciive oil wells at December 31, 2007,

The number of praductive wells includes 1 gross (0.89 net) multiple
completion gas well and no multiple completion oil wells, Wells with
multiple completions are counted only onee for productive well count
purposes,
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PowER GENERATION

We generate eleciricity for sale on a wholesale and 1 retail level. We can supply electricity demand either from our generation facilities or through purchased power contracts, when needed. The
following table lists Dominion Generation’s generating; uhits and capability, as of December 31, 2607:

Net Summer
Plant Location Prnrnary Fuel Type Capability (Mw)
North e T e  Miveral, VA T aclear
na )
Surry S Surry, VA - * Muclear
Mt. Storm Mt Storm, WV
Chesterfiald ' Chester, VA
Chesapeake Chesapeake, VA
Clover - U Clover; VA Ceed e
Yorktown ] ] . Yorktown, VA ]
Bremo.. .t apiere oo . Bremo Bluff, VA L
Mecklenburg o _ Clarksville, VA )
North Branih ; CBayard, WV o
Altavista Altavista, VA
6y . “Hopewell, VA | i
Soulhampton Southamplon, VA
Yoridown' * ¢ Yoridown, VA 0
Possumn Pomt Dumfries, VA
Gravel Neck (CT) . " Sy, VA i
Darbytown (CT} o Richmond, VA
Chesapeake (CT) - . : Chasapaake VA
Poszum Polnt (CT) ) Dumfries, VA
Northem Neck (CT)..“: |} Py Lively, VA "
Low Moor [CT) Covington, VA
Kitty Hawk (CT) - Kitty Hawk, NC
Remington (CT) Remington, VA
Possum Point (CC) © .. .~ Dumirigs, VA
Chesterfield (CC) Chesler, \_!C_ )
Possum Point . B Bumiriag, VA = - ¢ 1Y
Elizabath River (CT) ‘ Chesapeake, VA
Ladysmith {CT) - - S SRR e T . Ladysmith, VA
Belimeada (CC) Richmond, VA
Gordongvilla Enangy (GC) © Gordansville, VA 0
Rosemary (CC) Roancke Rapids,
NC
Gravel Neck (CTy 8. . .0 0 L fa O DL Suren VA L T e T
Darbytown (CT) ~ Richmond, VA
Bath.County 17 -~~jWannSpr|ngs VA

Roanake Rapids, NC ) '

Con Raamke Hapuds.
JETEN NG o
Hurl, VA " Biomass
- Varigus . “arlous . i
Power Purchase Agresmends < 0.
Totat Utility Generation
Merchant Generation - .
Milistone o Waterford, CT Nudear
Kewaunee - - ... L e 00 ‘Kawaunee, Wi
Kincaid Kincaid, IL Coal
Braton Point 53 viSomerset, MA L T " Coal-
State Ling Hammaond, IN Coai
Salem Harbor ‘Salem, MA . © 0. ‘
Margantown Morgantown, WV
Brayton Point ™’ ‘Somerset, MA -
Salem Harbor ‘ Salem,MA
Fairless (CC) .-~ 50 Falrless Hilts, PA .- . 7
Elwood (CT) Elwood, IL
Manchester (CC) (00 ' ‘ Providenes, RI-- - UG
Other Varicus

- Total Merchant Generation- - - <~

Various

Total Capacity

Note: (CT) denotes combustian turhine and (CC) denoles combined cycle,
fa} Excludes 11.6% undivided interest owned by Old Dominian Eleciric Cooperative (ODEC).

(b} Excludes 50% undivided inerest owned by ODEC.
{c} Previously referred ta as Hopewell.

fd) Excludes 40% unclivided interest owned by Ailegheny Generating Company, a subsidiary of Allegheny Energy, Inc.

(e} Excludes 6.33% undivided intzrest in Unit 3 owned by Massachusetts Municipal Whol

(1} Subject tu a lien securing the faclliy ¥ debr.

le Electric Comp

(8) Exeludes 50% partnership interest owned by Cagen Technologies Morgantown, Lid. and Hickory Power Corporation.
{h) fnchdey generating unity that we aperate under leasing arrangements.
(i} Excludes 49.5% membership inrerast owned by J. POWER Elwood, LLC and 0.1% membership interast owned by Peoples Etweod LLC.
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Item 3. Legal Proceedings

From time to time, we are alleged to be in violation or in default under
orders, statutes, rules or regulations telating to the environment,
compliance plans imposed upon or agreed to hy us, or permits issued by
various local, state and federal agencies for the construction or operation of
facilities. Administrative proceedings may also be pending on these
matters. In addition, in the ordinary course of business, we arg involved in
various legal proceedings. We believe that the ultimate resolution of these
proceedings will not have a material adverse effect on our financial
position, liquidity or results of operations,

See Regulation in Item 1. Business, Fuure Issues and Other Matiers in
MD&A and Note 24 to our Consolidated Financial Statements for
additional information on various environtriental, rate maiters and other
regulatory proceedings to which we are a party.

In April 1998, Harrold E. (Gene) Wright filed suit against DEPI
(formerly known 35 CNG Producing Company), a subsidiary of the former
CNQG, and numerous other companies under the False Claims Act.

Mr. Wright alleged various fraudulent valuation practices in the payment
of royalties due under feceral oil and gas leases. A substantial portion of
the claim against us was resolved by settlement in late 2002. The case was
remanded back to the U.S. District Court for the Eastern District of Texas,
which denied our motion to dismiss on jurisdictional grounds in January
2005. In February 2007, the Judge issued an order providing that trials will
occur in phases on 25% of each defendant’s leases to be selected by the
opposing party. The phase I trial (currently involving another defendant)
will commence in August 2008, A phase 11 trial will occur in February
2009 against two defendznts selected by the opposing party, with
subsequent phases of trials oecurring against other defendants in the future
with up to two defendants at each future trial.

In Qctober 2003, tha EPA and MADEP cach issucd new NPDES permits
for Brayten Point. The new permits contained identical conditions that in
effect require the installation of cooling towers to address concems over
the withdrawal and discharge of cooling water. Following various appeals,
in December 2007, the EPA issued ar administrative order to Brayton
Pomt that contained a schedule for implementing the permit. On the same
day, Brayton Point withdrew its appeal of the permit from the U.S. Court
of Appeals. Brayton Point’s state appeal will be dismissed upon MADEP
finalizing the process for implementing the parallel state permit. Currently,
we estimate the total cost to install these cooling towers at approximately
$500 million, of which $176 million is included in our planned capital
expenditures through 2010.

In December 2006 and January 2007, we submitted self-disclosure
notifications o EPA Region 8 regarding three E&P facilities in Utah thal
have potentially violaled CAA permitting requirements. On July 31, 2007,
a third party purchased Dominion’s E&P assets in Utah, including these
facilities, and under the purchase and sale agreement the third-party
assumned responsibility for the resolution of any erforcement action or
Consent Decree, including penalties.

In March 2006, Peoples and Equitable filed a joint petition with the
Permsylvania Commission seeking approval of the purchase by Equitable
of all of the stock af Peoples and Hope. In April 2006, Hope and Equitable
filed a joint petition seeking West Virginia Commission approval of the
purchase by Equitable of all of the stock of Hope. In April 2007, the
Pennsylvania Commission approved a joint settlement approving the sale
in Pennsylvania. Following the approval of the sale of Peoples by the
Pennsylvania Commission, the FTC filed an action in federal court seeking
to block the transaction. Such action was denied and the case was appealed
by the FTC in the 3rd U.8. Circuil Court of Appeals. In January 2008,
Dominion and Equitable agreed to terminate their sale agreement.
Following that termination, the FTC dismissed its administrative complaint
challenging the transaction. In February 2008, the federal appeals court
granted a motion by the FTC to dismiss the case and 10 vacate the district
court ruling.

Item 4. Submission of Matters to a Vote of Securi
Holders

None.
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Executive Officers of the Registrant

Name and Age Business Experience Past Five Years(1)
Thomas F Farrell Il {53) AN ;szchaarman of the Board of Directors of Daminion Resaurces, Inc. (DRI} from April 2007 o date; Pres:dent and

. President and CEQ of Consolidatexd Natural Gas Cnmpany {CNG) from January 2006 to June 2007 Dlrector of
DRI from March 2005 to April 2007; President and Chief Operaling Officer (COO) of DRL from January 2004 to .
"+ December 2005; President and CQO of CNG from January 2004 to December 2005 Executive Vice President of
"' DRI from March 1999 to December 2003; President and CEQ of VP from December: 2002 fo December 2003;

" Exedutive Vice President of CNG from January 2000 to December 2003.

Thomas N. Chewnmg (62) Executive Vice President and Chief Financial Officer (CFO) of DRI from May 1999 to date; Executive Vice
President and CFO of CNG from January 2000 to June 2007; Executive Vice President ang CFO of VP from
February 2006 to date.

Exaculive Vice President—Public Policy & Corporate Communications of DRI froh Octaber 2007 to date; - O
Exacutive Vice President—Exiernal Affairs & Corporate Communications of DRI from January 2007. 1o Seplember_
2007 and of CNG from January 2007 1o June 2007; Senior Vice President—-Extarnal Affairs & Ccrp’drale :
- Cammunications of DRI from May 1999 1o December 2006 and of CNG frory #anuary 2000 to December 2008. .

Jay L. Johnson (61) Executive Vice President of DRI fram December 2002 to date and of CNG fram December 2002 to June 2007;
Prasident and COO—Daminion Virginia Power of VP from October 2007 to date; President and COO—Delivery of
VP from Febmary 2008 to September 2007; President and CEO of VP fram December 2002 ta January 2006.

EvaiTeig Hardy (63)

“ta September 2007; CEO—Energy of VP from January 2004 to January 2006. KCEO— Vransmlssnon of VP from .

Paul D Koones (48)
S .. January 2003 to December 2003,

Mark F. McGettrick (50) Executive Vice President of DRI from April 2006 to date; President and COO—Generation of VP from February
2006 to date; President and CEO—Generation of VP from January 2003 to January 2006.

President and Chief Nudiear Officer {CNO) of VP from October 2007 to date Serior Vice Pra
. Operations and. GNQ of VP from April 2000 to September 2007. - Lo 2l

Mary C. Doswell (49) Senior Vice President—Regulation and Integrated Planning of DRI, VP and Dominion Resources Services, Inc.
{DRS) fram October 2007 o date; Senior Vice President and Chief Administrative Officer (CAQ) of DRI from
January 2003 to September 2007; President and CED of DRS from January 2004 ta September 2007; President
of DRS from January 2003 to December 2003.

Senior Vice President and Treasurer of DRI from May 1999 fo date; Semnr V’oe Pre i
from January 2000 to date and of CNG from January 2000 to June 2007. -

Steven A. Rogers (46} President and CAQ of DRS, Senior Vice President and CAD of DRI fram Octobar 2007 to date; Senior Vice
President and Chief Accounting Officer of DRI and VP from January 2007 to September 2007 and CNG from
January 2007 10 June 2007; Senior Vice President and Controller of DRI and CNG fram April 2008 to December
2006; Senior Vice President (Principal Accounting Officer) (PAQ) of VP from April 2006 to December 2006; Vice
President and Controller of DR) and CNG and Vice President and PAQ of VP from June 2000 to April 2008.

Jémes F. Stutts {6 -; Senlar Vice President and Gereral Counse) of DRI and VP from Januaty 2007 fo date-and CNG from January

4 e . 2007 to June 2007; Vice President and General Counsel of DRI from September.1997 10 Dacember 2006; Vice
- . President and Géneral Counsel of VP from .}anuary 2002 o Decemher 2006 \Foe ,|denl o General Counsei
., 6T GNG fram January 2000 to Decémber 2006. - o REEHE g%

Thomas P. Wohlfarth (47) Senior Vice President and Chief Accounting Officer of DRI, VP and DRS from October 2007 to date; Vice
President—Eudgeting, Forecasting & Investor Relalions of DRS from February 2006 to September 2007; Vice
President—Financial Management of VP fram January 2004 to Janvary 2006; Director of Investor Relations of
DRS from February 2000 1o Decermber 2003.

(1} Any service listed for VB CNG and DRS reflects service a1 a subsidiary of DRI,

DavidA Chnshan (53) -

S

ident—tuclear .

G. Scott Hetzer {51)

ant and Trdasurer of VP
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Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of

Equity Securitics

Our common stock is listed on the Naw York Stack Exchange. At December 31, 2007, there were approximately 154,000 registered shareholders, including
approximately 62,000 certificate holders. Restrictions on our payment of dividends are discussed in Note 22 to our Consclidated Financial Statements. Quarterly
information concerning stock prices and dividends is disclosed in Note 31 o our Consclidated Financial Statements.
During 2007, we issued 248 shares of common stock to a former emplovee as a deferred payment under a 1985 performance achievement plan. These shares
were not registered under the Securities Act of 1933 (Securities Act). The issnance of this stock did not involve a public offering, and is therefore exempt from

registration under the Securities Act.

The following table presents certain information with respect to our common stock repurchases during the fourth quarter of 2007,

1ssUER PURCHASES or Equity SECURITIES
(3} {b) (c) (d}
Total Average Total Number Maximum Number (or
Number Price of Shares (or Units) Approximate Dollar Value)
of Shares Paid per Purchased as Part of Shares (or Units) that May
{or Units} Share of Publicly Announced Yet Be Purchased under the
Pericd Purchased(1) {or Unit) Plang or Programs Ptans or Program
1007 = 1073107 ;- COTELA00 . $ 484 - . - CUOLCGMNAC U 53,97 1AB wharew/$2 68:billisn
111707 - 11730007 15,988 % 4579 MiA 53,971,148 shares/$2.58 hillion
121107 = 1273107 _ . ?.562 $ 4728 - ) S e o NEAL 83,974,148 shares/$2i68 billion
Totil 74,950 $ 44122 MiA 53,971,148 shams_{iz.ﬁﬂ billion

(1) dmount includes registered shares tendered by employees to satisfy tax withholding ahligations an vested restricted stock.

(2) Represents the weighted-averoge price paid per share during the fourth quarter of 2007,

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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Item 6. Selected Financial Data

Year ended December 37, 200700 20D6¢2) DO05] 2004 PRI
{millions, except per share amounts)
Operaling révanue - i T ’ ! © LU %5674 r$1,802:
Inceme from continuing ope efore extraordlnary tem and cumulative effecl of changes in accounting

principles 2 705 ! M 255 908
Income (loss) from discontinued dperations; net oftax® -~ - .. o T T e gy s e (1 ; (B) -
Extraordinary item, net of tax (1 58)
Cumulative'effect of changes in Atcalinting principles, nat of tax e
Net income

bef : cunmiatrwe effect of mmlgas in amnunung pnnaples per eammon - ;

t'
‘ghare—basic |
Nst income per common share—basic
Incame from con!lmslng operations be‘fera mmuhﬁve eﬁ of d'nanges in acoouhtmg pnnc:ples per common, ;
‘Share-«dilited::: : -
Net income par camman shara—dlluted
Dividands paid par share - -0 ..
Tolal assels
Long-tetmidebt " <

(1) Includes a $1.5 billion after-iax met income benefit from ihe disposition of our non-Appalachian E& P operations ax discussed in Note § to owr Consolidated Financial Statememts. Also
includes a 3252 million after-tax impairmem charge associated with the sale of our partially-campleted Dresder Energy merchant generation facility and a 3138 million after-1ax
extraordinary charge resulting from the reapplication of Statement of Financial Accosmting Standards (SFAS} No. 71, Accounting far the Effects of Cevtain Types of Reguiation. to the
Virginia jurisdiction of our utility generation operations as discussed in Note 2 ta our Consolidated Financial Stateinents. Also includes a 3137 million after-tax chavge resulting from the
iermination of the long-term power sales agreemem associated with our 515 Mw Siiie Line power station.

(2) Includes a $164 million after-tax impairment charpe velated 1o three af onr natural gas-fired merchant generation peaking facilities (Peaker faciliries) thar were sold In Maveh 2007 and @
BI04 miffion after-tax charge resulting from the weite-off of ceriain regulolory assets related to the planred salz of two of our regulated gas distribution subsidiaries. See Note 5 to our
Consalidated Financial Statemeris.

(3} Includes a 3272 mitlion after-tax loss related ta the discontinuance of hedge accaunting Jor ceriain gax ard oil derivatives, resulting from an interruption of ges and ofl production in the
Gulf of Mexica caused by Hurricanes Kairina and Rita. Also in 2005, we adopted a new accounting Standard that resulted in the recognition of the cumulmive effect of a change in
accounting principle. See Note 3 to our Consofidated Financial Staremenis.

(4) Includes a 5112 million afier-tox chavge releted to owr imterest In a long-tevm pawer tolling contract that was divested in 2005 and a 361 willion after-rax loss related v the discomtimance
af hedge accounting far certain oil derivatives, resulting from an intarruption of oil production ir the Gulf of Mexica cansed by Hurvicema Ivan, and subsequent changes in the fair value of
thase derivatives during the third quarter.

(3} Includes 3122 million of aftertax incrememal resioration expenses associated with Murvicane Isabel. Also in 2003, we adopied SFAS No. 143, Accounting for Asset Retirement Qbligations,
Emerging issues Task Farce Issue No. 02-3, fssues Invofved in Accounting for Derivative Coniracts Held for Trading Purproses and Contracts lnvolved in Energy Trading and Risk
Management Activities, Staiement 133 Impiementation Issue No. C20, Interpretation of the Meaning of ‘Noi Clearly and Closeiy Related” in Paragraph 10(b) regarding Contracts with a
Price Adfusiment Feature, and Financial dccownting Standards Board Interpretation No. 46 (revised December 2003), Consoiidation of Variahle interest Entities (FIN 46R), which resulted
in the recagnition of the cumulative effect of changes in accounting principies.

(6} Reflects the ret impoct of the discontinued pperations of certain DCT operations sofd in August 2007, Canadian E& P operations soid in June 2007, Peaker facilities sald in March 2007 end

telecommemications operations sold in May 2004. See Note & lu our Consolidaled Financial Statemems.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Management’s Discussion and Analysis of Financial Condition and Results
of Operations (MD&A) discusses our results of operations and general
financial condition. MD&A should be read in conjunction with our
Consolidated Financial Statements in Hemn 8, Financial Stalements and
Supplementary Data. The terms “Dominion,” *Company,” “we,” “our” and
“us™ are used throughout this report and, depending on the context of their
use, may represent any of the follawing: the legal entity, Dominion
Resources, In¢., one or more of Deminion Resources, Inc.’s consolidated
subsidiaries or operating segments ot the entirety of Dominion Resources,
Inc. and its consolidated subsidiaries.

Contents oF MD&A
Our MD&A consists of the following information:

* Forward-Lookiag Statements

* Introduction

* Accounting Matters

* Results of Operations

* Sepment Results of Operations

+ Selected Information—Energy Trading Activities
* Liquidity and Capital Resources

* Future Issues and Other Matters

FoRWARD-LOOKING STATEMENTS

This repott contains statements concerning cur expectaiions, plans,
objectives, future financial performance and other statements that are not
historical facts. These statements are “forwatd-looking statements™ within
the meaning of the Private Securities Litigation Reform Act of 1995 In
most cases, the reader can identify these forward-looking statements by
such words as “anticipate,” “estimate,” “forecast,” “expect,” “believe,”
“should,” “could,” “plan,” “may,” “target” or other similar words.

We make forward-looking statements with full knowledge that risks and
uncertainties exist that may cause actual results to differ materially from
predicted results. Factors that may cause actual results to differ are often
presented with the forward-looking statements themselves. Additionally,
other factors may cause actual results to differ materially from those
indicated in any forward-leoking statement. These factors include bat are
not limited ro:

*" Unusual weather conditions and their effect on energy sales to
cuslomers and energy commmodity prices;

+ Extreme weather events, including hurricanes and winter storms, that
can cause outages and property damage to our facilities;

* State and federal legislative and regulatory developments and changes
to environmental and other laws and regulations, including those related
to climate change, to which we are subject;

* Cost of environmental compliance, including those costs related to
climate change;

* Risks associated with the operation of nuclear facilities;

+ Fluctuations in energy-related commodity prices and the effect these
could have on our earnings, liquidity position and the underlying value
of our assats;

+ Counterparty credit risk;
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+ (Capital market conditions, including price risk due to marketable '
securities held as investments in nuglear decommissioning and benefi|
plan trusts; |

« Fluctuations in interest rates;

* Changes in federal and state tax laws and regulations;

* Changes in rating agency requirements or credit ratings and their effect
on availability and cost of capital;

+ Changes in financial or regulatory accounting principles or policies
imposed by governing bodies;

* Emplovee workforce factors including collective bargaining agreements
and labor negotiations with union employzes;

* The risks of operating businesses in regulated industries that are subject
to changing regulatory structures;

= Receipt of approvals for and timing of closing dates for acquisitions and
divestitures; :

* Changes in rules for regional transmission organizations (RTOs) in
which we patticipate, including changes in rate designs and new and
evolving capacity models;

* Political and economic conditions, including the threat of domestic
terrorism, inflation and deflation;

* The inability to complete planned construction projects within the terms
and time frames initially anticipated; and

» Completing the divestiture of the Peoples Natral Gas Company
- {Peoples) and Hope Gas, Inc. (Hope), and the disposition of invesiments
heid by our financial services subsidiary, Dominion Capital, Inc. (DCT).

Additionally, other risks that could cause actual results to differ from
predicted results are set forth in Item 1 A. Risk Factors.

Our forward-looking statzments are based on our beliefs and
assumptions using information available at the time the statements are
made. We cantion the reader not to place undue reliance on our
forward-looking statements because the assumnplions, beliefs, expectations
and projections about future events may, and often do, differ materially
from actual results. We undertake no obligation te update any
forward-looking statement to reflect developments accurring after the
statement is made,

INTRODUCTION

Dominion, headquartered in Richmond, Virginia, is one of the nation’s
largest producers and transporters of energy. Qur strategy is to be a leading
provider of electricity, natural gas and related services te customers
primarily in the eastern region of the United Staies {U.S.). Our portfolio of
assets includes approximately:

= 26,500 megawatts (Mw) of generation capacity;

* 14,000 miles of interstate natural gas transmission, gathering and
slorage pipeline;

+ 6,000 miles of electric transmission lines;

* 55,000 miles of electric distribution lines in Virginia and North
Carolina;

* 28,000 miles of gas distribution pipeline, exclusive of service
lines of two inches in diameter ot less:

* 1.1 wrillion cubic feet equivalent (Tefe) of proved gas and oil reserves;
and

*  Ag underground natural gas storage system with over 975 billion cubic
feet {bef) of capacity.

Prior to a fourth quarter 2007 segment realignment, we managed our
daily operations through four primary operating
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segments: Dominion Delivery, Dominion Energy, Deminion Generation
and Dominion Exploration and Production (E&P). During the fourth
quarter of 2007, we realigned our business units to reflect our strategic
refocusing and began managing our daily operations through three primary
operating segments: Dominion Virginia Power (DVP), Dominion
Generation and Dominion Energy. We also report a Corporate and Other
segment that includes our corporate, service company and other functions
and the net impact of certain operations disposed of or to be disposed of.
While we manage our daily operations through our operating segments as
described below, our assets remain wholly-owned by our legal subsidiaries,

The contributions to net income by our primary operating segments are
determined based on a measure of profit that we believe represents the
segments’ core earnings. As a result, certain specific items attributable to
those segments are not included in profit measures evaluated by executive
management in assessing the segment’s performance or allocating
resources among the segments. Those specific items are reported in the
Corporate and Other segment.

DVP includes our regulated electric transmission, distribution and
customer service operations, as well as our nonregulated retail energy
marketing operatious. Electric transmission and distribution operations
serve residential, commercial, industrial and governmental customers in
Virginia and northeastern North Carolina. Retail energy marketing
operations include the marketing of gas, electricity and related products
and services to residential and small commercial customers in the
Northeast, mid-Atlantic and Midwest.

Revenue provided by our electric transmission opetations is based
primarily on rates approved by the Federal Energy Regulatory Commission
(FERC). The profitability of this business is dependent on its ability,
through the rates it is permitted to charge, to recover costs and eam a
reasonable retumn on its capital investments, Variability results from
changes in rates, the demand for services, which is primarily weather
dependent, and operating and maintenance expenditures. We are g member
of PIM Interconnection, LLC (PJM), ar RTO, and our electric
transmission facilities are integrated into PIM wholesale electricity
markets. Consistent with the increased authority given to the North
American Electric Reliability Corporation (NERC) by the Energy Policy
Act of 2005, we are committed to meeting NERC standards, modemizing
our infrastructure and maintaining superior system reliability. We will
continue to focus on safety, operational performance and execution of
PIM's Regional Transmission Expansion Plan (RTEP) as we move toward
the future.

Revenue provided by our electric distribution operations is based
primarily on rates established by state regulatory authoritics and state law.
Actual revenues are driven primarily by weather, customer growth and
usage per customer, Operationally, electric distribution continues to focus
on improving service levels while striving to reduce costs and link capital
investments to operational results. As part of this continued focus, we have
implemented an asset management process to ensure thal we are
oplimizing our investments to balance cost, performance and risk. We are
also using technology to enhance customer service options. As we move
taward the future, safety, operational performance and customer
relationships will remain as key focal areas.

In our electric transmission and distribution operations, we are seeing
continued strong growth in new customers and increased usage per
customer on a weather-normalized basis, Growth is particularly strong in
the major meiropolitan areas of Virginia. The combination of higher
encrgy usage and efficient operations and maintenance spending has been
critical to our performance. Operationally, we continue 10 enhance the
customer experieace through solid reliability performance and by
completing the automation of all of our electric residential meters.

Qur retail energy marketing operations compete in nonregulated energy
markets and have experienced strong growth during the past few years. The
retail business requires limited capital investment and currently employs
fewer than 100 people. The retail customer base is diversified across three
product lines—natural gas, electricity and home warranty services. In
natural gas, we have a heavy concentration of customers in markets where
utilities have a long-standing commitment io customer choice. In
electricity, we pursue markets where utilities have divested generation and
where customers are permitted and have opted to purchase from the
market. Major growth drivers are customer additions, new
markets/products and sales channels, and supply optimization.

Dominlon Energy includes our regulated Ohio natural gas distribution
company, regulated gas transmission pipeline and storage operations,
regulated liquefied natural gas (LNG) operations and our Appalachian
natural gas E&P business. Dominion Energy also includes our producer
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services business, which aggregates gas supply, provides market-based
services related Lo gas transportation and storage and engages in associated
gas trading and marketing.

The gas transmission pipeline and storage business serves Dominion’s
gas distribution businesses and other customers in the Northeast,
mid-Atlantic and Midwest. Included ir: our gas transmission pipeline and
storage businesses is our gas gathering and extraction activity, which sells
extracted products at market rates. Revenue provided by our regulated gas
transmission and storage, and LNG operations is based primarily on rates
established by FERC. The profitability of these businesses is dependent an
our ability, through the rates we are permitied to charge, 1o recover costs
end earn a reasonable return on our capital investments. Variability in
earnings resuits from changes in rates and the dernand for services, which
can be dependent upon weather, changes in commadity prices, and changes
in the cost of routine raaintenance and repairs (including labor and
benefils).

Cur gas distribution operations serve residential, commercial and
industrial gas sales and transpartation customers in Ohio. Revenue
provided by our gas distribution operations is based primarily on rates
established by the Public Uslities Commission of Ohio {Ohio
commission}. The profitability of this business is dependent on its ability,
through the rates we are permitted to charge, to recover costs and earn a
reasonable return on our capital investments. Variability in eamings relates
largely to changes in volumes of naivral gas transported, which are
prirnarily weather sensitive, and changes in the cost of routine maintenance
and repairs (including labot and benedits).

Our Appalachian natural gas EZP business generates income from the
sale of natural gas and oil we produce from our reserves, including
fixed-term overriding royalty interests formerly
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associated with volumetric production payment (VPP) agreements as
discussed in Note 13 to our Consolidated Financial Statements. Variability
in earnings relates to: changes in commodity prices, which are largely
market-based; production volumes, which are impacted by numerous
factors including drilling success and timing of development projects; and
drilling costs which may be impacied by drilling rig availability and other
external factors. We manage commodity price volatility by hedging a
substantial portion of our expected production. These hedging activities
may require cash deposits to satisfy collateral requirements.

Earnings from Dominion Energy’s other nonregulated business, producer
services, are subject to variability associated with changes in commaodity
prices. Producer services uses physical and financial arrangements to hedge
this price risk,

Dominion Generation includes the generation operations of our merchant
fleet and our regulated electric utility, as well as encrgy marketing and
price risk management activities for our generation assets. Qur generation
mix is diversified and includes coal, nuclear, gas, oil, renewables and
purchased power. The generation facilities of our electric wtility fleet are
located in Virginia, West Virginia and North Carolina, The generation
facilities of our merchant fleel are located in Connecticut, Ilinois, Indiana,
Massachusetts, Pennsylvania, Rhode Island, West Virginia and Wisconsin,

Dominion Generation’s earnings primarily result from the generation and
sale of electricity. Due to 1999 Virginia deregulation legislation, as
amended in 2004 and 2007, revenues for serving Virginia jurisdictional
retail load are based on capped rates through 2008. Additicnally, fuel costs
for the wtility fleet, including purchased power, were subject ta fixed rate
recovery provisions antil July 1, 2007. Pursuant to the 2007 ameadments to
the fuel cost recovery statute, annual fuel rate adjustments, with deferred
fuel accounting for over- or under-recoverics of fuel casts, were instituted
beginning July 1, 2007 for our Virginia jurisdictional customers, As
discussed in Status of Electric Regulation in Virginia uider Fuiture Issues
and Other Maiters, the Virginia General Assembly enacted legislation in
April 2007 that rerarted the Virginia jurisdiction of our utility generation
operations to a modified cost-of-service rate model, subject ta rate caps in
effect through December 31, 2008. During the remainder of the capped rate
period, changes in our utility operating costs relative to costs used to
establish capped rates, will likely impact our eamings.

Variability in eamings provided bry the merchant fleet relates to changes
in market-based prices received for electricity and the demand for
electricity, which is primarily dependent upon weather. We manage price
volatility by hedging a substantial portion of our expected sales. Variability
also results from changes in the cost of fuel consumed, labor and benefits
and the timing, duration and costs of scheduled and unscheduled outages.

Corporate and Other includes our corporate, service company and other
functions (including unallocated debt), corporate-wide commodity risk
management, the remaining assets of DCI, and the net impact of certain
operations disposed of or to be disposed af, which are discussed in Nate §
to our Consolidated Financial Statements. Operations disposed of during
2007 included all of our non-Appalachian E&P eperations, three natucal
gas-fired merchant generation peaking facilities (Peaker facilities) and

certain DC operations. Operations to be disposed of reflect two regulated
gas distribution subsidiaries, Peaples and Hope, which we agreed to sell to
Equitable Resources, Inc. (Equitable), in March 2006. This sale was
subject to regulatory approvals in the states in which the companies operate
as well as antitrust clearance under the Hart-Scott-Roding Act. However, in
January 2008, Deminion and Equitable announced the fermination of the
agreement for the sale of Peoples and Hope, primarily due to the continued
delay in achieving final regulatory approval. We are seeking other offers
far the purchase of these utilities.

In addition, Corporate and Other includes specific items attributable to
our operating segments that are not included in prafit measures evaluated
by executive managemnent in assessing the segments’ performance or in
allocating resources among the segments,

ACCOUNTING MATTERS
Critical Accounting Policies and Estimates

We have identified the following accounting policies, including certain
inherent estimates, that as a result of the judgments, uncertainties,
uniqueness and complexities of the underlying accounting standards and
operations involved, could result in material changes to our financial
condition or results of operations under different conditions or vsing
different assomptions. We have discussed the development, selection and
disclosure of each of these policies with the Audit Committee of our Board
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of Directors. :
i
AccounTING For DERIVATIVE CONTRACTS AT Falr |
VaLUE

We use derivative contracts such as futures, swaps, forwards, options and
financial ransmission rights (FTRs) to manage the commodity and

. Tinancial markets rigks of our business operations. Derivative contracts,
with cerain exceptions, are subject to fair value accounting and are
reported in our Consolidated Balance Sheets at fair value. Accounting
requirements for derivatives and related hedging activities are complex and
may be subject to further clarification by standard-setting bodies.

Fair value is based on actively-guoted market prices, if available. In the
absence of actively-quoted market prices, we seck indicative price
information from external sources, including broker quotes and industry
publieations. 1f pricing information from external sources is not avaiiable,
we must astimate prices based on available historical and near-term future
price information and use of statistical methods, including regression
analysis. For options and coniracts with option-like characteristics where
pricing information is not available from external sources, we generally use
a modified Black-Scholes Model that considers time value, the volatility of
the underlying commodities and other relevant assumptions when
estimating fair value. We use other option modeis under special
circumstances, including a Spread Approximation Model, when contracts
include different commoditics or commodity locations and a Swing Optien
Model, when contracts allow either the buyer or seller the ability to
exercise within a range of quantities. For contracts with unigue
characteristics, we estimate fair value using a discounled cash flow
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approach deemed appropriate under the circumstances and applied
counsistently from period to period. If pricing information is not available
from external sources, judgment is required to develop the estimates of fair
value. For individual contracts, the use of different valuation models or
assumptions could have a material effect on a contract’s estimated fair
value,

For cash flow hedges of forecasted transactions, we estimate the fulure
cash flows of the forecasted transactions and evaluate the probability of
occurence and timing of such transactions. Changes in conditions or the
occurrence of unforesesn events could require discontinuance of hedge
accounting or could alfect the timing of the reclassification of gains and/or
losses on cash flow hedges from accumulated other comprehensive income
(loss) (AOCI) into earnings.

Usg orF EstiMaTEs v GooowiLl IMPAIRMENT TESTING

As of December 31, 2007, we reported $3.5 billion of goodwill in our
Consolidated Balance Sheet. A significant portion resulted from the
acquisition of the former Consolidated Natural Gas Company (CNG) in
2000.

In April of each year, we test our goodwill for potential impairment, and
perform additional tests more frequently if impairment indicators are
present and after a portion of goodwill has been allocated to a businesa
which we plan to dispose of. The 2007, 2006 and 2005 annual tests did not
result in the recognition of any goodwill impairment, as the estimated fair
values of our reporting units exceeded their respective carrying amounts,

As a result of the 2007 disposition of our non-Appalachian E&P
operations, goodwill was atlocated to such operations based on the relative
fair values of the E&P operations being disposed of and the Appalachian
portion being retained. The impairment test performed on the gondwill
aliocated to the retained Appalachian operations showed no impairment.
Also, in connection with the 2007 segment realignment, the goodwill
allocated to our three gas distribution subsidiaries was tested for
impairment during the fourth quarter of 2007. This interim test did not
result in the recognition of any goodwill impairment, as the estimated fair
values of these businesses exceeded their respective carrying amounts.

[n general, we estimate the fair value of our reporting units by using a
combination of discounted cash flows, and other valuation techniques that
use multiples of eamings for peer group companies and analyses of recent
business combinations involving peer group companies. For our
non-Appalachian E&P operations, our regulated gas distribution
subsidiaries held for sale and certain DCI operations, negotiated sales
prices were used as fair value for the tests conducted in 2007, Fair value
estimates ate dependent on subjective factors such as our estimate of future
cash flows, the selection of appropriate discount and growth rates, and the
selection of peer group companies and recent transactions. These
underlying assurnptions and estimates are made as of a point in time;
subsequent modifications, particularly changes in discount rates or growth
rates inhersnt in our estimates of future cash flows, could result in a future
impairment of goodwill. Although we have consistently applied the same
methods in developing the assumptions and estimates that underlie the fair
value calculations, such as estimates of future cash flows, and hased those
estimates on relevant inforation available at the time, such cash flow
estitnates are highly uncertain by nature and may vary sig-

nificantly from actual results. If the estimates of future cash flows used in
the most recent tests had been 10% lower, the resulting fair values would

have still been greater than the carrying values of each of those reporting

units tested, indicating that no impairment Was present.

Use ofF ESTIMATES IN LONG-LIVED ASSET IMPAIRMENT
TestinG

[mpairment testing for an individual or group of long-lived assets or for
intangible assets with definite lives is required when circumstances
indicate those assets may be impaired. When an asset’s carrying amount
exceeds the undiscounted estimated fiture cash flows associated with the
asset, the asset is considered impaired to the extent that the asset’s fair
value is less than its carrying amount. Performing an impainment test on
long-lived assets involves judgment in areas such as identifying
circumstances that indicate an impairment may exist; identifying and
grouping affected assets; and developing the undiscounted and discounted
estimated future cash flows (used (o estimate Fair value in the absence of
market-based value) associated with the asset, including probability
weighting such cash flows {o reflect expectations about possible variations
in their amounts or timing and the selection of an appropriate discount rate.
Although our cash flow estimates are based on relevant information
available at the time the estimates are made, ¢stimates of future cash flows
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are, by nature, highly uncertain and may vary significantly from actual
results. For example, estimates of future cash flows would contemplate
factors, which may changg over time, such as the expected use of the asset,
including future production and sales levels, and expected fluctuations of
prices of commodities sold and consumed.

1n 2006, we tested the partially-completed Dresden Energy merchant
generation facility {Dresden) for impairment and concluded that its
cartying amounl, as well as the estimated cost to complete, was
recoverable based on the probability of continued construction and use al
that time. As part of cur ongoing assct review to improve Donginion’s
return on invested capital, we began the process of exploring the sale of
Dresden in the second guarter of 2007, Non-binding indicative bids were
received and based on our evaluation of these bids, we believed that it was
likely that Dresden would be sold rather than completed and operated in
our merchant fleet. This change in itended use represented a triggering
event for us to evaluate whether we counld recover the carrying amount of
our investment in Dresden. This analysis indicated that the carrying
amount of Dresden would not be recovered. As a result, in the second
quarter of 2007, we recognized a $387 million ($252 million after-tax)
impairment charge to reduce Dresden’s carrying amount to its estimated
fair value in connection with the planned sale of Presden, which closed in
September 2007.

In 2005, we tested gas and steam electric turbines held for future
development with a carrying amount of 3187 million for impairment and
concluded that the carrying amount was recoverable based upon the
probability of future development as a merchant generation project at that
time. In the third quarter of 2007, we recognized an $18 miliion
impairment charge ($12 million after-tax) for two of these gas mrbines that
were sold by our merchant generation operations to our utility generation
operations based upon amounts to be reeovered by our utility in
jurisdictional rate base. These turbines will be used in the
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Ladysmith expansion project discussed in Utifity Generation Expansion
under Future Issues and Orher Matters.

In conjunction with the results of a review of our portfolio of assets,
Peaker facilities, with a combined cartying amount of $504 million, were
marketed for sale in the third quarter of 2006. An impairment analysis,
performed in the third quarter of 2006, indicated that the carrying amount
of each of the Peaker facilities was recoverable as the expecied
undiscounted cash flows, probability weighted ta reflect hoth continued use
and possible sale scenarios, exceeded the camrying amount. In December
2006, we reached an agreement to sell the Peaker facilities and
accordingly, we reduced their carrying amouts to fair valug fess cost to
sell and classified them as assets held for sale in our Consolidated Balance
Sheet. Also in the fourth quarter of 2006, in conjunction with a review of
our assets, a decision was made to no longer pursue the development of a
gas transmission pipeline project with capitalized construction costs of $28
million. The pipeline project was previously tested for impairment during
2005. The results of our analysis in 2003 indicated that this asset was not
impaired based on the probability of ¢ontinued construction and vse at that
time. Impairment charges totaling $230 millien (3181 million after-lax)
were recorded in December 2006 related to the Peaker facilities and the gas
transmission pipeline project.

ACCOUNTING foOR REGULATED QPERATIONS

The accounting for our regulated electric and gas operations differs from
the accounting for nonregulated aperations in that we are required to reflect
the effect of rate regulation in our Consolidated Financial Statements. For
regulated businesses subject to federal or state cost-of-service rate
regulation, regulatory practices that assign cosis to accounting periods may
differ from accounting methods generally applied by nonreguiated
companies. When it is probable that regulators will permit the recovery of
current cosis through future rates charged to customers, we defer these
costs as regulatory assets that otherwise would be expensed by
nonregulated companies. Likewise, we recognize regulatory habilities
when it is probable that regulators will require customer refunds thraugh
future rates or when revenue is coliected from customers for expenditures
that have vet to be incurred. Generally, regulatory assets are amortized into
expense and regulatory liabilities are amortized into income over the period
authorized by the regulator,

As discussed further in Note 2 1o our Consolidated Financial Siatements,
in April 2007, the Virginia General Assembly passed legislation that
returned the Virginia jurisdiction of our utility generation operations to
cost-of-service rate regulation. As a result, we reapplied the provisions of
Statement of Financial Accounting Standards (SFAS) No. 7L, Accounting

Jor the Effects of Certain Types of Reguiation (SFAS No. 71), w those
operations on April 4, 2007, the date the legislation was enacted. The
reapplication of SFAS No. 71 to the Virginia jurisdiction of our utility
generation operations resulted in a $259 million ($158 million after tax)
extraordinary charge and the reclassification of $193 million ($119 million
after tax) of unrealized gains from AQCH related Lo nuelear
decommissioning trust funds. This established a $454 million long-term
regulatory liability for amounts previcusty collecied from Virginia
Jjurisdictional customers and placed in externai trusts (including income,
losses and

changes in fair value thereon) for the future decommissioning of our utility
nuelear generation stalions, in excess of amounts recorded pursuant to
SFAS No. 143, Accounting for Asset Retirement Qbfigations {(SFAS

No. 143). In connection with the reapplication or SFAS Mo, 71, we
prospectively changed certain of our accounting policies for the Virginia
Jjunisdiction of our utility generation operations to those used by
cost-of-service rate-regulated entities, Other than the extracrdinary item
previously discussed, the averall impget of these changes was not material
to our results of operations or financial condition in 2007,

We evaluate whether or not recovery of our regulatory asscts through
future rates is probable and make varjous assumptions in our analyses. The
expectations of future recovery are generally based on orders issued by
regulatory commissions or historical experience, as well as discussions
with applicable regulatory authorities. If recovery of a regulatory asset is
determined to be less than probable, it will be wnitten off in the period such
assessment is made. In 2006, we wrote off $166 million of our regulatory
assets as a result of the planned sale of Peoples and Hope since the
recovery of those assets was po longer probable. We currently believe the
recovery of our remaining regulatory assets is probable. See Notes 2, 6 and
15 to our Conselidated Financial Statements.

AsSET RETIREMENT QBLIGATIONS

Source: DOMINION RESQURCES |, 10-K, February 28, 2008



We recognize liabilities for the expected cost of retiring tangible long-lived
assets for which a legal obligation ¢xists, These asset retirement
obligations (AROs) are recognized at fair valuc as incurred, and are
capitalized as part of the cost of the related long-lived assets. Tn the
absence of quoted market prices, we estimate the fair value of our AROs
using present value techniques, in which we make various assumptions
including estimates of the amounts and timing of future cash flows
associated with retirement activities, credit-adjusted risk free rates and cost
escalation rates. AROs currently reported in our Consolidated Balance
Sheets were measured during a period of historically low interest rates. The
impact on measurements of rRew AROs or remeasurements of existing
AROs, using different rates in the future, may be significant. When we
revise any assumptions used 0 calculate the fair value of existing AROs,
we adjust the carrying amount of both the ARO liability and the related
long-lived assel. We accrete the ARO liability to reflect the passage of
time. In 2007, 2006 and 2003, we recogaized $99 million, $109 million
and $102 million, respectively, of accretion, and expect to incur $95
million in 2008. Upon reapplication of SFAS Mo. 71 1o the Virginia
Jurisdiction of our utility generation operations, we began recording
accretion and depreciation associated with utility nuclear decommissioning
ARQs, formerly charged to expense, as an adjustment to the regulatory
liability for nuclear decommissioning trust funds previously discussed, in
order to match the recognition for rate-making purposes,

A significant portion of our AROs relates to the future decommissioning
of our nuclear facilitics. At December 31, 2007, nuclear decosnmissioning
AROs, which are reported in the Dominion Generation segment, totaled
1.5 billion, representing approximately 83% of our total AROs. Based on
their significance, the following diseussion of critical assumptions inherent
in determining the fair value of AROs relates to those associated with our
auclear decommissioning obligations.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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We utilize periodic sits-specific base year cost studies in orderto
estimate the nature, cost and timing of planned decommissioning activities
for our utility and merchant nuclear plants. We obtained updated cost
studies for all of our nuclear plants in 2006 which generally reflected
increases in base year costs. These cost studies were based on relevant
information available at the time they were performed; however, estimates
of future cash flows for extended periods of time are by nature highly
uncertain and may vary significantly from actual results. In addition, our
cost gstimates mclude cost escalation rates that are applied to the base year
cosis, The selection of these cost escalation rates is dependent on
subjective factors which we consider to be a critical assumption.

We determine cost escalation rates, which represent projected cost
increases over fime, due to both general inflation and increases in the cost
of specific decommissioning activities, for each of our nuclear facilities.
The use of alternative rates could have been material to the liabilities
recagnized. For example, had we increased ihe cost escalation rate by
0.5%, the amount recognized as of December 31, 2007 for our ARQs
related to nuclear decommissioning would have been $267 million higher.

EmrLOYEE BENEFIT PLANS

We sponsor noncontributory defined benefit pension plans and other
postretirement benefit plans for eligible active employees, retirees and
qualifying dependents. The projected costs of providing benefits under
these plans are dependent, in part, on historical information such as
employee demographics, the level of contributions made to the plans and
eamings on plan assets. Assumptions about the future, including the
expected rate of return on plan assets, discount rates applied to benefit
obligations and the anticipated raic of increase in health care costs and

| participant compensation, also have a significent impact on employee
benefit costs. The impact of changes in these factors, as well as differences
between our assumptions and actual experience, is generally recognized in
our Consolidated Statements of Income over the remaining average service
petiod of plan participants, rather than immediately.

The expected long-term rates of return on plan assets, discount rates and
medical cost trend rates are critical assumptions, We determine the
expected long-term rates of return on plan assets for pension plans and
other postretirement benefit plans by using a combination of:

* Historical return analysis to determine expected future risk premiums;

* Forward-looking retum expectations derived from the yield on
long-term bonds and the price earnings ratios of major stock market
indices;

* Eapected inflation and risk-free interest rate assumptions; and

* Invesiment allocation of plan assets. The siralegic arget asset allocation
for our pension fund is 34% U8, equity securities, 12% non-U.S. equity
securities, 22% debt securities, 7% real estate and 25% other, such as
private equity investments.

We develop assumptions, which are then compared 1o the forecasts of
other independent investment advisors to ensure reasenableness. An
intermal committee selects the final assumptions. We calculated our
pension cost using an expected retwrn on plan assets assumption of 8.75%

| for 2007, 2006 and 2005. We calculated eur 2007, 2006 and 2005 other
: postretirement benefit cost using an expected return on plan assets
assumption of 8.00%,

The rate used in calculating other postretirement benefit cost is lower than
the rate used in calculating pension cost because of differences in the
relative amounts of various types of investments held as plan assets.

We determine discount rates from analyses of AA/Aa rated bonds with
cash flows matching the expected payments to be made under our plans,
The discount rates used to calculate pension cost and ather postretirement
benefit cost were 6.20% and 6.10%, respectively, in 2007 compared to
5.60% and 5.50%, respectively, in 2006, and 6.00% for both discount rates
in 2005. Higher long-term bond yields were the primary reason for the
increase in the discount rate from 2006 to 2007. We selected discount rates
of 5.60% and 6.50% for determining our December 31, 2007 projected
pension and postretirement benefit obligations, respectively.

We establish the medical cost trend rate assumption based on analyses of
various faciors including the specific provisiens of our medical plans,
actual cost trends experienced and projected, and demographics of plan
participants. Our medical cost trend rate assumption as of December 31,
2007 is 9.00% and is expected io gradually decrease to 5.00% in later

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




years.

The following table illustrates the effect on cost of changing the critical
actuarial assumptions previously discussed, while holding all other
assumplions constant.

Increase in Net Periodic Cost

Change in Other
Actuarial Pansion Postretirement
Assurnption Benegfits Benefils

[millions, axcapl pa

niage

Rate of retum on plan assets ] L S 2
&ﬂﬂ[‘bﬁéfﬁcﬂs‘til’e—ﬂdrﬁtéﬂ : G di T - ||

In addition ta the effects on cost, a 0.25% decrease in the discount rate
would increase our projected pension benefit obligation by $117 million
and would increase our accumulated postietirement benefit obligation by
$43 million at December 31, 2007.

ACCOUNTING For Gas  AND OiL OPERATIONS

We follow the fuli cost method of accounting for gas and oil E&P activities
prescribed by the Securities and Exchange Commission (SEC), Under the
full cost method, ail direct costs of property acquisition, exploration and
development activities are capitalized and subsequently depleted using the
units-of-production method. The depletable hase of costs includes
estimated future costs to be incurred in developing proved gas and oil
reserves, as well as capitalized asset retirement ¢osts, net of projected
salvage values. Capitalized costs in the depletable base are subject to a
ceiling test prescribed by the SEC. The test limits capilalized amounts toa
ceiling—the present value of estimated future net revenues to be derived
from the production of proved gas and oil reserves, discounted at 10
percent, assuming period-end pricing adjusted for any cash flow hedges in
place. We perform the ceiling test quarterly, on a country-by-country basis
as applicable, and would recognize asset impairments to the extent that
total capitalized costs exceed the ceiling, In addition, gains or losses on the
sale or other disposition of gas and oil properties are not recognized, unlass
the gain or loss would significantly alter the relationship

1B
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between capitalized costs and proved reserves of natural gas and oil
attributable to a country, In 2007, we recognized gains from the sales of
our Canadian and U.S. non-Appalachian E&F businesses, See Note 6 to
our Consolidated Financial Staternents.

Our estimate of proved reserves requires a large degree of judgment and
is dependent on factors such as historical data, engineering estimates of
proved reserve quantities, estimates of the amount and timing of future
expenditures to develop the proved reserves, and estimates of future
production from the proved reserves. Our estimated proved reserves as of
December 31, 2007 are based upen studies for each of our properties
prepared by our staff engineers and audited by Ryder Scott Company, L.P.
Calculations were prepared using standard geological and engineering
methods generally accepted by the petroleum industry and in accordance
with SEC guidelines. Given the volatility of natural gas and oil prices, it is
possible that our estimate of discounted future net cash flows from proved
natural gas and il reserves that is used to calculate the ceiling could
materially change in the near-term.

The process to estimate reserves is imprecise, and estimates are subject
to revision. If there is a significant variance in any of our estimates or
assumptions in the future and revisions to the value of our proved reserves
are necessary, related depletion expense and the calculation of the ceiling
test would be affected and recoguition of natural gas and oil property
impairments could occur. See Notes 2 and 30 to our Consolidated Financial
Statements.

INCOME TAXES

Judgment and the use of estirnates are required in developing the provision
for income taxes and reporting of tax-related assets and liabilities, The
interpretation of tax laws involves uncertainty, since tax authoritics may
interprel the laws differenily. Ultimate resolution of income tax matters
may result in favorable or unfavorable impacts to net income and cash
flows and adjustments to tax-related assets and liahilities could be material.

Prior to 2007, we established liabilities for tax-related contingencies
when we believed it was probable that a liability had been incurred and the
amount could be reasonably estimated in accordance with SFAS No. 3,
Accounting for Centingencies, and subsequently reviewed them in light of
changing facts and circumstances. However, as discussed in Note 3 to our
Consolidated Financizl Statements, effective January 1, 2007, we adopted
Financial Accounting Standards Board (FASB) Interpretation No. 48,
Accouniing for Uncertainty in Income Taxes (FIN 48). Taking into
consideration the uncertainty and judgment involved in the determination
and filing of income taxes, FIN 48 establishes standards for recognition
and measurement, in financial statements, of positions taken, or expected
to be taken, by an entity in its income tax returns. Positions taken by an
entity in its income tax returns that are recognized in the financial
statements must satisfy a more-likely-than-net recogaition threshold,
assuining that the position will be examined by tax authorities with fll
knowledge of ail relevant information, If we fake or expect to take & tax
refurn position that is not recognized in the financial statements, we
disclose such amount as an unrecognized tax benefit. At December 31,
2007 we had $407 million of unrecognized tax benefits. For the majority of
our unrecoghized tax benefits, the ultimate deductibility is highly certain,
but there is uncertainty about the timing of such deductibility.

Deferred income tax assets and liabilities are provided, representing
future effects on income taxes for temporary differences between the bases
of assets and liabilities for financial reporting and tax purposes. We
evaluate quarterly the probability of realizing deferred tax assets by
reviewing a forecast of fuure taxable income and the availability of tax
planning strategies that can be implemented, if necessary, to realize
deferred tax assets. Failure to achieve forecasted taxable income or
successfully implement tax planning strategies may affect the realization of
deferred tax assets. We establish a valuation allowance when it is more
likely than not that all, or a portion of, a deferred tax asset will not be
realized. At December 31, 2007, we had established $23 million of
valuation allowances on our deferred tax assets associated with loss

carryforwards.
Gther

ACCOUNTING STANDARDS

During 2007, 2006 and 2003, we were required to adopt several new
accounting standards, which are discussed in Noke 3 to our Consclidated
Financial Statements. See Note 4 to our Consolidated Financial Statements
for a discussion of recently issued accounting standards that will be
adopted in the future.

Source: DOMINION RESOQURCES |, 10-K, February 28, 2008




RESULTS  OF OPERATIONS
Presented below is a summary of our consolidated results:

Year Ended
Diecember 31, 20607  § Change 2006  § Change 2005

{millions, except
EPS) ) )
Net Ingoma 700 0 82,838 503 1159 . -$1,380 - $ 0347 - $1.033
Dituted earnings per

share (EPSHD 3.88 1.92 1.96 0.46 150

{1)Al! per share amounts have been adjusted to reflect a two-for-one stock split
disiributed in Navember 2007.

Overview

2007 vs. 2006

Net income increased by 84% to §2.5 billion. Diluted EPS increased 1o
$3.88 and includzs $0.24 of share accretion resulting from the repurchase
of shares with proceeds received from the sale of our non-Appalachian
E&P business. Favorable drivers include a gain on the sale of our
nen-Appalachian E&P business, higher realized prices for our gas and oil
production, higher margins at our merchant generation business and the
reinstatement of annuat fuel rate adjustments, effective July 1, 2007, for the
Virginia jurisdiction of our utility generation operations, with deferred fuel
accounting for aver- or under-recoveries of fuel costs. Unfavorable drivers
include a decrease in gas and oil production due to the sale of our
non-Appalachian E&P business, an impairment charge relaied to the sale
of Dresden, an extraordinary charge in connection with the reapplication of
SFAS Na. 71 to the Virginia jurisdiction of our utility generation
operations, charges related to the early extinguishment of cnstanding debt
associated with the completion of our debt tender offer in July 2007, a
charge due to the discontinuance of hedge accounting for cenain gas and
oil derivatives and subsequent changes in the fair value of these derivatives
as a result of the sale of our non-Appalachian E&P

Source: DOMINION RESOURCES (, 10-K, February 28, 2008
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business, a charge for the termination of a long-term power sales
agreement at our Staie Line power station (Staie Line) and the absence of
business intermiption insurance revenue received in 2006, associated with
Hurricanes Katrina and Rita (2005 hurricanes).

2006 vs. 2005

Net income increased 34% 1o $1.4 billion. Favorable drivers included
increased gas and oil production, higher margins at cur merchant
generation business, an inereased contribution from our retail energy
marketing operations, higher business interruption insurance proceeds
received in 2006 than in 2005 and the absence of losses incurred in 2005
due to the discontinuance of hedge accounting for certain gas and oil
derivatives resulting from hurricane-related intetraptions of gas and oil
production in the Gulf of Mexico. These favorable drivers were partially
offset hy an impairment charge related to the Peaker facilities, milder
weather in our gas and electric service lerritories, lower realized gas prices
for our E&P operations and a reduction in gains from sales of emissions
altowances held for consumption.

Analysis of Consolidated Operations

Presented below are selected amounts related to our results of operations:

Yaar Ended
December 31, 2007 § Change 2006 § Change 2005
{millions)

Operating Revenue ~ §15.674 :1§.11(623) ' $16.297.. 8 (1,512)...517.809
Cperating Expenses

i Electric fuel and «- - i R PR

“energy.
g

Cp P 2rs DL 3,236. 5 (1,484) 114,670
Purchased

_ electric capacity 433 {42) 481 504
+:Purchased gas: - 2766 AT o 2837000 (1,004) 384

commodity

1,022

__Other taxes
Ciherincome ' "7
intarest and reiated
chargas
ihcome tak axpEnss. -
Income (loss) from
discontinued
operations, nat of
bax
Extratedinary ftam,
ot of tax beneft.

An analysis of our results of operations for 2007 compared to 2006 and
2006 compared to 2005 follows.

2007 vs. 2006
Oparating Revenue decreased 4% to $15.7 billion, primarily reflecting:

» A 535 million decrease in sales of gas and oil production primarily due
to lower volumes due to the sale of our U.S. non-Appalachian E&P
busingss ($1.4 billion), partially offset by higher realized prices ($880
rillion);

* A $422 million decrease in revenue from sakes of il purchased by E&P
operagions, primarily due to the impact of netting sales and purchases of
ol under buy/sell arrangements associated with the implementation of
Emerging Issues Task Force (EITF) Issue No. 04-13, decounting jor
Purchases and Sales of Invenrory with the Same Counterporty (EITF
04-13) in 2006. This decrease was largely offsat by a comresponding
decrease in Other energy-related commodity purchases expense;

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




A $309 million decrease in nonutility coal sales, primarily from reduced
sales volumes ($281 million) related to exiting certain sales activities
and lower prices {$28 million). This decrease was offset by a
corresponding decrease in Other encrgy-reiated commodity purchases
expense;

+ A %273 million decrease reflecting the absence of business interruption
insurance revenue received in 2006, associated with the 2005
hurricanes;

* A $222 million decrease in gas sales by our gas distribution operations
reflecting the cgmbined effects of

+ A $185 million decrease reflecting lower gas prices; and

* A $198 million decrease resulting from the migration of customets o
energy choice programs; partially offset by

* A $161 million increase in volumes due to an increase in the number
of heating degree days, primarily in the first quarter of 2007, and
changes in customer usage patierns and other factors. The effect of this
net decrease was more than offset by a corresponding decrease in
Purchased gos expense;

* A 577 million decrease in revenue from sales of gas purchased by E&P
operations 1o facilitate gas transportation and othet contracts primarily
due to the implementation of EITF 04-13 and a reduction in quantities
of purchased gas. This decrease was more than offset by a
corresponding decrease in Purchased gas expense,

= A 354 million decrease in the sales of emissions allowances held for
resale. This decrease was largely offset by a corresponding decrease in
Other energy-related commodity purchases expense; and

v A $47 million decrease in sales of cutracted products due to the sale of
our U.S. non-Appalachian E&P business;
These decreases were partially offset by:

* A %593 million increase in revenue from our electric utility operations,
largely resulting from:

* A $166 million increase due to the impact of a comparatively higher
fuel raie in certain customer jurisdictions;

* A $162 million increase in sales to retail customers altributable 1o
variations in rates resulting from changes in sales mix and other
factors ($95 million) and new customer conmections ($67 million)
primarily in our residential and commercial customer classes;

Source: DOMINION RESOURCES |, 10-K, Fabruary 28, 20608
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» A $131 million increase in sales to retail customers due to an increase
in the number of cooling and heating degree days. As compared to the
prior year, we experienced a 15% increase in cooling degree days and
a 10% increase in heating degree days;

* An $80 million increase in sales to wholesale customers; and

« A $42 million increase resulting primarily from higher ancillary
service revenue reflecting higher regulation and operating reserves
revenue recerved from PIM,

* A $511 million increase for merchant generation operations, primarily
reflecting higher realized prices for nuclear and fossil operations ($363
million), including higher capacity revenue associated with new
capacity markets in [SO New England and PJM, and increased volumes
for fossil operations (§148 millien); and

= A 3134 million increase in gas sales by retail energy marketing
activities due to increased customer accounts (51338 million), partially
offset by lower contracted sales prices (354 million). This increase was
largely offset by a corresponding increase in Purchased gas expense;

* An $88 million increase in gas transportation and storage revenue
primarily atiributable to our gas distribution operations due to increased
volumes and higher prices; and

+ A $68 million increase in glectric sales by our retail energy marketing
operations due to higher volumes ($31 million} and higher sales prices
{837 million). This increase was more than offset by a corresponding
increase in Electric fuel and energy purchases expense.

Operating Expensas and Othear Hems
Eisctric fuel and snergy purchases axpenss jncreased 8% to $3.5 billion,
primarily reflecting the combined effects of;

+ A $93 million increase for utilily generation operations. The underlying
fuel costs, including those subject 1o deferral accounting, increased by
approximately §501 million due to higher consumption of fossil fuel
and purchased power resulting from an increase in the number of
heating and cooling degree days, higher commodity costs and a change
in generation mix. This increase was largely offset by a $408 million
decrease primarily due to the deferral of fuel expenses that were in
excess of current period fuel rate recovery;

* An $26 million increase for our merchant generation operations
primarily due to higher commodity prices and increased fossil fuel
consumption; and

+  A$72 million increase related to our retail energy marketing
operations, as discussed in Operating Revenue.
Purchased gas expense decreased 6% to $2.8 billion, primarily due to the
following factors:

* A $248 million decrease in costs attributable to gas distribution
operations, as discussed in Operating Revenue, and

* A %97 million decrease related to E&P operations, as discussed in
Cperating Revenve.
These decreases were partially offset by:

« A $124 million increase associated with retail energy marketing
aclivities, due to higher volumes (3168 million), partially offsat by
lower prices {544 million), as discussed in Operating Revenue: and

* A $50 million increase associated with our prodicer services business,
due to the net impact of an increase in volumss and lower prices.
Dther energy-related commodity purchases axpense decreased 75% ta
$252 million, primarily attributable to the following factors, which are
discussed in Operating Revenue:

* A 3409 million decreass related to E&P operations;
* A $310 million decrease in the cost of nonutility coa) sales; and

* A %51 million decrease in the cost of sales of emissions allowances held
for resale.
Other operations and maintenance expense increased 53% to $4.9 billion,
resulting primarily from:
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A $541 million charge predominantly due to the discontinuance of
hedge accounting for certain gas and oil derivatives and subsequent
changes in the Fair value of these derivatives as a result of the sale of our
U.S. non-Appalachian E&P business;

A $387 million impairment charge related to the sale of Dresden;

A £23| million charge related to the termination of a long-term power
sales agreement at State Line;

A $171 million charge primarily due to the termination of VPP
agreements as a result of the sale of our U.S. non-Appalachian E&P
business. We have retained the repurchased fixed-term ovemiding
royalty interests formerly associated with these agreemants;

A $124 million increase in salaries, wages and benefits expense
primarily resulting from higher incentive-based compensation ($100
miltion) and higher salaries and wages ($83 million) partially offset by
lower pension and medical benefits expense (359 million),

A §96 million increase in outage costs, primarily related to scheduled
outages for both utility and merchant generation operations;

A $54 million increase due to a decrease in gains from the sale of
emissions allowances held for consumption,

A $54 million increase resulting from litigation-related charges;

A $48 million increase in bad debt expense for gas distribution
operations, primarily related to low income energy assistance programs
and an increase in sales volumes. These expenditures are recovered
through rates and do not impact our nzt income;

A ¥31 million increase primarily due to the inclusion of ¢ertain FTR
proceeds in Electric fuel and energy purchases expense, beginning
July 1, 2007, as a result of the reapplication of deferred fuel accounting
for the Virginia jurisdiction. These FTR proceeds are used to offset
congestion costs associated with PIM spot market activity incurred by
our utility generation operations; and

A $23 million increase related to outside services for tree trimming and
brush removal and other expenses.

These charges were partially offset by the absence of the following 2006
items:

A $166 million charge related to the write-off of certain regulatory
assels in connection with the planned sale of Peoples and Hope; and
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+ A $60 million charge due to the elimination of hedge accounting for
certain interest rate swaps associated with our junior subordinated notes
payable to affiliated trusts,

Gain on saie of .. nen-Appalachian E&P business reflects a pre-tax gain
of $3.6 billion resulting from the completion of the sale of our LS.
non-Appalachian E&P business.

Depreclation, depletion and amortization expense (DD& A} decreased
12% to $1.4 billion, principally due to decreased oil and gas production
resulting from the sale of our U.S. non-Appalachian E&P business ($297
million); partially offset by an increase in DD&A rates for our remaining
Appalachian E&P business (5124 million).

Other income decreased 41% to $102 millior, resulting primarily from
the recognition of decommissioning trust earnings as a regulatory liability
due to the reapplication of SFAS No. 71 to the Virginia jurisdiction of our
utility generation operations, as well as an increase in charitable
contributions.

Interest and related charges increased 14% to $1.2 billion, resulting
principally from charges related to the early extinguishment of outstanding
dehi associated with our debt tender offer completexd in July 2007, partially
offset by a reduction in interest expense resulting from the retirement of
this and other debt.

Income tax expense increased to $1.8 billion, primarily reflecting income
tax expense on the gain realized from the sale of our U.5. non-Appalachian
E&P business.

Extracrdinary itsm reflects a $158 million after-tax charge in connection
with the reapplieation of SFAS No. 71 to the Virginia jurisdiction of our
utility generation opegations.

Loss from discontinued operations decreased (o $8 million primarily
reflecting the absence of a $164 million after-tax charge in 2006 related to
the Peaker facilitics, which were sold in March 2007

2006 vs. 2005
Operating Revenue decreased 8% to $16.3 billion, primarily reflecting:

+ A $1.0 billion decrease primarily attributable to lower volumes
associated with requirements-based power sales contracts that were
exited. The effect of this decrease was more than offset by a
corresponding decrease in Electric firel and energy ptirchases expense;

* An $844 million decrease in our producer services business consisting
of a decrease in both volumes and prices associated with gas
aggregation, partially offset by favorable price changes related to gas
marketing activities. The effect of this decreage was partially offset by a
cotresponding decrease in Purchased gas expense;,

* A $367 million decrease from gas distribution operations, primarily
reflecting a $219 million decrease resulting from the loss of customers
to Energy Choice programs and a $270 million decrease associtated with
milder weather and variations in rates resulting from changes in
customer usage patterns, sales mix and other factors, partiatly offset by

2 $122 million increase related to the recovery of higher gas prices. The
effect of this net decrease was partially offse: by a corresponding
decrease in Purchased gas expense,

+ A $308 million decrease in nonutility coal sales, primarily resulting
from decreased volumes. This decrease was largely offset by a
corresponding decrease in Other erergy-related commodily purchases
expense;

* A $178 million decrease in sales of emissions allowances purchased for
resale, reflecting lower prices ($115 million) and lower overall sales
volume ($63 million). The effect of this decrease was largely offset by a
cocrespending decrease in Other energy-related commodity purchases
axpense; and

* A §100 million decrease in revenue from sales of gas purchased by E&P
operations to facilitate gas transportation and other contracts, primarily
due to the impact of neiting sales and purchases of gas under buy/selt
arrangements associated with the implementation of EITF 04-13.

These decreases were partially offset by:

* A $313 million increase from our merchant generation business,
primarily reflecting higher revenue for auclear operations as a vesult of
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higher realized prices and new business from the addition of Kewaunee
nuclear power station (Kewaunee), which was acquired in July 2005.
This increase was partially offset by lower sales volume for fossil plants
driven largely by comparably milder weather and lower prices;

+ A $235 million increase associated with hedging activities for our
merchant generation assets. The effect of this increase was offset by a
corresponding increase in Qther aperations and maintenance expense;,

+ A $189 million increase in sates of gas and oil production, primarily due
to highet volumes ($351 million), partially offset by lower prices ($162
million};

» A $184 million mcrease in gas sales by our retail energy marketing
operatipns primarily resulting from increased customer counts (3141
million) and higher contracted sales prices ($43 million). This increase
was largely offset by a corresponding increase in Purchased gas
expense;

» A $165 million increase in sales of extracted products, primarily due to
increased prices and a contractual change for a portion of our gas
production processed by third parties. We now take iitle to and market
the extracied products from this gas;

*  An increase of $95 million resulting from higher business interruption
insurance revenue received in 2006 related to the 2005 hurricanes ($274
million) versus business interruption insurance revenue received in 2005
($179 million) related to Hurricane Ivan; and

*  An $88 million increase due to a sale of gas inventory by our Ohia gas
distribytion subsidiary related to the implementation of the Standard
Service Offer (SSO) pilot program as approved by the Public Utilities
Commission of Ohio. The S50 was initiated to encourage and assist
other suppliers to enter the gas procurement market. By the end of the
transition period, we plan to exit the gas merchant function in Ohio and
have all eustomers select an alternate gas supplier. The effect of this
incrzase was offset by a comparable increase in Purchased gas expense.

Operating Expenses and Othar fams
Electric fual and energy purchases expense decreased 3196 to $3.2
billion, primerily reflecting the combined effects oft

* A $1.2 billion decrease associated with lower volumes associated with
requirements-based power sales contracts, as discussed in Qperating
Revenue:

* A $162 million decrease for our utility generation operations,
primarily due to lower commodity prices, including purchased
power, and decreased consumption of fossil fuel,
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reflecting the effects of milder weather on demand, partially offset by an
increase in purchased power volumes; and

A 104 million decrease from our merchant generation business, due
primarily to lower commodity prices and decreased consumption of
fossil fuel, reflecting the effects of milder weather on demand, partially
offset by higher replacement power costs incurred due to an increase in
scheduled cutage days.

Purchased gas expense decreased 25% to $2.9 billion, principally

resulting from:

*

An $815 million decrease assoeiated with our producer services
business, due to lower volumes and prices;

A 5192 million decrease related to gas distribution operations, due to a
$252 million decrease associated with milder weather and the migration
of additional customers to Energy Choice and a $222 million decrease
due to lower average gas prices, partially offset by a $282 million
increase related to the recovery of gas costs;

A $120 million decrease refatad to E&P operations, as the result of
lower volumes and the impact of netting sales and purchases of gas
under buy/sell arrangements following the implementation of EITF
04-13, as discussed in Operating Revenue; partially offset by

A $139 miliion increase associated with retail energy marketing
operations, primatily due to increased volumes.

Other energy-related commodity purchases expense decreased 27% to

£1.0 bitlion, primarily attributable to the following factors, all of which are
discussed in Operating Revenue:

A $237 million decrease in the cost of coal purchased for resale; and

A $175 million decrease in emissions allowances purchased for resale;
partially offzet by

A $47 million increase related to purchases of oit by E&P operations,
reflecting higher market prices (363 million), partially offset by lower
volumes ($16 million) of oil purchases under buy/sel] arrangements.

Other operatlons and maintenance expense increased 7% to $3.2 billion,

resulting from;

A $235 million increase primarily related to hedging activities
associated with our generation assets. The effect of this increase is
offset by a corresponding increase in Operating Reverue,

A 5166 million charge from the write-off of certain regulatory assets
related to the planned sals of Peoples and Hope;

A $97 million increase resulting primarily from higher salaries,
wages and benefits expenses;

A 393 million increase attributable to higher production handling,
transportation and opetating costs related to E&P operations;

$91 million of impairment charges related to DCI investments;

A $79 million increase resulting from Kewaunee, which was acquired in
July 2003;

A 365 million decreass in gains fram the sale of emissions allowances
held for consumption;

A $60 million charge 1o eliminate the application of hedge accounting
for certain interest rate swaps associated with our junior subordinated
notes payable to affiliated trusts that sold trust preferred securities;

A $41 million reduction in proceeds related ta FTRs granted by PJM 1o
our utility generation operations. These FTRs are used to ofiset
congestion costs associated with PYM spot market activity, which are
included in Electric fie! and energy pavhases expense;,

Source: DOMINION RESOURCES |, 10-K, February 28, 2008



A $35 million increase in generation-related outage costs primarily due
to an increase in the number of scheduled outages;

+ A 529 million increase related to major svorm damage and service
restoration costs associated with our distribution operations, including
costs resulting from tropical storm Emesto in September 2006;

* A $27 million charge resulting from the cancellation of a pipeline
project;

These increases were partially offset by:

* A $96 million decrease in hedge ineffectiveness expense associated with
our E&P operations, primarily due 1o a decrease in the fair value
differential between the delivery location and commodity specifications
of derivative contracis held by us as compared to our forecasted gas and
oil sales and the increased use of basis swaps;

+ A $62 mitlion benefit resulting from favorable changes in the fair valug
of certain gas and oil derivatives that were de-designated as hedges
following the 2003 hurricanes;

* A benefit resulting from the absence of the following items recognized
in 2005:

+ A 3423 million loss related 1o the discontinuance of hedge accounting
for certain gas and oil derivatives resulting from an interruption of gas
and cil production in the Gulf of Mexico caused by the 2005
hurricanes;

A $77 million charge resulting from the termination of a long-term
power purchase agreement;

A 359 million loss related to the discontinuance of hedge accounting
for certain oil derivatives primarily resulting from a delay in reaching
anticipated production levels in the Gulf of Mexico, and subsequent
changes in the fair value of those derivatives; and

A $51 million charge related to credit exposure associated with the
bankruptey of Calpine Corporation; partially offset by

A $24 million net benefit resulting from the establishment of certain
regulatory assets and liabilities in connection with the settlement of a
North Carolina rate case in the first quarter of 2003,

Deprociation, depletion and amortization expense increased 15% to $1.6
billion, largely due to the impact of increased gas and oil production, as
well as higher E&P finding and development costs.

Intarest expense increased %% to §1.0 billion principally reflecting the
impact of additional borrowings and higher interest rates on variable rate
debt.

Loss from discontinued operations was $130 million as comparad to
income from discontinued operations of $6 million in 2003, primarily due
to a $164 million charge related to the Peaker facilities, whose opetations
were reclassified 1o discontinued operations in December 2006.

Scurce: DOMINION RESOURCES |, 10-K, February 28, 2008
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Our 2007 results were positively impacted by the gain recognized from the
sale of our non-Appalachian E&P business. In 2008, we believe our
remaining businesses will provide growth in eamings per share, including
ithe impact of lower expected average shares outstanding. The following
are faetors that will impact our expected 2008 results:

* A full year of deferred fuel accounting for Virginia jurisdiction fuel
costs as compared to six months in 2007;

« Higher margins for our merchant generation fleet;

» [ncreased production and higher realized prices for our Appalachian
E&P operations and fixed-term overriding royalty interests formerly
associated with VPP agreements, as discussed in Note 13 to our
Consolidated Financial Statements;

* Lower interest expense reflecting a full year’s benefit from our debt
tender offer completed in July 2007;

* A decrease in outage cosis reflacting a decrease in the number of
scheduled outage days at certain of our electric utility generating
facilities; and

+ Continued growth in utility customers.
The increase in 2008 is expected to be partially offset by:

* A potential decrease in regulated electric sales, as compared to 2007,
assuming our utility service temitory experiences a return to normal
weather in 2008; and

*+ An increase in depreciation expense, partially attributable to revised
depreciation rates for our utility generation assets resulting from a new
depreciation study implemented in the fourth quarter of 2007,

SecMENT RESuLTS OF OPERATIONS

Segment results include the impact of intersegment revenues and expenses,
which may result in intersegment profit or loss. Presented below is a
summary of contributions by our operaling segments Lo net income:

Year Ended
Dacember 31, 2007 2008 2005
Net Diluted Net Diluted Net  Diluted
Incoma EPS  Incoma EPS Income EPS

{millions, excepl
EPS

DWVP 0
Daminion Energy
Deminlen Generatio
Prumary operating
segments - - o .
Srporate And Other. 119817 150 -1 85 8,12

DvP
Presented below are operating statistics related to DVP’s operations:

Year Ended
Dacamber 34,

S CRttE \ EIE X (17
(18) 3784

verage refail

energy marketing

cusiomear

accountst® 1,581 15 1,354 17 1.182

Source: DOMINION RESQURCES |, 10-K, February 28, 2008




mwhrs = megmwall hours

{)Includes electricity delivered thraugh the retail choice program for our Virginia
Jurisdictionol eleciric ublity cusiomers.

{2WCoollng degree days (CDDs) ave units measuring the exient 1o which the average dally
temperature is grealer than 65 degrees. CDDs are ealculated as the difference between
the average lemperature for each day and 65 degrees.

{3)Hearing degree daps (HDDs} are wnits measuring the exteni ta which the average daily
temperature ks less than 85 degrees. HDDs are calculated as the diffevence between tha
everage lemperalure Jor each day and 65 dagrees.

{4)Thirteeri-month average, in thousands.

Presented below, on an after-tax basis, are the key factors impacting DVP's
net income contribution:

2007 vs. 2006

increase {Dacrease}
Amaount EPS

;: Customergrowth!
Major siorm damage and service .
Refiabiiity and outside services expenses .
Salaries, wages and benefits expense
Other ™. = ! : LY e D
Share accretion —
Change in‘net income contribytion - =7 = 5w Y

S o

e
oloEEBoee

NREE8288~

(1) Primarily resulting from tie absence in 2007 of expenses assoctared with tropicol
searm Lvnesto in Szprember 2006,

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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2006 vs. 2005

increase (Decrease)

Amount EP3S
(mllllnns axcapt EPS] .
Reétail energy markéting operations || i1 L8 BT . $ 009
interest expensell] o . am
Régulated eleciic sales:’ . i Jibim 10T o S
Weather 34) ) {0 05)
' Carstomer growth - 13 0 D2

Major storm damage and sennoe resborauon )

g o
Nurth Cardlina rale case setllement - ;

A6) 0.0}

Other AL - obe
Share dilution : i N S I T RN (2 1)
Change in net |ncomecontnbut|0n $ 33 $ 0.04

f1)Principally refleets additional intercompany borvowings and higher imterest rates on
those borrowings.

) Reflects an increase in major siorm damoge and service restoration expenses including
expenses associated with trapical stovm Ernesto in Seprember 2008,
Dominion Energy

Presented below are operating statistics related to Dominion Energy’s gas
transmission and distribution operations:

Yoar Ended
December 31, 2007 % Thange 2008 % Change 2005
Gasthroughput (Bef) ., . - - .. bl L . R
Gas sales
~ {distribution) 50 ) 56 {33) 84
Gash'ansportatbr‘lzg‘ N P O O
 {distiibution) ;i - 24 R193 . L. -2 190
Gas transportation
(transmission) 719 L 650 (18) 794
Hesting'degree days -~ . 5,886 - 11542 © 5214 i (13): 6.037
Average gas distribulion
customer accounts(!): , .
" Gas sdles - DRI .- f15). 0 485 i . (26) 0643
Gas transportation 80 ] 732 27 576

bef = bitlion cubic feet

(1) Thirteen-month average, in thouscands.

Presented below are operating statistics related to Dominion Energy's
Appalachian E&P operations:

7 %

Year Ended December 31, 2007 Changa 2006 Chan 2005
Liquids’ productiont!) (bofa) e LA Cdat . 0 2 . l3BaA
Average realized prices without

__hedging resusts: ) .

{ Liquids (per ficte) . ; : A -7 (14) 3831
Averaga raalized |:|nlls with
) _hedging results: ) ]

1 Liatids (per ricte). ™ 2483 < L 0(R)
Dp&ﬁ [par mcfa) ) 1.28 17 ‘ 1 09
Aysrage production TTRN
£ {ifting) tost (per mefe s

befe = billion cubic feet equivalent
mefe = thousand cubic feet equivalent

{1)includes natural gas, netural gas fiquids and oil.

(2)The inclusion of vofumes associated with reacquired overriding royalty intaresss
arising from the VBP's terminated in 20017 would have resulied in lifting cosis of $1.00
in 2067

Presented below, on an after-tax basis, are the key factors impacting
Dominion Energy’s net income contribution:

2007 vs. 2006

Ingrease (Decrease)
Amount EPS

(m|llsons except EPS)
Gas and oii—prodkiction

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




Gas and oil—prices 323 0.95

Regulated gas sales—wealher 16 0.02
Producer services(1) ) {33) {1.45)
DD&A—gas and oil ; . - (27 {0.04)
Salaries, wages and benefits expense 7) (0.61)
Gas transmission operations! S RO (| IR (<X dn
Other ) (2}
Share acsretion =+ ..U S e 0!!4
Change in net income contribution 5 40 $ 010

() Primarily related io lower margins reflecting reduced mevker volaiility, as
compared fo the post-2005 hurricane markef conditions in 2006.

(2)Gas transmission operations decreased primarily due to a decline ir market center
services, partially offcet by lower system fuel costs and higher margins on exeracted
products,

2006 vs, 2005
Ingreasa (Decreasa)
Amouni EPS
{millions, except EP'S
Inferest expenaett); !
Gas and ail—prices
Regulated gas salescweigther

Gas fransmission ral
DD&A = gas andiol
Gas lransmission :?eratlonsfa)
Producer services!

Gas angd oil—production

oo

Snare dllution
Change in-nefincome contrbulion - =~ &

{1)Primarily reflects additional intercompany borrowings and higher interest rates
OR those borrowings,

(2)Duie 1o lower natural gas transportation and storage revenue as a result af a 2005 rale
sertlemeni.

(3)Primarily due to higher margins on extracted producis and market ceniter service
opportunities,

(4)tigher incame resuiting from the impact of favorable price changes related to price
visk miorogement ond gos mavketing activities assecmted with certain transporiation
and storqge confracts.

Included below are the velumes and weighted-average prices associated
with hedges in place for our Appatachian E&P operations and fixed-term
overriding royalty interests formerly associated with the VPP agreements
as of December 31, 2007, by applicable time period. As of December 31,
2007, we have not hedged any of our anticipated production past 2009.

Nalurat Ggs

Hedged Average

production hadge price

Year . {bcf) {per m¢h
20087 PG N DTSRL JRNCY &
2009 4.6 B.25

Source: DOMINION RESQURCES |, 10-K, February 28, 2008
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Dominion Generation

Presented below are operating statistics related to Dominion Generation’s
operations:

Year Ended
Decernber 31, 2007 % Change 2006 % Change 20056
Electricity supplied <. S
i fmillion mwhes): <
Utikty
~~Merchant .-
Degree days
(elactnc ulility
. SBNICB araa)

AT v -1 1 BST VL UL (8,707
Heating 3,508 10 3178 {16) 3,784

Presented below, on an after-tax basis, are the key factors impacting
Dominion Generation’s net income contribution:

2007 vs. 2006

Incroasa {(Decrease)

Amount EP3

{millions, except EPS) 4
Merrchant generalion margin{® Do SR L $0.30,
Unreooveradvtrglmafuelexpenses(a) T .| 0.17
Ragula&edelectrlcsalek, B N S A S :
. Weather - 37 0.05

- Customer growth T SONE SRR IR SIS TERREAEER Xk}
Anclllary service revenue 27
Quitagecostald) -2 % U LT T oG o {61)
Salaries, wages and beruafns e:pense 51
Saies of emissions aliowances ~ <110 - ol T D (34)
Depraciation and amortiza onm o o {3y
Interestexpange ~ U0 DT ol b fE)
Other o
Share goeration - - i NI T T e
Change in net income contrlbutlon 5 219

{1 }Primarily refiects higher realized prices for cur New England nuclear and fossil
generating assels and higher valumes ond capacity revenue for other fossil generation
operations. Higher prices include the implementarion of new capacity markeis in iSO
New England and PIM.

(2)Primartly reflects the reapplication of deferred fiel accounting effective July 1, 2007
Jor the Virginia jurisdiction of our utility generation operations; this benefit is partially
offset by increased consumption of fossil fuel and higher purchased power costs during
the first six months of 2007,

(3)Primarily reflecis higher scheduled ourage costs for both wiilty and merchant
generation operations.

{4)Privtcipally aitributable to increased experse from capital additions and revised
depreciation rates for our utility generation asseis reswiting from a new depreciation
study implemented during the fouerth guarter of 2007.

2006 vs. 2005

Increase (Decrease)
Amount EFS

(millions, exceptEPS)
Marchant genasition margin(!) 0
Unracovered Vrgmla fueal expenses
Reguiated dlaciic Eales:”. 7
Customer growih )

f argintél ::
Du!age costs!
Salaries,; wages ¢ and banéfits expense:;

Share dilution

Lhange in net incbina cantribution:~ i~ -

() Primarily reflects higher realized prices.

2)Primarity reflecis a reduced benefit from FTRs in excass af congestion costs at our
wtility operarions.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




(3)Primarily de to an increase in the uration of scheduled autage days for both utitity
and merchani gengration operations.

Corporate and Gther
Presented below are the Corporate and Other segment’s after-tax results:

Year Ended December 31, 2007 2006 P
(millions, excapl o1 EPS 2 amounis)
Specific items attributable to;
segments
Discontinuad operattons
Net benefit from saleof U5,
. non-Appalachian E&P businesse
U 3. non-Appalachian E&P divested
operafions . 252 828 183

T - g"::‘:mIM:,. : 43
Ulhar carpmail operahons {120} {303) (202
Tucalnetbnnaﬁt(expense} i .-k 85 -51%3_
Earmings per share impact $ 1.50 $0.12 0

SeecIFic ITEMS ATTRIBUTABLE TO OPERATING SEGMENTS

Corporate and Other includes specific items attributable 1o our primary
operating segments that are not included in profit measures evsluated by
executive management in assessing the segments® performance or
allocating resources among the segments. See Note 29 to our Consolidated
Financial Statements for discussion of these items,

scoNTINUED DPERATIONS

The decrease in the loss from the discontinued cperations for 2007 as
compared to 2006, as well as the increase in the loss for 2006 as compared
to 2003, reflects a $164 million afler-tax charge in 2006 associated with the
impairment of the Peaker facilities that were sold in 2007.

Ner ReNeFIT FROM SALE oF U.S. nox-ArpaLaciian E&P
Business

The net benefit from the sale of our U.S. nan-Appalachian E&P business
reflects the $2.1 billion after-tax gain recognized in 2007 on the sale,
partially offset by charges related to the divestitures as
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well as charges associated with the early retirement of debt with proceeds
frotn the sale. See Note 6 to our Consolidated Financial Statements for
discussion of these items.

U.S. NoN-ArpaLacian E&P Divestep OPERATIONS

The fower contribution in 2007 as compared to 2006 is due primarily to a
partial year of gas and oil production in 2007 as compared to 2006 and the
absence of business intetruption insurance revenue received in 2006,
associated with the 2005 humricanes. These decreases were partially offset
by higher realized gas and oil prices.

The higher contribution in 2006 as compared to 2003 primarily reflects
the absence of a $357 million after-tax loss in 2003 related to the
discontinuance of hedge accounting in August and September 2005 for
certain gas and oil detivatives resulting from an interruption in gas and oil
production in the Gulf of Mexico caused by 2005 hurricanes and
subsequent changes in the fair value of those derivatives during the third
quarter.

PeorLes  anp Hore

The net loss in 2006 primarily reflects a $104 million after-tax charge
resulting from the write-off of centain regulatory asseis related to the
planned sale of Peaples and Hope.

OtrER CoRPORATE OPERATIONS

The net expenses associated with ather corporate operations for 2007
decreased by $183 million as compared to 2006, primarily due to a
reduction in interest expense following completion of the debt tender offer
in July 2007, the absence of a charge in 2006 to eliminate the application
af hedge accounting for certain interest rate swaps as described below and
a reduction in charges associated with the impairment of DCT investments.
In addition, income tax benefits were lower in 2006, resulting primarily
from the recognition of deferred tax liabilities in connection with the
planned sale of Peoples and Hope.

The net expznses associated with other corporate operations for 2006
increased by $101 million as compared to 2005, primarily reflecting a $37
million after-1ax charge to eliminate the application of hedge accouniing
for certain interest rate swaps associated with our junior subordinated notes
payable to affilialed trusts and the $85 million impairment of a DCI
investment in 2006. The recognition of deferred tax liabilities in 2006 was
offset by a reduction in valuation allowances to reflect the expected
utilization of federal and stale loss camyforwards to offset income that was
expected 1o be generated from the sale of Peoples and Hope.

SELECTED INFORMATION—ENERGY TRADING

ACTIVITIES

We engage in energy trading, marketing and hedging activities to
complement our integrated energy busingsses and facilitate our risk
management activities. As part of these operations, we enter into contracts
for purchases and sates of energy-related commodities, including natural
gas, electricity, oil and coal. Settlements of contracts may require physical
delivery of the underlying

commodity or cash settlement, We also enter into contracts with the
objective of benefiting from changes in prices. For example, after entering
into a contract to purchase a commedity, we typically enter into a sales
cantract, or a combination of sales contracts, with quantities and delivery
or settlement terms that are identical or very similar to those of the
purchase contract. When the purchase and sales contracts are settled either
by physical delivery of the underlying commodity or by net cash
settlement, we may receive a net cash margin (a realized gain), or may pay
a net cash margin (a realized loss). We continually monitor cur contract
positions, considering lacation and timing of delivery or settlement for
each cnergy commeodity in relation 1o market price activity.

A summary of the changes in the unrealized gains and losses recognized
for our energy-related derivative instruments held for trading purposes
during 2007 follows:

(miliong)
Net urirsalizad: gain af Decembér 31, 2008
Coniracls real lzed or olhen.vlse semed dunng the p ud

Change in unreafized

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




Changes in unraalized gains and losses attributable to changes
in valuation technigues b
Net unrealized gain at Dacember 31, 2007 3 52

The balance of net unrealized gains and losses recognized for our
energy-related derivative instruments held for trading purposes at
December 31, 2007, is summarized in the following table based on the
approach used to determine fair vatue:

Maturity Based on Contract Settlement or Delivery
Date(s)

than 1 1-2 23 35  |nexcess
Source of Fair velue year years years  years ofGyears  Tofal

Tillions) 7
Actively-quoted(lt. =10 ;- 839 GO 8 — 8B
Other exiernal

sourcesi?) 1 —~ {2 1 1 1
Total i i U BT T TR ST TR T N BTN PR

(D) Eschange-traded and aver-the-counter coniracts.

{2WValues based on prices from aver-the-counter broker activity and indusivy services
and, where applicabls, conventional option pricing models,

Liguinty AnD CarrraL RESOURCES

We depend on both internal and external sources of liquidity to provide
working capital and to fund capital requirements. Short-term cash
requirements not met by cash provided by operations are generally satisfied
with proceeds from short-term borrowings. Long-term cash needs are met
through issuances of debt and/or equity securities.

At December 31, 2007, we had 33.0 billion of unused capacity under owr
credit facilities, See additional discussion under Credit Facilities and
Short-Term Debt.

Source: DOMINION RESOURCES [, 10-K, February 28, 2008
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A summary of our cash flows is presented below:

2007 2006 2005
{millions) o
Geahandcashaquivaienlaat S TTRNHE S bt
- heginning of year - .42 L4600 %361
Cash_flgyvs provided by (usad |n) )

. Operaling acliviies . wiplphi, v [248% 0 - 4,008 0 20623
_Investing activities ) 1mi92 (3 434)  (3.360)
“Financing activities - © Ll (GBR0T) 518y o seR

Net increase (decrease) in cash
and cash equivalents 145 G (215)
Cashanccashaquwalemsa! o T e o poi B
ofyear“}”..z: $ 287 EIC 8 142 a6

(112007 and 2008 amounts inciude 34 million of cash classified as held for sale in onr
Consolidamed Balance Sheets.

Operating Cash Flows
1n 2007, net cash provided by operating activities decreased by $4.3 biilion
as compared to 2006. The decrease primarily reflects income taxes paid on
the gain from the sale of a majority of our E&P business, as well as other
cash costs associaned with the sale, such as gas and oil derivative
settlement costs. In additon, cash flow was lower in 2007 as it included
only a partial year of cash flow from the E&P operations sold. While taxes
and other costs of the sale are reflected in cash flow from operations, the
gross proceeds from the sale are reported in cash flow from investing
activities.

Our operations are subject to risks and uacertainties that may negatively
impact the timing or amounts of operating cash flows which are discussed
in ltem 1A. Risk Factars,

Crenir Risk

Our exposure 1o potential concentrations of credit risk results primarily
frora out energy marketing and price risk management activities. Presented
below is a summary of our credit exposure as of December 31, 2007 for
these activities. Our gross credit exposure for each counterparty is
calculated as outstanding receivables plus any unrealized on or off-balance
sheet exposure, taking into account contractual netting rights.

Gross Net
Credit Credit Credit
Exposure Collalaral Expusure
{milliong} o
lmestmentgradeﬂ) e U8 BYE %0 88 . 488
Non-investment gradem ) 13 e 13
NG éxtemal ratings: .- S ARG R e sl
Internali rated—mveslmant
grade ! 173
fite ' e, .
-, gradet® R 1} B ; :
Tolal $ 808 $ 103 $ 705

{1 )Designations as Invesiment grade are based upon minimum credis ratings assigred hy
Moady ks fnvestors Service (Moody s) and Standard & Pour % Ratings Services, a
division of the McGraw-Hill Companies, Inc. (Standard & Poor ). The five largest
COMRterparly exposures, combined, for this category represemted approximately 32% of
the total net credit expasure.

(2)The five largest counterparty exposures, combined, for this category represented
appraximaiely 2% of the tolal net credit exposure,

(3)The filve krgest courterparty expasures, combined, for this category represented
appraximately 1624 of the toial nel credit exposure.

() The five largest coumierparty expossres, combined, for this cotegory represented
approximarely 1% of the 1aial net credit exposure,

Investing Cash Flows

In 2007, net cash provided by investing activities was $10.2 billion as
compared to net cash used in investing activities of $3.5 billion in 2006.
This change primarily reflects proceeds received in 2007 from the sale of &
majority of our E&P business.

Financing Cash Flows and Ligutdity
We rely on banks and capital markets as significant sources of funding for
capital requirements not satisfied by cash provided by the companies’

Source: DOMINION RESOQURCES |, 10-K, February 28, 2008




operations. As discussed in Credit Raiings, our ability to borrow funds or
issue securities and the retumn demanded by investors are affected by the
issuing companys credit ratings. In addition, the raising of external capital
is subject to certain regulatory approvals, including registration with the
SEC and, in the case of Virginia Electric and Power Company (Virginia
Power), approval by the Virginia State Corporation Commission (Virginia
Cormmission).

In December 2005, the SEC adopied the rules that cwirently govern the
registration, communications and offering processes under the Securities
Act of 1933, The rules provide for a streamlined shelf registration process
to provide regisirants with timely access to capital. Under these rules,
Dominion and Virginia Power meet the definition of a well-known
seasoned 1ssuer. This allows the companies to use an automatic shelf
registration statement to register any offering of securities, other than those
for business combination transactjons.

In 2007, net cash used in financing activities increased by $9.3 billion as
compared to 2006. The increase primarily reflects the use of preceeds from
the sale of a majority of our E&P business to repurchase our common stock
and repay debt.

Crepit FaciLimies Ano Storr-Term DepT

As a result of the merger of CNG with Dominicn in June 2007, all of
CNG’s former credit facilities have been assumed by Domimion. We use
short-term debt, primarily commerecial paper, to fund working capital
requirements, as a bridge to long-term debt financing and as bridge
financing for acquisitions, if applicable. The levels of borrowing may vary
significantly during the course of the year, depending upen the liming and
amount of cash requirements not satisfied by cash from operations. In
addition, we utilize cash and letters of credit to fund collateral requirements
under our commaodities hadging program. Collateral requirements are
impacted by commodity prices, hedging levels, our ceedit quality and the
credit quality of our counterparties. Short-term financing is supported by n
$3.0 billion five-year joint revolving credit facility with Virginia Power
dated February 2006 that terminates in February 2011, and can also be
used to support up to $1.5 billion of letters of credit, Short-term firancing
at Dominion is alse supported by an amended and restated $1.7 billion
five-year revolving credii facility and a $200 million five-year bilateral
credit facility, dated Febroary 2006 and December 2005, respectively, and
are scheduled to terminate in August and December 2010, respectively, At
December 31, 2007, we had committed lines of credit totaling $4.9 billion.
These lines of credit support commercial paper borrowings, bank loans and
letter of credit issuances. Our financial policy precludes issuing
commercial paper in excess of our supporting lines of credit, At

k1]
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December 31, 2007, we had the following commercial paper, bank loans
and fetters of credit oustanding, as well as capacity available under credit
facilities:

Oustanding Outstanding Facl"llt-y'
Facllity Commercial Outstanding Letters of  Capacity
Limit Paper Bank Loans Credii _Available

22985 2,08

Dominion
credit faciity 1,700 — 1,000 1 699

In addition to the facilities above, we also eniered into a $100 million
bilateral credit Facility in Angust 2004 that terminates in August 2009, At
December 31, 2007, therc were no letters of credit outstanding under this
facility.

In connection with our commodity hedging activities, we are required to
provide collateral to counterparties under some circumstances. Under
certain collateral arrangements, we may satisfy these requirements by
electing to either deposit cash, post letters of credit or, in some cases,
utilize other forms of security. From time to time, we vary the form of
collateral provided to counterparties after weighing the costs and benefits
of various factors associated with the different forms of collateral. These
factors include short-term borrowing and short-term investment rates, the
spread over these shori-term rates at which we can issue commercial paper,
balance sheet impacts, the costs and fees of alternative collateral postings
with these and other counterparties and overall liquidity management
abjectives.

Loxnc-Term Dest
During 2007 we issued the following long-term debt:

Issuing

Type Principal Rate Maturity Company
_ (millons)

Seniornotes 0 oo U358, 000 BO0% - 2047 - .1 Dondinion

Senior notes Virginia

600 5.00% 2037 Power

r UG08V U595% (2017 . Virginia Powar
Senior notas . Bbo 5.10% 2012 Virginia Power
Saniornotes CETOLABEN LT BaN% o 3037 I Virglnls Power
Senior revolving notes 75 Variable

2017 DCE

aht.

flgsued % e SRR N

In January 2008, Virginia Power borrowed $30 million in connection
with the Economic Development Authority of the City of Chesapeake
Pollution Control Refunding Revenue Bonds, Series 2008 A, which maiure
in 2032 and bear a coupon rate of 3.6%. The proceeds wers used to refund
the principal amount of the Indusirial Development Authority of the City
of Chesapeake Money Market Municipals Pollution Control Revenue,
Series 1985 that would otherwise have matured in February 2008.

In November 2007, Virginia Power borrowed $14 million in connection
with the Economic Development Authority of the County of Chesterfield’s
issuance of its Solid Waste and Sewage Disposal Revenue Bonds, Series
2007 A, which mature in 2031

and bear a coupon rate of 5.60%. The bonds were issued pursuant to a trust
agreement whereby funds are withdrawn from the trust as improvements
are made at our Chesterfield Power Station located in Chester, Virginia.
We have withdrawn Jess than $1 million from the trust as of December 31,
2007,

DCI consolidates a collateralized debt obligation (CDO) entity in
accordance with FASB Interpretation No. 46 (revised December 2003),
Consolidation of Variable Interest Entities (FIN 46R). In August 2007, the
CDO entity issued an additional $75 million of senior revolving notes that
mature in January 2017 and are nonrecourse to us. At December 31, 2007,
outstanding borrowings under this credit facility totaled $75 million.

During 2007, we repaid $5.5 billion of long-1erm debt and notes payable,
which includes the completion of a debt tender offer repurchasing $2.5
billion of our debt securities in July 2007,

Source: DOMINION RESQURCES |, 10-K, February 28, 2008




Included in the debt repayments above is the redemption of all & million
units of the $200 million 7.8% Dominion CNG Capital Trust [ debentures
due October 31, 2041, These securities were redeemed at a price of $25 per
preferred security plus accrued and vnpaid distributions. Also included is
the redemption of approximately 240 thousand units of the $250 million
8.4% Dominion Capital Trust I1I debentures due January 15, 2031. These
securities were redeemed at a price of $1,209 per preferred security plus
accrued and unpaid distributions,

Issuance  oF CoMmon Stock

In 2007, we received cash proceeds of $226 million for 7.6 million shares
issued in connection with the exercise of employee stock options. During
2007, we purchased our commeon stock on the open market with the
praceeds received through Dominion Direct (a dividend reinvestment and
open enrollment direct siock purchase plan) and employee savings plans,
tather then having additional new common shares issued. in January 2008,
we hegan issuing additional new common shares to be used for these
programs. In 2008, we sxpect to receive proceeds from these programs of
between $200 million 1o $250 million.

REPURCHASES oF CoMMON SToCK

In 2007, we repurchased 129.0 million shares of common stock for
approximately $5.8 billion. This ameount includes the completion of our
equity tender offer in August 2007, in which we purchased approximately
115.5 million shares at a price of $45.50 per share for a total cost of
approximately $5.3 billion, excluding fees and expenses retated to the
tender.

In December 2006, we entered into a prepaid accelerated share
repurchase agreement (ASR) with a financial institution as the
counterparty. Under the ASR, we would receive between 11.2 miliion and
13.0 million shares ia exchange for the prepayment. At the time of
execution of the ASR, we made a prepayment of $500 million and the
counterparty initially delivered approximately 10.} million shares to us.
The finel number of shares to be delivered to the Company was determined
by the volume weighted-average price of our common stock over the
period commencing on December 12, 2006 and terminating on May 16,
2007. In May 2007, the counterparty delivered approximately 1.6 million
additionzl shares to us in completion of the ASR.

Source: DOMINION RESQURCES |, 10-K, February 28, 2008
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Management’s Discussion and Analysis of Financial Condition and Results of Operations, Continued

At December 31, 2007, the remaining stock repurchase authorization
provided by our Board of Directors is the lesser of 54 million shares or
$2.7 billion of our outstanding common steck.

Credit Ratings

Credit ratings are intended to provide banks and capital market participants
with a framework for comparing the credit quality of securities and are not
a recommendation to buy, sell or hold securities. We believe that the
current credit ratings of Dominion and Virginia Power {the Dominion
Companies) provide sufficient access to the capital markets. However,
disruptions in the banking and capital markets not specifically related to us
may affect the Dominion Companies” ability to access these funding
SOUICES of cause an increase in the retumn required by investors,

Both quantitative (financial swrength) and qualitative (business or
operating characteristics) factors are considered by the credit rating
agencies in establishing an individual company’s credit rating. Credit
ratings should be evaluated independently and are subject to revision or
withdrawal at any time by the assigning rating erganization. The credit
ratings for the Dominion Companies are most affected by cach company’s
financial profile, mix of regulated and nonregulated businesses and
respective cash flows, changes in methodologies used by the rating
agencies and “event risk,” if applicable, such as major acquisitions or
dispositions.

Credit ratings for the Dominion Companies as of February 1, 2008
follow:

Doihlnldn Resoiirces, Ine. -

Enhanced junior subur nated mtss
i Commerslal paper - Db
W rginia Powar
:: Morigage bonds ' - G
Senior unsecursd (including tau
debt sacuriies
- Junior subordinated debl.securitles ;-
. Praferred smd:

As of February 1, 2008, Fitch Ralmgs Lid. (Fitch), Moody s and
Standard & Poor’s maintain a stable outlook for their ratings of the
Dominton Companies.

As g result of the merger of CNG with Dominion in June 2007, all of
CNG’s former rights and obligations under its indentures have been
assumed by Dominion. Subsequent to the merger, Moody’s lowered its
rating of CNG Senior Unsecured debt from Baal to Baa2 to equal their
rating of Dominion’s Senior Unsecured debt.

In December 2007, Standard & Poor’s raised its corporate credit rating
on the Dominion Companies io ‘A-" from ‘BBB’ ta reflect the companies’
lower risk profile. Standard & Poor's also affirmed the *A-2" commercial
paper rating for both companies.

Generelly, 8 downgrade in an individual company’s credit rating wouid
not restrict its ability to raise short-term and long-term financing as long as
its credit rating remains “investment grade,” but it would increase the cost
of borrowing. We work

closely with Fitch, Moody’s and Standard & Poor’s with the objective of
maintaining our current credit ratings. Io order to maintain our current
ratings, we may find it necessary to madify our business plans and such
changes may adversely affect our growth and earnings per share.

Debt Covenants

As part of borrowing funds and issuing debt (both short-term and
long-term} or preferred securities, the Dominion Companies must enter
into enabling agreements. These agreements contain covenants that, in the
event of default, could result in the acceleration of principal and interest
payments; restrictions on distributions related to our capital stock,
including dividends, redemptions, repurchases, liquidation payments or
guarantee payments; and in some cases, the tertnination of credit
commitments unless a waiver of such requirements is agreed to by the
lenders/security holders. These provisions are customary, with each
agreement specifying which covenants apply. These provisions are not
necessarily unique to the Dominion Companies.

Some of the typical covenants include:

Source: DOMINION RESOURCES |, 10-K, February 28, 2008



* The timely payment of principal and interest;

* [nformation requirements, including submitting financial reports filed
with the SEC to lenders;

* Performance obligations, audits/inspections, continuation of the basic
nawre of business, restrictions on certain matters related to merger or
consolidation, restrictions on disposition of all or substantially all of our
assels;

+ Compliance with collateral minimums or requirements related to
mortgage bonds; and

+ Limitgtions on liens.

We are required to pay minimal annual commitment fees to maintain our
credit facilitics. In addition, our credit agreements contain various terms
and conditions that could affect our ability to borrow under these facilities.
They include maximum debt to total capital ratios and cross-defauli
provisicns.

As of December 31, 2007, the calculated total debt to wotal capial ratie
for our ¢otapanies, pursuant 1o the terms of the agresments, was as follows:

Maximum Actual

Campany Ratio  Ratiall}
Dominlon Resources, inc. Pl neny O T 6% ‘3‘,.‘53%

Virginia Power S U §5% A%

{i)indebiedness as defined by the bank agreements excludes jurior subordingied noles
payable reflected as long-term deli in aur Cansolidated Balance Sheets.

These provisions apply separately to the Dominion Companics. If any
one of the Dominion Campanies or any of that specific company’s material
subsidiaries fail to make payment on varicus debt obligations in excess of
535 million, the lenders could require that respective company 1o
accelerate its repayment of any outstanding borrowings under the credit
facility and the lenders could terminate their commitment to lend funds 10
that company. Accordingly, any default by Dominion will not affect the
lender’s commitment to Virginia Power. However, any default by Virginia
Power would affect the lenders” commitment to Dominion under the joint
credit agreement,

In June 2006 and September 2006, we executed Replacement Capital
Covenans (RCCs) in comnection with our offering of

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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$300 mitlion of 2006 Series A Enhanced Junior Subordinated Notes due
2066 (June hybrids) and $500 million of 2006 Series B Enhanced Junior
Subordinated Notes due 2066 (September hybrids), respectively. Under the
terms of the RCCs, we agree not to redeem or repurchase all or part of the
June or Sepiember hybrids prior to June 30 or September 30, 2036,
respectively, unless we issue qualifying securities to non-affiliates ina
reptacement offering in the 1830 days prior to the redemption or repurchase
date. The proceeds we receive from the replacement offering, adjusted by a
predetermined factor, must exceed the redemption or repurchase price.
Qualifying securities include common stock, preferred stock and other
securities that generally rank equal te or junior to the hybrids and include
distribution deferral and long-dated maturity features similar to the hybrids.
For purposes of the RCCs, non-affiliates include individuals enrotled in our
dividend reinvestment plan, direct stock purchase plan and employee
benefit plans.

We initially designated the 3.4% Capital Securities of Dominion
Resources Capital Trust 111 as covered debt for purposes of the RCCs.
Under the terms of the RCCs, we are required under certain circumstances
to change the series of our debt designated as eovered debt under the
RCCs. Due to our acquisition of most of the designated securities in our
debt tender offer in July 2007, they ceased to be eligible as covered debt
for the RCCs. In the third quarter of 2007, we designated the September
hybrids as covered debt under the June hybrids” RCC and designated the
June hybrids as covered debt under the September hybrids’ RCC.,

We monitor the covenants on a regular basis in order to ensure that
events of default will not occur. As of December 31, 2007, there have been
no events of default under qur dabt covenants. Other than the change in
covered debt for the RCCs discussed above, as of December 31, 2007,
there have been no changes to our debt covenants.

Dividend Restrictions

The Virginia Commission may prohibit any public service company,
including Virginia Power, from declaring or paying a dividend to an
affiliate, if found to be detrimental to the public interesl. At December 11,
2007, the Virginia Commission had not restricted the payment of dividends
by Virginia Power.

Certain agreements associated with our credit facilities contain
regtrictions on the ratio of our debt to total capitalization. These limitations
did not restrict gur ability to pay dividends or receive dividends from our
subsidiaries at December 31, 2007.

See Note 19 to our Consolidated Financial Statements for a description
of potential restrictions on dividend payments by us and certain of our
subsidiaries in connection with the deferral of distribution payments on
trust preferred securities or deferral of interest payments on enhanced
junior subordinated notes.

Future Cash Payments for Contractual Ohligaticns and Planned
Capital Expenditures

ConTRACTUAL (BLIGATIONS

We are party to numerous conttacts and arrangemenis obligating us to
make cash payments in firture years. These contracts include financing
arrangements such as debt agreements and leases, as well as contracts for
the purchase of goods and services and financial derivatives. Presented
below is a table summarizing cash payments that may result from contracts
to which we are a party as of December 31, 2007, For purchase cbligations
and other liabilities, amounts are based upon contract terms, including
fixed and minimum quantities to be purchased at fixed or market-based
prices, Actual cash payments will be based upon actual quantities
purchased and prices paid and will likely differ from amounts presented
below. The table excludes all amounts classified as current liabilities in our
Consolidated Balance Sheets, other than current maturitics of long-term
debt, interest payable and certain derivative instruments. The majority of
our current liabilities will be paid in cash in 2008,

2008- 2011- 2013 and
2008 2010 2012 thereafter Toial

{millians) . S

Long-termn debtl!) o CLOSTATE: 31,2707 $1,980 £ $:190,008  $12,736
intarast paymants(@) 1,468 12,253
Lease: : R ! ERNRE

i1} for Ulility operations._ -1
Fuel io be used for util
operations
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Fual to be used for

nonregulated operations
Ripeline transportation and
storage 151 157 478
‘ Ena!gycommodrtypurchasas o Lo $
. forresate® h 0y n BT 44 .U 9
Other(5) r 10s 513
T ,%‘f
Firancial
derivative-commoditie 215 12 - - 27
;1 Other contratiual e .
'; obigationg();- TR B B3
Total cash payments 54,842 S4848 $4,973 5 72440 $37.109

(L)Based on stated marurity dates rather than the earlier redempion dates thet could be
elected by instrument holders.

{2)Does not veflect our obility to defer distributions related to owr funior subordinated
notes pavable or interest payments on enhemeed funior subordinmed naies.

{31 Amounts exclude open purchase orders for services that ave provided on demand, the
timing of which cannof be determined.

(4)Represents the summation of settlement amounts, by contracts, due from us if all
physlca! or financial transactions among our counterpariies and the Company were
iguicknted and terminated.

(3 Hncludes capital and operations and mainienarce commitments.

(G)Exchdes regulatory liabilities, ARG end employee benefit plan obligetions, which are
Aot contractually fived as to timing and omount. See Notes 13, 16 ond 23 1o the
Consulidared Fingreial Statements. Due to uncertality about the iiming and amountt
thai will uiimarely be paid, $246 million of income iaxes payable associated with
unrecagrized tax henefits are exchided. Deferved income taxes are alse exciuded simge
cash payments are based primarily on taxabla inceme for each discreie fiscal year. See
Mote ¥ to owr Consolidared Financial Sitements.

(7)Inciudes interest rate swapr agrezments.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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Management’s Discussion and Analysis of Financial Condition and Results of Operations, Continued

PrannED CarrmaL EXPENDITURES

Our planned capital expenditures are expacted to total approximately $3.7
billion in 2008 and approximately $4.1 billion annually in both 2009 and
2010. These expenditures are expécted to include construction and
expansion of electric genaration and LNG facilities and natural gas
transmission and storage facilities, envirenmental upgrades, construction
improvements and expansion of electric transmission and distribution
assets, purchases of nuclear fuel and expenditares to explore for and
develop natural gas and oil properties, We expect to fund our capital
expenditures with cash from operations and a combination of securities
issuances and short-term borrowings. Our planmed capital expenditures
include capital projects that are subject to approval by regulators and our
Board of Directors.

Based on available generation capacity and current estimates of growth
in customer demand, our Virginia electric utility will need additional
generation in the future. See Generation Expansion in Future Issues and
Other Matters for a discussion of our Virginia electric utility’s expansion
plans.

We may choose (o postpone or cancel certain planned capital
expenditures in order 1o mitigate the need for future debt financings and
equity issuances.

Use of Qff-Balance Sheet Arrangements

GUARANTEES

We primanily enter into guarantee arrangements 0n behalf of our
consolidated subsidiaries. These arrangements are not subject to the
recognition and measurement provisions of FASB Inierpretation No. 45,
Guarantor’s Accounting and Disclosure Requirements jor Guarantees,
Including Indirect Guarantees of Indebtedness af Others. See Note 24 to
our Consolidated Financial Statements for further discussion of these
guarantees.

At December 31, 2007, we had issucd $41 million of guarantees to
support third parties and equity method investees, In addition, in December
2006, we acquired a 50% interest in a joint venture with Shell to develop a
wind-turbine facility in Grant County, West Virginia (NedPower). We
have issued a limited-scope guarantee and indemmification for one-half of
the praject-leve] financing for phase one of the NedPower wind project.
Under this guaraniee, we would be required to repay one-half of
NedPower’s debt, only if it is unable to do so, as & direct result of an
unfavorable ruling associated with current litigation seeking to halt the
project. The guarantee will terminate when a final non-appealable ruling in
favor of the project is received. We do not expect an unfavorable ruling
and pe significant amounts have been recorded. Our exposure under the
guarantee totaled $36 million as of December 31, 2007 and will increase ta
$103 million in 2008 based upon NedPower's future expected borrowings
to complete phase one. Shell WindEnergy Inc. has providad an identical
guaranree for the other one-half of NedPower’s borrowings.

LEASING ARRANGEMENT

We lease the Fairless power station (Fairless) in Pennsylvania, which
began commercial operations in June 2004. During construction, we acted
as the construction agent for the lessor, controlled the design and
construction of the facility and have since been reimbursed for all project
costs ($898 million) advanced to the lessor. We make annual lease
payments of $53 million. The lease expires in 2013 and at that time, we
may rehew the lease at negotiated amouats based on otiginal project costs
and current market conditions, subject to lessor approval; purchase Fairiess
at its original construction cost; or sell Fairless, on behalf of the lessor, o
an independent third party. If Fairless is sold and the proceeds from the
sale are Jess than its original construction cost, we would be required to
make a payment to the lessor in an amount up to 70.75% of original project
costs adjusted for certain other costs as specified in the lease, The lease
agreement does not contain any provisions that involve credit rating or
stock price trigger events.

Benefits of this amangement include:

* Certain tax benefits as we are considered the owner of the
leased property for tax purposes. As a resnlt, we are entitled to
tax deductions for depreciation not recognized for financial
accouniing purposes; and

= Asan operating lease for financial accounting purposes, the asset and
related borrowings used to finanee the construction of the asset are not

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




included in our Consolidated Balance Sheets, Although this improves
measures of leverage calculated using amounts reported in our ;
Consolidated Financial Statements, credit raling agencies view lease '
obligations as debt equivalents in evaluating our eredit profile.
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Furture Issues AND OTHER MATTERS

Commen Stock Splif and Dividend Increase

In October 2007, our board of directors approved an increase in the number
of shares of common stock the Company is authorized to issue from
500 million to 1 billion and in November 2007 we distributed a
rwo-for-one stock split. All historical share and dividend information
presented within this report reflects the impact of the common stock split.
In a separate matter, our board of directors approved an increase in our
quarterly commion stock dividend rate, The quarterly dividend rate was
increased to 39.5 cents per share, an 11% increase over our existing
quarterly dividend rate of 35.5 cenis per share. Stated as an annual rate, the
board’s action increases the dividend rate from $1.42 per share ta $1.58 per
share.

Status of Electric Regulation in Virginia

2007 VIRGIMIA RESTRUCTURING ACT anD Fuer Factor
AMENDMENTS

On July 1, 2007, legislation amending the Virginia Electric Utility
Restructuring Aet (the Restructuring Act) and the fuel factor became
effective, which significanily changes clectricity regulation in Virginia.
Prior to the Restructuring Act, our base rates in Virginia were capped at
1999 levels until December 31, 2010, The Restructuring Act ends capped
rates bwo years early, on December 31, 2008. After capped rates end, retail
choice will be eliminated for alt but individual retail customers with a
demand of more than 5 Mw and non-residential retail customers who
obtain Virginia Commission approval to aggregate their load to reach the 5
Mw threshold. Individual retail customers will be permitied to purchase
renewable energy from competitive suppliers if the incumbent electrie
utility does not offer a renewable energy tariff. Also after the end of capped
rates, the Virginia Commission will set our base rates under a modified
cost-of-service model. Among other features, the new model provides for
the Virginia Commission ta:

* [nitiate a base rate ease during the first six months of 2009, reviewing
the 2008 test year, as a result of which the Virginia Commission:

* shall establish a return on equity (ROE) no lower than that reported by
at least a majority of a group of utilitics within the southeastern 1.5,
with certain limitations, as described in the legislation;

* may increase or decrease the ROE by up to 100 basis poinis based on
generating plant performance, customer service and operating
efficiency, if appropriate;

shall increase base rates, if needed, to allow the Company the
opportunity 1o recover its costs and earn a fair rate of return if we are
found to have camings more than 50 basis points below the established
ROE; or

* may reduce rates prospectively upon completion of the
2009 review or, alternatively, order a credit to customers if
we are found to have test year earnings of more than 50
basis points above the established ROE.

* After the initial rate case, review base rates biennially, as a

result of which the Virginia Commission:

* shall establish an ROE no lower than that reported by at least a
majority of a group of utilities within the southeastern U.8., with
certain limitaticus, as described in the legislation;

* may increase or decrease the ROE by up to 100 basis points based on
generating plant performance, customer service and operating
efficiency, if appropriate;

= after 2010, authorize an increased ROE on overall rate base upon

achieving the goals established for the renewable energy portfolio
standavd programs. Such increased ROE would be in liew of any
increased or decreased ROE from the preceding paragraph, nnless
there has been an increase to the ROE awarded under the preceding
paragraph that is higher than the renswable energy portfolio standard
increase; and

shall increase base rates, if needed, to allow the Company the
opporiunity fo recover its costs and eamn a fair rate of return if we are
found to have earned, during the tesi period, more than 50 basis points
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below the then corrently established ROE; or
¢ may order a credit to customers if we are found to have earned, during
the test period, more than 50 basis points above the then currently
eslablished ROE, and reduce rates if we are found to have such excess
earnings during two consecutive biennial review periods.
= Authorize stand-alone raie adjustments for recovery of cenain costs,
in¢luding new generation projects, major generating unit modifications,
environmental compliance projects, FERC-approved costs for
transmission service and energy efficiency, conservation, and renewable
energy programs; and
* Authonize an enhanced ROE on new capilal expenditures as a financial
in¢entive for consiruction of certain major generation projects.

The legislation also continues statutory provisions directing us to file
annual fuel cost recovery cases with the Virginia Commission beginniag m
2007 and continuing thercafter, as discussed in Firginia Fuel Expenses.

Ag discussed previously, the legislation provides for the Virginia
Commission to initiate a base rate case during the first six months of 2009,
as a result of which the Virginia Commission may reduce rates or
alternatively, order a credit lo customers if we are found to have earnings
more than 50 basis points above the established ROE. We are vnable to
predict the sutcome of future rate actions at this time, however an
unfavaorable outcome could adversely affect our results of operations.
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VIRGINIA FUEL EXPENSES

Under amendments to the Virginia fuel cost recovery statute passed in
2004, our fuel factor provisions were frozen until Juty 1, 2007. Fuel prices
have incrensed considerably since 2004, which resulted in our fuel
expenses being significantly in excess of our fuel cost recovery. Pursuant
to the 2007 amendments to the fuel cost recovery statute, annual fuel rate
adjustments, with deferred fuel accounting for over- or under-recoveries of
fuel costs, were re-instituted on July 1, 2007. While the 2007 amendments
did not allow us to collect any unrecovered fuel expenses that were
incurred prior to July 1, 2007, once our fuel factor was adjusted, this
mechanism ensures dollar-for-doltar recovery for prudently incurred fuel
cosis.

In April 2007, we filed a Virginia foel factor application with the
Virginia Commission. The application showed a need for an annual
increase in fuel expense yecovery for the period July 1, 2007 through
Juse 30, 2008 of approximately $662 million; however, the requested
increase was limited to $219 million under the 2007 amendments to the
fuel cost recovery statute. Under these amendments, our fuel factor
increase as of July 1, 2007 was limited to an amount that results in the
residential customer class not receiving an increase of more than 4% of
total rates in effect as of June 30, 2007. The Virginia Commission
approved the fuel factor increase for Virginia jurisdictional customers of
approximately $219 million, effective July 1, 2007, with the balance of
approximately $443 million to be deferred and subsequently recovered
subject o Virginia Commission approval, without interest, during the
period commencing July 1, 2008 and ending Jume 30, 2011.

North Carolina Regulation

In 2004, the North Carolina Utilities Commission (North Carolina
i Commission) commenced an investigation into our North Carolina base
rates and subsequently ordered us to file a general rate case to show cause
why our North Carolina jurisdictional base rates should not be reduced.
The rate case was filed in September 2004, and in March 2005 the North
Carolina Commission approved a settlement that included a prospective
$12 million annual reduction in current base rates and a five-year base rate
moratorium, effective as of April 2005. Fuel rates are still subject to
change under the annual fuel cost adjustment proceedings.

Daminion Transmission Inc. {OTl) Rates
In May 2005, FERC approved a comprehensive rate settlement with our
subsidiary, DTL, and its customers and inferested state commissions. The
settlement, which became effective July 1, 2005, revised our nawral gas
transmission rates and reduced fuel retention levels for storage service
customers. As part of the settlement, DTT and all signatory parties agreed
1o a rate moratoriutm until 2010

In December 2007, DTT and the Independent Qil and Gas Association of
West Virginia, Inc. reached a setilement agreement on DTI's gathering and
processing rates for the period Janvary 1, 2009 through December 31,
2011. This settlement maintains the gas retainage fee structure that DTI has
had since 2001. Under the settlement, the gathering retainage rate increases
from 9.25% to 10.5% and the processing retainage rate—in recognition of
the

increased market value of natural gas liquids—decreases from 3.25% to
0.5%.

This reduction in the combined retainage, from 12.5% to 11%, should
provide a lower overall cost for most producers. Due 1o the increase in
natural gas prices from three years ago, the consolidated impact of these
rate changes is expected 10 increase DT1’s gathering and processing
revenues. In addition, DTI will continue to retain all revenues from its
liquids sales, thus maintaining its cash flow from this activity.

In connection with the settlement, DTT also agreed to invast at least $20
million annually in Appalachian gathering-related assets. The new rates are
subject to FERC approval.

Dominion Cove Point Rates

In June 2006, we filed a general rate proceeding for Dominion Cove Point
LNG, LP (DCP). The rates cstablished in this case took effect on January
1, 2007. This rate proceeding enabled DCP to update the cost of service
underlying its rates, including recovery of costs associated with the 2002 to
2003 reactivation of the ENG import terminat, The FERC-approved
settlement established a rate moratorium that ends im mid-2011.

Reglonal Transmission Expansion Plan
Each year, as part of PJIM’s RTEP process, reliability projects are
authorized. In June 2006, PJM authorized construction of numerous
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electric transmission upgrades through 2051, We are invalved in two of the
major construction projects. The first project is an approximately 270-mile
500-kiloveolt (kV) rransmission line from southwestern Pennsylvania to
northern Virginia, of which we will construct approximately 65 miles in
Virginia and a subsidiary of Allegheny Energy, Inc. (Trans-Allegheny
Interstate Line Company) will construct the remainder. This project is
expected to cost approximately $243 million and is expected to be
completed in June 2011. The second project is an approximately 60-mile
500-kV transmission line that we will construct in southeastern Virginia.
This project is estimated to cost $180 million and is expected 1o be
completed in June 2011, These transmission upgrades are designed o
improve the reliability of service 10 our customers and the region, The
giting and construction of these transmission lines will be subject ta
applicable state and federal permits and approvals. In April 2007, we,
along with Trans-Allegheny [nterstate Line Company, filed an application
with the Virginia Commission requesting approvat of the proposed
construction of the 65-mile transmission line in northern Virginia. In May
2007, we filed an application with the Virginia Commission requesting
approval of the proposed construction of the §0-mile transmission line in
southeastern Virginia. Evidentiary hearings on these applications
commenced in February 2008.

Utility Genaration Expansion

Based on available generation capacity and current estimates of growth in
customer dernand in aur utility service area, we will need additional
generation capacity over the next ten years. We have announced a
comprehensive generation growth program, referred to as Powering
Virginia, which involves the development, financing, construction and
operation of new multi-fuel, multitechnology generation capacity to meet
the growing demand in onr core market in Virginia, As part of this
program, the following projects are in various stages of development:
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In April 2007, we filed an application with the Virginia Commission
requesting approval to add two 150 Mw natural gas-fired electric
generating units (Units 3 and 4) to our Ladysmith power station
(Ladysmith} to supply electricity during periods of peak demand. The
facility is expected to be in operation by August 2008, at an estimated cost
of $135 million. The Virginia Commission approved the application in
August 2007, and construction has commenced. Int December 2007, we
received approval from the North Carolina Commission for a relaied
affiliate transaction.

In November 2007, we filed an application with the Virginia
Commission for approval 1o add a fifth combustion mrbine (Unil 5) at
Ladysmith at an estimated cost of $79 million.

In July 2007, we filed an application with the Virginia Commission
requesting approval to construct and operate a 585 Mw (hominal) carbon
capture compatible, ¢lean coal powered electric generation facility
(Virginia City Hybrid Energy Center) to he located in Wise County,
Virginia, We also requested approval to continue to acerue an allowance
for funds used during construction until capped rates end and, beginning
January 1, 2009, receive current recovery of financing costs including a
return on commeon equity of 11.75% together with a 200 basis point
enhancement through a rate adjustment clause. An evidentiary hearing wag
held in February 2008, An application for 2 permit to construct and operate
the Virginia City Hybrid Energy Center, in compliance with federal and
state air pollution laws, was filed in July 2006 with the Virginia
Department of Environmental Quality. Pending regulatory approval and
necessary permits, the facility is expected fo be in operation by 2012 at an
estimated cost of approximately $1.8 billion.

Also in February 2008, we announced the proposed conversion of our
Bremo power slation (Bremo) from coal to natural gas as part of our plan
to build the Virginia City Hybrid Energy Center. The proposal is
contingent upon the Virginia Hybtid Energy Center entering service and
receiving approvals from the Virginia Commission and Virginia
Department of Environmental Quality. The proposed conversion project is
part of our overal! effort to reduce air emissions. Subject 1o applicable
regulatory approvals, the conversion would occur within two years of the
Virginia City Hybrid Energy Center entering service.

We are considering the construction of a third nuclear unit within the
next twenty years at a site located at the North Anna power station (North
Anna) which we own along with Old Dominion Electric Cooperative
(ODEC). In November 2007, the NRC issued an Early Site Permit (ESP)
for a site located at North Anna. Also in November 2007, we, along with
QODEC filed an application with the NRC for 2 Combined Construction
Permit and Operating License (COL), which would allow us to build and
operale a new nuclear unit at North Anna. In January 2008, the NRC
accepted our application for the COL and deemed it complete. We have a
cooperative agreement with the Department of Energy to share equally the
cost of the COL. We have not yet committed to building 2 new unit.

In December 2007, we announced an agreemernt to purchase a power
station development project in Buckingham County, Virginia that will
generate about 600 Mw. The project already has air and water permits for a
combined-cycle, natural gas-fired power station; however such permits
may need to be modified. 1n addition, construction of the project is subject
o approval by the

Virginia Commission, including approval under state regulations relating
to bidding for the purchase of clectric capacity and energy from other
power suppliers, and the receipt of other environmental permits. A gas
pipeline will also be required to be constructed 1o provide gas supply to the
power station. Pending a closing under the purchase agreement and the
receipt of regulatory approval, we plan to build a combined cycle unit with
operations expected to begin in summer 2011.

Wind Power Acquisition

In an effort to foster renewable generation development consistent with our
environmental strategy, in January 2008, we acquired a 50% interest in a
Joint venture with BP Alternative Energy Inc. (BP) to develop a
wind-turbine facility in Benton County, Indiana, The facility is expected Lo
be built in two phases and generate a total of 750 Mw. We will jeintly own
650 Mw with BP and BP will retain sole ewnership of 100 My, We have
committed to contribute approximately $340 million of cash at various
dates through January 2009, which includes our initial investment and
funding for the developmeni of the first 300 Mw phase. Construction of the
second 350 Mw phase could begin as early as 2009, with finding to be
contributed to the joint venture to maintain 50/50 ownership between the
partners, Our nltimate funding requirements may decrease to the extent that
the joint venture chtains non-recourse construction and term financing.
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PJM Rate Design

In May 2005, FERC issued an order finding that PJM’s existing
transmission service rate design may not be just and reasonable, and
ordered an investigation and hearings into the matter. In January 2008,
FERC affirmed its earlier decision that the PIM mransmission rate design !
for existing facilities had not become unjust and unregsonable. For
recovery of costs of investiments of new PJM-planted transmission
facilities that operate at or above 500 kV, FERC established a regional rate
design where all customers pay a uniform rate based on the costs of such
investment. For recovery of costs of investment in new PIM-planied
transmission facilities thai operate below 500kV, FERC affirmed its earlier
decision to allocate costs on a beneficiary pays approach. A notice of
appeel of this decision was filed in February 2008 at the United States
Court of Appeals for the Seventh Circuit. We cannot predict the outcome
of the appeal.

Chio Rate Case

In August 2007, The East Ohio Gas Company (Dominion East Ohio) filed
an application to increase base rates. En this rate case, Dominion East Ohio
requests approval of an increase in operating revenues of over $73 million
to provide a rate of retum on rate base of B.72%. As part of its request,
Dominion East Chio is proposing to install automated meter reading
devices for all of its 1.2 million customers aver a 5-year period and to
spend up to an additional $5.5 million per year over a three-year period on
demand side management programs if the Ohio Commission approves a
decoupling mechanism that would automatically adjust base rates in order
{0 maintain base rate revenues per customer at the level approved in the
rate case, In addition, Dominion East Ohio is proposing to expand its gross
receipls tax rider to apply to all amounts billed for services, rather than just
gas cost recoveries, thereby excluding gross receipts tax from base rates.
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In February 2008, Dominion East Ohio filed an application seeking
approval from the Ohio Commiission 1o implement a 25-year program to
replace approximately 19% of its 21,000-mile pipeline system and ta
recover the resulting costs. The application also requests Ohio Commission
approval for Dominion East Ohio to assume responsibility for the service
lines that run from the curbr to the customer’s meter. Currently, eustomers
own those service lines and are responsible for bearing the cost of
installation and for any repairs or replacement that may be needed,

The cost of the program in total will exceed $2.6 billion in 2007 dollars.
The resulting expenditure of more than $100 million per year will more
than double Dominion East Ohio’s current annual spending on its pipeline
infrastructure. However, the cost to customers would be spread out over
meny decades due to the 25-year time frame of the replacement program
and the period over which recovery in rates would be allowed.

Dominion East Ohio also made a related filing asking the Ohio
Commission to consolidate its review of the pipeline infrastructure
replacement propram with Dominion East Ohio’s current rate case
application in order to give the Ohio Commission and other parties the
opportunity to consider the two filings together.

Environmental Matters

We are subject to costs resulting from a number of federal, state and local
laws and regulations designed to protect human health and the
environment. These laws and regulations affect future planning and
existing operations. They can result in increased capital, operating and
other costs as a result of compliance, remediation, containment and
monitaring obligations.

To the extent environmental casts are incurred in connection with
operations regulated by the Virginia Commission during the period ending
December 31, 2008, in excess of the level currently included in Virginia
Jurisdictional rates, our results of operations could decrease. After that
date, we are allowed to seek recovery through rates.

ENVIRONMENTAL PROTECTION anp MoNITORING
EXPENDITURES

We incurred approximately $181 million, $138 millior and $205 million of
expenses (including depreciation) during 2007, 2006 and 2005,
respectively, in connection with environmental protection and monitoring
activitics and expect these expenses 1o be approximately $218 million and
$333 million in 2008 and 2009, respectively. In addition, capital
expenditures related to environmental centrols were 3293 million, $332
million and $140 millica for 2007, 2006 and 2003, respectively. These
expenditures are expected to be approximately $194 million and $191
million for 2008 and 2005, respectively.

CLeaN Air Act (CAA) COMPLIANCE

[n March 2005, the Environmental Protection Agency (EPA) Administrator
signed both the Clean Air Interstate Rule (CAIR) and the Clean Air
Mercury Rule {(CAMR), These rules, when implemented, will require
significant reductions in sulfur dioxide (SOz), nitrogen oxide (NOx) and
mercury emissions from electric generating facilities. The S0z and NOx
emission reduction requircrnents are imposed in two phases, with iniiial
reduction levels targeted for 2009 (NOx) and 2010 (SO2), and a second
phase of reductions targeted for 2015 (S02 and NOx). The mercury
emission reduction requirements are also in two phases, with initial
reduction levels targeted for 2010 and a second phase of reductions
targeted for 2018, The federal rules allow for the use of cap-and-trade
programs. West Virginia has adogted final regulations for CAIR and
CAMBR. Virginia has adopted final regulations for CAIR with requirements
more sixict than the federal rule and will adopt final regulations for CAMR
with requirements more strici than the federal rule. Illinois has finalized
regulations to implement CAIR and CAMR with requirements more strict
than the federal rule. Indiana has adopted CAIR and CAMR, with only
minat changes. Massachusetts has finalized regulations to implement
CAIR with requiremeits more strict than the federal rule. Separate from
the CAA, CAIR and CAMR, Massachusetts has regulations specifically
targeting reductions in NOx, 302, and mercury emissions from our affected
facilities in Massachusetis. These CAA regulatory and non-CAA state
actions will require additional reductions in emissions from our fossil
fuel-fired generating facilities and are already addressed in our current
compliance planning. In June 2005, the EPA finalized amendments to the
Regional Haze Rule, also known as the Clean Air Visibility Rule (CAVR).
Alihough we anticipate that the emission reductions achieved through
compliance with CAIR and CAMR will generally address CAVR, we do
expect that additional emission reduction requirements will be imposed on

several of ovr merchant facilities. Implementation of projects w0 comply
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with these SOz, NOx and mercury limitations, and other state emission
control programs are ongoing and will be influenced by changes in the
regulatory environment, availability of emission allowances and emission
centrol technology. It response to these CAA and non-CAA state
requirements, we estimate that we will make capital expenditures at our
affected gencrating facilitics of approximately $900 million during the
period 2008 through 2012. In February 2008, the U.S. Count of Appeals for
the District of Columbia issued a ruling that vacates CAMR as
promulgated by the EPA. At this time we cannot determine if this ruling
will be subject to further appeals and how the EPA, and subsequently the
states, may alter their approach to reducing mercury emissions. We also
cannot estimate at this time the impact on our future capital expenditures.
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REGULATION oF GREENHOUSE Gas EmissIoNs

We aperate two coal/oil-fired generating power stations in Massachusetts
that are already subject to the implementation of carbon dioxide (COz2)
emission regulations issued by the Massachusetts Department of
Environmental Protection (MADEP). Additionally, Massachusetts, Rhode
Island and Connecticut have joined the Regional Greenhouse Gas Initiative
{RGGI), a multi-state effort to reduce COz emissions in the Northeast to be
implemented through state specific regulations which are currently in
development in these states. We own and operate a gas/oil-fired eleetric
generating facility in Rhode Island thai is subject to RGGI, in addition to
the two coal/oil-fired stations in Massachusetts. Implementing regulations
for RGGI in Massachusetts and Rhode Island have yet to be fully
developed. While the cost of complying with the RGGE requirements for
the petiod 2009 to 2011 could adversely affect our resulis of operations, we
cannot provide a reasonable estimate of such cost until the results of the
first RGGY altowance auction are conducted later in 2008 and an allowance
market develops. Additionally, aty such costs of compliance could
potentially be mitigated by increases in power prices impacting our
affected power stations in the Northeast.

In April 2007, the U.S. Supreme Court ruled that the EPA has the
authority to regulate greenhouse gas emissions which could result in future
EPA action. In June 2007, the President announced U.S. support for an
effort to develop a new post-2012 framework ¢n climate change involving
the wop ten to fiftecn greenhouse gas emitting countries that would focus on
estabiishing a long-term global goal 1o reduce greenhouse gas emissions
with each country establishing its own mid-term targets and programs. In
addition to possible federal action, some states in which we operate have
already or may adopt greenhouss gas emission reduclion programs. For
example, Massachusetts has implemented regulations requiring reductions
in CO2 ewmissions.

The Virginia Energy Plan, released by the Governor of Virginia in
September 2007, includes a goal of reducing greenhouse gas emissions
statewide back to 2000 levels by 2025, The Govemor formed a
Commission on Climate Change te develop a plan to achieve this goal.
Until this goal results in legislative or regulatory action, the outcome in
terms of specific requirements and timing is uncertain. The cost of
compliance with furure greenhouse gas reduction programs could be
significant. Given the highly uncertain outcome and timing of future action
by the 1.5, federal government and states on this issue, we cannot predict
the financial impact of future greenhouse gas reduction programs on our
aperations or our customers at this time.

CLEAN WATER ACT COMPLIANCE

In July 2004, the EPA published regulations under the Clean Water Act
Section 316b that govern existing utilities that emptoy a cooling water
intake structure and that have flow levels exc¢eeding a minimurm threshold,
The EPAs rule presents several compliance options. However, in January
2007, the V.S, Court of Appeals for the Second Circuit issued a decision on
an appeal of the regulations, remanding the rule to the EPA, In July 2007,
the EPA suspended the regulations pending further rulemaking, consistent
with the decision issued by the U. 5. Court of Appeals for the Second
Circnit. In November 2007, a number of industries appealed the lower
court decision to the L. 8. Supreme Court. We have sixteen facilities that
are likely to be subject to these regulations, We cannot predict the outcome
of the judicial or EPA regulatory processes, nor can we determine with any
certainty what specific contrals may be required.

In August 2006, the Connecticut Department of Environmental
Protection (CTDEP) issued a notice of a Tentative Determination to renew
our Millstone power station’s National Pollutant Discharge Elimination
System (NPDES) permit, which inciuded a draft copy of the revised
permit. In October 2007, CTDEP issued a report to the hearing officer for
the tentative datermination stating the agency’s intent to further revise the
draft permit. In December 2007, the CTDEP issued a new drafl permit. An
administrative hearing will be held on the draft permil with a Final
Determination expected to be issued by the CTDEP within the next year.
Until the final permit is reissued, it is nol possible to predict the financial
impact that may result,

In Qctober 2003, the EPA and MADEF each issued new NPDES permits
for the Brayton Point power station (Brayton Point). The new permits
contzined identical conditions that in effect require the installation of
cooling bowers to address concerns over the withdrawal and discharge of
coaling water, Following various appeals, in December 2007, the EPA
issued an administrative order to Brayton Point that contained a schedule
for implementing the permit. On the same day, Bravton Point withdrew its
appeal of the permit fram the U.S. Courl of Appeals. Brayton Point’s state
appeal will be dismissed upon MADEP finalizing the process for
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implementing the paralle! state permit. Currently, we estimate the total cost
ta install these cooling towers at approximately $500 miltion, of which
$176 million is included in our planned capital expenditures through 2014,

FuTyrE ENVIRONMENTAL REGULATIONS

We expect that there may be federal legisiative or regulatory action
regarding the regulation of greenhouse gas ernissions and regarding
compliance with more siringent air emission standards in the future. With
respect to greenhouse gas emissions, the outcome in terms of specific
requirements and iming is uncertain bul may include a greenhouse gas
emissions cap-and-trade program ot a carhon tax for electric generators and
natural gas businesses. With respect to emission reductions, specific
requirements under consideration would be phased in under periods of up
to ten to fificen years. [f any of these new proposals are adopted, additional
significant expenditures may be required.
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ENVIRONMENTAL STRATEGY

Dominion is committed to being a good eavironmental steward. Our
ongoing objective is to provide reliable, affordable energy for our
custoimers while heing environmentally responsible. Our integrated
strategy to meet this objective consists of four major elements:

+ Conservation and efficiency;
* Renewable generation development;

» Other generation development to maintain our fuel diversity,
including clean coal, advanced nuclear energy, and natural gas; and

* Improvements in other energy infrastructure.

Conservation plays a critical rele in meeting the growing demand for
electricity. Virginia re-regulation legislation enacted in 2007 provides for
incentives for energy conservation and sets a goal to reduce electricity
consumption by retail customers in 2022 by ten percent of the amount
consumed in 2006 through the implementation of conservation programs.
We announced plans in September 2007 for a series of pilot programs
focused on energy conservation and demand response.

The pilots will be offered to a selection of 4,550 customers in our
central, eastern and northemn Virginia service areas. To help ensure that the
resulis are representative, customers will not be able to volunteer for the
piloiz nor participate in maore than one pilot. We will report results from the
pilots at least quarterly to the Virginia Commission staff wo help evaluate
their effectiveness.

The pilots approved by the Virginia Commission include:

+ 1,000 residentiat customers in ¢ach of four different energy-saving
pilots. The pilots are designed 1o cycle central heating and air
conditioning units during peak- energy demanl times, inform
customers about their real-time energy consumption patterns,
promote programmable thermostats that allow customers to control
their use of electricity, and educate customers about the value of
reducing energy use during peak-use times,

+ Free energy audits and energy efficiency kits to 150 existing
residential customers, 100 new homes meeting energy efficiency
guidelines set by the EPA, and 50 small commercial customers. In
addition, 250 new homes will receive energy efficiency welcome kits
that include compact fluorescent light bulbs.

»

Incentives for commercial customers to reduce load during petiods of
peak demand by running their generaiors to produce up to 100 Mw

of electricity. This would be in addition to existing Dominion options
in which commercial and industrial custamers have reduced demand
by more than 300 Mw during peak-demand periods.

Renewable energy is also an important compenent of a diverse and
reliable energy mix. Both Virginia and North Carolina have passed
legislation setting goals for renewable power, We are committed to
meeting Virginia's goal of 12 % renewable power by 2022 and North
Carolina’s renewable portfalio standard of 12.5 % by 2021,

We are actively assessing development opporiunities in our service
territories for renewable technologes. In November 2007, we issued a
request for proposals (RFP) for renewable energy projects in Virginia,
North Carolina or elsewhere in the PIM Interconnect region. The RFP
seeks the purchase of renewable energy generation projects, as well as
tenewable energy credits, Qur regulated utility curently provides
approximately two percent of its generation from renewable sources. In
addition, Dominion is 2 50% owner of & wind energy facility in Grant
County, West Virginia. When operational, our share of this project witl
produce 132 Mw of renewable energy. Dominion has also acquired 2 50%
interest in a joinl venture with BP Alternative Energy, Inc. (BP) to develop
a wind-turbine facility in Benton County, Indiana. The facility is expected
to be built in two phases and generate a total of 750 Mw of which we will
jointly own 650 Mw with BP.

We also anticipate using up to 20% biomass (woodwaste) at the
proposed Virginia City Hybrid Energy Center.

We have announced a comprehensive generation growth program,
referred to as Powering Virginio, which involves the development,
financing, construction and opetation of new multi-fuel, multi-technology
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genaration capacity to meet the growing demand in our core market of
Virginia. We expect that these investments collectively will provide the
following benefits: expanded electricity production capability; increased
technological and fuel diversity; and a reduction in the carbon dioxide
ermissicns intensity of pur generation flect. A critical aspect of the
Powering Virgiria program is the extent to which we seek to reduce the
carbon intensity of our generation fleet by developing generation facilities
with zero €Oz and low COz2 emissions, as well as economically viable
facilities that can be equipped for COz2 separation and sequestration. There
is no current economically viable technological solution 1o retro-fit existing
fossil-faeled technology to capture and sequester greenhouse gas
emissions. Given thai new generation units have useful lives of up to 50
years, we will give full consideration to COz and other greenhouse gas
emissions when making long-term investment decisions,

Finally, we plan to make a significant investment in improving the
capabilities and reliability of our electric transmission and distribution
system. These enhancements are primarily aimed at meeting our continued
goal of providing reliable service. An additional benefit will be added
eapacity to efficiently deliver electricity from the renewable projects now
being developed or to be developed in the future.
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Item 7A. Quantitative and Qualitative Disclosures
About Market Risk

The matters discussed in this Item may contain “forward-looking
statements”™ as described in the introductory paragraphs of ftem 7.
Management's Discussion and Analysis of Financial Condition and Results
of Operations. The reader’s attention is dirzcted to those paragraphs and
Tlem | A. Risk Factors for discussion of vatious risks and uncertainties that
may affect our future.

MarxeT Risk SENSITIVE INSTRUMENTS AND
Risx MANAGEMENT

Our financial instruments, commodily contracts and related financial
derivative instruments are exposed to potential losses due to adverse
changes in comunodity prices, interest rates and equity security prices as
described below. Commodity price risk is present in our electric
operations, gas production and procurement operations, and energy
marketing and trading operations due to the exposure to market shifis in
prices received and paid for electricity, nateral gas and other commoditics.
We use commodity derivative contracts to manage price risk exposures for
these operations, Interest rate risk is generally related to our outstanding
debt. It addition, we are exposed to equity price risk through various
portfolios of equity securities.

The following sensitivity analysis estimates the potential loss of future
earnings of fair value from market risk sensitive instruments cver a
selected time period due to a 10% unfavarable change in commodity prices
and interest rates,

Commodity Price Risk

To manage price risk, we hold commodity-based financial derivative
instruments held for non-trading purposes associated with purchases and
sales of electricity, natural gas and other energy-telated products. As part
of our strategy to market energy and to manage related risks, we also hold
commodity-based financiat derivative instruments for trading purposes.

The derivatives used to manage risk are executed within established
policies and procedures and may include instruments such as firtures,
forwards, swaps, options and FTRs that are sensitive to changes in the
related commodity prices. For sensitivity analysis purposes, the fait value
of commodity-based financial derivative instruments is determined based
on models that consider the market prices of commedities in future periods,
the volatility of the market prices in each period, as well as the time value
factors of the derivative instruments. Prices and volatility are principally
determined based on actively-guoted market prices.

A hypothetical 10% unfavorable change in market prices of our
non-trading commodity-based financial derivative instruments would have
resulted in a decrease in fair value of approximately $338 million and $597
million as of December 31, 2007 and 2006, respectively. The decrease is
primarily due to the termination of derivatives related to the divestiture of
our non-Appalachian E&P business. A hypothetical 10% unfavorable
change in commodity prices would have resulted in a decrease of
approximately $8 million and $3 million in the fair value of our
commodity-based financial derivative instruments held for trading
purposes as of December 31, 2007 and 2006, respectively.

The impact of a change in energy commodity prices on our non-trading
commodity-based financial derivative instruments at a point in time is not
necessarily representative of the results that will be realized when such
contracts are ultimately settled. Net losses from commodity derivative
instruments used for hedging purposes, to the extent realized, will
generally be offset by recognition of the hedged transaction, such as
revenue from sales,

interest Rate Risk

We manage our interest rate risk exposure predominantly by maintaining a
balance of fixed and variable rate debt. We also enter inio interest rate
sensitive derivatives, including interest rate swaps and interest rate lock
agreements. For financial instruments oulstanding at December 31, 2007
and 2006, a hypothetical 10% increase in market interest rates would have
resulted in a decrease in annual eamings of approximately $11 million and
$25 million, respectively. The decrease is due primarily to a decrease in
variable rate debt.

Investment Price Risk
We are subject to investment price risk due to marketable securities held as
investments in decommissioning trust funds. These marketable securities
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are managed by third-parly investment managers and are reported in our
Consolidated Balance Sheets at fair value. i

Folowing the reapplication of SFAS No. 71 to the Virginia jurisdiction |
of our utility generation operations, gains or losses on those
decommissioning trust investments are deferred as regulatory liabilitics.

We recognized net realized gains (including investment income) on
nuclear decommissioning trust investments of $43 million and $63 million
in 2007 and 2006, respectively. In 2007, we recarded unrealized gains on
these investents of $52 million to AQCT and cegulatary lishilities. We
recorded, in AQCL, unrealized gains on these investments of $194 million
in 2006.

‘We also sponsor employee pension and other postretirement benefit
plans that hold investrments in trusts to fund benefit payments. To the
extent that the values of investments held in these trusts decline, the effect
will be reflected in our recognition of the periodic cost of such employse
benefit plans and the determination of the amount of cash to be contributed
to the cmployee benefit plans. Our pension and other postretirement benefit
plan assets generated actual returns of $520 million and $674 million in
2007 and 2006, respectively. As of December 31, 2007, a hypothetical
0.25% decrease in the assumed rates of return on our plan assets would
resull in an increase in net periodic cost of approximately $12 million for
pension benefits and $2 million for other postretirement benefits. As of
December 31, 2006, a hypothetical 0.25% decrease in the assumed rates of
return on our plan assets would have resulted in an increase in net periodic
cast of approximately $11 million for pension benefits and $2 million for
ather postretirement benefits.
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Risk Management Policies

We have established operating procedures with corporate management to
ensure that proper intemal controls are maintained, In addition, we have
established an independent function at the corporate level to monitor
compliance with the risk management policies of all subsidiaries. We
maintain credit policies that include the evaluation of 2 prospective
counterparty’s financial condition, coliateral requiremenis where deemed
necessary and the use of standardized agreemants that facilitate the netting
of cash flows associated with a single counterparty. [n addition, we also
monitor the financial condition of existing counterparties on an ongoing
basis. Based on our credit policies and our December 31, 2007 provision
for credit losses, management believes that it is unlikely that a material
adverse effect on our financial position, results of operalions or cash flows
would occur as a result of counterparty nonperformance.

Source: DOMINION RESOURCES |, 10-K, February 26, 2008
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Sharcholders of
Dominion Resources, Inc.
Richmond, Virginia

We have audited the accompanying consolidated balance sheets of
Dominion Resources, Inc. and subsidiaries {the “Company™) as of
December 31, 2007 and 2006, and the refated consolidated statements of
income, common shareholders’ equity and comprehensive income, and of
cash flows for each of the three years in the period ended December 31,
2007, These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurarce
about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the
amounis and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and signifieant estimates made by
management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in
all material respects, the financial position of Dominion Resources, Inc.
and subsidiaries as of December 31, 2007 and 2006, and the results of their
operations and their cash flows for

each of the three years in the period ended December 31, 2007, in
conformity with accounting principles generally aceepted in the United
States of America.

As discussed in Note 3 to the consolidated financial statements, the
Company changed its methods of aceounting to adopt new accounting
standards for uncertain tax positions in 2007, pension and other
postretirement benefit plans, share-based payments, and purchases and
sales of inventory with the same counterparty in 2006, and conditional
asset retirement obligations in 2005.

We have also audited, in accordance with the standards of the Public
Company Accounting Oversight Board (United Statzs), the Company’s
internal control over financial reporting as of December 31, 2007, based on
the criteria established in Internal Control—Integrated Framework issued
by the Committee of Sponsoring Crganizations of the Treadway
Commission and our report dated February 26, 2008 expresses an
ungualified opinion on the Company’s internal control over financial
reporting.

s/ Deloitte & Touche LLP

Richmond, Virginia
February 26, 2008
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Consolidated Statements of Income

Year Ended Decamber 31, 2007 2006 2005
{millions, except per ahare amounts}

SO LR vUSeTe- 86,297 $17,809

'Gam on sale of U.S. non- Appalad’nan E&P busmess

i 'Depreciation depletion. arid amortization - M.B5F UL

Oiher laxes 568
""""" *: Yotal operating expenses - B 16,107 12,979 i
Inco me from operatlons 3,318
Other hcome - o SR & IR

lnteres! and relaled ﬁparges
‘intérest expenge’: :
Interest expense—j nior subordmaied notes payabfe
' Subsidiary preferred dividends: "

Total interest and related charges

lnmme from continuing, operahons before income tax expense, minority interest, axtraordmary |lern and ‘
- pymuilative effact of change in"acéounting principle : L

Income tax expense

Minotity interest . : C o

Income from continuing operahons before extraordmary ttem and cumuiative effect of mang.e m
accounting principle

Income (ioss) fmn] 41'11134‘:t)nﬁru,:e<1 oparatrons

Extraordmary itern 5

Cumulafivé effect of change in accotinting principle™

Netincome

Earmngs Per Common %aramﬁam?ﬂ", i ) :

Income from continuing operations before exir'aardmary item and cumulatlve effect o! change in
accounting principle

Income. {loss) from’ discontinued operations

CiBBR Y
: 124

Eamings Per Comman. Shal'émniiuted ad B =

T 305 5 196 § 150

Net income — '«!‘ . .
Divid&nds_ﬁéid:péﬂébmrﬁdﬁshare-~fQ«'z‘i‘i Y 2 e I T e S T IR S TR

(1) In 2007, we incurved $242 million of expenses associared with the complation of e dibt tender offer, B234 million of which is included in Interest expense.
(2) Includes 373 millton, 3164 srillion and §106 million incurred with affiliated trusts in 2007, 2006 and 2005, respectively.

{3) Ner of income tax expense (benefit) af $115 million, ($107) million and §13 million in 2007, 2006 and 20035, respectively. The 2007 expense includes 376 million and 836 miilion for U3,
Jederal and Caradian taxes, respecilvely, related 1o the gain on the sole af the Canggliom E&P operations,

(4} Net of income terc benefit of 510! million in 2007,
(3) Nei of income iax beneflt of 34 miiflon in 2005,

(6) All per share amonnts have been adiusted to reflect a two-far-one stock splis distributed in November 2007,

Theaccompanying notes are an integral part of our Consolidated Financial Statemenis. |

Source: DOMINION RESQURCES |, 10-K, February 28, 2008
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Consolidated Balance Sheets

At December 31,

2007

2006

{millicns)
ASSETS .
Current Asseats

-'Cash and cash aquivalents -

Customer receivables (less allowance for doubrful accuunts of $3? and §26) : ]

- -Other receivables (less allowance for doubtful accounts 6f $10 and $13)
. ]dentorles

CHEY Materials and supplies
_ Fossil fuel

o Dl rivative assets

" Assets held for sale
Prepayments

“Others -

Total current assets

investments ..
Nuclear deoommmsnomng trust funds
. Other’

Total |nvestmenis

Property, Plant and Equipmeant’
Property, plant and equipment i
" Accumulated depraciation, deplation and amortization .

Total property, plant and eqmpment net

Deferred Charges and Other Assefs .
 Goodwill
:** Pension and other postretirement benchit assets
Derivative assets
- Intangible assets
. Regulatory assets

Other. . C & Ty T R <k R D
Total deferred c:harges and othef assets 7,235 T 964
~ Total assels e $39923 : $ 49,269
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Al Decamber 31, 2007 2006
[millions)

LiABIETIES -~ AND SHAREHOLDERS” Equity .17
Currant Liabilities )
.- Securities dué. within one year: <
_Short-larm debt
. ‘Accotints payabla - : S
Accrued interest, payroll and taxes
- Derivative liabilities: . i
Liabilities held for sale

C-Others: B TR L S ST TR A IS
Tolal current Ilabllltles
Long-Term Dabt =- 5 b wr oo g Lo S

Long-term debt

AfFllates o
GOther T ARG M b s e
Total Iongterm debt

Deferred Credits and Qther Liabilities o

_ Deferred income taxes and mveslment tax cradlts

i, Assat retirement ohligations - - ; Sl
Derivativa liabilities

.1 Regulatory liabilities.: "~ - =
O‘Lhar
==== - Tatal deferred credits and aother liabilities -

Total liabilities
Commitments and Contingencies {see Note 24).

Minority Interest il 23 23
Subsldiary Proferred Stock Not Subject To Mandatory Redemption Y 7 - T

Comman Shareholders’ %ﬁmw
- Common stock—na par
. Dther paid-in capital

“ Retained éamings <~ (1070 il e T T L S, e NPL T s ‘ AR, BE0
Accumulated other eomprehenswe Ioss (425}
Total cornmon sharsholders’ equity” .- L e N AN 12,913,
Total liabilities and shareholders’ aquity $39,123 $49,269
(1) ! billion shares authorized: 377 million shares and 698 million shares oulstanding at December 34, 2007 and December 31, 2006, respectively.
The accampanying nates are an integral part of our Consolidared Financial Stetements.
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Consolidated Statements of Common Shareholders’ Equity and Comprehensive Income

—Gommon Stack
Shares

Amaunl

Accumulated

Other Dther

Paid-ln  Retained  Comprehensive
Capilal  Eamings Income (Loss) Tatal

(mitlions)

Balance at December 31, 2004

11$10.888 '

(B2 E 442§ 5T IG0E) BT ,426

Comprehenswe ncome:
;. Netincome
Net deferred Gerivative lo'sses—hedgng activities, net of $1 848 tax
"3 Unrealizad gains on investment securities, net of §18%ax
Minimum pension liability adjustment, net of $3 lax
' Foreign currency transiation adjustments i
Amounts reclassified to net income:
o Net realized gains on investment securities, net of $8 tax.
Net derivative losses—hadging activities, net of $723 tax
Foreign curmency tranglation adjustments )

1,033, PRUTRURIE L AU SRR,

Total comprehensive income
Issuance of stock—amployes and diract stock purchase plans

Slock awards and stock options exercised (nel of change n unearnéd compensamn) »

Issuance of stock—forward equily bransaction

Slock repurchase and retirement

Cash settlement-—forward equity transaction . _

Tax bensfit from stock awards and stock ophons &xercased
Dividends and other adjustments:

12
10

BEUS

363
319
(276)

n
2 U2y

Balance at Decembar 31, 2005

595

11,286

128 1,550

Comprehensive Income:

 Net income

- Net deferred devivalive gains—hedging activities, net of $625 tax
Changes in unrealized gains on invesiment securities, net of $33 tax

"2 Minimum pension llability agjustment, net of $7 tax

Foreign currency translation adjuslments

_ -Amounts reclassifiad lo net income: -

Net realized gains on investment secumles net of $B fax

Net derivative bsses—-hetw net of $724 tax

Total comprehansive income
Adjustment to initially apply SFAS No. 158, net of $239 tax
1ssuance of siock— employee and direct stock purchase plans
Slack awards and stock options exercised {net of change in unaarnad compensation)
Iasuance of stock—forward equity Iransaction
Stock repurchase and retirement =7 - v
Tax benefit from stock awards and stock nptlons axarclsed
Dividends and other adjustments >

95

-7 -

330

1380

CABAD) e

Balance at Decermnber 31, 2006

Comprehensive Incoma: - -
Nat income

11! Net deferred derivative losses—tiedging aclivities, net of §1406x - .0 7 -

Changes in unrealized gains on invesiment securilies, net of $75 tax
C. Changas in net unmwgnlzed pension and other postrehrement beneﬁl costs,
cnelof$80%Ex - :
v Amounts reclassified 16 net income:
- Net realized josses on investiment securities, net of §4 tax
Nat derivative lossas—hadging activities, net of $376 tax
i+; Net pengion and other postretirernent benefit costs, net of $10 tax

Racognition of foreign turrency h'anslatic.n gains upan sale of foreign subs:dlary

11,250

Csn (s

+. Total comprehensive income
S\ock awards and stock options axerelsed (net of cha'nge in unearned compensamn)
Stock repurchase and retiement’ . -1 ) )
Tax benefil from stock awards and slmk opllons exerclsed
Adoption of FIN 48 - .
Dividends and olher adjuslments

. B "<: PR
e o

P
5788y, o il

PRI I RN L R X

Balance at December 31, 2007 . . - RN

7§ 8733

$ 175 -

The accompanying notes are an integral part of our Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

Year Ended December 31,

il

2007 2008 200

lons)

Net income o o .
BAdjustments to reconcile net income 10 nat cash from operating activities: -
. Gain on sale af non- Appalachlan E&P business

~ Charges associated with early reftirament of debt
% Extraordinary item, net of income taxes :

Charges related to the termination of voiumetric produchnn payment agreements

Dominion Capitel, inc. impalrment losses

Charges related to planned sale of gas dlstnbdiuon subsmllanss
. Net reglized and unrealized deérivalive (gains) Insses

Depreciation, depletion and amaortization

" Deférrad income taxes and invesiment tax cradits, nat | .
Gain an sale of armsslons aliowances held for consumptlorl

- Other adjustments -

. Changes in:

1 Accounts Teceivable
Inventorigs

" Dieferred fuel and purchased gas costs, net - .~

Accounﬁ payable

: Deferred revanue

111", Margiry depostt assets and lishiflties

Othsr operating assets and liabifities

Net cash provided by (used-in] operating aciivilies - -

T 4005 - 2.6

lnvesllng Activities

£ Plant constiuction 8nd other property: additions.
Additions to gas and oil properties, including aoqumhons

" Proceads from salés of gas and oil properties «.
Proceads from sale of merchant generation acilifies
- - Procesds from sale of non-Appalachian E&P business

- Prceeds from sales of securities 3nd loan receivable colléctions and payoffs
Purchasas of securties and ioan receivable originationa

*:: Procaeds from sale of emissions llowances hald for consumpiion

Proceeds from saie or d\spnsat of o1her assets and mveslmenb

Acquisition of businesses

C Other!!

COLBHZATTY Lu(1,998) L - (1,683)

{1,795]  (2057) (1675
SRR R SRR
335

BEE 12 S HNEEE
1}255‘ §

Nel cagh provlded by (used m) mvestmg actwmes

Elnancing Activities...", .

L Issuance of IGng-térm debl i
Repayment of long-term debt |nclud|ng redempﬂnn premlums

Issuance {repayment) of shurl-lerm debt

"- Repayment of affiliatad notes payable -

. Repurchiase of comwnon stock |
) Cummun dlwdend paymems

Issuance of common stock

net

JiEEE
1!] 192

(575:“ O )

Nel cash provrded by (used in} ﬁnancmg hss

Increasze {decrease) in cash and cash equivatents
Cagh and cash equivalents at beginning of year

Cash and cash squivslents at end of yearl')

Sup

Cashipald during thé: yaarfor; i ; T -
Interest and related Charges xciudmg capltanzad arnoUnts

plemental Cash Flow Information:

_Incoma tenes :

Sagnrﬁ-nl noncash mvestmg and fi nancmg actwrues

.- Accrued capial expenditures’ ::

A.ssumpuon of debt related to aoqunstﬂons of nonutlllty generatmg faclhhes

_Dominion Capital, Inc. éxchange of notes

(1} 2007 and 2006 amounts inchude 34 million of cash classified as held for sale in the Consolldated Balance Sheets.

The accompanying nates are an integral part of our Consolidated Financial Statemenis.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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Notes to Consolidated Financial Statements

NoTE 1. NATURE OF OOPERATIONS

Dominion Resources, Ine. (Dominion), headquartered in Richmond,
Virginia, is one of the nation’s largest producers and transporters of
energy. On June 30, 2007, we merged our wholly-owned subsidiary,
Consolidated Natural Gas Company [CNG), with our holding compaay,
Dominion. As a result of the merger, all of CNG’s subsidiarics became
direct subsidiaries of Dominion.

We completed the sale of our non-Appalachian natural gas and oil
exploration and production (E&P) operations during the third quarter of
2007. We chose to retain our Appalachian assets due to their strategic fit
with our natural gas transmission and storage assets, These transactions are
discussed in Note 6.

Following the sales of our non-Appalachian E&P operations, our
principal subsidiarics are Virginia Electric and Power Company (Virginia
Power), Dominion Energy, Inc. (DEI), Dominion Transmission, Inc. (DTI),
Virginia Power Energy Marketing, Inc. (VPEM), Dominion Exploration
and Production, Inc. (DEPY) and The East Chio Gas Company (Dominion
East Ohio).

Virginia Power is a regulated public utility that generates, transmits and
distributes electricity for sale in Virginia and northeastern North Carolina.
As of December 3£, 2007, Virginia Power served approximately
2.4 million retail customer accounts, including governmental agencies, as
well as, wholesale customers such as rural electric cooperatives and
raunicipalities. Virginia Power is a member of PIM Interconnection, LLC
{PJM), a regional transmission arganization (RTQY), and its elsctric
transmission facilities are integrated into the PJIM wholesale electricity
markets,

DEI is involved in merchant generation, energy marketing and price risk
management activities and natural gas exploration and production in the
Appalachian basin of the United States (U.S.).

DTI operates a regulated interstate natural gas transmission pipeline and
underground storage system in the Northeast, mid-Atlantic and Midwest
states and iz engaged in the production, gathering and extraction of natural
gas in the Appalachian basin.

VPEM provides fuel, gas supply management and price risk
management services to other Dominion affiliates and engages in energy
trading activities.

DEPI explotes for, develops and produces gas and oil in the Appalachian
basin of the U.S.

As of December 31, 2007, our regulated gas distribution subsidiaties,
Dominion East Ohio, Peoples Natural Gas Company (Peoples) and Hope
Gas, [nc. (Hope), served approximately 1.7 million residential, commercial
and industrial gas sales and transporiation customer agcounts in Ohio,
Pennsylvania and West Virginia, Of these cusiomers, approximately
500,000 are served by Peoples ané Hope, which are held for sale as
discussed in Note 6. We alsa operate a liquefied natural gas (LNG) import
and storage facility in Maryland, Our producer services operations involve
the aggregation of natural gas supply and related wholesale activities. We
also have nonregulated retail energy marketing operations that inglude the
marketing of gas, electricity and related products and services to residential
and small commercial customers. As of December 31, 2007, our retail
energy marketing operations served approximately 1.6 million residential
and commercial customer aceommts in the Northeast, mid-Atlantic and
Midwest regions of the .S,

‘We have substantialty exited the core operating businesses of Dominion
Capital, Inc. (DCI) whose primary business was financial services,
including loan administration, commercial lending and residential
mortgage lending. Refer to Note 28 for informaticn on a third-party
collateralized debt obligation (CDO) entity that we consolidate,

Prior to a fourth quarter 2007 segment realignment, we managed our
daily operations through four primary operating segments: Dominion
Delivery, Dominion Energy, Dominion Generation and Dominion E&P.
During the fourth quarter of 2007, we realigned our business utits to
reflect our strategic refocusing and began managing our daily operations
through three primary operating segments: Dominion Virginia Power
{DVP), Dominion Generation and Dominion Energy. [n addition, we also
report a Corporate and Other segment that includes our corporate, service
company and other functions and the net impact of cerlain operations
disposed of or to be disposed of, which are discussed in Note 6. Our assets
remain wholly owned by us and our legal subsidiaries.

The terms “Dominion,” “Company,” “we,” “our” and “us™ are used
throughout this report and, depending on the context of their use, may
represent any of the following: the legal entity, Dominion Resources, Inc.,
one or more of Dominion Resources, Ine.’s consolidated subsidiaries or

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




operating segments, or the entirety of Dominion Resources, Inc. and its
consolidated subsidiarigs.

NoTE 2. SIGNIFICANT ACCOUNTING POLICIES

General

We make certain estimates and assumptions in preparing our Consolidated
Financial Statements in accordance with accounting principles generally
accepled in the United States of America (GAAP), These estimates and
assurnptions affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities at the date of the financial
statemetits and the reported amounts of revenues and expenses for the
perinds presented. Actual results may differ from those estimates.

Our Consolidated Financial Statements include, after eliminating
intercompany transactions and balances, the accounts of Dominion and our
majority-owned subsidiaries, and those variable interest entities (VIEs)
where Dominion has been determined to be the primary beneficiary.

Certain amoumts in the 2006 and 2005 Consolidated Financial
Statements and footnotes have been recast to conform to the 2007
presentation.

Reapplication of SFAS No. 71
In March 1999, we discontinued the application of Stateraent of Financial
Accounting Standards (SFAS) No. 71, dccounting for the Effects of
Certain Types of Reguiation (SFAS No, 71), to the majority of our utility
generation aperations upon the enactment of deregulation legislation in
Virginia. Our electric utility transmission and distribution operations
continued to apply the provisions of SFAS No. 71 since they remained
subject to cost-of-service rate regulation.

In April 2007, the Virginia General Assembly passed legislation that
returned the Virginia jurisdiction of our utility gen-
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eration operations to cosi-of-service rate regulation. As a result, we
reapplied the provisions of SFAS No. 71 to those operations on Aprit 4,
2007, the date the legislation was enacted. In connection with the
reapplication of SFAS No. 71 to these operations, we prospectively
changed certain of our accounting palicies to those used by cost-of-service
rate-regulated entities. Other than the extraordinary item discussed here,
the overall impact of these changes was not material to our results of
operations or financial condition in 2007. These policy changes are
discussed further in Oerivative Insiruments, investment Securities,
Praperty, Plart and Equipment and Asset Retirement Obligations.

EXTRAORDINARY ITEM

The reapplication of SFAS No, 71 to the Virginia jurisdiction of our utility
generation operations resulted in a $259 million ($158 million after tax)
extraordinary charge and the reclassificarion of $195 million ($119 million
after tax) of unrealized gains from aecumulated other comprehensive
income (AQCI), related to nuclear decommissioning trust funds. This
cstablished a $454 million long-term regulatory liability for amounts
previously collected from Virginia jurisdictional customers and placed in
external trusts {including income, losses and changes in fair value therzon)
for the future decommissioning of our utility nuclear generation stations, in
excess of amounts recorded pursuant 1o SFAS No. 143, Accounting for
Asset Retivement Obligations (SFAS No. 143).

PensiON  AND OTHER POSTRETIREMENT BENEFITS

Upon reapplication of SFAS No. 71 to the Virginia jurisdiction of our
utility generation operations, we reclassified $110 million ($67 miltion
after tax) of pension and other postretirement benefit costs attributable to
those operations previously recorded in AQCI 1o a regulatory asset. These
costs represent net utrecognized actuarial (gains) losses, unrecognized
prior service cost {credit) and unrecognized transition obligation remaining
from our initial adopion of SFAS Mo, 106, Emplovers ' Accounting for
Posrretirement Benefits Other Than Pensions (SFAS No. 106), that will be
recagnized as a component of firture net periodic benefit cost and are
expected to be recovered through future rates.

Dperating Revenue
Operating revenue is recorded on the basis of services rendered,
commodities delivered or contracts settled and includes amounts yet to be
billed to customers. Our customer receivables at December 31, 2007 and
2006 included $305 million and $267 million, respectively, of accrued
unbilled revenue based on estimated amounts of electricity or natural gas
delivered but not yet billed to our utility customers. We estimate unbilled
utility revenue based on historical usage, applicable customer rates,
weather factors and, for electric customers, total daily elegtric generation
supplied after adjusting for estimated losses of energy during transmission.
The primary types of sales and service activitics reported as operating
revenue are as follows:

+ Regulated electric sales consist primarily of state-regulated retail
gleciric sales, and fedsrally-regulated wholesale eleciric sales and
electric transmission services;

+ Nonreguiated electric sales consist primarily of sales of electricity from
merchant generation facilities at market-based

tates, sales of electricity to residential and commet¢ial customers at
contracted fixed prices and market-based rates, and electric trading
revenue,

+ Regulated gas sales consist primarily of state-regulated retail natural
gas sales and related distribution services;

« Nonregulated gas sales consist primarily of sales of natural gas
production at market-based rates and contracted fixed prices, sales of
gas purchased from third parties, gas trading and marketing revenve,
and sales activity related to agreements used to facilitate the marketing
of gas production and gas transportation (buy/sell arrangements)
described in Note 3. Revenue from sales of gas production is recognized
based on ectual velumes of pas sold to purchasers and is reported net of
royalties. Sales require delivery of the product 1o the purchaser, passage
of title and probability of collection of purchaser amounts ewed.
Revenue from sales of gas production includes the sale of Company
produced gas and the recogition of revenue previously deferred in
cornection with the volumetric production payment (VPP) transactions
described in Note 13, We use the sales method of accounting for gas
imbalances related to gas production. An imbalance is created when

Source: DOMINION RESQURCES |, 10-K, February 28, 2008




Company volumes of gas sold pertaining to a property do not equate to
the volumes to which we are entitled based on our interest in the
property. A liability is recognized when our excess sales over entitied
valumes exceeds our net remaining property reserves,

+ Other anargy-related cammaodity saies consist primarily of sales of oil
production and condensate, coal, emissions allowances held for resale
and extracted products and sales activity related to agreements used to
failitate the marketing of 0il production (buy/sell arrangements)
described in Note 3;

= Bas transportation and storaga consists primarily of regulated sales of
pathering, transmission, distribution and storage services. Also included
are regulated gas distribution charges to retail distribution service
customers opting for alternate suppliers; and

» Other revenue congsists primarily of miscellanecus service revenue from
electric and gas distribution operations, gas and oil processing and
handling revenue, revenues from DCI operations and business
interruption insurance revenue associated with delayed gas and oil
production caused by hurricanes.

Etectric Fuel, Purchased Energy and Purchased Gas—Deferred
Costs

Where permitted by regulatory authorities, the differences between actual
electric fuel, purchased energy and purchased gas expenses and the related
levels of recovery for these expenses in current rates are deferred and
malched against recoveries in future periods. The deferral of costs in
excess of current period fuel rate recovery is recognized as a regulatory
asset, while rate recovery in excess of current period fiel expenses is
recognized as a regulatory Hability,

For electric fuel and purchased energy expenses, sffective January 1,
2004, the fuel factor provisions for our Virginia retail cuslomers were
locked in until Suly 1, 2007. Effective July 1, 2007, the fuel factor was
adjusted as discussed under Virginia Fuel Expenses in Note 24.
Approximately 83% of the cost of fuel used in electric generation and
energy purchases used to serve utility customers is currensly subject to
deferral accounting,
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Notes to Consolidated Financial Statements, Continued

Income Taxes

We file a consolidated federal income tax return for Dominion and its
subsidiaries. In addition, where applicable, we file combined income tax
returns for Dominion and its subsidiaries in various states; otherwise, we
file separate state income tax returns for our subsidiaries, We also filed
federal and provincial income tax retums for certain former subsidiaries in
Canada.

SFAS No. 109, Accounting for Income Taxes (SFAS No. 109), requires
an asset and liability approach to accounting for income taxes. Deferred
income tax assets and liabilities are provided, representing future effects on
income taxes for temporary differences berween the bases of assets and
liabilities for financial reporting and tax purposes. Where permitted by
regulatory authorities, the treatment of temporary differences may differ
from the requirements of SFAS Ne. 109. Accordingly, a regulatory asset is
recognized if it is probable that future revenues will be provided for the
payment of deferred tax liabilities. We establish a valuation allowance
when it is more likely than not that all, ¢r a portion, of a deferred tax asset
will not be realized.

Effective January 1, 2007, we adopted FASB Interpretation No. 43,
Accounting for Uncertainty in Income Taxes (FIN 48). In cur financial
statements, we recagnize positions taken, or expected to be taken, in
income tax returns that are more-likely-than-not to be realized, assuming
that the position will be examined by tax authotities with full knowledge of
all relevant information.

If we conclude that it is more-likely-than-not that a tax position, or some
portion thereof, will not be sustmined, the related tax benefits are not
recognized in the financial statements. For the majority of our
unrecognized tax benefits, the ultimate deductibility is highly certain, but
there is uncertainty about the timing of such deductibility. Unrecognized
tax benefits also include amounts for which uncertainty exisis as to
whether such amounts are deductible as ordinary deductions ot capital
losses. Unrecognized tax benefits may result in an increase in income taxes
payable, a reduction of an income tax refund receivable, an increase in
deferrad tax liabilities, or a decrease in deferred fax assets. Also, when
uncertainty about the deductibility of an amount is limited to the timing of
such deductibility, the increase in taxes payable (or reduction in tax refund
raceivable) is accompanied by a decrease in deferred tax liabilities.
Noncurrent income taxes payable related to unrecognized iax henefits are
classified in other deferred credits and other liabilities; current payables are
included in acorued interest, payroll and taxes, except when such amoutits
are presented net with amounts receivable from or amounts prepaid to tax
authorities in prepayments.

Prior to the adopticn of FIN 48, we established liabilities for tax-related
contingencies when the incurrence of the liability was determined to be
probable and the amount could be reasonably estimated in accordance with
SFAS No. 5, dccounting Jor Comtingencies, and subsequently reviewed
them in light of changing facts and circumstanees.

We recognize changes in estimated interest payable on net
underpayments and overpayments of income taxes in interest expense and
estimated penalties that may result from the settlemenl of some uncertain
tax positions in other inceme. In our Consolidated Statements of Income
for 2007, 2006 and 2003, we recognized a $19 million reduction in interest
expense and no penalties, $2 million of interest expense and no penaltics
and a 39

million reduction in interest expense and no penalties, respectively. At
December 31, 2007 and 2006, respectively, we had accrued $9 million and
£10 million for the payment of interest and penalties.

Deferred invesiment tax credits are amortized over the service lives of
the properties giving rise to the credits.

Stock-based Compensation
Effective January 1, 2006, we measure and recognize compensation
expense in accordance with SFAS No. 123 (revised 2004), Share-Based
Payment {(SFAS No. 123R), which reruires that compensation expense
relating to share-hased payment transactions be recognized in the financial
staternemts based on the fair value of the equity or liability instruments
issued. We adopted SFAS No. 123R using the modified prospective
application transition method. Under this transition method, compensation
¢ost is recognized (a) based on the requirements of SFAS No. 123R for all
share-based awards granted subsequent to January 1, 2006 and (b) based on
the original provisions of SFAS No. 123, Accounting for Stock-Based
Compensation, for all awards granted prior to January 1, 2006, but not
vested as of that date,

Prior o January 1, 2006, we accommted for our stock-based compensation
plans under the measurement and recogmition provisions of Accounting
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Principles Board (APB) Opinion No. 25, Accounting for Stock Issued 1o
Employees, and related interpretations, Under this method, stock option
awards generally did not result in compensation ¢xpense, since their
exercise price was Lypically equal to the market price of our common stock
on the date of grant. Accordingly, stock-based compensation expense was
included as a pro forma disclosure in the footnotes to our financial
statements.

The following table illustrates the pro forma effect on net income and
earnings per share (EPS), if we had applied the fair value recognition
provisions of SFAS No. 123 to stock-based employee compensation:

Year Ended December 31, 2005
{miklions, except per share amounts) )
Nat income—as reported:: i © - $1,038
Add: aclual steck-based compensali 16
Deduct: pro forma stock-based

Net income—pro ferma
Basic EPS—as reparted. i:|
Basic EPS—pro forma
Diluted EPS—a3 reported- ¢
Dilutedd EP5—pwo forma

(1} Aetual stock-based compensation expense primarily velates to vestricted siock.

Prior to the adaption of SFAS No. 123R, we presented the benefits of tax
deductions resulting from the exercise of stock-based compensation as an
operating cash flow in our Consolidated Statements of Cash Flows. SFAS
No. 123R requires the benefits of tax deductions in excess of the
compensation cost recognized for stock-based compensation {excess lax
benefits) to be classified as a financing cash flow. In accordance with
FASR Staff Position No. FAS 1 23(R)-3, Transition Electlon Relared 1o
Accouniing for the Tax Effects of Share-Based Payment Awards, we have
elected to use the simplified method to determine the impace
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of employee stock option awards that were fully vested and outstanding
upon the adoption of SFAS No. 123R. During the years ended

T December 31, 2007 and 2006, we realized $46 million and 38 millien,

respectively, of excess tax benefits from the vesting of resincted siock

awards and exercise of employee stock options. Such amounts are reported

as a financing cash flow.

Restricted stock awards granied prior to January L, 2006 contain terms

that accelerate vesting upon retirement. Qur previous practice was to

: recognize compensation cost for these awards over the stated vesting term

' unless vesting was actually accelerated by retirement. Following our
adoption of SFAS No. 123R, we continue to recognize compensation cost
over the stated vesting term for existing restricted stock awards, but we are
now required to recognize compensation cost over the shorter of: (1) the
stated vesting term or (2} the period from the date of grant to the dats of
retirement eligibility for newly issued or modified restricted stock awards
with similar terms. In the years ended December 31, 2007 and 2006, we
recognized approximately $3 million and $5 million, respectively, of
compensation cost related to awards previously granted to retirement
eligible employees. Al December 31, 2007, unrecognized compensation
cost for these restricted stock awards held by retirement eligible employees
totaled approximately $1 million.

Cash and Cash Equivalents

Current banking arrangements generally do not require checks to be funded
until they are presented for payment. At December 31, 2007 and 2006,
accounts payabte included $93 million and $125 million, respectively, of
checks outstanding but not yet presented for payment. For purposes of our
Consolidaled Statements of Cash Flows, we consider cash and cash
equivalents to include cash ou hand, cash in banks and temporary
investments purchased with an original maturity of three months or less.

Inventories

Inventory is carried at the lower of cost or market (LOCOM). Materials
and supplies and fossil fuel inventories are valued primarily using the
weighted-average cost method. Stared pas inventory used in local gas
distribution operations is valued using the last-in-first-out (LIFQ) method.
Under the LIFO method, those inventories were valued at $8 million at
December 31, 2007 and 2006. Based on the average price of gas purchased
during 2007, the cost of replacing the current portion of stared gas
ieventory exceeded the amount stated on a LIFO basis by approximately
$152 million. Stored gas inventory held by certain nonregulated gas
operations is valued using the weighted-average cost method.

Gas Imbaiances

Natural gas imbalances occur when the physical amount of natural gas
delivered from or received by a pipeline system or storage facility differs
from the contreciual amount of natural gas delivered or received. We value
these imbalances due to, or from, shippers and opetators at an appropriate
index price at period end, subject to the terms of our tariff for regulated
entities. Imbalances are primarily settled in-kind. Imbalances due to ug
from other parties arc reported in other current assets and imbalances that
we owe to other parties are reported in other current labilities in our
Consolidated Balance Sheets.

Derivafive lnstruments

We use derivative instruments such as futures, swaps, forwards, options
and FTRs to manage the commodity, currency exchange and financial
market risks of our business operations.

SFAS Na. 133, Accounting for Derivative Instruments and Hedging
Activities, requires all derivatives, except those for which an exception
applies, to be reperted in our Consolidaied Balance Sheets at fair value.
Derivative contracts representing unrealized gain positioons and purchased
options are reported as derivative assets. Derivative contracts representing
unrealized losses and options sold are reported as derivative liabilities. One
of the exceptions 1o fair value accounting—normal purchases and normal
sales—may be elected when the contract satisfies certain criteria, including
a requiretnent that physical delivery of the underlying commodity is
probable, Expenses and revenues resulting from deliveries under normal
purchase contracts and normal sales contracts, respactively, are included in
carnings at tlie time of contract performance.

As part of our overall strategy to market energy and manage related
risks, we manage a portfolio of commadity-based derivative imstruments
held for trading purposes. We use established policies and procedures to
manage the risks associated with price fluctuations in these energy
commodities and use various derivative instruments to reduce risk by
ereating offsetting market positions,
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We also hold certain derivative instrumicnts that are not held for trading
purposes and are not designated as hedges for accounting purposes.
However, (o the extent we do not hold offsetting positions for such
derivatives, we believe these instruments represent economic hedges that
mitigate our exposure to fluctuations in commodity prices, interest rates
and foreign exchange rates.

Statement of Income Presentation:

» Derivatives Held for Trading Purpeses: All changes in fair value,
including amounts realized upon settleément, are presented in revenue on
a net basis as nonregulated electric sales, nonregulated gas sales or other
energy-related commodity sales.

Finaaecially-Secttled Derivatives—Not Held for Trading Purposes
and Not Designated as Hedging lnstruments: All unrealized changes
in fair value and scitlements are presented in other operaticus and
maintenance expense on a net basis.

* Physically-Settled Derivatives—Not Held for Trading Purposes and
Not Designated a3 Hedging Instruments: All unrealized changes in
fair value and settlements for physical derivative sales contracts are
presented in revenues, while all unrealized changes in fair value and
settlements for physical derivative purchase contracts are presented in
€xpenses.

We recognize revenue or expense from all non-derivative energy-related
contracts on a gross basis at the time of contract performance, settlement pr
termination.

Following the reapplication of SFAS No. 71 to the Virginia jurisdiction
of our utility generation operations, for jurisdictions subject to cost-based
regulation, changes in the fair value of these derivative instrumeats result
in the recognition of regulatory assets or regulatory liabilities, Realized
gains or losses on the derivative instruments are generally recognized when
the related transactions impact eamings.

Source: DOMINION RESQURCES |, 10-K, February 28, 2008
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Notes to Consolidated Financial Statements, Continued

DERIVATIVE INSTRUMENTS DESIGNATED 45 HEDGING
INSTRUMENTS

We designate a substantial portion of our derivative instruments as either
cash flow or fair value hedges for accounting purposes. For all derivatives
designated as hedges, we formally document the relationship berween the
hedging instrument and the hedged item, as well as the risk management
objective and the strategy for using the hedging inshrument. We assess
whether the hedging relationship hetween the derivative and the hedged
item is highly effective at offsetting changes in cash Alows or fair values
both a1 the inception of the hedging relationship and on an cngoing basis.
Any change in the fair value of the derivative that is not effective at
offsetting changes in the cash flows or fair values of the hedged item is
recogmized currently in earnings, Also, we may elect to exclude certain
gains or losses on hedging instruments from the measurement of hedge
effectiveness, such as gains or losses attributable to changes in the time
value of options or changes in the difference between spot prices and
forward prices, thus requiring that such changes be recorded curcently in
eamings. We discontinue hedge accounting prospectively for derivatives
that cease to be highly effective hedges.

Cash Flow Hedges—A significant portion of our hedge sirategies
represents cash flow hedges of the variable price risk associated with the
purchase and sale of electricity, natural gas and other energy-related
products. We also use foreign currency forward contracts to hedge the
variahility in foreign exchange rates and interest rate swaps to hedge our
expasure to variable interest rates on long-term debt. For transactions in
which we are hedging the variability of cash Nlows, changes in the fair
value of the derivative are reported in AOCI, to the extent they are
effective at offsetting changes in the hedged item, until earnings are
affected by the hedged item, Following the reapplication of SFAS No. 71,
to the Virginia jurisdiction of our utility generation operations, for
jurisdictions subject to cost-based regulation, changes in the fair value of
these derivative instruments vesult in the recognition of regulatory assets or
regulatory liabilities. Realized gains or losses on the derivative instruments
subject to regulatory accounting are generally recognized when the related
transactions impact eamings. For cash flow hedge transactions, we
discontinue hedge accounting if the occurrence of the forecasted
transaction is determined to be no longer probable. We reclassify any
derivative gains or losses teported in AOCI to eamings when the
forecasted item is inchuded in eamings, if it should occur, or earlier, if it
becomes probable ihat the forecasted transaction will not occur.

Fair Vatue Hedges—We also use fair value hedges to mitigate the fixed
price exposure inherent in certain firm commodity commitments and
natural gas inventory. In addition, we have designated interesi rate swaps
a4 fair value hedges on certain fixed-rate long-term debt to manage our
interest rate exposure. For fair value hedge transactions, changes in the fair
value of the derivative are generally offset currently in eamings by the
recognition of changes in the hedged item’s fair vatue. Following the
reapplication of SFAS No. 71, to the Virginia jurisdiction of our utility
gemeration operations, for jurisdictions subject to cost-based regulation,
changes in the fair value of these derivative instruments result in the
recognition of regulatory assets or regulatory Habilities. Realized gains or
losses on the darivative instruments subject to regulatory accounting are
generally recognized when the related transactions impact earnings. For
fair value .

hedge transactions, we discontinue hedge accounting if the hedged item no
longer qualifies for hedge accounting. We reclassify derivative gaing and
losses from the hedged item to eamings when the hedged item is included
in carnings, or earlier, if the hedged item no longer qualifies for hedge
accounting.

Statement of Income Presentation—GCains and losses on derivatives
designated as hedges, when recognized, are included in operating revenus,
operating expenses or interest and related charges in our Consolidated
Statements of Income. Specific line item classification is determined based
on the nature of the risk underlying individual hedge sirategies. The portion
of gains or losses on hedging instruments determined to be ineffective and
the portion of gains or losses on hedging inseruments excluded from the
measurement of the hedging relationship’s effectiveness, such as gains or
losses attributable to changes in the time value of optious or changes in the
ditference between spot prices and forward prices, are included in other
aperations and maintenance expense,

YaLvaTion METHODS

Fair value is hased on actively-quoted market prices, if available. In the
absence of actively-quoted market prices, we seek indicative price
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information from external sources, including broker quotes and industry
publications. If pricing information from external sources is nol available,
we must estimate prices based on available historical and near-term future
price information and certain statistical methods, including regression
analysis.

For options and contracts with option-like characteristics where pricing
information is not available from external sources, we generally use a
modified Black-Scholes Model that considers time value, the volatility of
the underlying commeodities and other relevant assumptions when
estisnating fair value. We use other option models under special
circumstances, including a Spread Approximation Model, when contracts
include different commaodities or commaodity locations and a Swing Cption
Modet, when contracts allow either the buyer or seller the ability to
exercise within a range of quantities. For coniracts with unique
characteristics, we estimate fair value vsing a disconnted cash flow
approach deemed appropriate in the circumstances and applied consistently
from period to period. If pricing information is not available from external
sources, judgment is required to develop the estimates of fair value. For
individual contracts, the use of different valuyation madels or assumptions
could have a material effect on the contract’s estimated fair value.

Investment Securities

We account for and classify investments in marketable equity and debt
securities inte two categories. Debt and equity securities held in rabbi trusts
associated with certain deferred compensation plans are classified as
trading securities, Trading securities are reporied at fair value with net
realized and unrealized gains and losses included in earnings. All other
debt and equity securities are classified as available-for-sale securities,
which are also reported at fair value. Upon reapplication of SFAS No. 71
in April 2007 for oyr utility generation operations, net realized and
unrealized gains and losses an our utility nuclear decommissioning trusts
are recorded to a regulatory liability for certain jurisdictions, For our
merchant generation nuclear decommissioning trusts, net realized gains
and losses and any other-than-temporary declines in fair
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value are included in other income and unrealized gains are reported as a
component of AOCH, net of tax, We continue to report all other
available-for-sale securitics at fair value with realized gains and losses and
any other-than-temporary declines in fair value included in other income
and unrealized gains and losses reported as a component of AOCL, net of
tax.

We analyze all securities classified as available-for-sale to determine
whether a decline in fair value should be considered other than temporary.
We use several criteria to evaluale other-than-temporary declines,
including the iength of time over which the market value has been lower
than its cost, the percentage of the decline as compared to its cost and the
expected fair value of the security. In additicn, retained interests from
securitizations of financial assets are first evaluated in accordance with
Emerging Issues Task Force (EITF) [ssue No. 99-20, Recognition of
Interest Income and Impairments of Prirchased and Retained Beneficial
Interests in Securitized Financial Assets. If a decling in fair value of any
security is determined to be other than temporary, the security is written
down to its fair value at the end of the reporting period.

Qur method of assessing other-than-temporary declines requires
demonstrating the ability to hold individual securities for a period of time
sufficient to allow for the anticipated recovery in their market value prior
to the consideration of the other criteria mentioned above. Since regulatory
authorities limit our ability to oversee the day-to-day management of our
nuclear decommissioning trust fund investments, we do not have the ability
0 hold individual securities in the trusts, Accordingly, we consider all
securities held by our nuclear decommissioning trusts with marker values
below their cost bases to be ather-than-temporarily impaired.

Praperty, Plant and Equipment

Property, plant and equipment, including additions and replacements is
recorded at original cost, consisting of labor and materials and other direct
and indirect costs such as asset retirement costs, capitalized interest and,
for certain operations subject to cost of service rate regulation, an
allowance for funds vsed during construction (AFUDC), The cost of
repairs and maintenance, including minor additions and replacements, is
charged to expense as it is incurred. In 2007, 2006 and 2005, we
capitalized interest costs and AFUDC of $103 million, $134 million and
%103 million, respectively. Upon reapplication of SFAS No. 71 to the
Virginia jurisdiction of our utility generation operations in April 2(07, we
discontinued capitalizing interest on utility generation-related construction
projects since the Virginia State Corporation Commission (Virginia
Commission) previously allowed for current recovery of conslruction
financing costs.

For property subject to cost-of-service rale regulation, including electric
distribution, electric transmission, utility generation property effective
April 2007, and certain natural gas property, the undepreciated cost of such
praperty, less salvage value, is charged 10 accuomulated depreciation at
retirement. Cost of removal collections from utility customers and
expenditures not representing assct retirement obligations (AROs) are
recorded as regulatory liabilities or regulatory assets.

For property that is not subject to cost-of-service rate regulation,
including nonutility property and utility generation property prior to the
reapplication of SFAS No. 71 to the Virginia

jurisdiction of our utility generation operations in April 2007, cost of
removal not associated with AROs is charged to expense as incurved. We
also recard gains and losses upon retirement based upon the difference
between the proceeds received, if any, and the property’s net book value at
the retirement date.

Depreciation of property, plant and equipment is computed on the
straight-line method based on projected service lives. Our depreciation
rates on utility property, plant and equipment are as follows:

Year Ended Dacamber 31, 2007 2006 2005
{percent)

Gemaration (1) 0 3007 SLNLS L BRe T
Transmission ) 226 228
Distribution’ RNE 321, 328
Storage o : 118 310 3
Gas gathering and processing. ;[0 Ui AR08 206

General and other 432 522 580

(Lifn October 2007, we revised the depreciation rates jor our utility generarion assers 1o
reflect the reswiis of a new depreciation siudy, which incorporates the property. plant
and equipment accounting pelicy chamgres that were made upon the reapplication of
SFAS No. 71, as well as updates to ather assumptions. This change is expected 1o
increase annual depreciation expense by approximately 354 mitlion (833 million
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yffer-tax).

Our nonutility property, plant and equipment, excluding E&P properties,
is depreciated using the straight-line method over the following estimated
useful lives:

Estimaled Useful

Asset Lives
Maerchant genefatoR—muclBar. 1 ;... .0 Lo . o it 2944 yedks
Merchant genergtion—other 6-40 years
Genaral and othe e . . 3-28 veodrs

Nuclear fuel used in electric generation is amortized over its estimated
service life on a units-of-production basis. We report the amortization of
nuclear fuel in electric fuel and energy purchases expense in our
Consolidated Statements of Income and ir depreciation, depletion and
amortization in our Consolidated Statements of Cash Flows.

We follow the full cost method of accounting for gas and oil E&P
activities prescribed by the Securities and Exchange Commission (SEC).
Under the full cost method, all direct costs of property acquisition,
exploration and development activities are capitalized, These capitalized
cosls are subject to a quarterly ceiling test. Under the ceiling test, amounts
capitalized are limited to the present value of estimated fitture net revenugs
to be derived from the anticipated production of proved gas and oil
reserves, discounted at 10 percent, assuming period-end pricing adjusted
for cash flow hedges in place. If net capitalized costs exceed the ceiling test
at the end of any quarlerly perind, then a permanent write-down of the
assets must be recognized in that period. Approximately 6% of our
anticipated production is hedged by qualifying cash flow hedges, for which
hedge-adjusted prices were used to calculate estimated future net revenue.
Whether period-end market prices or hedge-adjusted prices were used for
the portion of production that is hedged, there was no ceiling test
impairment as of December 31, 2007. Future cash flows associated with
settling AROs that have been accrued in our Consolidated Balance Sheets
pursuant to SFAS No, 143, are excluded from our calculations under the
full cost ceiling test.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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Depletion of gas and oil producing properties is computed using the
units-of-production method. Under the full cost method, the depletable
base of costs subject to depletion also includes estimated future costs 10 be
incurred in develaping proved gas and oil reserves, as well as capitalized
assel retirement costs, net of prajected salvage values. The costs of
investments in unproved properties including associated
explaration-reiated costs are initially excluded from the depletable base.
Until the properties are evaluated, & ratable portion of the capitalized costs
is periodically reclassified to the depletable base, determined on a property
by property basis, over terms of underlying leases. Once a property has
been evaluated, any remaining capitalized costs are then transferred to the
depletable base. In addition, gains or losses on the sale or other disposition
of gas and oil properties are not recognized, unless the gain or loss would
significantly alter the relationship between capitalized costs and proved
reserves of natural gas and oil atiributable 1o a country. In 2007, we
recognized gains from the sales of our Canadian and U.8. non-Appalachian
E&P husinesses. See Note 6 to our Consolidated Financial Statements.

Emissions Allowances .

Emissions allowances are issued by the Environmental Protection Agency
(EPA) and permit the holder of the allowance o emit certain gaseous
by-products of fossil fuel combustion, including sulfur dioxide (302} and
nitrogen oxide (NO:). Allowances may be transacted with third parties or
consurned as these emissions are generated. Allowances allocated to or
acquired by our generation operations are held primarily for consumption,
Allowances acquired by our energy marketing operations are held for the
purpose of resale to third parties.

ArLowances HeLp ror ConsuMPTION

Allowances held for consumption are classified as intangible assets in our
Consolidated Balance Sheets. Carrying amounts are based on our cost to
acquire the allowances or, in the case of a business combinalion, on the fair
values assigned to them in our allocation of the purchase price of the
acquired business. Allowances issued directly to us by the EPA are carried
at zero cost.

These allowances are arnortized in the periods the emissions are
generaied, with the amortization reflected in depreciation, depletion and
amortization expense in our Consolidated Statements of Tncome. We repott
purchases and sales of these allowances as investing activities in our
Consolidated Statements of Cash Flows and gains or losses resulting from
sales in other operations and maintenance expense in our Consolidaied
Siatements of Income.

AvLLowances HeLp FOR RESALE

Allowances held for resale are classified ag materials and supplies
inventoty in owr Consolidated Balance Sheets and valued at LOCOM,

These allowances are not consumed and therefore are not subject to
amortization, We report purchases and sales of these allowances as
operating activities in our Consolidated Statements of Cash Flows, Sales of
these allowances are reported in operating revenue and the cost of
allowances sold are reported in other energy-related commodity purchases
expense in our Consolidated Statements of Incame.

Goodwill and Intangible Assets

We evaluate goodwill for impainment annually, as of April 1, after a
portion of goodwill has been allocated to a business to be disposed of and
whenever an event occurs o circumstances change in the interim that
would more likely than not reduce the fair value of a reporting unit below
its carrying amount. Tntangible assets with finite lives are amortized over
their estimated useful lives or as consumed.

Impairment of Long-Lived and lntangibls Assets

We perform an evaluation for impairment whenever events or changes in
circumstances indicate that the carrying amount of long-tived assets or
intangible assets with finite lives may not be recoverable. A long-lived or
intangible asset is written down to fair value if the sum of its expected
future undiscounted cash flows is less than ils carrying amount.

Regulatory Assets and Liabilities

For utility operations subject to federal or state cost-of-service rate
regulation, regulatory practices that assign costs to accounting periods may
differ from accounting methods generally applied by nonregulated
companies. When it is probable that regulators will permil the recovery of
current costs through future rates charged to customers, we defer these
costs as regulatory assets that otherwise would be expensed by
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nonregulated companies. Likewise, we recognize regulatory liabilities
when it is probable that regulators will require customer refunds through
future rates or when revenue is collected from customers for expenditures
that have yet to be incurred. Generally, regulatory assets are amortized inmio
expense and regulatory liabilities are amortized into income over the period
authorized by the regulator.

Asset Retirement Obligations

We recognize ARQs at fair value as incurred or when sufficient
information becomes available to determine a reasonable estimate of the
fair value of future retirement activities to be performed. These amounts
are capitalized as costs of the related tangible long-lived assets. Since
relevant market information is not available, we estimate fair value using
discounted cash flow anatyses, With the reapplication of SFAS No. 71 to
the Virginia jurisdiction of our utility generation operations on April 4,
2007, we now report accretion of the AROs associated with nuclear
decommissioning of our utility nuclear power stations due 1o the passage of
time as an adjustment {0 the related regulatory liability consistent with our
practice for our other cost-of-service rate regulated operations. Previoushy,
we reported such expense in other operations and maintenance expense in
our Consolidated Statements of Income. We report accretion of all other
AROQOs in other operations and maintenance expense m our Consolidated
Statements of Income.

Amaurtization of Debt Issuance Costs

We defer and amortize debt issuance costs and debt premiums or discounts
over the expected lives of the respective debt issues, considering maturity
dates and, if applicable, redemption rights held by others. As permitted by
regulatory authorities, gains or losses resulting from the refinancing of debt
allocable 1o utility operations subjeéct to ¢ost-based rate regulation have
also been deferred and are amortized over the lives of the new issues.
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NoTe 3. NEWLY ADOPTED ACCOUNTING
StanparDs

2007

FIN 48

We adopted the provisions of FIN 48, on January 1, 2007. As a result of
the implementation of FIN 48, we recorded a $58 million charge 1o
beginning retained samings, representing the cumulative effect of the
change in accounting principie.

In May 2007, the FASB issued FASB Staff Position (FSP) No. FIN 48-1,
Defirition of Seitlement in FASB Imerpretation No. 48 (FSP FIN 48-1), to
provide guidance on how to delermine whether a tax position is effectively
settled for the purpose of recognizing previously unrecognized tax benefits.
In light of its delayed issuance, if an enterprise did not implement FIN 48
in a manner consistent with the provisions of FSP FIN 48-1, it was required
to retrospectively apply its provisions to the date of its initial adoption of
FIN 48. In our Quarterly Report on Form 10-Q for the guarter ended
March 31, 2007, we reported that our unrecognized tax benefits totaled
$642 million as of January 1, 2007, In accordance with FSP FIN 48-1, we
reduced our January 1, 2007 balance of unrecognized bencfits to 3625
million to adjust for effectively settled tax positions. For the majority of
our unrecognized tax benefits, the ultimate deductibility is highly certain,
but there is uncertainty about the timing of sich deductibility.

EITF 06-3

Effective January 1, 2007, EITF Issue No, 06-3, How Taxes Collected from
Customers and Remiited to Governmental Authorities Should Be Presented
in the Income Statement {That Is, Gross versus Net Presentation), requires
certain disclosures if an entity collects any tax assessed by a governmental
authority that is both imposed on and concurrent with a specific
revenue-producing transaction between the entity, as a seller, and its
customers. We collect sales, consumption and consumer utilify taxes but
exclude such amounts from revenue,

SFAS 155

Effective January L, 2007, we adopted SFAS No. 155, Accounting for
Certain Hybrid Financial Instruments (SFAS No. 15%), which permits fair
value rerneasurement for any hybrid financial instrument that conizins an
embedded derivative that would otherwise require bifurcation. Our
adoption of SFAS No. 155 had no impact on our results of operations or
financial condition.

2008

SFAS 123R

Effective January 1, 2006, we adopted SFAS No. 123R which requires that
compensation expense relating to share-based payment transactions be
recognized in the financial stalements based on the fair valve of the equity
or liability instruments issned. SFAS No. 123R covers a wide range of
share plans, performance-based awards, share eppreciation rights and
employae share purchase plans. We adopted SFAS No. 123R using the
madified prospective application transition method. Under this transition
method, compensation cest is recogaized (a) based on the

requirements of SFAS No. 123R for all share-based awards granted
subsequent to January 1, 2006 and (b) based on the eriginal provisions of
SFAS No. 123 for all awards granted prior to January 1, 2006, but not
vested as of that date. Accordingly, results for prior periods were not
restated.

SFAS No. 158

Effective December 31, 2006, we adopted SFAS No. 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans
(SFAS No. 158). SFAS No. 158 requires an employer to recognize the
overfunded or underfunded status of its defined benefit pension and other
postretirement benefit plans as an asset or liability, respectively, in its
balance sheet and to recognize changes in the funded status as a component
of other comprehensive income in the year in which the changes ocour.
The funded status is measured as the difference between the fair value of a
plan’s assets and the benefit obligation. In addition, SFAS No. 158 requires
an employer to measure benefit plan assets and obligations that determine
the funded status of a plan as of the end of the employer’s fiscal year,
which we aiready do.

Qur adoption of SFAS Mo. 158 had no impact on our results of
operations or ¢ash flows and it will not affect our operating results or cash
flows in future periods. The following table illustrates the incremental
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effect of adopting the provisions of SFAS No. 158 on our Consolidated
Balance Sheet at December 31, 2006

Prior ko Effect of

adopting Adopting As Reported
SFAS SFAS at December 31,
Ng. 158 No. 158 2008
{millons) _
Aﬁ,’fe‘,s:'i - BT L e 1
Pension and other
postretirement benefit
asgets $ (612) 5 1,246
Refulatory assets: ang. . 135 I - .
{.iabilities:
Ofhe butmeit liabiilies i 2 745
Deferred income laxes and
investmant lax cradits 5,658
Regulatory liabiiities C. Bk
Other deferrad crecdits an
other liabilities 973
Shareholders! Equiby: | EN IR I
ADCI {425)

Upon adoption, we recorded regulatory assets (lisbilities), rather than an
adjustment to AQCI, for previously unrecognized pension and other
postretirement benefit costs (credits) expected to be recovered (refunded)
through future rates by certain of our rate-regulated subsidiaries. The
adjustments to AQCI, regulatory assets and regulatory liabilities at
adoption of SFAS No. 158 represent net actuarial gains (losses), priot
service cost (credit) and transition obligation remaining from our initial
adoption of 3FAS No. 106, all of which were previously not recognized in
aur Consolidated Balance Sheet. The amounts in AQCL regulatory assets
and regulatory lisbilides will be subsequently recognized as a component
of future net periodic benefit cost. Further, actuarial gains and losses thal
arise in subsequent periods and are not recognized as net periodic benefit
cost (credit) in the same periods will be recognized as a component of
ather comprehensive
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income (loss) or regulatory assets or regulatory liabilities as appropriate.
Those amounts will be subsequently recognizad as a component of net
periodic benchit cost (credit) on the same basis as the amounts recognized
in AQCI, regulatory assets and regulatory liabililies at adoption of SFAS
NMo. 158.

EITF 04-13

Priot to the sale of our non-Appalachian E&P business, we entered into
buy/sell and related agreements primarily as a means to reposition our
affshove Gulf of Mexico crude oil production to more liquid onshore
marketing locations and to facilitate gas transportation, In September 2005,
the FASB ratified the EITF’s consensus on Issue No. 04-13, Accounting
Jfor Purchases and Sales of Inventory witk the Same Courterparty (EITF
04-13), which requires buy/sell and related agreements to be presented on a
net basis in our Consolidated Statements of Income if they are entered into
in contemplation of one another. We adopted the provisions of EITF 04-13
on April 1, 2006 for new arrangements and modifications or renewals of
existing arrangements made after that date. As a result, a significant

portion of our activity related to buy/sell arrangements is presented on a net
basis 1o our Consolidated Statements of Income for 2007 and 2006
however, there was no impact on our results of operations or cash flows.
Pursuant to the transition provisions of EITF 04-13, activity related to
buy/sell arrangements that were entered into prior e April 1, 2006 and
have not been modified or renewed after that date continue to be reported
on & gross basis and are included in the activity summarized below:

Year Ended December 31, 2007 2006 2005
{miliions) . .

Saleachvﬂyindudedhupemtngre\renw e 0 56T - 35716 5623
Purchase activity included in operating expensesi!) 72 578 651

{iMncluded in other energy-related commuodity purchases experise and purchuased
2as expense in our Consolidated Stotements of Income.

2005

FIN 47

We adopted FASB Interpretation No. 47, Accownting for Conditional Asset
Retirement Qbligations (FIN 47), on December 31, 2005, FIN 47 clarifies
that an entity is required to recognize a liability for the fair value of a
conditional ARO when the obligation is incuried—gesnerally upon
Acquisition, construction, or development and/or through the normal
operation of the asset, if the fair velue of the liability can be reasonably
estimated. A conditional ARQ is a legal obligation to perform an asset
retirement activity in which the timing and/or method of settlement are
conditional on a future event that may or may not be within the control of
the entity. Uncertainty about the timing and/or method of settlement is
required to be factored into the measurement of the liability when
sufficient information exists. Our adoption of FIN 47 resulted in the
recagnition of an afler-tax charge of $6 million, representing the
cumulative effect of the change in accounting principle.

Presented betow arz our pro forma net income and EPS as if we had
applied the provisions of FIN 47 as of January 1, 2005:

‘l'aar Ended Dacamber 31, 2005

L 51,053
Net mcomeﬁpg'g‘f_qnjnwa . 1,033
Basic EPS—as reporiad . <011 181
Basic EPS—gpro forma 1.52
Diluted EPB—as reparted : : R AIPR LIRSS . 1
Diluted EPS—~—prc forma 1.51

If we had applied the provisions of FIM 47 as of Januacy 1, 2005, our
AROs would have increased by $140 million.

NoTe 4. REcENTLY ISSUED ACCOUNTING
STANDARDS
SFAS No. 157

In Septemnber 2006, the FASB issued SFAS MNo. 157, Fair Falue
Measuremenis (SFAS No. 157), which defines fair value, establishes a
framework for measuring fair value and expands disclosures related to fair
value measurements. SFAS No. 157 clarifies that fair value should be
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based on assumptions that market participants would use when pricing an
asset or liability and establishes a fair value hierarchy of three levels that
priaritizes the information used to develop those assumptians. The fair
value hierarchy gives the highest priotity to quoted prices in active markets
and the lowest priority to unpbservable data. SFAS No. 157 requires fair
value measurements to be separately disclosed by level within the fair
value hierarchy. The provisions of SFAS No. 157 became effective for us
beginning January 1, 2008. Generally, the provisions of this statement are
1o be applied prospectively. Certain situations, however, require
retrospective application as of the beginning of the year of adoption
through the recognition of a cumulative effect of accounting change. Such
retrospective application is required for financial instruments, including
derivatives and certain hybrid instruments with limitations o initial gains
or losses under EITF Issue Neo. 02-3, Issues {nvolved in Accounting for
Derivative Contracis Held for Trading Purposes and Contracts Invoived in
Energy Trading and Risk Management Activities, and SFAS No. 155.
Retrospective application will result in an immaterial amount recognized
through cumulative effect of accounting change. We are currently
evaluating the impact that SFAS No. 157 will have on our resulis of
operations and financial condition for the provisions to be applied
prospectively.

In February 2008, the FASB issued FSF FAS No. 157-1, Application of
FASB Siatement No. 157 io FASB Statement No. I3 and Iis Related
Intevpretive Accounting Pronouncemenis That Address Leasing
Transactions, which excludes leasing transactions from the scope of SFAS
No. 157. However, the exclusion does not apply to fair value
measurements of assets and liabilities recorded as a result of a lease
transaction but measured pursuant to other proncuncements within the
scope of SFAS No. 157.

In February 2008, the FASB issued FSP FAS No. 157-2, Effecrive Date
gf FASB Statement No. 157, which delays the effective date of SFAS No.
157 by one year for non-financial assets and liabilities, except those that
are recognized or disclosed
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at fair value in the financial statements on a recurring basis {(at least
annually).

In January 2008, the FASB proposed FSP FAS No. 157-c, Measuring
Liabilities Under FASB Statement No. 157, which if issued would clarify
the principles in SFAS No. 157 for the fair value measurements of
liabilities. Specifically, this FSP would require an entity to measure
Liabilities first based on a quoted price in an active market for an identical
Hability, however in the absence of such infermation, an entity would be
allowed to measure the fair value of the liability at the amount it would
receive as proceeds if it were to issue that liability at the measurement date.

SFAS No. 159

in February 2007, the FASB issued SFAS No. 159, The Fair Vaiue Option
Jor Financial Assets and Financial Liabilities (SFAS No. 159). SFAS

No. 159 pravides an entity with the option, at specified election dates, to
measure certain financial assets and liabilities and other items at fair value,
with changes in fair value recognized in eamings as those changes occur.
SFAS No. 159 also establishes presentation and disclosure requirements
that include displaying the fair value of those assets and liabilities for
which the entity elected the fair value option on the face of the balance
sheet and providing management’s reasons for electing the fair value
opiion for each eligible item. The provisions of SFAS No. 159 became
effective for us beginning January 1, 2008. We are currently evaluating
whethar fair value accounting is appropriaie for any of our eligible irems
and cannot estimate the impact that SFAS No. 159 may have on our results
of operations and financial condition.

SFAS No. 141R

In December 2007, the FASB issued SFAS No. 141 (revised 2007},
Business Combinations (SFAS No. 141R). SFAS No. 141R requires an
acquirer to recognize the assets acquired, the liabilities asswmed and any
noncontrolling inierest in the acquiree at their acquisition-daic fair values.
SFAS No. 141R also requires disclosure of the information necessary for
investors and other users 1o evaluate and understand the nature and
financial effect of the business combination. Additionally, SFAS No. 141R
requires that acquisition-related costs be expensed as incurred. SFAS

No. 141K amends SFAS No. 109 to require the acquirer 1o recognize
changes in the amount of its deferced tax benefits recognizable due to a
business combination either in income from continuing operations in the
peniod of the combination or direcdy in centributed capital, depending on
the circumstances. The provisions of SFAS No, 141R will become
effeciive for acquisitions on or afier January 1, 2009, except for the tax
provisions which apply to business combinations regardlass of the
acquisiton date.

SFAS No. 160

.In December 2007, the FASB issued SFAS No. 160, Noacontrolling
interesis in Consolidated Financial Statements (SFAS No. 160), SFAS
No. 160 requires that noncentrolling (minority) interests be reported as a
component of equity, net income attributable to the parent and to the
nen-controlling interest be separately identified in the inceme statement,
changes in a parenl’s ownership interest while the parent retains its
controlling interest be accounted for as equity trangactions, and any
retained non-

controlling equity investment upon the deconsolidation of a subsidiary be
initially measured at fair value, The provisions of SFAS No. 160 will
become effective for us beginning January 1, 2009, We are currently
evaluating the impact that SFAS No. 160 will have on our results of
operations and financial condition.

EITF 06-4

In September 2006, the FASB ratified the consensus reached by the EITF
on Issue No. 064, Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance
Arrangements (EITF 06-4). EITF 06-4 specifies that if an employer
provides a benefit to an employee under an endorsement split-dollar life
insurance arrangement that extends to postretirement periods, it should
recognize a liability for future benefits in accordance with SFAS No. 106
(if, in substance, a posiretirement benefit plan exists) or APB Opinion
No. 12, Deferred Compensation Coniracts (if the arrangement is, in
substance, an individual deferred compensation contract) based on the
substantive agreement with the employee. The provisions of EITF (6-4
became effective for us beginning January 1, 2008 and will not have a
material impact or our results of operations or financial condition.

EITF 06-11

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




In June 2007, the FASB ratified the consensus reached by the EITF on
Issue No. 06-11, Accounting for income Tax Benefits of Dividends on
Share-Based Payment Awards (EITF 06-11). EITF 06-11 addresses the
recognition of income tax benefits realized from dividends or dividend
equivalents that are charged 10 retained camings and are paid to employees
for nonvested equity-classified share-based payment awards, Effective
Janvary 1, 2008, we began recognizing such income tax benefits as an
mcrease to additional paid-in capital rather than as a reduction to income
tax expense. We do not expect EITF 06-11 to have a material impact on
our results of operations or financial condition,

FSPFIN 39-1

In April 2007, the FASB issued FSP No. FIN 39-8, Amendment of FASB
Interpreration No. 39, Offsetting of Amounts Related to Certain Contracis
(FSP FIN 39-1). FSP FIN 39-1 amends FIN 39 to permit the offsetting of
amounts recognized for the right to reclaim cash collateral or the obligation
to retuen cash collateral against amounts recognized for derivative
instruments executed with the same counterparty under the same master

" netting arrangement that have been offset. FSP FIN 39-1 became effective
for us beginning January {, 2008 and must be applied retroactively to all
financial statememts presented, unless it is impracticable to do so. We are
currently evaluating the impact that FSP FIN 32-1 may have on our
financial condition. We do not expect FSP FIN 39-1 to have an impact on
our results of operations or cash flows.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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Notes to Consalidated Financial Staternents, Continued

Notg 5. ACQUISITIONS

Pablo Energy LLC

In February 2006, we completed the acquisition of Pablo Energy LLC
(Pablo) for approximately $92 million in cash. Pablo held producing and
other properties located in the Texas Panhandte area. The operations of
Pablo were formerly included in our Dominion E&P operating segment.
Following the disposition of these, and all of our other non-Appalachian
E&P operations during 2007 and the realignment of our business units in
the fourth quarter of 2007, the historical results of these operations are now
included in our Corporate and Other segment.

Kewsunee Nuclear Power Station

In July 2005, we completed the acquisition of the 556 megawatt {Mw)
Kewaunee nuclear power station (Kewaunee), located in northeastern
‘Wisconsin, from Wisconsin Public Service Corporation, a subsidiaty of
WPS Resources Corporation, and Wisconsin Power and Light Company, a
subsidiary of Alliant Energy Cotporation, for approximately $192 million
in cash. The operations of Kewaunee are included in our Dominion
Generation operating segment.

LiEGen Power Stations

In January 2005, we completed the acquisition of three fossil-fuel fired
generation facilities from USGen New England, Inc, for $642 million in
cash. The plants, collectively referred to as Dominion New England,
include the 1,568 Mw Brayton Peint power station in Somexset,
Massachusetts; the 754 Mw Salem Harbot power station in Salem,
Massachusetts; and the 432 Mw Manchester Street power station in
Providence, Rhode Island. The operations of Dominion New England are
included in our Dominion Generation operating segment.

NoTE 6. DISPOSITIONS

Sale of Non-Appalachian Natural Gas and Oil E&P Oparations
and Assets

We have completed the sale of our non-Appalachian natural gas and oi}
E&P operations and assets for approximately $13.9 billion. At

December 31, 2006, our non-Appalachian natural gas and oil assets
included about 5.5 trillion cubic feet equivalent (Tofe) of proved reserves.
The Appalachian assets that we have retained included about 1.1 Tcfe of
proved reserves at December 31, 2007 and 20006,

Due to the sale of our entire Canadian cost pool, the results of operations
for our Canadian B&P business are reported as discontinued opetations in
our Congolidated Statements of Income. The results of operations for our
U.S. non-Appalachian E&P business were not reporied as discontinued
operations in our Consolidated Statements of Income since we did not sell
our entire LS. cost pool, which includes the retained Appalachian assels.

We used most of the after-tax proceeds from these dispositions to reduce
our outstanding debt and repurchase shares of our common stock, as
discussed in Notes 19 and 21.

The E&P operations we have sold are as follows:

Canadian Operations

On June 26, 2007, we completed the sale of our Canadian E&P operations
to Paramount Energy Trust and Baytex Energy Trust for approximatety
$624 million. The sale resulted in an after-tax gain of $59 million ($0.08
per share). We expect to pay the tax related to the gain on the sale by the
end of the second quarter of 2008.

The following table presents selected information regarding the results of
operations of our Canadian E&P operations, which are reported as
discontinued operations in our Consolidated Statemenis of Income:

Year Ended December 31, 2007 2006 2005
(millions} o

Opsrating revenue 7 NE 3 - AIEEES P LA 5
Income befgre income tax: 14501} 24 29

(1) Aot inciudes pre-iax gain of $191 million recagnized on the safe.

U.S. Operations

On July 2, 2007, we completed the sale of substantially all of our offshore
E&P operations to Eni Petroleum Co. Inc. (Eni) for approximately $4.73
billion.
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On July 31, 2007, we completed the sale to HighMount Explotation &
Production LLC, a newly formed subsidiary of Loews Corporation, of our
E&P operations in the Alabama, Michigan and Permian basins for
approximately $4.0 billion,

Also on July 31, 2007, we completed the sale to XTO Energy Inc. of our
E&P aperations in the Gulf Coast, Rocky Mountains, South Louisiana and
San Juan Basin of New Mexico for approximately $2.5 billion.

On August 31, 2007, we completed the sale to Linn Energy, LLC, of our
E&P operations in the Mid-Continent Basin for approximately $2.0 billion.

Costs Associated with Disposal of Non-Appalachian E&P Operatlons

The sales of our U.S. non-Appalachian E&P operations resulted in the
discontinuance of hedge accounting for certain cash flow hedges since it
became probable that the forecasted sales of gas and oil will not occur. In
connection with the discontinuance of hedge accounting for these
contracts, we recognized charges, recorded in other operations and
maintenance expense in our Consolidated Statement of Income,
predominantly reflecting the reclassification of losses from AOCI 1o
eamnings and subsequent changes in fair value of these contracts of $541
million ($342 miilioy after-tax) in 2007. We terminated these gas and oil
derivatives subsequent to the disposal of the non-Appalachian E&P
business. We recognized a similar charge of $15 million ($9 million
afier-tax) in 2007 related to our Canadian operations, which is reflected in
discontinued operations in our Consolidated Statement of Income.

During 2007, we also recorded a charge of approximately $171 miltion
(3108 million after-tax) for the recognition of sertain forward gas contracts
that previously qualified for the normal purchase and sales exemption
under SFAS No. 133, The $171 million charge inctudes $139 million
assoriated with VPP agreements to which we were a party. We paid $250
million to terminate the VPP agreements and have retained the repurchased
fixed-
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term overriding royalty interests formerly associated with these
agreements.

Additionally, we recognized expenses for employee severance, retention
and other costs of $91 million (356 million after-tax) in 2007, related to the
sale of our U.S. non-Appalachian E&P business, which are reflected in
other operations and maintenance expense in our Consolidated Staternent
of Income. We also recognized expenses for employee severance,
retention, legal, investment banking and other costs of $30 million (318
million after-tax} in 2007 related o the sale of our Canadian E&P
operations, which are reflected in discontinued operations in our
Counsolidated Siatement of Income.

We recognized a gain of approximately $3.6 billion ($2.1 billien
afier-tax) from the disposition of our U.S. non-Appalachian E&P
operations. This gain is net of expenses related to the disposition plan for
transaction costs, including audit, legal, investment banking and other cosis
of $48 million ($30 million after- tax), but excludes severance and
retention costs and costs asspciated with the discontinuance of hedge
accounting and recognition of forward gas contracts. We paid federal
income taxes related to the gain on the sale in the fourth quarter of 2007.
We expect [n pay the related state income taxes by the end of the second
quarter of 2008.

The total impact on net income from the sale of our Canadian and U.S.
non-Appalachian E&P operations was a benefit of $1.5 billion for 2007.
This benefit is net of expenses for transaction costs, severance and
retention costs, costs associated with the discontinuance of hedge
accounting and recognition of forward gas contracts, and costs asseciated
with our debt tender offer completed in July 2007 using a portion of the
proceeds received from the sale, as discussed in Note 19,

Disposiion of Partially Completed Generation Facility

In Sepiember 2007, we completed the sale of the Dresden Energy merchant
generation facility (Dresden) to AEP Generating Company (AEF) for $85
million. During 2007, we recorded a $387 million ($252 million afier-tax)
impairment charge in other operations and maintenance expense to reduce
Dresden’s carrying amount to its estimated fair value based on AEP’s
purchase price.

Sale of Certain DCI Operations

In May 2007, we committed to a plan to dispose of certain DCI operations
including substantially all of the assets of Gichner LLC {Gichner), all of
the issued and outsianding shares of the capital stock of Gichner, Inc, (an
affiliate of Gichner), as well as all of the membership interests in
Dallastown Realty (Daliastown).

The consideration to be received indicated that the goodwill associated
with these operations was impaired and we recorded a goodwill
impairment charge of $8 million in other operations and maintenance
expense in our Consolidated Statement of Income. In August 2007, we
completed the sale of Gichner and Dallastown for approximately $30
million. The sale resulted in an after-tax loss of $4 million, which included
$10 million of goodwill,

The following table presents selected information regarding the results of
operations of Gichaer and Dallastows, which are reported as discontinued
operations in our Consolidated Statements of Income;

Year Ended December 31, 2007 2006 2005
(millions) . )

Oparating revenve . BRI e g 829000841 828
Incame (Ioss) befnre incoma la!es (?’) 2 1

Sale of Merchant Generation Faciiities

[n 2007, we sold three of our patural gas-fired merchant generation peaking
facilities (Peaker facilities) for net cash proceeds of $254 million. The sale
resulted in a $24 million after-tax loss ($0.03 per share). The Peaker
facilities are:

* Armstrong, a 625 Mw station in Shelocta, Pennsylvania;
* Trov, a 600 Mw station in Luckey, Ohio; and

* Pleasants, a 313 Mw staton in St. Mary’s, West Virginia.

During 2006, we recorded a $253 million ($164 million afier-tax)
impairment charge in other operaticns and maintenance expense to reduce
the Peaker facilities® cartying amount ta their estimated fair value less cost
to sell. The carrying amaounts of the major classes of assets and liabilities
classified as held for sale in our Consolidated Balance Sheet at
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December 31, 2006 were comprised of property, plant and equipment, net
($245 million), inventory ($13 million) and accounts payable ($3 miltion).

The following table presents selected information regarding the results of
operations of the Peaker facilities, which are reported as discontinued
operations in our Consolidated Statemments of Income:

Year Ended December 31, 2007 2006 2005
(milions)

Operating revenue, = 1l S0 20 0 - B & $42 - $MN
Loss bafora income taxes {31) {283) {19}

The Peaker facilities’ operating revenues were related to sales to other
Dominion affiliates. In addition, the Peaker facilities purchased $1 million,
$14 million and $38 millien of electric fuel from affiliates in 2007, 2006
and 2005.

Planned Sale of Regulated Gas Distribution Subsidiaries

On March £, 2006, we entered into an agreement with Equitable
Resources, Inc. (Equitable), to sell two of our wholly-owned regulated gas
distribution subsidiaries, Peoples and Hope. Peoples and Hope serve
approximately 500,000 customer accounts in Pennsylvania and West
Virginia. This sale was subject to regulatory approvals in the states in
which the cempanies operate, as well as antitrust clearance under the
Hart-Scon-Rodine Act. In January 2008, Dominion and Equitable
announced the termination of the agreement for the sale of Peoples and
Hope, primarily due to the continued delay in achieving final regulatory
approval. We are secking other offers for the purchase of these utilities.

Source: DOMINION RESOURCES |, 10-K, Fabruary 28, 2008
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The carrving amounts of the major ciasses of assets and liabilitics
classified as held for sale in our Consolidated Balance Sheets are as
follows:

As of December 31, 2007 2006

(mlllmns}

ASSETS.. T e T RN 11

Cumrent Assets .

Customerreceivablés ©:... - "1 T T B4 T 44

Othar 108 125
< Total current assets - Lo i - I 269

Property, Plant and Equipment ] ' ]

Proparty, plant and equipment . - o o6, 0 1139

Accumulated depreciation, depietion and amortlzatlon {367) (375)
~Total property, iplant and equipment, net . A R )

Deferred Charges ang therAasats ) ] ]

Regulaiory assels: . TP T T T O SR | SRR [ B

Olher 2
11 Total deférred charges and other assels ;. EUEEHTINI | (IR
Assets held for sale §1,160

LIABILITIES o ST N

Current Liabilities $ 210 )

Deferred Credits and OtherLiskititles 0 .7 7 o e nn

Deferred mcometamsaﬂd nve trnenthx credlts 208 187

Other:: Do A . S N
To!al defarrad cradlﬁ and Dlher llabllltlas 282 258
~ Liatviities held forsale . e L. . 5 492 . .5 494

“"EITF Issue No. 03- 13, Applymg the Condmons of Pamgmph £2of
FASB Statement No. 144 in Determining Whether to Report Discontinued
Operations (EYTF 03-13), ptovides that the results of operations of a
component of an entity that has been disposed of or is classified as held for
sate shall be reported in discontinued operations if both of the following
conditions are met: (a) the operations and cash flows of the components
have been (or will be) eliminated from the ongoing eperations of the entity
as a result of the disposal transaction and (b) the entity will not have any
significant continuing involvement in the operations of the component after
the disposal transaction. While we do not expect to have significant
continuing involvement with Pzoples or Hope after their disposal, we do
expect to have continuing cash flows related primarily (o our sale to them
of natural gas productien from our Appalachian E&P operations, as well as
natural gas transportation and storage services provided to them by our gas
transmission aperations. Due to these expected significant continuing cash
flows, the results of Peoples and Hope have not been reported as
discontinued operations in our Consclidated Staternents of Income. We
will continue to assess the level of our involvement and continuing cash
flows with Peoples and Hope for one year after the date of sale in
accordance with EITF 03-13, and if ¢ircumstances change, we may be
required to reclassify the resulis of Peoples and Hope as discontinued
operations in our Consolidated Statements of Income.

The following table presents selected information regarding the results of
operations of Peoples and Hope:

Year Ended December 37, 2007 2006 2005
(mnlluns)

Qperiting ravenue NN 8673000 5608 5742
Income (loss) before income Iaxes 78 (112} 54

During 2006, we recognized a $166 million (3104 million afier-tax)
charge, recorded in other operations and maintenance expense in our
Consolidated Statement of Income, resulting from the write-off of centain
regulatory assets related to the planned sale of Peoples and Hope, since the
recovery of those assets was no longer probable. During 2006, we also
established $145 million of deferred tax liabilities, as discussed in Note 9.

NotE 7. Pro FormA FINANCIAL STATEMENTS
(UNAUDITED}

The accompanying unaudited Pro Forma Condensed Consolidated
Statements of Income for the year ended December 31, 2007, reflect the
sale of cur non-Appalachian E&P operations as if it had occurred on
January 1, 2007.

The pro forma adjustments kave been based on the aperations of our
non-Appalachian E&P business during the period presented, the impact of
the sale of these operations and other transactions resuiting from the sale.
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The pro forma adjustments have been made 1o illustrate the anticipated
financial impact of the sale upon Deminion and are based upon available
information and assumptions that we believe to be reasonable at the date of
this filing. Consequently, the pro forma financial information presented is
not necessarily indicative of the consolidated results of operations that
would have been reported had the ransaction actually occurred on the daie
presented. Moreovet, the pro forma financial information does not purport
to indicate the future results that Dominion will experience.
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Pi‘o Forma Condensed Consolidated Statement of Income
Year Ended December 31, 2007

Less: E&P  Pro Forma Pra Forma
As Reported  Disposilions  Adjustments Resuits

{milians, except per
share amounts) -
Dparating Revenus '
Operatlng Expenses
s Elactrfc fustand .

> A56741 §.7000318 0% . T L L $.0.14,356

S .u L asu

i onergy: purdsases
Purchased electric
 capacity _ T L83
2 Purchased gas: T 2688
Other energy-related
commaodity

- 52

“Gamonsaleofl‘.ls.
non-Appalachian
_E&P business [3.635) (3,635} ==

oparations 8 2,300
Cither income © .- — 181
Interest and related

1,118 — 23
o aEn e e L e - (153)@r . 788
Inmme frorn onnllnumg

operations before

income tax expense

and mingrity |ntarast 395 1,413
Income tex expense . CL 1837 - 4D
Minarity inierest e 5
I:mnafrumnnntmuing T

. opatations: = i s o A1
Earmngs Por Share
hmnafﬁuﬁiﬁnminuiﬁ"éil e

i1 apsrations—Basic | 1% S R B )
lrn:oma from contmumg

operalions—Diluted  §

o $ 1.91
Welghtad a'iuraga L
i shares: - :
; |oulsta asic
Welghted averaga
shares
outstanding—Dituted 655.2 — {71.5){4) 583.7

OAE e

{1)Represenis the remova of non-recurring expenses associated with the complelion of
our debl tender offer in July 2007, using a partion of the proceeds from the disposition
of our non-Appolachian E& P operations.

{2)Represents the provated decrease in interest expense vesulting from the repayment of
£3.4 biftion in debt with a poriien of the proceeds from the dispasition of our
non-Appalachion E& P operations. This amount is comprised of $2.5 billion in long
ierm debi retired in connection with our debt ender offer complered in July 2007: 33500
miilion of bank debt incurred at our CNG subsidiary which was repatd prior 1o the
mevger of that subsidiary with and into Daminion, effective June 30, 2007; 5200
miilion of senior notes originally issued by our subsidiary Dominion (kfokoma Texas
Explorarion & Production, fnc., which were redeemad In Junz 2007 and $20M) milllcn
of irusi preferred securities ariginally issued by Dominton CNG Capita! Trust |, which
were redeemed in July 2007.

(3)Reflects the income e effects of the pro forma adiustments associated with the
disposition of our non-Appalachian E&P operations based on the weighied-average
statutory rates for all jurisdictions that would hurve applied during the period.

(4)Reflects the prorated impact af our equily lender afjer discussed in Note 21. We
purchased approximarely 1i5.5 milllon shares at a price of $43.50 per share, with @
portion of the proceeds received from the dispasition.

Nonrecurring #temg Related to the Dispositions

Certain nonrecurring items resulting from the disposition of our
non-Appalachian E&P operations have not been reflected in the
accompanying Condensed Pro Forma Consolidated Statements of Income,
See Costs Associated with Disposal of Now-Appalachian E&P Operations
in Note 6,

Source: DOMINION RESQURCES |, 10-K, February 28, 2008




NoTE 8. OPERATING REVENUE
Our operating revenue consists of the following:

Year Endad Dacermnber 31, 2007 2008 2005
miflians) )

leciric sdles:., Gl T o i

Regulated . 6044 § 5451  § 5543
i Monregulaled . 309% 2528 3044
Gas sales: i

. Regulatad D 51,397 . 1,783

Nonregulal
Other anergy-related conmodity sales -
Gas tmnsporlaﬂon and storage
Otftar
~Total operaimg revenue

3 524 4,182

Note 9, IncoME Taxes
Details of income tax expense for continuing operations were as follows:

Year Ended Decernber 31, 2007 2008 2005
(mﬂllnns) .

,,,,, PREENER T

3195 R L

139 i . ‘1 3

334 é.a&

G gyl L

(1. zss:’ 536 8

: ; S UL TR T e (1§L 73 19

Total deferred {71 293; __609 a7

Amortlzatlon of deferred mvestmanl [

;ﬁs)'f?}:fﬁ

. cradity L ) 7
Tatal incoma taxexpense $1 7'83 5827 $573

For continuing operations, the statutory U.S, federal income tax rate
reconciles to the effective income tax rate as follows:

‘Year Endad December 31

Recogmﬂon of defamed taxes—stock of
_subsigiaries held for sale

Valuation allowances B )

1 Demastic production attivities deduction |

Amortization of invesiment tax credils

i Employes;stock oirerehip plan dediction -
Employes peﬂsm and other benefits

2 Otiver, gt : T

Effectve 1ax rate

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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In 2007, our effective tax rate reflected the effects of the sale of our U.S.
non-Appalachian E&P operations, including the impact of goodwill, not
deductible for tax purposes, that reduced the book gain on sale. In addition,
we recognized a tax benefit from eliminating $126 million of valuation
allowances on deferred tax assets that relate to federal and state loss
carryforwards, which will now be utilized to partially offset taxes
otherwise payable on the gain from the sale.

In 2006, our effective tax rate reflected the tax benefit from a net $163
million decrease m valuation allowances on deferred tax assets resulting
from the elimination of valuation allowances related o federal and state tax
loss carryforwards then expected to be utilized to offset eapital gain
income anticipated from the sale of Peoples and Hope, partially offset by
valuation allowance increases primarily associated with deferred tax assets
recognized as a result of impairments of certain DCI investments discussed
in Nole 28. This net benefit was partially offset by the establishment of
$145 million of deferred tax liabilities associated with the excess of our
financial reporting basis over our tax basis in the stock of Peoples and
Hope, in accordance with EITF Issue No. 93-17, Recognition of Deferved
Tox Assets for a Parent Company s Excess Tax Basis In the Stock of a
Subsidiary that is Accounted for as a Discontinved Operation (EITF
93-17). Although these subsidiaries are not classified as discontinued
aperations, EITF 93-17 requires that the deferred tax impact of the excess
of the financial reporting basis over the tax basis of a parent’s investment
in a subsidiary be recognized when it is apparent that this difference will
reverse in the foreseeable future. We recorded these deferred tax liabilities,
since the financial reporting basis of our investment in Peoples and Hope
exceeded our tax basis. This difference and the related deferred taxes were
expected to reverse and partially offset current tax expense recognized
upon closing of the sale.

in January 2008, Dominion and Equitable agreed w terminate the
agreement for the sale of Peoples and Hope. We anticipate that the ultimate
disposal of these subsidiaries will be structured as a sale of the
subsidiaries’ stock; however, we now expect that the taxable gain will be
deiermined based on the sale of the subsidiaries’ underlying assets.
Accordingly, in Jannary 2008, we reversed $136 million of deferred tax
liabilities, representing the adjusted balance of the amounts established
under EITF 93-17.

Deferred incotne taxes reflect the net tax effects of temporary differences
between the carrying amount of assets and liabilities for financial reporting
purposes and the amouriis used for income tax purposes. Our net deferred
income taxes consist of the following:

As of Docember 31, 2007 5006 _
(millions) it Lo s T L e T
Deferrad Irmnne taxes
" Total deferred income tax assets ' . - T CLHSLETYEY $1.406
Totﬂ defermsd incomae tax liabilities 5,173 8,918
- Total-net dafemed-income tax liabilities - ol 54,302 - 55512
Tolal defsrred income taxes:
‘it Depréciation mathod and plaril basis diffsrsnces 1. $2.724 . | 52878
__(Gas and oil E&P related dlﬂ‘erencsa N 520 2,188
"5 Dafarrad statedndome texes i D i DT 808 B4
Pension benefits

82

: Racagnition of deferred taxes—etock of :
-gubsidiaries held for salg . ; 1’36

(15?) (762)’

Lass and credit carryfnnuard
i1 Viatustioh allowances., i i} , SRS EI R U - RERN £ %
Other {32) {24)
Total nel.deferred income:tax liabilities .~ "5 - L-34.302 L $551F

At December 31, 2007, we had the following loss and ¢redit carryforwands:

*+ Federal loss carryforwards of $49 million that expire if unutilized
during the period 2009 through 2021. A valuation allowance on $1
million of carryforwards has been established due to the uncertainty of
realizing these future deductions;

+ State loss carryforwards of $1,245 million that expire if unutilized
during the period 2008 through 2027. A valuation allowance on $696
million of these carryforwards has been established; and

+ State minimum tax crediis of $8] million that do not expire and other
state income tax credits of $21 million that will expire if unutilized
during the penod 2011 through 2017,

Judgment and the use of estimares are required irt developing the

Source: DOMINION REEOURCES I, 10-K, February 28, 2008




provision for income taxes and reporting of tax-related assets and
liabilities. The interpretation of tax laws involves uncertainty, since tax
authorities may interpret the laws differently. We are routinely audited by
federal and state tax authorities. Ultimate resolution of income tax matters
may resolf in favorable or unfavorable impacis to net income and cash
flows and adjustments to tax-related assets and liabilities could be material.

Prior to 2007, we established liabilities for income tax-related
contingencies when we believed thai it was probable that a liability had
been incurred and the amount could be reasonably estimated and
subsequently rcviewed them in light of changing facts and circumstances.
At December 31, 2006, our Consolidated Balance Sheet included $187
million of income tax-related contingent liabilities, including $135 million
related to our deduction of a calendar year 2003 net operating loss, a
substantial portion of which resulted from a write-off related to our
discontinued telecommunications business and $27 million related to our
use of certain tax credits to reduce tax payments.

With the adoption of FIN 43, effective January 1, 2007, we recognize in
the financial siatements only those positions taken, or expected to be taken,
in income tax returns that are more- likely-than-not to be realized,
assuming that the position will be examined by tax authorities with full
knowledge of all relevant information. As a result, we reversed the
tax-related contingent liabilities, described above, and included such
reversals with the
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amounts resulting from our evaluation of tax positions for recognition and
measurement under FIN 48 in the charge to beginning retained earnings at
January 1, 2007, representing the cumulative effect of the change in
accounting principle.

If we take or expect to take a tax return position and any portion of the
related tax benefit is not recognized in the financial statements, we disclose
such amount as an unrecognized tax benefit. These unrecognized tax
benefits impact the finsmcial statements by increasing texes payable,
reducing tax refund receivables, increasing deferred tax liabilities or
decreasing deferved tax assets. Also, when uncertainty aboul the
deductibility of an amount is limited 1o the timing of such deductibility, the
increase in taxes payable (ot reduction in tax refund receivable) is
accompanied by a decrease in deferred tax liabilities.

A recanciliation of changes in our unrecognized tax benefits during 2007
Tollows:

Amount

{millions)
Balance at Janafy 1, 2007 ..00L. 0o oo s 0h T e DT U8 628
.. Inereases—prior period positions s e .. 64
»~ Decreases—prior pefiad positions -~ - 0T R T B ]
Current period positions 70
Prior b i ise deductible in current - -+ :
: Gt D Croal b (2s2)
__Settiements with tax authorities {60)
Balence et December 31,2007 .0 . - - o Co % 407

Unrzcognized tax benefits, that, if recognized, would affect the effective
tax rate, increased from 376 million at Janvary 1, 2007 to $101 miltion at
December 31, 2007. Due to this increase (excluding the effects of a §1
million increase in unrecognized tax benefits related to refund claims and
$1 million paid to tax authorities for settlements), total income tax expense
for 2007 increased by $25 million.

For the majority of our unrecognized tax benefits, the ultimate
deductibility is highly certain, but there is uncertainty about the timing of
such deductibility. Some unrecognized tax benefits reflect uncertainty as to
whether the amounts are deductible as ordinary deductions or capital
losses. With the realization of gains from the non-Appalachian E&P sales
{see Note 6), these pricr year amounts, if ultimately determined to be
capital losses, would be deductible in 2007. When uncertainty about the
deductibility of amounts is limited to the timing of such deductibility, any
tax liabilities recognized for prior periods would be subject to offset with
the availability of refundable amounts from later periods when such
deductions could otherwise be taken. Pending resolution of these timing
uncertainties, interest is being accrued until the period in which the
amqunis would become deductible.

For Dominion and its subsidiaries, the U.S. federal statute of limitations
has expired for years prior to 1999, except that we have reserved the right
to pursue refunds related to certain deductions for the years 1995 through
1998 and tax credits for 1997 and 1998 based on United Kingdom Windfall
Profits taxes paid. Other parties are currently engaged in litigation to
determine whether United Kingdom Windfall Profits taxes qualify for the
U.S. federal foreign tax credit. Depending on the progress of those
proceedings, we may file a refund claim for these credits in 2008. At this
time, we cannot estmate the amount of

the change, if any, that could possibly result to our unrecognized tax
benefits.

For CNG and its former subsidiaries, tax years prior to Dominion’s
acquisition of CNG in January 200( are no longer subject to examination,
excapt with respect to amended returns
filed in June 2007 for tax years 1996, 1997 and 1998, claiming refunds for
certain tax credits.

In 2007, the U.5. Congressional Joint Committee on Taxation completed
its review of our settlement with the Appellats Division of the Intemnal
Revenue Service (IRS Appeals) for tax years 1993 through 1997, In
October of 2007, we received a tax refund of $34 million for those years.
Due to carryback adjustments, we will not receive the refund for 1998 until
issues for later tax years, pending at [RS Appeals, are setiled.

We are currently engaged in settlement negotiations with IRS Appeals
regarding certain adjustments proposed during the examination of tax years
1999 through 2001. We have reached tentative settlement on substantially
all of the issues, except we are reserving the right to pursue refunds related
to certain deductions. Negotiations are expected to conclude in 2008
without any impact to our results of operations,

In. 2007, the Internal Revenue Service (IRS) completed its examination
of our 2002 and 2003 consolidated returns and the 2002 and 2003 returns

Source: DOMINION RESOURCES 1, 10-K, February 28, 2008




of certain affiliated partnerships. We filed protests for certain proposed
adjustments with 1RS Appeals in July and October 2007. In addition, the
IRS began its audit of tax years 2004 and 2005 in November 2007,

With our appeals of assessments received from tax authorities, including
amounis related to our settlement negotiations with IRS Appeals for 1999
through 2001, we believe that it is reasonably possible, based on settlement
negrotiations and risks of litigation, that unrecognized tax benefits could
decrease by up 10 $47 million over rhe next twelve months. In addition,
unrecogtized tax benefits could be reduced by $18 million to recognize
prior period amounts becoming otherwise deductible in the current period.
With regard to tax years 2002 through 2005, we cannot eslimaie the range
of reasonably possible changes to unrecognized tax benefits that may ocour
during the next twelve months.

For major states in which we operate, the earliest tax year remaining
open for examination 1= as follows:

Earllest

Open Tax

State Yoar
Pennsyivania .50l Pl AT bt D 2000
Connecticut 2001
Massachtsetts | L2005
Wirginia 2004
West Viiginia - ; 2004

We are alsa obligated to report adjustments resulting from IRS
settlements to state 1ax authorities. In addition, if we utilize state net
operating fosses or tax credits generated in years for which the statute of
limitations has expired, such amounts are subject to examination,

In February 2608, the President of the U.S, signed into law the Economic
Stimulus Act of 2008 (the Act). The Act includes provisions Lo stimulate
ecanomic growth, including incentives for increased capital investment by
businesses. We are currently

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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evalvating the Act but have not yet determined its impact on our 2008 and
future results of operations, cash flows or financial condition,

NotE 10. HEbGE ACCOUNTING ACTIVITIES

We are exposed to the impact of market fluctuations in the price of
electricity, natural gas and other energy-related products marketed and
purchased, as well as currency exchange and interest rate risks of our
business operations. We use derivative instruments to manage our exposure
to these risks and designate certain derivative instrumoents as fair value or
cash flow hedges for accounting purposes as atlowed by SFAS No. 133, As
discussed in Note 2, for jurisdictions subject to cost-based regulation,
changes in the fair value of derivatives designated as hedges are deferred as
regulatory assets or regulatery liabilities until the related transactions
impact earnings. Selected information about our hedge accounting
activities follows:

Year Ended December 31, 3007 T 005
{millicns)
Partion of gains !mes} o "*’dﬂins mstruments e i

mined to

X n"ir’s’dudad m

;”'Falrvalue hedges. 6 $t22) $18
i "Cash flowhedgest’):; S50 - Akl (79)
Net ineffecliveness $ 56 $ 22 §(61)

(1)Represenis hedge ineffeciiveness, primarily due fo changes in the foir value differential
berween the delivery location end conimedity specifications of derivatives held by our
E&P oparations and the delivery location and commodiry specifications of our
Jarecasted gers and oil sales.
1n 2007, 2006 and 2003, amounts excluded from the measurement of

effectiveness did not have a significant impact on net income.

See Note 6 for a discussion of the discontinuance of hedge accounting
for non-Appalachian E&P gas and oil derivatives during 2007,

In 2007, as a result of the termination of the long-term power sales
agreement associated with our 515 Mw State Line power station (State
Line), we discontinued applying the normal purchase and normal sale
exception allowed under SFAS No. 133 to this agreement and recorded a
$231 million {$137 million afier-tax) charge in other operations and
maintenance expense in our Consolidated Statement of Income. During the
fourth quarter of 2007, we paid approximalely $229 million primanly in
exchange for the termination of the power sales agreemant, acquisition of
coal inventory and assignment of certain coal supply, transportation and
railcar lease contracts.

In June 2006, we recorded a $60 million ($37 million after-tax) charge
climinating the application of hedge accounting for certain interest rate
swaps associated with our junior subordinated notes payable to affiliated
trusts that scld trust preferred securities.

As a result of a delay in reaching anticipated production levels in the
Gulf of Mexico, we discontinued hedge accounting for certain cash flow
hedges in March 2005, since it became probable that the forecasted sales of
oil woutd not cccur. The discontinnance of hedge accounting for these
coniracis resulted in the reclassification of $30 million ($19 million
after-tax} of losses from AQCI to earnings in March 2005.

Additionally, due to intermuptions in gas and oil production in the Gulf of
Mexico and southern Louisiana caused by Hurricanes Katrina and Rita
(2005 hurricages), we discontinued hedge accounting for certain cash flow
hedges in August and September 2003, since it became probabile that the
forecasted sales of gas and oil would not occur. In connection with the
discontinuance of hedge accounting for these contracts, we reclassified
$423 million {($272 million afier-tax) of losses from AQOCT 1o earmings in
the third quarter of 2005. Losses related to the discontinuance of hedge
accounting are reported in other operations and maintenance expense in our
Consolidated Statements of Income.

The following table presents selected information, for jurisdictions not
subject to cost-of-service rate regulation, related to cash flow hedges
inciuded in AOCI in our Consolidated Balance Sheet at December 31,
2007:

AQGH Portion Expected Maximum
Afer Tax 10 be Reclassified Term
la Eamings
during the Next

Source: DOMINION RESQURCES |, 10-K, February 28, 2008




12 Months

After Tax

{millions) )
Commadilies: o o

Gas 5 15 5 39 months
- Flectricty - . {12 14 0 48 months

Other {17 o (13} 36 months
Isterestrate. .- . - 0 L (31). © WU OAE - 222 months
Foraign currency 3 2 41 months
Total il L e § (42} $ 4 ] |

The amounts that will be reclassified from AGCI to eamings will
generaliy be offset by the recognition of the hedged transactions (e.g.,
anticipated sales) in earnings, thereby achieving the realization of prices
contemplated by the underlying risk management strategies and will vary
from the expected amounts presented above as a result of changes in
market prices, interest rates and foreign exchange raies,
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NoTE 11. EARNINGS PER SHARE
The following table presenis the calculation of our basic and diluted EPS:

Yaar Ended December 31, 2007 2006 2005

(mallwns except per share amounis)

1nmm& from continuing operations beforg ©- -+
extmorclnary ttam and cumulativé effest
- of change in accounting principle:,

Income (loss) from discontinued
operations, net of tax

Extracrdinary item, net oftax ;. . ¢ .

Curmulative effect of change in awounhng
principla, net of lax

Nel income- - Lo

Basic EPS

Avaraga shares of oomm
*_atistending—basic, -

Inoome from continuing operamns hefore
extraordinary item and cumulative effect

of change in accounting principle $ 415 3 218 $ 151
Income {foss) from discontinued operations 5 {01} 0 1{0.22) (- 0.01:
Exiracrdinary tem (0.24} - —_—
Cumulahveaﬁoﬂdmangemmunﬂng ST e e

principle . L — —_ 0.01)
Nel income $ 3.90 § 1.97 $ 1.51
Giluted EPS.. : B ) .- R ST e
Average shares of oommon slock

outstanding 650.8 609.5 684.5
Net sffact of polentially dilutive securities!? . . 44 . 37 4.3
Averags shares of common slock

outstanding—diluted 665.2 703.2 688.5
Income from:continuing operations before- -, -~ . o
- puiraordinary item and cumulative effect = - 1. s ‘ '

.of change n accounting principle - . .. § 413 $217 %150
Income {loss} from dlsccntlnued operatlons (8.01) (021 0
Exraordnaryitern | T | 2 B IR I
Cumnulative effect of change in aocountmg

principle — — (0.01)
Netimgome - -~ - oo 3388 0§ 1.96° 81,50

t1)Patentially dilutive securities consist of oplions, restricted stock and contingenly
comnvertible senior notes. 2006 potentially ditutive securities afso ineluded equity-linked
securities and 2005 poventinfly dilutive securities also included shaves that were
issuable under a forward equity sale agreement,

Potentially dilutive securities with the right to purchase approximately
2 million and 6 miilion average commeon shares for the vears ended
December 31, 2006 and 2005, respectively, were not included in the
respective period’s calculation of diluted EPS because the exercise or
purchase prices ingluded in those instruments were greater than the average
markel price of the common shares. There were no such anti-dilutive
securities outstanding for the year-ended December 31, 2007.

NoTe 12. INVESTMENT SECURITIES

We hold marketable debt and equity securities in nuclear decommissioning
trust funds, retained interests from prior securitizations of financial assets
and subordinated notes related to certain collateralized debt obligations, all
of which are classified as available for sale. In addition, we bold
marketable debt and equity securities, which are classified as trading, in
rabbi trusts associated with certain deferred compensation plans.

Available-for-sale securities as of December 31, 2007 and 20056 are
summarized below. There were no unrealized losses included in AOCI as
of December 31, 2007 or 2006,

Tolal
Fair Unrealized
Value Gaing

‘iaﬁg
R I
519(11

g
A71(2)

$2 756

(i Wnchided in AOCI and reguiatory liabilivies as discussed in Note 2.
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(2} Inclided in AQCT in our Consolidated Balance Sheet,

Debt securities backed by mortgages and loans do not have stated
contractual maturities, as borrowers have the right 1o call or repay
obligations with or without call or prepayment penalties. DCI held 533
million of these debt securities at December 31, 2006. During 2007, DC1
recognized impairment losses of $27 million (316 million afier-tax) due o
changes in market valuations. DCI also sold three of the residual trusts in
2007. DCI still owns six residual trusts with no book basis at December 31,
2007

The fair value of all other debt securities at December 31, 2007, by
contractual marity are as follows:

Amount
{(miligns) .
Dise i ONG yiar orléss! i i C 877
BDue after one year ‘ihroug'n ﬁv Yo o
Diue after five years through ten years;: p.: 13
Bug after 1en E rs 383

Total - i i oo e e o § 1,087

Presented below is selected information reparding our investment
securities. In determining realized gaios and losses, the cost of these
securities was determined on a specific identification basis.

Yaar Ended December 31, 2007 2006 2005

{millions)

Availaple-for-gale seaxitiag:
Pmr;eeds from salas
*: Reslized gainst1}:
Realized losses!)

Trading securitias: - Bodinf e HnUHL AT R Ut ]
Nat unrealized galn (luss) (3) 9

(i }inciudes realized gains and losses recorded to a veguiatory fiability in 2007, as
discussed in Note 2,

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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NotE 13, PROPERTY, PLANT AND EQUIPMENT

Major classes of property, plant and equipment and their respective
balances are:

At Dacamber 31, 07 2006
(millions)
utikity:. . iy
Generahon $10 088
* Transmission... 13627
Distrtbutlnn 7,944
i Storage: fille 1,109
Nudlear fual 907
ZGas gathering and processing .. .. [ o B4R 0L 433
General and other . 735
+ Othér-inciuding plaiit didsr constriction - 1,138
Total utility _ 25979
Ranutiity:: - o

Exploratnn and productran pmperues belng o
amorllzed
4. Proved

Unproved h RS FI I
Unprovad Bprraﬂon el rodwtionpropenles not

Merchan ganeraﬁoﬂ—nuclesr
*Mghchant generation-—other
Muclear fusl
. Qiier-—inciuding plart under construction .
tal nonutility
Total property, plant and equipment A

Following the sale of our non-Appalachian E&P operations, ¢osts of
unproved properties capitalized under the full cost method of accounting
that were excluded from amortization at December 31, 2007 were not
material. There were no significant properties under development, as
defined by the SEC, excluded from amortization at December 31, 2007, As
gas and oil reserves are proved through dritling or as properties are deemed
to be impaired, excluded costs and any related reserves are transferred on
an ongoing, well-by-well hasis into the amortization calculation.

Amortization rates for capimalized costs under the full cost method of
accounting for our U.S. and Canadian cost centers were as follows:

Year Ended Dacember 31, 2007 2006 2005
(Per mcf equivalent) S ) o )
US:eosteantar: o 0 T i 4198 005185 $141
Canadian cost center et d) 219 1.82
ncf = thousand cubic jeet

(1iAds & vesult of the sole of onr Conadiun E&P operations in June 2007, we disconiinued
the amortization of capitalized unproved property cests jor the Caradian cost center as
of June 30, 2007, The amorrization rate for capitalized casts far our Canadian cost
center as 6f June 2007 was §1.89 per mcf equivalent.

Volumetric Praduction Payment Transactions

In 2005, we received $424 million in cash for the sale of a fixed-term
overriding royalty interest in certain of our natural gas reserves for the
period March 2005 through February 2009. The sale reduced our proved
natural gas reserves by approximately 76 billion cubic feet (bef) in 2005.
While we were obligated under the apreement to deliver ro the purchaser
its portion of future natural gas production from the properties, we retained
control of the properties and righis to future developmem drilling. If
production from the properties subject to the sale was inadequate o deliver
the approximately 76 bef of natural gas scheduled for delivery to the
purchaser, we had no obligation to make up the shortfall. Cash proceeds
received from this VPP transaction were recorded as deferred revenve. We
recognized revenue as natural gas was produced and delivered to the
purchaser. We previously entered into VPP transactions in 2004 and 2003
for approximately 83 bef for the period May 2004 through April 2008 and
66 bef for the period August 2003 through July 2007, respectively. The
remaining deferred revenue amounts were $248 million and $510 miilion
at December 31, 2006 and 2005, respectively. During 2007, in cobjunction
with the sale of our non-Appalachian E&P operations, we paid $250
million to terminate the VPP agreements and have retained the repurchased
fixed-term overriding royalty interests formerly associated with these
agreements.

Sale of E&P Properties

Source: DOMINICN RESOURCES |, 10-K, February 28, 2008




I[n 2007, we sold our non-Appalachian natural gas and oil E&P operations
and assets for approximately $13.9 billion, which included the sale of a
portion of our U.S, full cost paol and our entire Canadian full cost peol.

Ir: 2006, we received approximately $393 million of proceeds from the
sale of gas and 0ii properties, primarily resulting from the fourth quarter
sale of certain properties locaied in Texas and New Mexico. The proceeds
were credited to our U.S. full cost pool.

Jointly-Owned Power Stations
Our proportionate share of jointly-owned power stations at December 31,
2007 is as follows:

Bath County
Pumped North Anna Clover Millstons
Storage Power Powar Powetd
Station Station Stetion  Station(V
[millions, except
percentages)
Ownership jntarest | ,-03.8%
Piant in servica § ™
Accurmulaled - ¥ |

*. deprotiatio
Nuclear fuel

construction 10 110 1 55

(1})Represents pur ownership intervest in wmit 3,

The co-owners are obligated to pay their share of all future construction
expenditures and operating costs of the jointly-owned facilities in the same
proportion as their respective ownership interest. We report our share of
operating costs in the appropriate operating expense (electric fuel and
energy purchases, other operations and maintenance, depreciation,
depletion and amortization and other taxes, eic.) in our Consolidated
Statements of Income,

TH

Source: DOMINION RESOURCES |, 10-K, Fabruary 28, 2008
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Nore 14, GooowiLL AND INTANGIBLE ASSETS

Goodwil

The changes in the earrying amount of goodwill during the year ended December 31, 2007 are presented below:

Dominion  Dominion  Dominion  Dominion

Generation Energy Delivery E&P
{millicns) . . . -
Balance at December 31, 2006 | ' C$ 14790 § o TAD $oo1B4 BIO8TTCUES
Sale of non-Appalachian E&P bustness — ) — — {760}
Sale of Paaker facilities ;. . A : C Lo R 7 | ISR PR — IR
Bale of Gichnar and Dallastown - = LT
Reallocation due to ggmentreahgnmenﬂ” KT C e o A BN (M NN | NI 3
Balance at December 31, 2007 $ 1455 & 281 & = 5 — 51, 584 5 96  $3,456

(1) Reffects the reallocation of geodwill due to the transfer af:

Regulnied efectric distribution and nonregulated retal] energy marketing operations from Dominion Delivery to D¥F;

Daminion East Ohio from Dominion Delivery to Dominion Energy:
Regulated eleciric transmission eperations from Dominjon Encezy to DVP;
Appalachian E&P operations front Dominion E& P 10 Dominion Enevgy; and

Peoples and Hope operations from Dominion Delivery ta Corporate and Other.

There was no impairment of or material change to the carrying amount or segment allocation of goodwill in 2006 or 2005,

Other Intangible Assets

All of our intangible assets, other than goodwill, are subject to amoriization
over their estimated useful fives. Amortization expense for intangible
assets was 3115 million, $106 million and $1306 million for 2007, 2006 and
2003, respectively. In 2007, we acquired $77 million of intangible assets,
primarily representing sofiware and emissions allowances, with an
estimated weighted-average amortization period of approximately 10.9
years. The components of our intangible asscts are as follows:

At December 31, 2007 2006

Gross Gross
Carrying  Accumulated Carrying  Accumulaled
Amount Amartization  Amount Amortization

(millions)

Soﬂware a

lloeases
Total 57031 % a3 31064 %

Annual amortization expense for these intangible assets is estimated 1o
be $33 million for 2008, $76 million for 2009, $62 million for 2010, $35
million for 2011 and $23 million for 2012.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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NotE 15, REGULATORY ASSETS ANp LiapiLimies
Our regulatory assets and liabilities include the following:

At Dacerber 31, 2007 2006
(milions)
Regudatory assets [
Unremverecl costa $ 63 31
egulatory sssets—curmentil) 5o 0L - 53 ik
Unreco?zmzed pension and other postrehrernent banaﬂt
cosls 272 135
- Customier b debts®h 7 s L IR
RTO start-up costs and administration feest) 74
*Dlofafred ‘Gost of fuslused nsleciic ganeration(3! | 2
Other postretirement benefit costst® B1
I Incoms taxes, rectivirable thmtigh fulline rhtes(?) - 4B
Orthar 66
7 Reguiatory aseels—nonLurrent, o L. o . . - D57 . %
Tatai regulatory assets 51 [iF{ fi]
Tegulatory iabiities; [ o
Provision for fuiure cost of removalf 522 w7
Decammlhslomng trust 487 i1 3

Otherl10) ' ST T g
Total regulalory (ebites - - - §1226 i@

{1)Reparted in ather curreni assets.

(2}Represents unrecognized pension and other posirelivement benefit costs expected ta he
recovered through future rates by certain of our rate-vegulated subsidiaries.

{3)nstead of recovering bad debt costs through ovr base rates, the Public Utilities
Commission of Ohio (Ghio Commission) allows us o recover all eligible bad debt
expenses through a bad debt tracker, Annually, we assess the need (o adjust the iracker
based on the preceding year 5 unrecovered deferred bed debt expense. The Ohio
Commission also has authorized the collection nf previously deferred cosis associated
with certain uncotlectible customer accounts from 2004 over five years, beginning in
July 2004 through the tracker rider. Remaiwing costs 10 be vecovered totaled 315
million at Decewber 3i, 2007,

(AFERLC has conditionally authorized our deferral of stavi-up cosis incurred in
commection with joining an RTO and ongoing administretive fees paid to PIM, We have
deferred 381 milllon in start-up cosis and administration fres ond 516 million of
assaciated carrying costs. We expect recovery from Virginia jurisdictional refail
cusiomers ip commence ar the end of the Virginia revail rate cap period. subject ia
regulatory approvai.

(5)As discussed under Virginia Fuel Expenses in Note 24, in Jure 2007, the Virginia
Commission approved a fuel factor increase of approximarely $219 million, gffective
July 1, 2007, with the balance of approximarely §443 million 1o be deferved and
subsequently recovered, without interest, duving the period commencing July I, 2008,
and ending June 30, 2011,

(6)Casts recognized in excess af amaunts included in reguiated rates charged by our
regulated gas operations before rates were updated 1o reflect a new method of
aceovunting and the cost related 1o the acerued benefit obligmion recognized as part of
accounting for ouy acquisition gf CNG.

(7)Income taxes recoverable through furure rates resulting from the racognition of
additional deferred income tees, not vecagnized under ratemaking practices.

(8)Rertes charged to customers by our reguiated busi include a provision for the
cost of future aclivities to remove assets that are expecied to be incurred at the time of
refirement,

() Primarily reflecis a regulatory lability establisired in 2007 representing amotmnts
previously colfected from Virginia jurisdictional customers and placed in external
trusis {including incame, losses and changes in fair value thereon) for ihe furive
decommissioning af our willlty nuclear generation stations. in excess of amounts
recorded pursuant to SFAS No. 143,

{18imcludes 33 million and 37 million reported in sther current abifities in 2007 and
2006, respectively.

At December 31, 2007, approximately $659 million of our repulatory
assels represented past expenditures on which we do not eam a return,
These expenditures consist primarily of deferred fuel costs, unrecovered
gas costs, RTO start-up costs and administration fees, and customer bad
debts. Unrecovered gas costs and the ongoing portion of bad debts are
recoverad within two years. Previously deferved bad debts will be
recovered through 2009

Sowce: DOMINION RESOURCES |, 10-K, February 28, 2008




Note [6. AsseéT RETIREMENT OQBLIGATIONS

Our AROs are primarily associated with the decommissioning of our
nuclear generation facilitizs. In addition, our AROs include plugging and
abandonment of gas and oil wells; interim retirements of natural gas
gathering, transmission, distribution and storage pipeline components; and
the future abatement of asbestos in our generation facilities. These
obligations result from certain safcty and environmental activities we are
required to perform when any pipeline is abandoned or asbestos is
disturbed.

We also have AROSs related to the retirement of the gas siorage wells in
our underground natural gas storage network, certain electric transmission
and distribution assets located on property that we do not own,
hydroclectric generation facilities and LNG processing and storage
facilities. We currently do not have sufficient information to estimate a
reasonable range of expected retirement dates for any of these assets. Thus,
AROs for these assets will not be reflected in our Consolidated Financial
Statements until sufficient information becomes available ta determine a
reasonable estimate of the fair value of the activities to be performed.
Generally, this will occur when the expected retirement or abandonment
dates are determined by our operational planning. The changes to our
AROs during 2007 were as follows:

Amount
{millions)
Agsat relirerient obligations at Decembar 31; 200611} . e - $ 4982
Obligations incurred during the periad 18
Obligations sefed during the period’ i il: NI =}
Obllgahuns rellevad due to sale Df nun—Appa!achlan E&P busness [275)
Accretion .- ; AP P ¥
Qther {2)
Asset retirement obligations at December 31, 20070 - . . .. $ 1,737

(Winciudes 52 million and $15 million reported in other curvent liabilities ot

December 31, 2006 and 2007, respectively.

We have established trusts dedicated to funding the futurs
decommissioning of our nuclear plants. At December 31, 2007 and 2006,
the aggregate fair value of these trusts, consisting primarily of debt and
equity securities, totaled 52.9 billion and $2.8 billion, respectively.

Saurce: DOMINION RESOURCES I, 10-K, February 28, 2008
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NoTEe 17. VariasLe InTerest EnNTiTiES

FASRB Interpretation No. 46 (revised December 2003), Consolidation of
Variable Interest Entities (FIN 46R) addresses the consolidation of VIEs.
An entity is considered a VIE under FIN 46R if it does not have sufficient
equity to finance its activities without assistance from variable interest
holders ar if its equity investors lack any of the following characteristics of
a controlling financial interest:

» gontrol through voting rights,
» the obligation to absorb expected losses, or

» the right to receive expected residual returns,

FIN 46R requires the primary beneficiary of a VIE to consolidate the
VIE and o disclose certain information abaut itg significant variable
interests in the VIE. The primary heneficiary of a VIE is the entity that
receives the majority of a VIE’s expected losses, expected residual returns,
or both.

Wz have long-term power and capacity contracts with 4 potential VIEs,
which contain certain variable pricing mechanisms to the counterparty in
the form of partial fuel reimbursement. We have concluded we are not the
primary benefictary of any of these potential VIEs. The contracts expire at
various dates ranging from 2015 to 2021, We are not subject to any risk of
loss from these potential VIEs other than our remaining purchase
commitmenss which totaled $2.1 billion as of December 31, 2007. We paid
$211 million, $214 million and $222 million for clectric capacity and $160
million, $130 million and $159 million for electric energy o these entities
for the years ended December 31, 2007, 2006 and 2003, respectively.

Our Consolidated Balance Sheet as of December 31, 2006, reflected
$337 million of net property, plant and equipment and $370 million of
debit, related to the consolidation, in accordance with FIN 46R, of a
variable interest lessor entity through which we had financed and leased a
power generation plant for our utility operations, The debt was
non-recourse to us and was secured by the entity’s property, plant and
equipment. The lease under which we operated the power gensration
facility terminated in August 2007 and we took legal title to the facility
through the repayment of the lessor’s related debt.

As discussed in Mote 28, DCI holds an investment in the subordinated
notes of a third-party CDO. In June 2006, the CDO entity’s equity investor
withdrew its capital, which required a redetetmination of whether the CDO
entity is a VIE under FIN 46R., We concluded that the CDO entity is a VIE
and that DCI is the primary beneficiary of the CDO entity, which we havg
consalidated in accordance with FIN 46R.

NoTE 18. SHorr-TErM DEBT AND CREDIT
AGREEMENTS

As a result of the merger of CNG with Dominion in June 2007, all of
CNG'’s former credit facilities have been assumed by Dominion. We use
short-term debt, primarily commercial paper, to fund working capital
requirements, as a bridge to long-term debi financing and as bridge
financing for acquisitions, if applicable. The levels of borrowing may vary
significantly during the course of the year, depending upon the timing and
amount of ¢ash requirements not satisfied by cash from operations. In addi-

tion, we utilize cash and letters of credit to fund collateral requirements
under our conmodities hedging program, Collateral requireients are
impacted by commodity prices, hedging levels, aur credit quality and the
credit quality of our counterparties. At December 31, 2007, we had
committed lines of credit totaling 54.9 biflion. These lines of credit support
comunercial paper borrowings and letter of credit issuances. At

December 31, 2007 and 2006, we had the following commercial paper, |
bank loans, and letters of credit outstanding, as well as capacity available -
under our credit facilities: '

Ouistanding Quistanding Oufstanding  Facily

Facility Commercial Bank Lettars of Capacily
Limit Paper  Borrowings Credit Available
(millions)
2007
Five-year joint
ravolvin? credit
53,000 § $220  $2,0M

facility1

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




Dominion

credit facility(?)
Five-year

Dominion

bilateral

facilityt) 200 — — — 200
~.. Total . $2913
2006

Oominlen
cradit facilty!® 1,700 — 500 484 716

* facity® — lamg

364-day credit
facilityl4) 1,050 — — — 1,050
CTotals - i BEAS0 801,758 8 . 500 C$720° ¢ §2.871

(1The 33.0 Billion Ave-year credit facklity was entered into Februcry 2006 and rerminaies
in Februory 200 T credit facility con be wsed to suppart bank bovrowings and the
issuance of commercial paper; as well as to support up to 51,5 billion of lelters of
cradit. The welghted-average interest rates of the outstanding cammerciol paper
supported by this facility were 3.66% and 5.41%G at December 34, 2007 and 20414,
raspectively.

(2)The £1.7 billion five-year credit facility was entered into in August 2005 and terminates
I August 2010, This facility can be used ta support bank horrowings, the issvance of
letiers of eredit and commercial paper. The weighted-average interest rotes of the
outstanding bank borrowing supported by this facility were 5.69% and 5.76% at
December 31, 27 and 2008, respectively.

{3)The 3200 miilion five-vear jacility was entered into in December 2005 and terminates
in December 2010). This credil focility can be wsed fo support commercial paper and
letier of credit issuances.

(4)The 51.05 billion 364-day credit facility was used to support the issuance of fetters of
credil avd commerciol poper by our former CNG consolidoted subsidiary o fured
collmeral requirements under ity pas and oil hedging program. The facilite was
emered into in February 2006 and rerminated in February 2007.

In addition to the facilities above, we also entered into a $100 million
bilateral credit facility in August 2004 that terminates in August 2009, At
December 31, 2007, there were no letters of credit outstanding vnder this
facility. At December 31, 2006, outstanding letters of credit under this
facility totaled $100 million. At December 31, 2006, we also had a $100
million three-year credit facility entered into in June 2004 that terminated
in June 2007, At December 31, 2006, outstanding letters of credit under
this facility tomled $25 million.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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Note 19, Long-Term DeBr

2007
Weighted-
Average
Al December 31, Couponll) 2007 2008

(rnlillons excapl percentages)
Déiminion Resotices, Ine A
Unsecured Senior and Me lum-Term No 6!

--4.125% 0 8.125%, diia 2008 to 20 2::;
5.0% to 7.195%, due 2013 lo 2035() B
" NMariable‘ratas, dua 2007 and 20081 ST e BT e e e
Unsemred Converlible Senior Nates, 2. 125% Gua 2023(3)
" Unsécured Juhior Subordinated: Nolés Payable to Affiliated Trusts, 7.83% o BL.4%, dus 2027 t0 2031
“Enhanced Jurior Subordinated Notes, 6. 3% I;o ? 5%, dus 2066
. Unsacured Debentures arid Seritor Nates!3!
8.0% to 8.875%, due 2007 1o 2011 N
FLO50% teB875%, due 201310 2027 ¢ o i '
Unsecured Junior Subordinated Noles Payahka to Aﬁilnated Ttus'. 7.8%, dua 2041/ (4)
Virginia Electrig and Powsr Company: -~
Secured First and Refundmg Mortgags Bonds, 7. 625% due 200?(51
' Secuned Bank Dett, Variable rate, due 2007 (8).;
Unsacurad Senior and Medium-Term Nulsas
41 4.6% to 5.73%, due 2007 to 20112 2. 7, L
4.75% to 8.625%, dus 2013 to 2037
Unsecured Callable and Puttabla Enfianced SecuritiesS™, 4.10%, due 2038171 ° -
Tax-Exempt Financings: (8]
i Marlablg rate, due 2008 - Bl
Variable rates, due 2015 lo 2027
11 4.95% 10.7.65%, due 2007 to 2010 - T
4.25% o 7.55%, dua 2014 to 2031
* Unsecured Junior. Subordinated Notes Payable 1o Affiliated Trust, 7.375%, dug 2042 .
BDominion Energy, Inc.: )
-1 Secured Senior Note, 7.33%, dues 2020 = 1. 0 v R i
Tax-Exemgt Financing, § 0%, due 2036 ‘
Dominion Capital Jpc: . 0h RN
Notes, 12,5%, due 200
- Senior Revoiving Notes, Vaiiable: mlai e 01700
Sanlor Note Vanable rate dua 2017

Fair value hedge valuatmn“”
Amounts dus within ane-yeart!2). ;
Unamortized discount and pramlurn, nat

Total long-term debt:* 7T - R - 14701

{1} Represents waighted-average coupon rates for debi ottstanding as of December 31, 2007.
(2) At the aption of holders in August 2013, 8510 million of Deminions 5.25% senior rates due 2033 are subject to redempiion ai 100% gf the principal amount plus accrued interest.

[3) Canvertible into a cambination of cash and shares of our commoan stock at any time when the closing price of our comman stock equals 120% of the applicable conversion price ar higher
Jor at fegst 20 ot of the last 30 consecutive trading days ending on the last irading day of the previons calendar quarter. At the option of holders on December 15, 2006, December 13,
2008, December 15, 203, or December 13, 2018, these securltles are subject to redampiion at 100% of the principal amount pius accrued intevest. On December 15, 2006 less than 3160
thousand of the debt was redeemed due to holders exercising their put option,

{4) Represenys debt assured by DRI from the merger of sur former CNG consolidared subsidiary.

15) Subsrantially ofl of Virginia Power s property ($13.1 billion at Devember 31, 2007) Ik subjiect to the len of the mortgage securing its First ond Refunding Morigage Bonds, Although there
are no publicly issued bonds ottstanding as of December 31, 2007, we may issue additional bonds in the fiture.

{6} Represented debt assuciated with certain special purpose lessor enlities consolidated in accordance with FIN 468, The debl was ronrecourse to us and was secured by the ewdities "progerdy,
plant and equipment, which totaied $337 million at December 31, 2006, This debi was repaid in August 2007, when the iease terminated.

{7} On December 15, 2008, the securities are subject i redemption at par plus accrved Interest, unless holders af related options exercise their rights 1o purchase and remarket the noies.

(8} These financings relate to certain poliution control equip at Virginia Power s generating facilities, The variable rate tax-exempt financings are supported by a 5200 mifllon five-year
credit facility that terminates in Februanr 2011, In February 2007, we exercised aur cafl option and redeemed $82 million of Virginia Power & iax-exespi finamcings with a weighted
average raie of 7.52%%, with proceeds raised through the issuance of commercial paper:

%) Represents debt associated with our Kincaid power station. The debt is non-recowrse 1o us and is secured by the facility s assets (3537 million at December 31, 2007) and reveme.
(10} Ax discussed in Note 28, in June 2006, DCT began consolidming a CDO entlty. in acgordance with FIN 46R. The dely is nonrecourse lo us.
{14} Represents the valuation of vertain fair vaiue hedges associcted with our fixed-rate lbl.

(i 2} nchides $1 million of net unamortized discount and fair value hedge vatuation.

Source: DOMINION RESOURCES I, 10K, February 28, 2008
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Based on stated maturity dates rather than early redemption dates that could be elected by instrument halders, the scheduled principal payments of long-term

debt at December 31, 2007, were as follows:

2008 2009 2010 2011 2012 Thareafter Total
(millions, except psrcenl:ages) ‘ ]
Secured SenlforNotes ’ Tt L% 1o a5
Unsecured Sanior Noles (mciudmg Madll.lm Term sll! 1,318 313
Unsadurad Callable and Putiabla Erhancad Securities - -
Tax-Exempt Financings 153 ] 11

Unsecunad Junior Subordinated Notes Payable to Affikated Trusts i} - RN

Enhancad Junior Subordmated Nutes )

Other i ¢ el b e
Tota) STA76 3455
Waighted-average coupan | 7't ' 5.18% 5.36% 5.989%  6.35% 5,

We rapaid $5.5 billion of long -term dabt and notes payable during 2007,
which includes the completion of a debt tender offer repurchasing $2.5
biltion of our debt securities in July 2007, We recognized chaiges of $242
million (3148 million after-tax) primarily in connection with the early
redemption of this debt, Of this amount, $234 million ($143 million
after-tax) was recorded in interest and related charges in our Consolidated
Statement of Income.

Our short-term credit facilities and long-term debt agreements contain
customary covenants and default provisions. As of December 31, 2007,
there were no events of default under these covenants.

Convertible Securities

In 2004, we entered into an exchanga transaction with respect to $220
million of our outstanding contingent convertible senior noies in
contemplation of the transition method provided by EITF [ssue No. 04-8,
The Effect of Contingently Convertible Instruments on Diluted Earnings
per Share (EITF 04-8). We exchanged the outstanding notes for new notes
with a conversion feature that requires that the principal amount of each
note be repad m cash. At issuance, the notes were valued at a conversion
rate of 27.173 shares of common stock per $1,000 principal amount of
senior notes, which represented a conversion price of $36.80, recast to
reflect our November 2007 stock split. Amounts payable in excess of the
principal amount will be paid in common stock. The conversion rate is
subject to adjustment upon certain events such as subdivisions, splits,
combinations of common stock or the issuance to all common stock
holders of certain common stock rights, warrants or options and certain
dividend increases. As of December 31, 2007, the conversion rate had been
adjusted to 27.5294, primarily due to individual dividend payments above
the level paid at issuance.

The notes outstanding on December 31, 2004 were included in the
diluted EPS calculation retroactive to the date of their issuance using the
method described in EITF 04-8, when appropriate. Under this method, the
number of shares included in the derominator of the diluted EPS
calculation is caiculated as the net shares issuable for the repotting period
based upon the average market price for the period. This resulis in an
increase in the average shares outstanding used in the calculation of our
diluted EPS when the conversion price of $36.80 is lower than the average
market price of our common stack over the period, and results in no
adiustment when the conversion price exceeds the average market price.

The senior notas are convertible by holders into a combination of cash
and shares of our common stock under any of the following circumstances:

(1)The closing price of our common stock exceeds the applicable
conversion price ($43.51 as of February 27, 2008) for at least 20 out of
the fast 30 consecutive trading days ending on the last trading day of the
previous calendar quarter;

{2)The senior notes are called for redemption by us;
(3)The occurrence of specified corporate transactions; or

(4)The credit rating assigned to the senior notes by Moody’s Investors
Service (Moody’s) is below Baal and by Standard & Poor’s Ratings
Services, a division of the McGraw-Hill Companies, Inc. (Standard &
Poor’s), is below BBB- or the ratings are discontinued for any reason.

As of December 31, 2007, the closing price of our common stock was
equal to $44.16 per share or higher for at least 20 out of the last 30
consecutive trading days. Therefore, the senior notes are eligible for
conversion during the first quarter of 2008, Beginning in 2007, the notes
have been eligible for contingent interest if the average trading price as

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




defined in the indenture equals or exceeds 1209 of the principal amount of
the senior notes. Holders have the right o require us to purchase these
senior notes for cash at 100% of the principal amount plus accrued interest
in December 2008, 2013 or 2018, or if we undergo certain fundamental
changes. We continue to classify these senior notes as long-term debt in
our Consolidated Balance Sheet since we have the intent and ability to
refinance them on a long-term basis.

Equity-Linked Securities

In 2002, we issued 6.6 million equity-linked debt securities, consisting of
stock purchase contracts and senior notes. Total net proceeds were §320
million. Long-term debt of $330 million and an equity charge of $36
million were recorded in ¢ur Consclidated Balance Sheet related to the
igguance.

The stock purchase contracts obligated the holders to purchase shares of
our common stock from us by May 2006. The purchase price, recast 10
reflect our November 2007 stock split, was $25 and the number of shares
to be purchased was determined under a formula based upon the average
closing price of our common stock near the settlement date. The senior
notes, or freasury securities in some instances, were pledged as collateral to
secure the purchase of commeon stock under the related stock purchase
contracts. The holders were given the option to cither satisfy their
obligations under the stock purchase contracts by

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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allowing the senior notes to be remarketed with the proceeds being paid to
us as consideration for the purchase of stock or continue to hold the senior
notes and use other resources as consideration for the purchase of stock
under the stock purchase contracts. In February 2005, we successfully
remarketed the senior notes related to our equity-linked debt securities. The
senior notes, which will mature in 2008, now carry an annual interest rate
of 5.687%, priar to the remarketing, the notes carmried an annual interest
rate of 5.75%.

Prior 1o conversion, we made quarterly interest payments on the senior
notes and quarterly payments on the stock purchase contracts. Prior to
conversion, we recorded the present valug of the stock purchase contract
payments as a liability, offset by a charge to common stock in
shareholders’ equity. The stock purchase contracts carried an annual
interest rate of 3.00% prior io their settlement in May 2006, by issuance of
9 million shares, recast to reflect the impact of our Novernber 2007 stock
split, of our common stock. Interest payments on the senior notes are
recorded as interest expense and stock purchase contract payments were
charged against the liability. Prior to conversion, accretion of the stock
purchase contract liability was recorded as interest expense. In calculating
diluted EPS, we applied the treasury stock method to the equity-linked debt
securities. These securities did not have a significant effect on diluted EPS
in 2006 or 2005.

Junior Subordinated Notes Payable to Affiliated Trusts

From 1997 through 2002, we established five subsidiary capital trusts, each
as a finance subsidiary of the respective parent company, which holds
100% of the voting interests. The trusts sold trust preferred securities
representing preferred beneficial interests and 97% beneficial ownership in
the assets held by the trusts. in exchange for the funds realized from the
sale of the trust preferred securities and common securities that represent
the remaining 3% beneficial ownership interest in the assets held by the
capital trusts, we issued various junior subordinated notes. The junior
subordinated notes constitute 100% of each capital irust’s assets. Each trust
must redeem its trust preferred securities when their respective junior
subordinated notes are repaid at maiurity or if redeemed prior to manurity.

In July and August 2007, we redeemed approximately 240 thousand
untits of the $250 million 8.4% Dominion Capital Trust Il debentures due
January 15, 2031, The securitics were redeemed at a price of $1,209 per
preferred security plus accrued and unpaid distributions.

In July 2007, we redeemed all 8 million units of the $200 million 7.8%
Dominion CNG Capital Trust [ debentures due Qctober 31, 2041. The
securities were redeemed at a price of $25 per preferred security plus
accrued and unpaid distributions.

In October 2006, we redeemed all 12 million units of the $300 million
8.4% Dominion Resources Capital Trust 1 debentures due January 30,
2041, The securities were redeemed at a price of $25 per prefetred security
plus accrued and unpaid distributions,

The following table provides summary information abaut the trust
preferred securities and junior subordinated notes outstanding as of
December 31, 2007:

Trust
Preferred  Common
Date Secufities  Securities
Established Capital Trusts Units Rale Amount  Amount

(thousands) ] [mikions)

Resources
GCapital Trust

JUN®) il S 16,000 | T9TS% 400 D 124
Junior subordinated notesidebentures held as assets by each capital trust were as follows:

(1)3258 million—Dominion Resources, Inc. 7.83% Debemtures due [2/1/2027.
(2)810 million—Dominion Resources. Inc. 8,4% Debentures due 1/15/2031,

(3)8412 million—Virginia Power 7.375% Debentures due 7/30/2042.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




Distribution payments on the rust prefarred securities are considered to
be fully and unconditionally guaranteed by the respective parent company
that issued the debt instruments held by each trust, when all of the related
agreements are taken into consideration, Each guarantee agreement oaly
provides for the guarantee of distribution payments on the relevant trust
preferred securities to the extent that the trust has funds legally and
immediately available to make distributions. The trust’s ability to pay
amounts when they are due on the trust preferred securities is dependent
solely upon the payment of amounts by Dominion or Virginia Power when
they are due on the junior subordinated notes. We may defer interest
payinents on the junior subordinated notes on one or more occasions for up
to five consecutive years and the related trusts must also defer
distributions. If the payment on the junior subordinated notes is deferred,
the company that issued therr may not make distributions related to its
capital stock, including dividends, redemptions, repurchases, liquidation
payments or guarantee payments. Also, during the deferral period, the
company that issugd them may not make any paymenis on, redeem or
repurchase any debt securities that are equal in right of payment with, or
subordinated to, the junior subordinated notes,

Enhanced Junior Subordinated Nates

In June 2006 and September 2006, we issued $300 million of 2006 Series
A Erhanced Junior Subordinated Notes due 2066 (June hybrids} and $500
million of 2006 Series B Enhanced Junicr Subordinated Notes due 2066
{September hybrids), respectively. The June hybrids will bear interest at
7.5% per year untii June 30, 2016. Thereafter, they will bear interest at the
three-month London Interbank Offered Rate (LIBOR} plus 2.825%, reset
guarterly. The September hybrids will bear interest ar 6.3% per year until
September 30, 201 1. Thereafier, they will bear interest at the three-month
LIBOR plus 2.3%, reset quartetly. We may defer interest payments on the
hybrids on one or more occasions for up to 10 consecutive years. If the
interest payments on the hybrids are deferred, we may not make dis-

Source: DOMINION RESOURCES ), 10-K, February 28, 2008
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tributions related 1¢ our capital stock, including dividends, redemptions,
repurchases, liquidation payments or guarantee payments. Also, during the
deferral period, we may not make any payments on or redesm or
repurchase any debt securities that are equal in right of payment with, or
subordinated to, the hybnds.

NoTE 20. Sussipiary PREFERRED STOCK

Dominion is authorized to issue up to 20 million shares of preferred stock,
however, none were issued and outstanding at December 31, 2007 or 2006.

Virginia Power is authorized to issuc up to 10 million shares of preferred
stock, $100 liquidation preference, and had 2.59 million preferred shares
issued and outstanding at December 31, 2007 and 2006. Upon inveluntary
liguidation, dissolution or winding-up of Virginia Power, each share would
be entitled to receive $100 plus accrued dividends. Dividends are
cumulative,

Holders of Virginia Power’s outstanding preferved stock are not entitled
1o voting rights except, under certain provisions of the amended and
restated articles of incorporation and related provisions of Virginia law
restricting corporate actien, or upon default in dividends, or in special
statutory proceedings and as required by Virginia law (such as mergers,
consolidations, sales of assets, dissolution and changes in voting rights or
priorities of preferred stock).

Presented below are the series of Virginia Power preferred stock hot
subject to mandatory redemption that were outstanding as of December 31,
2007:

Issued and
Qutstanding Entitied Per Share
Dividend Shares Upon Liguidation
{thousands)
$5.000 .0 nnvoigin ISP [« ATRMPPRIIC -3 SO N
4.04 13
‘A.200- BUEERE SN |
412 oon
-4.80: RERIRIATR & RTINS [
7.06 560 162.12(¢1)
B.9B T R BT S102.10i
Flox MMP 12/02. Series A 1,250 100.00¢3
Fotal - -7 i s i, s o BOR RN

(1) Through 7/31/2008; 310177 commencing 8/1/2008; amounts decline in steps
thereafier to $100.00 by 8/1/2013.

(2)Through 8/31/2008; $101.75 commencing 9/172008; amounts decline in staps
thereaffer fo $100.00 by 9/1/2013.

(I}Dividend rate was 5.50% through 12/20/2007. Dividend rate is now 6.25% through
372072011 after which, the rate will be determined according to perviodic auctions for
periods established by Virginia Power a1 the time of the quction process.

Note 21. SuarenoLpers® Equity

Issuance of Common Stock

In 2007, we received cash proceeds of $226 million for 7.6 million shares
issued in connection with the exercise of employee stock options. During
2007, we purchased our common stock on the open market with the
proceeds received through Dominion Direet” (a dividend reinvestment and
open enrollment direct stock purchase plan) and employee savings

plans, mather than having additional new common shares issued. In January
2008, we began issuing additional new common shares to be used for these
programs.

Repurchases of Commaon Stock

In 2007, we repurchased 129.0 million shares of common stock for
approximalely $5.8 billion. This amount includes the completion of our
equity tender offer in August 2007, in which we purchased approximatety
115.5 million shares at a price of $45.50 per share for a total cost of
approximately $5.3 billion, excluding fees and expenses related to the
tender.

In December 20056, we entered into a prepaid accelerated share
repurchase agreement (ASR) with a financial institution as the
counterparty. Under the ASR, we would receive between 11.2 million and
13.0 million shares in exchange for the prepayment. At the time of

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




execution of the ASR, we made a prepayment of $500 million and the
counterparty initially delivered approximately 10.1 million shares to us.
The final number of shares te be delivered to the Company was determined
by the volume weighted average price of our common stock over the
periad commencing on December 12, 1006 and terminating on May 16,
2007. In May 2007, the counterparty delivered approximately 1.6 million
additional shares to us in completion of the ASR.

At December 31, 2007, the remaining stock repurchase autharization
pravided by our Board of Directors is the lesser of 54 million shares or
$2.7 billion of our ouistanding common stock.

Sharas Reserved for lssuance

At December 31, 2007, we had a total of 46 million sharcg reserved and
available for issuance for the following: Dominion Direct » employee
stock awards, employee savings plans, director stock compensation plans
and contingent convertible senior notes,

Accumulated Other Comprehensive Income [l.oss)
Presented in the table below is a summary of AOCI by component:

Al December 31, 2007 2008

{millions) e .

Net unrealized losses or derivatives—bedging Crogase 442
- aciivities, et of fax of $30 and $265; resnectwely Sons ey o $422)

Net unrealized gains on investment securities, net of
tax of $116 and $187, respectively

Natunreoognlzed pensicn. antiiother posh'muremem e RS
- benwfit costs, net of tax of $14 ; : .

G g

- 1esgeclivaly LT 2 {150)- . (336)
Foreign currency translation A —{1) 50
Total acoumulated olher comprehensive loss s * $ (13 - H4E)

ti)Decrease is due to the sale of our Canadian E& P busivess in June 2007,

Stock-Based Awards

In April 2003, our shareholders approved the 2005 lncentive Compensation
Plan (2005 Inceative Plan) for employees and the Non-Emplayee Directots
Compensation Plan (Non-Employee Directors Plan). The 2005 Incentive
Plan permits stock-based awards that include restricted stock, performance
grants, poal-based stock and stock options, and the Non-Employee
Directors

Source: DOMINION RESCOURCES |, 10-K, February 28, 2008
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Plan permits restricted stock and stock options. Under provisions of both
plans, employees and non-employes directors may be granted options to
purchase comumon stock at a price not less than its fair market value at the
date of grant with a maximurm term of eight years. Option terms are set at
the discretion of the Compensation, Governance and Nominating (CGN)
Committee of the Board of Directors or the Board of Directors itself, as
provided under each individual plan. At December 31, 2007,
approximately 29 million shares were available for future grants under
these plans. Prior to April 2005, we had an incentive compensation plan
that provided stock options and restricted stock awards to directors,
executives and other key employees with vesting periods fram one to five
years. Stock options generally had contractual terms from six and one half
to ten years in length.

Ohr results for the years ended December 31, 2007, 2006 and 2005
inciude 357 million, $31 million and $25 million, respectively, of
compensation costs and $21 million, $11 million and $10 million,
respectively, of income tax benefits related to our stock-based
compensation arrangements. Stock-based compensation cost is repotted in
other operations and maintenance expense in our Consolidated Statements
of Income.

Stock Orpmions

The following tahle provides a summary of changes in amounts of stack
options outstanding as of and for the years ended December 31, 2007, 2006
and 2005, No options were granted under any plan in 2007, 2006 or 2005,

Weightad-
average
Weighted-  Remaining Aggregaled
average  Coniractual Intrinsic
Shares  Exercise Prive Lile Value (1)
.. _{thousands) ~ (years) [milliong)
Qutstanding al -~~~ ; R
i December 31, )
“200d i \';ifi *
Exercisable at
December 31,
2004 21,536 % 30.4
Exercised - .:iin o (1N 5 TG &80 - o B an AT
Forleiled/expired (30) & .27
Cutstanding an I Ll oy
" exercisable a o
-Decambar -
2005 c
Exercised ] 29, $
Forfeftedfaxpired ;- {7 (E2Y 01§ 101H30.4000 L

Gutstanding and
exercisable at

(i Mntrinsic value represenis the difference between the exercise price of the optian and
the market value of our stock.

We issue new shares to satisfy stock option exercises. We received cash
proceeds from the exercise of stock options of approximately $226 million,
$54 million and $335 million in the years ended December 31, 2007, 2006
and 2003, respectively.

ResTRICTED STOCK

The tair value of our restricted stock awards is equal to the market price of
our stock on the date of grant. These awards generally vest over a
three-year service period and are settied by issuing new shares. The
following table provides a summary of restricted stock activity for the
years ended December 31, 2007, 2006 and 2005:

Weighted-

average

Grant

Data Fair

Shares Value .

Source: DOMINION RESOURCES 1, 10-K, Febrnusary 28, 2008




(thausands)

Nanvested at Decembar 31, 2004 1,820 $ 37
Granted 408 37.26
vastad v (60} 3123
Cancalled and forfeited (96) 31.64
Nonvested at December 31, 2005 .~ . . . 2262 . _ § 51564
Granted . ) . B7% 35.22
Vested e o T i) e 3088
Canoelled and forfelted (83) 3377
Npnvested at December 31,2006 .- - .. 2493 7 32572
Granted ) o 508 4453
Vested - 10 HLEIE L S b sy ‘3300
Cancefled and fodelled {90) 36.33
Honvesied at Decamber 31, 2007 - - = 0. o 0 L2014 $ 3A5p1

As of December 31, 2007, unrecognized compensation cost related to
nonvested restricted stock awards totaled $235 million and is expected to be
recognized over a weighted-average period of 1.5 years. The fair value of
restricted stock awards that vested was $30 million, $14 million and $2
million in 2007, 2006 and 2005, respectively. Employees may clect to have
shares of restricted stock withheld upon vesting to satisfy tax withholding
ohligations. The number of shares withheld will vary for each employee
depending on the vesting date fair value of Dominion stock and the

applicable federal, state and local tax withhelding rates.

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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GoaL-Basep Stock

Goal-based stock awards are generally granted o key non-officer
employees on an annual basis. Goal-based stock awards were also granted
in lieu of cash-based performance grants o certain officers who had not
achieved a certain level of share ownership. The issuance of awards is
based on the achievement of multiple performance metrics during a
two-year period, including retumn on invested capital and total shareholder
retumn relative ko that of a peer group of companies. The actual number of
shares issued will vary between zero and 200% of targeted shares
depending on the level of performance metrics achicved. The fair valus of
goal-based stock is equal to the market price of our stock on the date of
grant. These awards generally vest aver a three-year service period and are
settled by issuing new shares. The following table provides a summary of
goal-based stack activity for the years ended December 31, 2007 and 2006:

Waeighled-
average
Targeted Grant
Number of Date Fair
Shares Value

{thousands)
Nonvestad at December 31,2005 .. T ol v=he B T
Granted 00 0 3477
VGSIBd { . R G R el g:?II::;:;‘ e
Cancelied and forferhed (6) 34.77
Nonvesied a1 Decembar 81; 2006 ;¢ ;i . . 0 o D 184 0 8 3477
Granted . 160 o a4
Vested & VI PPN (-~ B T
Canuallad and furlalled 35.03
Nonvested at December 31, 2007 ;. =~ . - 2B 39,15

At December 31, 2007, the targeted number of shares expected to be
issued under these awards was approximately 289 thousand. In January
2008, the CGN determined that the total number of shares expected to be
issued under the goal-based stock awards is 359 thousand, based on the
actual performance against mewics, as amended in January 2008,
established for those awards whose performance period ended on
December 31, 2007.

As of December 31, 2007, unrecognized compensation cost related to
nonvested goal-based stock awards totaled $8 million and is expected to be
recognized over a weighted-average period of 1.5 years.

Casu-Baseo PERFORMANCE GRanT

In April 2006, a cash-based performance grant was made Lo officers.
Payout of the performance grant will occur by March 15, 2008 and is based
on the achievement of two performance metrics during 2006 and 2007:
return on invested capital and total shareholder return relative to that of a
peer group of companies. Actual payout will vary between zero and 200%
of the targeted amount, depending on the level of performance metrics
achieved. At December 31, 2007, the targeted amaunt of the grant was $13
million, however the actual payout will be §18 million based on the
performance metrics achieved.

In April 2007, a cash-based performance grant was made to officers.
Payout of the performance grant will occur by March 15, 2009 and is based
o the achievement of two petformance metrics during 2007 and 2008:
return on invested capita) and total sharcholder return relative to that of a
peer group of companies.

At December 31, 2007, the targeted amount of the grant is $14 million, but
actual payout will vary between zero and 200% of the targeted amount
depending on the level of performance metrics achieved.

At December 31, 2007, a liability of $25 million has been accrued for
these awards.

Notk 22, Divipenn RESTRICTIONS

The Virginia Commission may prohibit any public service company,
including Virginia Power, from declaring or paying a dividend to an
affiliate, if found to be detrimental to the public interest, At December 31,
2007, the Virginia Commission had net restricted the payment of dividends
by Virginia Power.

Certain agreements assaciated with our credii facilities contain
restrictions on the ratio of our debt to total capitalization. These limitations
did not restrict cur ability 1o pay dividends or receive dividends from our
subsidiaries at December 31, 2007.

See Note 19 for a description of potentia! restrictions on dividend
payments by us and certain of our subsidiaries in connection with the

Source: DOMINION RESOURCES |, 10-K, February 28, 2008




deferral of distribution payments on trust preferred securities or interest
payments on enhanced junior subordinated notes.

Note 23. EMPLOYEE BENEFIT PLANS

We provide certain benefits o eligible active employees, retirees and
qualifying dependents. Under the terms of our benefit plans, we reserve the
tight to change, modify or terminate the plans. From time to time in the
past, benefits have changed, and some of these changes have reduced
benefits.

We maintain qualified noncontributory defined benefit pension plans
covering virtually all employees. Retirement benefits are based primarily
on years of service, age and the employee’s compensation. Cur funding
policy is to generally contribute annually an amount that is in accordance
with the provisions of the Employment Retirement [ncome Secutity Act of
1974, The pension program also provides benefits to certain retired
execulives under company-sponsored nongualified employee benefit plans.
Certain of these nonqualified plans are funded through contributions to a
grantor trust.

We provide retiree health care and life insurance benefits with annual
employee premiums based on several factors such as age, retirement date
and years of service.

In December 2003, the Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (the Medicare Act) was signed into law. The
Medicare Act introduces a prescription drug benefit under Medicare
(Medicare Part D), as well as a federal subsidy to sponsors of retiree health
care benefit plans that provide a benefit that is at least actuarially
equivalent to Medicare Part D. We have determined that the prescription
drug benefit offered under our other postretirement benefit plans is at least
actuarially equivalent to Medicare Part D and therefore, we expect to
receive the federal subsidy offered under the Medicare Act.

We use December 31 as the measurement date for all of our employee
benefit plans. We use the market-related value of pension plan assets 10
determine the expected return on pension plan assets, a component of net
periodic pension cost. The market-

Sourca: DOMINION RESOURCES |, 10-&, February 28, 2008
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related value recognizes changes in fair value on a straight-line basis avera
four-year period. Changes in fair value ate measured as the difference
between the expected and actual plan asset returns, including dividends,
interest and realized and unrealized invesiment gains and losses.

The following tzble summarizes the changes in our pension and other
postretirement benefit plan obligations and plan assets and includes a
statement of the plans’ funded status:

Cther Postretirement
Pension Benefits Benefits
Year Ended Dacember 31, 2007 2006 2007 2006
{milllans)
Changa in heneﬂt
. ebligation: *
Benefit obhgatlon at
beginning ol year $3,666  $3834  § 1,287 § 1622
L cost .- CUUMAL 1240 88 o TR
”'mteresl cosl . . 2z 20 7T a4
' Benefits pai e (78 (8. . (72
Actuarial { af?alnjlossdunng
. the ye (139 328y 125 {395)
s Plan smendments ' UL e e T 20T L ()LL)
__Curtailments (7} —
Benaﬁtobhgammand R -
Cyear 51464 . 81297
Change in plan assats —
Fauvahenfptmassetsat
bagjining of yeer 5 .00 § 704
Actual return on plan
assels - 481 539 59 as
“ Contributions . - G oo B 8RS 2R o . 88
Beneflts paid from pian
assets (38)
Falr value of plai nassets at T
i and of year - $ 909

unded status at year § (388}
Amwrcts recognized-in the I

" Consolidated Balant :

. Sheetw at Dacember 315
Noncurrent pension and

other postreliremenl }

banafil assets 1240 8§ 2 3 8
Othver; cuiment liablitiles - Ry Sy =
Other deferred credits an.

other liabilities (111} (523) (394
Net amount recognized: S $1,127 - S (s04). & (388)

{1)The acluariol gaius for pension benefits primarily resubied from an increase in ihe
discount rate for 2007 and ar increase in the discount rate and the expected retivement
age far 2008. The 2006 actuartel ek for ather postretirement benefits primarily
resulted from an increase in the discouni rate and a decrease in expected future benefit
claims.

The accumulated benefit obligation (ABQ) for all of our defined benefit
pension plans was $3.2 billion each at December 31, 2007 and 2006, Under
our funding policies, we evaluate plan funding requirements annually,
usuglly in the fourth quarter after receiving updated plan information from
our actuary. Based on the funded status of each plan and other factors, we
determine the amount of contributions for the current year, if any, al that
tine,

We do not expect any pension or postretirement benefit plan assets to be
reiurned to the Company during 2008.

The following table provides information on the benefit obligation and
fair value of plan assets for plans with a benefit obligation in excess of plan
assels:

Cher Postratwement

Pension Barnefits Benafits

As g December 31, 2007 2006 2007 2006
(milions)

Bénefit obigation: . 1 VY poagiEe il SEIABE 8 1,328 § 1150

Fair value of plan assets — 18 803 765

The following table provides information on the ABO and fair value of
plan assets for pension plans with an ABQ in excess of plan assets:

As of December 31, 2007 2006
{millions)
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Accumulated benefit cbligation B $ 84
Fair value of plan assets —
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The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid:

Pansion
Benefils

(mllllons)
20

Lol U8 o1eE
77
g
T L T L R SO L S TN TITRLII IS R O 11 EAE N T - Al

2013- 201 7 1,341

The above benefit payments for other postretirement benefit plans are expectad to be offset by Medicare Part D subsidies of approximately $5 million
annually for 2008 and 2009, approximately $6 million annually for the period 2010 through 2012 and approximately $39 miltion during the peried 2013 through
2017,

Our overall objective for investing our pension and other postretirement plan assets is to achieve the best possible long-term rates of return commensurate
with prudent levels of risk. To minimize risk, funds are broadly diversified among asset classes, investment strategies and investment advisors. The strategic
target asset allocation for our pension funds is 34% U.S. equity securities, 12% non-U.5. equity securities, 22% debt securities, 7% real estate and 25% other,
such as private equity investments. Financial derivatives may be used to obtain or manage market exposures and to hedge assets and liabilities. The asset
allocations for our pension plans and other postretirement plans follow:

Pension Plans Other Postretirement Plans

As of December 31, 2007 2006 2007 2006
Far  %of Far %ol Fair of Far  %of

Value Total Value Tolal Value Total Value Total

Wons |xcent percemages)

Equitysecuntm : SR g T IR ST A P S
Uu.s 31,767 35% §1, 491 31% 5384 $369 41%
International . Sy cre o . S 757 1§ 7510 0 80w 0T E ;

Dabt securities o ) 1,228 24 1,356 28 34?‘

Redl estate - .- - T " . L ’ 406, %] CoE76 8 it

Other 840 18 519 7w

Tolab - S ' 55008 180% $47a3 — 100% 5960 - -

87
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The components of the provision for net periodic benefit (credit) cost, other comprehensive income, and regulatory assets and regulatory liabilities were as

follows:

Pansionh Aenefits Cither Postretirement Beneflts
Year Ended December 31, 2007 2006 2005 2007 2008 2005
{millions]
Service'cast | g *{51124113:—‘;,5-‘111)':
Interest cost 210 201
Expected réhirn on pian assats:

Amortization of prior service (credlt) cosl
Amortizatiorn of transiticn obfigafion *; ‘
Amortization of nel kss
Setilements and curtalimértst!)
Plan amendmentst?

Nt perlodic benafit {ored) cost .-

Changes in plan assets and beneiil oblugat:ons rm:cgmzed in olher compr&hensw& income and
regulatory assets and regulatory Iiahlllties
Current year pet actugnal (gain} ipss %
Prior service (oredlt) cost
Transition asset. ;! -
Setdermants and curtallmenls
Less amaourits intlided in net perindic benefit {cradit) cost. .
Amortization of net loss
¥ Amortization of prior service eredit {cost)’ SR '
Amortization of lransntion ohligatmn )
Flan amendments : ¢ i
Changs in additional minimum lJab:lity

5208y 8 e<t
3 —

Can

R L AN

. o C

— an

Total recognized in other comprehensive income and regulatory assets and Egulalory lighilitins

$(268) 5 (17}

(7}
$(7)

TR 67§

(1) Relates to the sale of our non-Appatachian EGF operations and the planned salz of Peoples and Hope for 2007 ard 2006, respectively, and the impaci of distributions to retired execntives.

(2) Represents a one-time benefit enboncement Jor certaln emplayees in commection with the dispositian of our non-Appalachian E&P business.

The components of AQC] and regulatory assets and regulatory liabilities
that have not been recognized as components of periodic benefit {credit)
cosl:

Other Postrelirement

Pansion Benefits Benefitg

As of Decembar 31, 2007 2008 2007 2006
{millions) T

Transition obligation B R R e 0% 20

Net acluarial loss 185 57

Priar service (eradit) cost: 1% .- RE e S {34)

Tota ™ $ 388 $ 356 % 148 5 38

{1}Of the 3388 mililon and 3145 milllon related 1o pension benefits and other
postretirement henefits, vespectively, as of December 31, 2007, $183 million
and 3116 miliion, respectively, are included in AOCL. Of the $656 million and
338 million relared to pension Lenafirs and ether pasivetiremont beneflts,
respectively, as of December 31, 2006. $561 million and §$13 miilion,
respectively, are inclided in AGCL.

The following table provides ithe componenss of AQCI, regulatory assets

and regulatory liabilities as of December 31, 2007 that are expecled to be
amortized as components of periodic benefit cost in 2008:

Other Postratirement

Pension Benefits Benefits
{millions)
Nt dgtarial joss STy
Prior service {cradi)
cost 4 {§)

Significant assurnptions used in determining the net periodic cost
recognized in aur Consolidated Statements of Income were as follows, onja
weighted-avetage basis:

Pension Benefits Other Postretirement Bensfits
Year Ended
Dacamber 31, 200? 2006 2005 2007 2008 2005
Discguntraie il 511 5160%. - 6.00%: | 1 6.30%: 17 - 5.50% ) B.00%

Expacted retum

onplanassets  8.75% 875% B.75%  8.00% 8.00%

Source: DOMINION RESOURCES |, 10K, February 28, 2008




Medical cost
wend ratel!) 9.00%

9.00% 9.00%

(1)The medical cost trend rate for 2007 is assumed to gradually decrease to 5.00% &y

2011 and continues at that raie for years thereafier

Significant assumptions used in determining the projected pension
benefit and postretirement benefit obligations recognized in our
Consolidated Balance Sheets were as follows, on a weighted-average basis:

Other

Pension Pastretirement

Benefils Benefits

At December 31, 2007 2006 2007 2006
Precountrate:. - - 7T oL BB0% . . 6.20% . 6.50% - - 6.10%
Rate of increase for compen 4.79% 4.79% A4.70% 4.70%

Source: DOMINION RESQURCES ), 10-K, February 28, 2008
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We determine the expected long-term rates of returm on plan assets for
pensicn plans and ather postretirement benefit plans by using a
combination of:

* Historical reiurn analysis to determine expected future risk premiums;

* Forward-looking return expectations derived fiom the yield on
long-terrn bonds and the price earnings ratios of major stock market
indices;

+ Expected inflation and risk-free interest rate assumptions; and

+ The types of investments expected to be held by the plans.

We develop assumptions, which are then compared to the farecasts of
other independent investment advisors to ensure reasonableness. An
intemnal committee selects the final assumptions.

We determine discount rates from analyses of AA/Aa rated bonds with
cash flows matching the expecied payments to be made under our plans.

Assumed health care cost trend rates have a significant effect on the
amounts reported for our retiree health care plans. A one-percentage-point
change in assumed health care cost trend rates would have had the
following effects:

Cthar
Postretirement
Banefity
One Ong
percentage percentage
point point
increase decroase
{millions)
ffect on total sarvice and inter

 post components for 2007.7 S J’l
Effect an postretirement banefit
obligation at December 31, 2007 184 {144)

In addition, we sponsor defined contribution thrifi-type savings plans.
During 2007, 2006 and 2005, we recognized $37 million, $36 million and
$33 million, respectively, as contributions to these plans.

Certain regulatory authorities have held that amounts recovered in utility
customers’ rates for other postretirement benefits, in excess of benefits
actually paid during the year, must be deposited in trust funds dedicated for
the sole purpose of paying such benefiis. Accordingly, certain of our
subsidiaries fund postretirement benefit costs through Voluntary
Employees® Beneficiary Associations (VEBAs). Our remaining
subsidiaries do not prefund postretirement benefit costs but instead pay
claims as presented, We expect to contribute $32 million to the Dominion
VEBAs in 2008.

Naote 24, CoMMITMENTS AND CONTINGENCIES

As the result of issues generated in the ordinary course of business, we arg
involved in legal, tax and regulatory procsedings before various courts,
regulatory commissions and governmental agencies, some of which
involve substantial amounts of money. The ultimate outcome of such
proceedings cannot be predicted at this time, however, for current
proceedings not specifically reported herein, management does not
anticipate that the liabilities, if any, arising from such preceedings would
have a material effect on our financial position, liquidity or results of
operations.

Lang-Term Purchase Agreements

At December 31, 2007, we had the following long-term commitments that
are noncancelable or are cancelable only under certain conditions, and thal
third parties have used to secure financing for the facilities that will
provide the contracted goods or services:

2008 2009 2010 2011 2012 Thereafter  Total

ilions)

P sad
apacity(t

~$383 1 $564 74349 | SE 435 857 : $3,

(1) Comnrinmens represens estimaied amouitis pevable for capacity undar power purch
contracts with qualifying facilities and independent power praducers, the last of whic
ends in 2024, Capucity paymenis under the contracis are generaily based on fixed
dollar amounis per month, subject te escalation using brood-baved ecanemic indices.
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At December 31, 2007, the present value of our total commitmeni Jor capacity
puyments iy $2.4 billion. Capacity paymenis totafed 3410 miflion, 5437 million and
B472 million, and energy paymenus rotaled §360 million, 3291 million and $378 millivn
far 2007, 2006 ond 2005, respectively.

Lease Commitments

We lease various facilities, vehicles and equipment primarily under
operating leases. Payments under cerltain leases are escalated based on an
index such as the consumer price index. Future minimum lease payments
under noncancelable operating and capital leases that have initial or
remaining lease terms in excess of one year as of December 31, 2007 are as
follows:

2008 2000 2010 20191 2012  Thereafter  Total

{millions)

SN X N
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Rental expense totaled $185 million, $178 million and $160 million for
2007, 2006 and 2005, respectively, the majority of which is reflected in
other operations and maintenance expense.

We lease the Fairless power station (Fairless) in Pennsylvania, which
began commercial operations in June 2004, During construction, we acted
as the construction agent for the lessor, controlled the design and
construction of the facility and have since been reimbursed for all project
costs ($898 million) advanced to the lessor. We make annual lease
payments of $53 million that are reflected in the lease commitments table.
The lease expires in 2013 and at that time, we may renew the lease at
negotiated amounts based on original project costs and current market
conditions, subject ta lessor approval; purchase Fairless at its original
construction cost; or sell Fairless, on behalf of the lessor, to an independemt
third party. If Fairless is sold and the proceeds from the sale are less than
#ts original construction cost, we would be reguired to make 2 payment to
the lessor in an amount up to 70.75% of the original project costs adjusted
for certain other costs as specified in the lease. The lease agreement does
not contain any provisions that involve credit rating ot stock price trigger
events.

Wind Farm Power Projects
Mr. STORM WiND FARM

In December 2006, we acquired a 50% interest in a joint venture with Shell
WindEnergy Inc. (Shell) to develop a wind-turbine facility in Grant
County, West Virginia (NedPower). NedPower consists of two

construction phases 1odaling 264 Mw. The first phase (164 Mw) is expected
to become fully operational by June 2008 and the second phase is expected
to be fully operational by December 2008, During 2007, we made cash
contributions of $67 miilion to NedPower and expect to contribute an
additional $57 million in 2008, The remaining cost of both phases is
expected to be funded by NedPower through non-recourse construction
financing with third-party banks.

FowLer RipGe Winn FarM

In January 2008, we acquired a $0% interest in a joint venture with BP
Alternative Energy Inc. (BP) to develop a wind-turbine facility in Benton
County, ludiana. The facility is expected to be built in two phases and
generate a total of 750 Mw, We will jointly own 650 Mw with BP and BP
will retain sole ownership of 100 Mw. We have committed to contribute
approximately $340 million of cash at various dates through January 2009,
which includes our initial investment and funding for the development of
the first 300 Mw phase. Construction of the second 350 Mw phase could
begin as early as 2009, with funding to be contributed to the joint venture
to maintain 50/50 ownership between the partners. Our ultimate funding
requirements may decrease to the extent that the joint venture cbiains
non-recourse construction and term financing.

Environmentai Matters

We are subject to costs resulting from a number of federal, state and local
laws and regulations designed w protect human health and the
environment, These laws and regulations affect future planning and
existing operations. They can result in increased capital, operating and
other costs as a result of compliance, remediation, containmeni and
monitoring obligations.

To the extent environmental costs are incurred in connection with
aperations regulated by the Virginia Commmission during the peried ending
December 31, 2008, in excess of the level cutrently included ia Virginia
jurisdictional rates, our results of operations could decrease. After that
date, we may seek recovery through rates.

SUPERFUND SITES

From time to time, we may he identified as a potentially responsible party!
(PRP) to a Superfund site. The EPA (or a state) can cither (a) allow such a’
party to conduct and pay for a remedial investigation, feasibility study and
remedial action or (b) conduct the remedial investigation and action and
then seek reimbursemnent from the parties. Each party can be held jointly,
severally and strictly liable for all costs. These partics can alsa bring
contribution actions against each other and seek reimbursement from their
insurance companies, As a result, we may be responsible for the costs of
remedial investigation and actions under the Superfund Act or other laws
or regulations regarding the remediation of waste. We do not believe that
any currently identified sites will resuit in significant Liabilities.

OTHER
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We have determined that we are associated with 21 former manufactured
gas plant sites. Studies conducted by other ytilities at their former
manufactured gas plants have indicated that their sites contain coal tar and
other potentially harmful materials. None of the 21 former sites with which
we are associated is under investigation by any state or federal
environmental agency. One of the former sites is conducting a
state-approved post closure groundwater monitoring program and an
environmenizal land use restriction has been recorded. At anather site we
have been accepted into a state-based voluntary remediation program and
have not yet estimated the future remediation costs. Tt is not known to what
degree the other former sites may contain environmental ¢contamination.
We are not able to estimate the cost, if any, that may be required for ihe
possible remediation of these other sites.

Nuclear Operations

NUCLEAR DECOMMISSIONING—MINIMUM FINANCIAL
ASSURANCE

The Nuclear Regulatory Commission (NRC) requires nuclear power plant
owners to annually update minimum financial assurance amounts for the
fumre decommissioning of their nuclear facilities. Qur 2007 calculation for
the NRC minimum financial assurance amount, aggregated for our noclear
units, was $2.4 billion and has been satisfied by a combination of the funds
being collected and deposited in the nuclear decommissioning trusts and
the real annual rate of return growih of the funds allowed by the NRC,

INUCLEAR INSURANCE

The Price-Anderson Act provides the public up to $10.8 billion of liability
pratection per nuclear incident via obligations required of owners of
nuclear power plants, The Price-Anderson Act Amendment of 1988 allows
for an inflationary provision adjustment every five years. We have
purchased $300 million of

%0
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At December 31, 2007, we had issued the following subsidiary guarantees:

Stated Limit Valua(1)

{millions) . .
Subsidiary debt(2) N i %00 48§ A8
Commodity transactions® 2985 328
Lease obligation for W&rgenersﬁoﬂ fﬂ(:liity(‘u . RN P AN | )/
Nuclear obngauons( o ;] 302
Other S | 492
Total [] 4,674 51 785

() Represents the estimated portion of the guarantee s stated limit thas Is utitized as of
December 31, 2007 bused upon prevailing economic conditions and jact patterns
specific to each guarantee arrangement. For thase guarantees related to obligations
that are recorded as iiabilities by owr subsidiories, the value imcludes the recorded
amownt.

(2)Guarantees of debt of a DEI subsidiary. In the event of defoult by the subsidiary, we
wairld e obligated fo repay such amomits.

(3)Guaranreas related ta energy rrading and marketing activities and ather commaodity
commitmenis of certain subsidiaries, including subsidiaries of ¥irginia Power and
DEL These guarantees were provided to counlerparties in order to focilitete physical
and financial transactions in gos, oil, eleciricity, pipeline copuachy, transportation and
relared commodities and services. If any of these subsidiaries fail to perform or pay
umder the camtracts and the counterparties seek performance or payiment, we wowld be
obligated to satisfy such obligation. We and our subsidiaries receive similar
euarantess as collateral for credit extended 1o others. The value provided includes
certain guarantees thet de ot have stated limits.

(4)Guarantee of a DEI subsidiarys leating obligation for Fairless.

(5)Guarantees refated 1o cersain DEI subsidiaries ' poreniial retrospective premiums that
couid be assessed if there is a nuclear incident under our nuciear insurance programs
and guarantees for a DEI subsidiary s and Virginia Power s commitment to buy
muclear fuel. In addition io the guaranieer listed above, we have also agreed to provide
up ro 8150 mitlion and 360 million to twe DEI subsidiaries, 10 pay the operating
expenses of Millstone and Kewaunee, respectively, in the event of a prolanged outage,
as part of satisfping certain NRC reguirements concerved with ensuring adequate

Sunding for the operations of muclear power stations.

Source: DOMINION RESQURCES I, 10K, February 28, 2008
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Additionally, as of December 31, 2007, we had purchased $56 million of
surety bonds and authorized the issuance of standby letters of credit by
financial institutions of $230 million to facilitate commercial transactions
by our subsidiaries with third parties.

Indemnifications

As part of commergial contract negotiations in the normal course of
business, we may sometimes agres (o makes payments to compensate or
indemnnify other parties for possible future unfavorable financial
consequences resulting from specified events. The specified events may
involve an adverse judgment in a lawsuit or the imposition of additional
taxes due to a change in tax law or interpretation of the tax law, We are
unable to develop an ¢stimate of the maximum potential amount of future
payments under these contracts because eveats that would ohligate us have
not vet occurred or, if any such event has occurred, we have not been
notified of its accurrence. However, at December 31, 2007, we believe
future payments, if any, that could ultimately become payable under these
contract provisions, would not have a matetial impact on our results of
opgrations, cash flows or financial position.

We have entered into other types of contracts that require
indemrifications, such as purchase and sale agreements and financing
agreements. These agreements may include, but are not limited to,
indemnifications around certain title, tax, contractual and environmental
matters. With respect lo sale agresments, our exposure generally does not
exceed the sale price and is typically limited in duration depending on the
nature of the indemnified matter. Since January 1, 2005, we have entered
inte sale agreements with maximum exposure related to the collective
purchase prices of approximately $15 billion, We believe that it is
improbable that we would be required to perform under these
indemnifications and have not recognized any significant liabilities relaied
to these arrangements.

Status of Electric Regulation in Virginia

2007 VIRGINIA RESTRUCTURING ACT anp Fuer Factor
AMENDMENTS

On July 1, 2007, legislation amending the Virginia Electric Utility
Restructuring Act (the Restructuring Act) and the fuel factor became
effective, which significantly changes electricity regulation in Virginia.
Prior to the Restructuring Act, our base rates in Virginia were capped at
1999 tevels until December 31, 2010, The Restructurmg Act ends capped
rates two years early, on December 31, 2008, After capped raies end, retail
choice will be eliminated for all but individual retail customers with a
demand of more than 5 Mw and non-residentizl retail customers who
obtain Virginia Commission approval to aggregate their load to reach the $
Mw threshold. Individual retail customers will be permitted to purchase
renewable energy from competitive suppliers if the incumbent electric
utility does not offer a renewable energy tariff, Also after the end of capped
rates. the Virginia Commission will szt cur base rates under a modified
cost-of-service model. Among other features, the new model provides for
the Virginia Comumission to:

« Initiate a base rate case during the first six months of 2009, reviewing
the 2008 test year, as a result of which the Virginia Commission:

« shall establish a retum on equity (ROE)Y no Yower than that
reported by at least a majority of a group of utilities

within the southeastern U.S., with certain limitations, as described in
the legislation;

* may increase or decrease the ROE by up to 100 basis points based on
gencrating plant performance, customer service and operating
efficiency, if appropriate;

» shall increase base rates, if needed, to allow the Company the
opportunity to recover its costs and earn a fair rate of return if we are
found to have eamings more than 50 basis points below the established
ROE; or 3

= may reduce rates prospectively upon completion of the
2009 review or, alternatively, order a credit to customers if
we are found to have test year earnings of more than 50
basis points above the established ROE.

« Afler the initial rate case, review base rates biennially, aga

result of which the Virginia Commission:

« shall estmblish an ROE no lower than that reported by at least a
majority of a group of utilities within the southeastern 1).8., with

Source: DOMINION RESOURCES |, 10-K, February 28, 2008
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cerfain limitations, as described in the legislation;
may increase or decrease the ROE by up to 100 basis points based on
generating plant performance, customer service and operating
efficiency, if appropriate;
after 2010, authorize an increased ROE on overall rate base upon
achieving the goals established for the renewable energy portfolio
standard programs. Such increased ROE would be in liew of any
increased or decreased ROE from the preceding paragraph, unless
there has been an increase to the ROE awarded under the preceding
paragraph that is higher than the renewable energy portfolio standard
increase; and
shall increase base rates, if needed, to allow the Company the
opportunity to recover its costs and earn a fair rate of return if we are
found to have earned, during the test period, more than 50 basis points
below the then currently established ROE; or
* may order a credil io customers if we are found to have eamed, during
the test period, more than 50 basis points above the then currently
established ROE, and reduce rates if we are found to have such excess
earnings during two consecutive biennial review petiods.
Authorize stand-alone rate adjustments for recovery of certain costs,
including new generation projects, major generating unit modifications,
environméntal compliance projects, FERC-approved costs for
transmission service and energy efficiency, conservation, and renewahle
energy programs; and
Authorize an enhanced ROE on new capital expenditures as a financial
incentive for construction of certain major generation projects.

The legislation also continues statutory provisions directing us to file

-

annmal fuel cost recovery cases with the Virginia Commission beginning in
2007 and continuing thereafier, as discussed in Firginia Fue! Expenses.

As discussed previously, the legistation provides for the Virginia

Commission to initiate a base rate case during the first six moaths of 2009,
as a result of which the Virginia Commission may reduce rates or
alternatively, order a credit lo customers if we are found to have camings
more than 50 basis points above the established ROE. We are unahle to
predict the outcome of future

Source; DOMINION RESQURCES |, 10-K, February 28, 2008
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rale actions at this time, however an unfavorable outcome could adversely
affect our results of operations.

Vmcina Furl, EXPENSES

Under amendments to the Virginia fue] cost recovery statute passed in
2004, our fuel factor provisions were frozen until July 1, 2007, Fuel prices
have increased considerably since 2004, which resulied in our fuel
expenses being significantly in excess of our fuel cost recovery. Pursuant
to the 2007 amendments to the fuel cost recavery stamte, annual fuel rate
adjustments, with deferred fuel accounting for over- ot inder-recoveries off
fuel costs, were re-instituted on July 1, 2007. While the 2007 amendments
did not allow vs to collect any unrecovered fuel expenses that were
incurred prior to July 1, 2007, once our fuel factor was adjusted, this
mechanism ensures dollar-for-doltar recovery for prudently incurred fuel
Cosis.

In April 2007, we filed a Virginia fuel factor application with the
Virginia Commission. The application showed a need for au annual
increase in fuel expense recovery for the periad July 1, 2007 through June
30, 2008 of approximately $662 million; however, the requested increase
was limited to $219 million under the 2007 amendments to the fuel cost
recovery statute. Under these amendments, our fusl factor increase as of
July 1, 2007 was limited o an amount that results in the residential
customer class not receiving an increase of more than 4% of total rates in
effect as of June 30, 2007. The Virginia Commission approved the fuel
factor increase for Virginia jurisdictional customers of approximately $219
million, effective July 1, 2007, with the balance of approximately $443
million to be deferred and subsequently recovered subject to Virginia
Commission approval, without interest, during the period commencing Juty
1, 2008 and ending June 30, 2011.

StrANDED COSTS

Stranded costs are generation-related costs incurred ot commitments madg
by utilities under cost-based regulation that may not be reasonably
expected to be recovered in a competitive market. In the past, our exposure
to potential stranded costs included long-term power purchase contracts
that could ultimately be determined to be above market prices; generating
plants that could possibly becomes uneconomical in a deregulated
environment; and unfunded obligations for nuclear plant decommissioning
and postretirement benefits. Capped electric retail rates provided an
apportunity to recover our potential stranded costs, depending on market
prices of elecirieity and other factors. Recovery of our potential stranded
cOSts was subjact to numerous risks even in the capped-rate environment,
Those risks included, among others, exposurs to long-term power purchase
commitment losses, future environmental compliance requirements,
changes in certain tax laws, nuclear decommissioning costs, increased fuel
costs, inflation, increased capital costs and recovery of certain other items.
However, with the return to 2 modified cost-of-service rate model under
the 2007 Virginia Restructuring Act Amendmenis, our exposure to
potential stranded costs and the risk of non-recovery will be eliminated.

North Carolina Regulation

In 2004, the North Carolina Commission commenced an investigation into
our North Carolina base rates and subsequently

ordered us to file a general rate case to show cause why our North Carolina
jurisdictional base rates should not be reduced. The rate case was filed in
September 2004, and in March 2005 the North Carolina Commission
approved a settlernent that included a prospective $12 million annual
reduction in curtent base rates and a five-year base rate moratorium,
effective as of April 2005. Fuel rates are still subject to change under
annual fuel cost adjustment procesdings.

Dominion Tranamiasion Rates

In May 2005, FERC spproved a comprehensive rate setilement with our
subsidiary, DT, and its customers and interested state commissions. The
settlement, which beceme effective July 1, 2003, revised our natural gas
transmission rates and redueed fuel retention levels for storage service
customers. As part of the settlement, DT] and all signatory partics agreed
to a rate moratorium until 2010,

In December 2007, DTI and the Independent Oil and Gas Association of
West Virginia, Inc. reached a settlement agreement on DTI’s gathering and
processing rates for the peried January L. 2009 through December 31,
2011. This settlement maintains the gas retainage fee structure that DT has
had since 2001. Under the settlement, the gathering retainage rate inc '
from 9.25% to 10.5% and the processing retainage rate—in recognition o
the increased market value of natural gas liquids—decreases from 3.25%
0.5%.

Source: DOMINION RESOURCES |, 10-K, Fabruary 28, 2008




