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DOMINION RESOURCES

Trading on the New York Stock Exchange
under the symbol “D,” Dominion is one of
America’s leading energy companics, serving
more than 5 million customers in the
mid-Adantic, Midwest and Northeast regions,
We are privileged to employ 17,000 energeric,
dedicated and talented employees who
share a corporate value system founded in
commitments to safery, echics, excellence

and reamwork.

Among our assets are an electric generation
postfolio of about 26,500 megawarts;
14,000 miles of narural gas rransmission,
gathering and storage pipeline; 6,000 miles of
electric transmisston lines; and 1.1 aillion cubic
feet equivalent of natural gas and oil reserves.
We also own the nation's largest underground
natural gas storage system, and operate more

than 975 billion cubic feet of storage capaciry.

We also are proud thar retail energy customers

in 11 states depend on Dominion for energy

and refated produces and services.
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Consolidated Financial Highlights*

Year Ended December 31, 2007 2006** % Change

OPERATING RESULTS (MILLIONS)

Operating revenue $ 15,674 § 16,297 -3.8%
Reported earnings (GAAP) 2,539 1,380 84.0%
Operating earnings*** 1,678 1,781 -5.8%

DATA PER COMMON SHARE

Reported earnings (GAAP) $ 3.88 $ 196 98.0%
Operating earnings*** $ 256 $ 253 1.2%
Dividends paid $ 146 $ 138 5.8%
Market value {intraday high) $ 49.38 $ 4222 17.0%
Market value {intraday low) $ 3984 $ 3436 15.9%
Market value {year-end} $ 47.45 $ 4192 13.2%
Book value (year-end) $ 16.31 $ 1850 -11.8%
Market to book value (year-end) 2.91 2.27 28.2%
FINANCIAL POSITION (MILLIONS)
Total assets $ 39,123 $ 49,269 -20.6%
Total deht 16,469 19,601 -16.0%
Commen sharehelders’ equity 9,406 12,913 -27.2%
Equity market capitalization 27,369 29,257 -6.5%
OTHER STATISTICS (SHARES IN MILLIONS)
Return on average commaon equity—reported 22.1% 11.4%
Return on average commeoen equity—operating*** 14.6% 14 8%
Common shares outstanding—average, diluted 655.2 703.2
Common shares outstanding—year-end 576.8 £97.9
Number of full-time employees 17,000 17,500
OPERATING Yiar-END 47,45
EARI\;INGS - 255 256 ' g'floc;( I;:ICE f192
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* All per-share figures reflect the November 2007 2-for-1 stock split.
% Privr years' operating earnings and revenue have been recast to exclude certain discontinued operations.
=** Based on Non-GAAP Financial Measures. See page 26 for GAAP reconciliations. e e att !
Y. T
e

Deminien 2007 Annual Repart 1




Dominion at a Glance

I v . |
DOMINI(E)N VIRGINIA POWER

Dominion Virginia Power operates

regulated electric distribution and
transmission franchises in most of
Virginia and northeastern North

Carolina and provides electric service

to nearly 2.4 million homes and
businesses in the two-state area.
Dominion Rerail and all customer
service funcrions also are part of
this unir.
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Dominion Generartion operates the
company’s fleer of regulared power

stations serving its electric utility
franchise, as well as a merchant
power fleet supplying wholesale mar-
kets in the Midwest and Northeast.
Together, they account for
abour 26,500 megawarrs of elecrric
generation.

Business Lines
* Electric Transmission
* Electric Distribution

® Energy and Related Products and
Services in Competitive Rerail Markers

Business Lines

* Utility Power Production
* Merchant Power Production

2007 Highlights

* Connected nearly 50,000 new franchise
custolmner accounts

* Iniviated management of Dominion’s
Climate Change Initiative to explore
potential business opportunities

* Enhanced energy conservation efforts,
including discounted compact fluores-
cent light bulbs

* Announced new transmission upgrades
in Northern and Southeastern Virginia

2007 Highlights

* Initiated major construction program to
meet demand growth in electric ucility
service area

* Filed request to construct clean-coal,
carbon caprure-compatible facility in
Virginia

* Filed for federal approval o construct
and operate new Virginia nuclear unit

* Invested wich a partner in the company’s
first wind farm project in West Virginia,
now commencing operations

Dutlook
* Launch nine energy conservation pilot
programs

® Expect strong customer growth and
energy use to continue

* Prepare for 2009 filing of first base
rate review in 2 decade under new
Virginia law

ForecasTep PROPORTION
oF 2068 PRiMaRY OPERATING
SEGMENT EarRNiNGgs®

2i%

* Excludes Corporate and Other segment.

Outlook

* Continue air and water environmental
upgrades at Brayton Point Power Station,
New England’s largest coal-fired station

® Partner on construction of major wind
farm project in Indiana

* Seek proposals for other renewable ener-
gy projects as part of commitment to
meet Virginta and North Carolina goals

ForecasTen PROPORTION
oF 2008 PrRiMARY OPERATING
SEGMENT EARNINGS*

56%
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DOMINION ENERGY

Dominion Energy operates regulated
natural gas distribution, transmission
and storage businesses, including
regulated liquefied natural gas (LNG)
operations. It also is responsible for the
company’s Appalachian-based natural
gas and oil exploration and production
business and producer services. It
has operations in Ohio, Pennsylvania,
West Virginia, Virginia, Maryland
and New York.

Business Lines
¢ Natural Gas Transmission
¢ Natural Gas Distribution
* Natural Gas Storage

* Gas and Oil Exploration and
Production; Producer Services

2007 Highlights

* Continued major investment program to
expand mid-Aclantic natural gas trans-
portation and storage system

* Proceeded with expansion of Deminion
Cove Point LNG terminal in Maryland

* Introduced plans to create salt cavern
storage in Pennsylvania for natural gas

* Completed seventh year of uninterrupted
gas pipeline service to contracted
customers

Outlook

* Dominion Cove Point expansion to
enter service in 2008

* Plan to upprade and extend narural gas
pipeline system in mid-Atlantic

* Anticipate regularory decision on
requested rate increase at Dominion

East Ohio

ForecasTED ProPORTION
oF 2008 PRIMARY OQPERATING
SEGMENT EARNINGS*

23%




Dominion Footprint

DoMINION VIRGINIA POWER
As of December 31

B Repulated Electric Distribution (VA} and (NC}

= Electric Transmission Lines {Bulk Delivery)

Daes not show 1.6 million retail custorers in 11 states,

DomiNioN GENERATION
As of December 31
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Thomas F Farrell || Chairman, President and Chicf Execurive Officer
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Dear Shareholders

I have always admired Thomas
Jefferson, a fellow Virginian. While
many people rightly honor Jefferson
as the author of the Declaration of
Independence, his foresight and skills
in the acquisition of the Louisiana
Purchase also continue to impress
me. At a critical juncture in our
nation’s history, he seized a grear
opportuniry and transformed the
nation through decisive acrion.
Dominion now stands at a critical
juncture in its own long and remark-
able history, facing challenges that
seem, at times, contradictory. Meet
rising demand for energy while
maintaining reliability and affordable
prices. Utilize something environ-
mentally agreeable but not intrusive.
Be a conservationist, but not at the
expense of economic growth. Provide
sharcholders with a compettive
return during a period of economic
uncertainty. Fulfill all regulatory
requirements. Never fail the interests
of your employees and communities.
Translating challenges into oppor-
tunittes—fulfilling a vision—requires

decisive action.

TARGETED
DIvIDEND INCREASE
Recent increase puts

targeted 2010 payout ratie of
55% in reach.

Dallars per Share

b

=3

* All dividend declarations
subjece o Board of Directors
approval.

1.34

REFOCUSING THE COMPANY
Last year we rold you we would
reposition the company by refocusing
on our regulated energy sales, trans-
portation and delivery businesses and
on elecrric generation. By selling
substantially all of our natural gas
and oil exploration and production
(E&P) assets, we would reduce
Dominion’s exposure to swings in gas
and oil prices and most likely
improve the total return ro our
shareholders.

We carried through. E&P asset
sales raised nearly $14 billion, We

used after-tax proceeds to reduce

THE REPOSITIONED
COMPANY HAS A LOWER RISK
PROFILE YET RETAINS
PROSPECTS FOR STRONG
EARNINGS GROWTH.

outstanding debt by $3.3 billion and
repurchase more than $5.8 billion
of stock, or more than 18 percent
of the total shares ourtstanding as of
December 31, 2006.

The repositioned company has a

lower risk profle yet retains prospects

~55%
Payour Ratia®

1.46

1.38 l

Al per share figures
reflect the November 2007
2-for-1 stock split.

&
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for strong earnings growth. We
expect operating earnings per share
to increase by 6 percent or more

annually for the foreseeable furure.

REALIZING CONCRETE RESULTS:
A DIVIDEND INCREASE;
OPPORTUNITY FOR MORE

Shareholders realized some of the
fruits of Dominion’s refocusing after
the Board of Directors approved an
11 percent increase in the common
stock dividend in November 2007,
Such a significant increase would nor
have been prudent under Dominion’s
former business structure. The board
coupled your dividend increase with
a 2-for-1 stock split.

Ar the same time it adopted a
policy that should create the oppor-
tunity for similar dividend increases
in 2009 and 2010. In light of the
company’s lower risk profile and solid
earnings potential, the board set a
goal of raising the dividend payouc
ratio to 53 percent of operaring
earnings by 2010, putting us in line
with our utility peers. The policy is
not a guarantee, bur its successful
implementation would mean a nearly
37 percent increase in your dividend
over three years.

By the end of 2007 investors had
realized higher share prices and
improving roral sharcholder returns.
Combined wich the dividend, your
shares produced a total return of
17.0 percent in 2007. Thar compares

with a 5.5 percent total return for




ToraL RETURN
COMPARISON

Percent
Through December 31, 2007

B 1 Year Total Return

O 3 Year Tolal Retuin 1087
MW 5 Year Total Return 78.0 8.3 82.8
55.6
318 23] 28.1
Source: Bloomberg 17.0 H 8.9 |-| 58 ﬂ
1 _ u | -
Dominion DJIA S&P Electric S&P 500

DOMINION IS EXTREMELY
FORTUNATE TO PROVIDE
VITAL ENERGY AND ENERGY
SERVICES IN STRONG
MARKETS IN THE
MID-ATLANTIC, MIDWEST
AND NORTHEAST.

the Standard & Poor’s 500, and an
8.9 percent total return for the Dow
Jones Industrial Average. In 2006 we
lagged those key indices. By year-end
2007 we still trailed the S&P 500
Elecrric Utilities Index, which pro-
duced a rotal shareholder return of
23.1 percent. We want to improve our
share valuations relative to our peers.
Dominion debt-holders also
gained from our decision to refocus
the business model. Lare last year
Standard & Poor’s raised the corpo-
rate credit rating for Dominion and
its Virginia Electric and Power
Company (Virginia Power) subsidiary
by two notches, to A- from BBB.
This demonstrates improvement of
our risk profile and strengthens our
ability to raise needed debt to sup-

port future growth.

The timely upgrade came as we
embark on “Powering Virginia,” our
plan to responsibly meer rising
demand from our electric power dis-
tribution customers, who also benefit
from our repositioning. Subject to
regulatory approval, the plan will be
built on a foundation of conservation
and efficiency; a balanced portfolio
of new electric generation fueled by
renewable resources, advanced-tech-
nology coal, natural gas and nuclear
power; and investments in the
infrastructure delivering that energy.

Like the dividend increase,
“Powering Virginia” might not have
been possible as Dominion stood one
year ago. Our plan will require the
largest capiral investment and build-
ing program in Dominion’s history—
estimated at $11.8 billion for growth
and maintenance from 2008 through
2010 alone, including about $7 bil-
lion for Virginia. It took our new
structure—and forward-looking new

laws governing the regulation of elec-
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tric utilities in Virginia—ro provide
us with the way and the means.

We also can continue our substan-
tial investments in environmental
improvements—about $4 billion in
air and water emissions controls—
further improving one of the nation’s
cleanest electric generaring fleets.

And Dominion’s commitment to
our communities and employees is as

Strong as ever.

SE1ZING OPPORTUNITY IN
CHALLENGE

The challenges that we now face

present real opportuniries.
They include:

* Responsibly meeting energy needs
in growing markets.

¢ Protecting the environment and
building on business opportunities
presented by climare change
concerns.

¢ Kceeping rates low while earning
competitive rates of return in
regulated and unregulated markets.

* Acting as profitable and respon-
sible stewards of your capital.

» Living our core corporare values

and giving back to our communities.




Responsibly Meeting
Energy Needs in Growing
Markets

Consider the superb location of our
existing businesses, and you will see
out growth opportunities.

Dominion is extremely fortunate
to provide vital energy and energy
services in strong markets in the
mid-Atlantic, Midwest and
Northeast. Each market has a need
for more energy and expanded energy
infrastructure. And each operates
under starkly different rules.

We serve regulated electric
markets in fast-growing Virginia and
regulated retail natural gas markers
in Ohio, Pennsylvania and West
Virginia. We also supply retail
customers in selected local markets
that successfully developed retail
competition.

In addition to the clectric generat-
ing facilities dedicated to serving our
utility customers, we own and operate
a well-positioned “merchant” fleet that
has access to deregulated wholesale
markers in New England and the
Midwest. Equally well positioned is
our expanding base of natural gas
transmission and storage facilities
providing services to the larpest gas-
consuming markets in the country.

The portion of the E&P business
that we kepr—about 1.1 trillion
cubic feet equivalent of proved natu-

ral gas and oil reserves—restdes in

the Appalachian Basin, where the gas
feeds into our pipeline and storage
system from a near-perfect location,
The geology of the region also lends
itself to low-cost, low-risk drilling
and long-lived production.
Explaining the foundation of our
expected growth—and how our
shareholders and customers profit
from that growth—has a logical
starting point in Virginia, among the
fastest growing of the many strong
matrkers that we serve, About two-
thirds of our electric generation
serves our electric utility customer
base of nearly 2.4 million homes and
businesses in Virginia and northeast-

ern North Carolina.

RISING DEMAND IN VIRGINIA
Over the next decade the demand
for electric generation in Virginia is
projected to grow by approximately
4,000 megawatts—enough to
provide power for 1 million homes.

Growing demand already strains
the electric grid, with usage expand-
ing faster than expected.

Moreover, Virginia relies on import-
ed power from other states to help meet
current demand, making it the nations
second largest net importer of electric
power, behind only California. We can-
not, however, continue to rely on these
imports, While demand grows in
other regions, little new low-cost gen-
eration is scheduled to come on line.

How can we meet Virginids rising

demand?
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CosT-EFFECTIVE ENERGY
CONSERYATION AND
LoAaD MANAGEMENT EFFORTS

First, Dominion continues to expand
its cost-effective energy conservation
and efficiency efforts. Our artempts
to encourage wise energy use began
long ago, but we have substantially
stepped up the pace.

In the fall of 2007 we launched
a program to provide discounts
on energy-saving compact fluorescent
lighe bulbs (CFLs). It was a hi.
Customers snatched up nearly
600,000 bulbs in about three months

and we have raised our target to

OUR ATTEMPTS TO ENCOUR-
AGE WISE ENERGY USE BEGAN
LONG AGO, BUT WE HAVE
SUBSTANTIALLY STEPPED UP
THE PACE.

5 million CFLs by the end of 2009.
Achieving this target would result in
a conservation-driven carbon
reduction equivalent to the removal
of almost 270,000 cars from the
road for one year.

This year, to keep expanding the
effort, we plan o initiate nine

encrgy conservation pilO[ programs.

NEW GENERATION IS NECESSARY
Conservarion and load management
will reduce the rate of demand
growth, but they cannor eliminate ir.
Invesring in new generatton capacity

is imperative,




Using a balanced portfolio of

generating fuels and technologies,
we plan to meet Virginias need
for nearly 4,000 megawatts of new
generation over the next decade.

The single largest potential project
involves emisstons-free nuclear. In
late 2007 we hied for a combined
construction and operating license
with the U.S. Nuclear Regulatory
Commission for a third nuclear
teactor—one that would produce
abour 1,500 megawatts—ar our
North Anna Power Station in Cenural
Virginia.* By moving ahead in the
regulatory approval arena, we will
keep this option available without
yetr committing to it.

We also filed with the Virginia
State Corporation Commission for
permission to build the 585-
megawatt Virginia City Hybrid
Energy Center. This clean-coal,
carbon capture-compatible faciliry
will be able to burn coal, waste coal
and biomass. In addition, we entered
into an agrecment to purchase a
power station development project
thac will add abour 600 megawatts in
Buckingham, Va., using narural gas.
The two projects together will provide
electricity to nearly 300,000 rypical

Virginia homes and businesses.

* Dominion’s ownership share would be about
1.300 megawarrs.

Serving customer demand also
means adding new transmission lines.
We are investing nearly $1 billion over
the next three years to expand and
improve our 6,000-mile network of

transmission lines at critical locacions.

SERVING THE NORTHEAST’'S
ELECTRICITY NEEDS

Dominion is the largest power
producer in the New England portion
of the Northeast, supplying about
20 percent of its power in 2007,

We are boosting the capacity of
two existing generating facilities
in the Northeast this year. If approved,
capacity at our 1,951-megawart
Millstone Power Startion in
Connecticut will grow by nearly
4 percent. Our 1,076-megawart naru-
ral gas-fired Fairless Power Station,
which serves high-demand load cen-
ters in and around Philadelphia, will

increase its capacity by 11 percent.

INVESTING IN NATURAL GAS
INFRASTRUCTURE

Qur natural gas pipeline and storage
system is well positioned in the
mid-Atlantic to serve growing
Northeast markers. Further expan-
sions are necessary.

In an age in which utilities rely
increasingly on natural gas o gener-
ate electricity, two peak-ioad periods
for gas now exist: a winrer peak to
heat homes and places of business,
and a summer peak for power gener-
ation to meet air-conditioning load.

Because of the two peaks and because

Dominion 2007 Annual Report

of expected economic growth in the
mid-Adantic 2and Northeast, we plan
to invest $1.2 billion through 2010
on new transportation and storage.

Dominion Cove Point, our
liquefied narural gas import and
storage facility on the Chesapeake
Bay in Maryland, lies at the heart of
our natural gas strategy. By late
2008 we expecr to have doubled its
storage and send-out capacity.

In another innovative project,

we plan to leach salt from under-

ACHIEVING OUR
ENERGY-SAVING LIGHT BULB
TARGET WOULD RESULT IN A
CARBON REDUCTION EQUIVA-

LENT TO THE REMOVAL OF
ALMOST 270,000 CARS FROM
THE ROAD FOR ONE YEAR.

ground formations in Pennsylvania
and create caverns where natural gas
can be stored and withdrawn quickly.
Construction of the first phase of
the 20-billion-cubic-foot facility
should begin in 2009. We already
are ralking with companies thar are
interested in reserving space.

In addition, we have proposed new
gathering lines and processing facili-
ties to bring more natural gas into

Maryland and Northern Virginia.




Protecting the
Environment & Building
on Business Opportunities
Presented by Climate
Change Concerns

Ovur customers depend on us to keep
their lights on, make them comfort-
able and power their businesses. We
aim to minimize the environmental
impact while serving their needs.

We understand that generating
electricity with fossil fuels can pollute
the air we breathe.

So we are taking the lead in
policymaking and in creating pro-

grams thar benefit the environment.

TECHNOLOGY LEADERSHIP
Climate change dominates the
dialogue in the political realm. We
recognize, however, that while
we are not climatologists, regulation
of carbon emissions is coming,
Dominion is taking action,
Scientists cite carbon dioxide as
the principal culprit of global warm-
ing. When our industry develops the
technology to address carbon emis-
sions, it will have crossed an impor-
tant and necessary threshold.
Scientists are not there yet, and such
technology will not appear on its own.
That is why Dominion is investing in
opportunities to limit our carbon
emissions from coal-fired power sta-
tions—first by separating the carbon
dioxide from other air emissions and
then permanently storing, or

“sequestering,” the carbon dioxide.

To gain more insight into the

scparation process, we are hosting a
large-scale, coal-ro-narural-gas
demonstration project at our Brayton
Point Power Station in Massachusetts.
Project owner GreatPoint Energy of
Cambridge, Mass., will demonstrate
its technology to converr biomass,
coal and petroleum coke into sepa-
rate streams of natural gas and
sequestrarion-ready carbon dioxide.

As for the second challenge, a
$500,000 Dominion investment in
a Virginia Tech endeavor will study
sequestration of carbon dioxide
in unminable coal seams. This has
the added benefit of making
more natural gas available that can
be captured for use as fuel.

As the industry’s body of scientific
and technical knowledge matures,
and as rules and regulations evolve,
your company plans ro look aggres-
sively for positive ways to contribure
and to find business opporrunities.
Last year we formed an internal
task force—the Climate Change

Initiative—to carry through.

REDUCING OUR
CARBON FOOTPRINT

When it comes to limiting green-
house gas emissions, Dominion has
one of the best records in our peer
group, principally because we get
about 40 percent—twice the national
average—of our electricity from

carbon-free nuclear energy.
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Although much remains unknown
about evolving climate change rules
and technology, one fact has become
clear to stakeholders: Nuclear
energy can and must play a role in

reducing carbon emissions.

FirM COMMITMENT TO
RENEWABLE ENERGY

Renewable energy also has an impor-
tant role. Dominion plans to achieve
Virginia's goal of 12 percent of
base-year electricity sales coming
from cost-effective renewable energy
sources by 2022. We also plan o
achieve North Carolina’s goal of

CLIMATE CHANGE DOMINATES
THE DIALOGUE IN THE
POLITICAL REALM. WE

RECOGNIZE, HOWEVER, THAT

WHILE WE ARE NOT
CLIMATOLOGISTS, REGULA-
TION OF CARBON EMISSIONS
IS COMING. DOMINION 18
TAKING ACTION.

12.5 percent from renewable energy
sources and energy efficiency by 2021.
At year-end 2007 we had more

than 400 megawarts of generating
capacity from renewable sources.
This included the 83-megawatt
Pittsylvania Powet Station in Hure,
Va., one of the largest biomass gener-
ators on the Fast Coast, and 320
megawatts of hydropower. In early
2008 production began at a wind
farm project in West Virginia that we

jointly own with Shell WindEnergy.
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We expect the completed project to
generate 264 megawatts of electricity.
In January 2008 we acquired a
50 percent interest in 650 megawatis
from the Fowler Ridge Wind Farm

in Indiana under development by
Dominion and a subsidiary of

BP Alternative Energy North America

IN EARLY 2008 PRODUCTION
BEGAN AT A WIND FARM
PROJECT IN WEST VIRGINIA.

Inc. The first phase is expected to
be completed in 2008.

And our proposed station in
Southwest Virginia will be able to use
clean-coal, carbon capture-compati-
ble technology to burn waste coal
that now contributes to acid run-off
in local waterways. The station also
will be able to use renewable fuels
such as wood waste. [r is an excellenr
candidate for Virginia Tech’s carbon
sequestration technology, once that
technology becomes commercially
available.

The generating capacity additions

that we are considering for the next

10 years, including our possible
additional nuclear capacity, would
further reduce our carbon dioxide
emissions as a percentage of total
elecrric ourpuc. We already rank in
the nation’s best third, as the graphic
pictured above illustrates.

In the past we have worked cooper-
atively with federal regulators to find
ways to reduce other air emissions—
nitrogen oxides, sulfur dioxide,
mercury and particulates—to meet
environmental goals. We have spent
$2.2 billion to reduce these emissions
at both our regulated and merchant
coal-powered units—and are planning
to spend another $1.3 billion by 2015.

Water use at our Brayton Point
Power Station on Mrt. Hope Bay in
Massachusetts is also important to us.
Late last year we forged an agreement
with the U.S. Environmental
Protection Agency (EPA) to add
cooling towers at Brayton. The
$500 million investment will reduce
the amount of warer the coal
facilicy uses by 90 percent and reduce

the thermal impact on the bay.
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Dominion

Maintaining Low Rates,
Earning
Competittve Returns

Clean air and clean water are essen-
tial to our quality of life. Equally
important is providing affordable
energy that runs the necessicies

of modern life while earning a com-

petitive return on investment,

REREGULATION IN VIRGINIA
PROVIDES NECESSARY FRAMEWORK
FOR GROWTH

As of the beginning of 2008
Dominion’s residential electric rates
in Virginia were about 15 percent
below the national average. Our
industrial rates were the lowest
on the East Coast. Key reasons: great
work by dedicated employees who
maintain efficient, economic produc-
tion, and price caps that were in
place during a decade-long electric
deregulation experiment in Virginia.
In 2007 the General Assembly
adopted new rules governing electric

utilities as it became apparent thar all




of the expected benefits of comperi-
tion would not materialize. In short,
lawmalkers reregulated the state’s
electric utilities, employing a
modified cost-of-service model to
set base electricity rates.

Deregulation provided an environ-
ment in which it was too risky o
build significant baseload generation,
The new law, on the other hand,
establishes a constructive framework
that provides investors the opportu-
nity to earn Competitive returns on
equiry. The new system allows your
company to apply to recover these
costs as they are incurred—a crirical
considerarion for investors—and
helps protect customers from rate
spikes.

The new rules establish environ-
mental-based incentives for con-
structing nuclear, advanced-technolo-
gy coal and natural gas faciliies, and
for meeting or exceeding renewable
generation goals. They also reward
efficient operations that reduce costs
and emissions, enable cost-effective
power production and provide

excellent customer service.

REGULATORY HEARINGS TO
DETERMINE AUTHORIZED RETURNS
IN LINE WITH PEERS

As part of reregulation, Virginia

Power tn 2009 will file for a review of

its base rates for the first time in a
decade. As in the past, the Virginia
State Corporation Commission will

set future races thar balance share-

holder and consumer interests. The
commission ultimately will make rul-
ings that will authorize the company
to earn rates of return no lower than
an average of those of a group
of our peer utilities in the Southeast.
Turning to the Midwesr, our
Dominion East Ohio natural gas
utility serves more than 1.2 million
homes and businesses. Last year
we asked the Public Utilities
Commission of Ohio for an increase
in base rates of $73 million to recover
increased costs. This request—the
first proposed increase since 1994—
would suppert a 12 percent return

on equiry.

WELL POSITIONED IN FAVORABLE
NORTHEAST, MIDWEST MARKETS

Our merchant fleer operates in the
Northeast and Midwest. It comprises
about 35 percent of our total electric
generation. These facilities occupy
excellent geographic locations near
high-demand centers with transmis-
sion infrastructure in place. We
began acquiring such facilities nearly
a decade ago. Since then wholesale
power prices have risen substantially.

These businesses manage their
price risks by entering into power
sales with creditworthy buyers.

Wee also mainrtain avaitable power for
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sale into spot wholesale markets as
opportunities arise.

With little new generarion con-
struction anticipated in New England,
our fleet there will become all the
more valuable and all the more
necessary to serve the region’s energy
needs.

While helping to meet the energy
needs of the region, we must comply
with stringenr emissions-reduction
standards adopted there, strive to
operate these units safely and efficient-

ly and seek to increase their capaciry.

WITH LITTLE NEW
GENERATION CONSTRUCTION
ANTICIPATED IN NEW
ENGLAND, OUR FLEET THERE
WILL BECOME ALL THE MORE
VALUABLE AND ALL THE MORE
NECESSARY TO SERVE
THE REGION’S ENERGY NEEDS.

Unlike in New England, much
of our electric output in the Midwest
is being sold to utilities under below-
marker price contracts scheduled
to expire by 2013. To begin realizing
some of this trapped value for
shareholders, last year we paid about
$230 million to buy out a contract
for our 515-megawatt State Line
Power Station in Hammond, Ind,,

near Chicago.
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Acting as Profitable,
Responsible
Capital Stewards

We include a popular phrase on
Wall Street—"“capital stewardship”™—
among our challenges. The metrics
defining good stewardship show how
well we size up investment opportuni-
ty and whether we bring it home
to investors ar efficient profir levels.
Among many investors the first and
foremost metric is earnings per share.

Earnings per share under Generally
Accepted Accounting Principles
(GAAP) in 2007 rose 98 percent
over 2006 carnings thanks in large
part to a one-time, after-tax gain
of $2.1 billion generated by the sale
of substantially all of our E&P
properties. As a result, we reported
GAAP earnings of $3.88 per share in
2007, compared with GAAT earnings
of $1.96 per share in 2006, recast for
the 2-for-1 stock split.

Dominion recorded operating
earnings of $2.56 per share in 2007,

up from 2006 operating earnings of

‘64
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$2.53 per share, excluding the benefit
from the E&P sales under GAAD
among other items.*

Management uses operating

earnings as the primary petformance

WITH A MAJOR EXPANSION
PROGRAM UNDER WAY,
DOMINION WILL NEED TO
MAINTAIN ITS SOLID CREDIT
RATINGS TO ENSURE THAT
FINANCING COSTS FOR
PROJECTS ARE AFFORDABLE.

measutement because we believe it
provides a more meaningful represen-
tation of the company’s fundamental
earnings power. However, last year’s
corporate refocusing, E&DP sales and
significant share repurchases make a
year-to-year comparison of operating
earnings not particularly meaningful.
In 2008 we have set an operating
earnings target of $3.05 per share to
$3.15 per share, and have provided

an initial operating earnings outtook

* Based on non-GAAP financial measures. See page
26 for GAAP reconciliations,
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of $3.25 per share to $3.40 per share
in 2009. Ar this time we are not able
to project differences berween GAAP
earnings and operating earnings for

2008 or 2009. As I mentioned earli-
er, we expect average annual growth

in operating earnings of 6 percent or

more beginning in 2008.

MAINTAINING A STRONG BALANCE
SHEET THROUGH INVESTMENT
PERIOD

With a major expansion program
under way, Dominion will need to
maintain its solid credit ratings to
ensure that financing costs for proj-
ects are affordable. Cash generated by
our businesses will cover the expected
dividend payments and maintenance
capiral. Financing the planned
new infrastructure investments will
require us to raise a combination
of equity and debe.

We plan to issue between
$200 million and $250 million of
equity in 2008, and about $800 mil-
lion of equity in each of the follow-

ing two years. All of the equiry to




SAFETY HAS BEEN AND
ALWAYS WILL BE OUR
NoO. 1 PRIORITY. SAFETY IS
A CORE VALUE.

be issued in 2008 is expected to be
through our dividend reinvestment
and direct stock purchase programs.
In 2009 and 2010 look for us to con-
duct small, frequent share issuances
to fund specific, accretive and
approved projects, augmented by our
ongoing dividend reinvestment
and direct stock purchase programs.
We also will issue new debt,
borrowing made less costly by S&P’s

upgrade last year.

IMPROVING RETURNS ON
INVESTED CAPITAL

We set stringent targets for our
returns on invesred capital (ROIC).
In 2007 we achieved a total ROIC
of about 7.8 percent,* beating the
previous year's ROIC of about 7.4
percent.* This increase might seem
small to some. But to a company
with an asset base as large as ours, the
increase is a significant achievement.

Businesses, assets or projects not
meeting our ROIC requirements
will be improved. In some instances
they may be offered for sale.

For example, we completed the
sale last year of three natural gas-fired
peaking units and one partially

builc gas-fired generation facility. We

* Based on non-GAAP financial meastires.
See page 27 for GAAP reconciliations.

used the combined proceeds to
reduce debt. We continue to seek
buyers for our Dominion Peoples
and Dominion Hope gas distribution

compannies.

Living Our Core Values
& Giving Back to Our
Communities

It is easy to forget how hard
Dominion employees work to sustain
a consistent and reliable record of
service. Everybody takes electricity
and nartural gas service for granted, it
seems, until the power goes out or
the furnace wirns cold. We have a
long-standing history of public serv-
ice, safety and operating excellence,
and a commitment to giving back to

OUT COMMUIIties.

DOMINION’S LONG-STANDING
HisToRY OF QPERATING
EXCELLENCE

For years my predecessors and [ have
reminded you how investors and
consumers have benefited from the
company’s record of plant perform-
ance. We operate nuclear units that
are among the nation’s best in stan-
dard industry surveys. Our facilities
fired by fossil fuels and our hydro-
electric generartion also consistently
exceed industry standards.

Safety has been and always will be
our No. 1 priority. Safety is a core
value. Overall, our safety perform-

ance has improved signiftcantly in
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recent years. However, when three

employees died in late 2007 from

steam burns suffered in an accident
at one of our power stations, the loss
rippled throughout the company.

These deaths are pointed and painful

reminders of the reasons that we

place so much emphasis on
awareness, prevention and training.

We believe that one injury is too
many, so we are continually striving
to work smarter and do better.
Consider these positive accomplish-
ments in 2007:

+ The Kewaunee Power Starion
in Wisconsin had no U.S.
Occupational and Health
Administration (OSHA) record-
able incidents. This marked
a dramatic improvement from
previous years.

* Kewaunee joined the rest of the
Dominion nuclear fleet in becom-
ing OSHA Voluntary Protection
Program Star certified, and
Millstone was re-certified.
Dominion’s nuclear fleet is the
only one in the nation in which
all stations are certified.

This safety record supports our
goal of reliably serving our millions
of customers:

» Millstone Unit 2 and Surry Unit 2
had no forced ourages and had been
on line, respectively, for 469 and
468 consecutive days by the time we

WenT [0 press.




* Qur generators powered by fossil

fuels and hydroelectric power
were available for service 87.4
percent of the time, an important
measurement of efficiency.

* Our natural gas transmission
system had completed its seventh
year without an unscheduled,
primary firm gas interruption to

Our custromers.

CONTRIBUTING
TO WORTHY CAUSES

We work daily to improve the com-
munities where we do business.

In 2007 Dominion volunteers
completed 21 projects to benefit
public parks and local outdoor facili-
ties in eighr states.

Giving back to the communities

where we live and work is integral to

our corporate culture as the owner of

major public service urilities. Many
| of our employees devote much of
their free time to helping others—
about 100,000 hours total each year.

In 2007, through the Dominion

Foundarion and other resources, your
company gave almost $19 million
to all manner of worthy causes. Since
2001 the foundation has distributed

$63 million to our communities.

We offer a mawching gifts program to

encourage employee donations.
Dominion’s EnergyShare fuel

assistance program, a highly success-

ful public-private partnership thac

receives broad community support,

reached 2 milestone with the celebra-

GIVING BACK TO THE
COMMUNITIES WHERE WE
LIVE AND WORK IS INTEGRAL
TO OUR CORTORATE CULTURE
AS THE OWNER OF MAJOR
PUBLIC SERVICE UTILITIES,

tion of its 25th anniversary last year.
The program has raised $25 million
since 1982 and helped more than
135,000 households stay warm,

We created this flexible safety net
program to help our most vulnerable
customers pay their hearing bills, Lasc
year we expanded the program to
include assistance for cooling in the
sweltering summer months common

to North Carolina and Virginia.

DoMiNIoON HAs CHANGED
TO BETTER SERVE INVESTORS,
CUSTOMERS

For Dominion, last year defined
change. The symbol for change is
the Greek letter A, or“delta,” which
is equivalent to the English letter
“D”.=the New York Stock
Exchange’s ticker symbol for your

company.
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In 2007 we made the biggest
change this company has undertaken
in years. We adapted a business
model and structure to maximize
shareholder value. We also have
adapted to the realities of a
markerplace thar rewards excellent,
efficient, cost-effective operations and
lower risk profiles. Showing flexibility
at a critical juncture in our
company’s long, proud history and
in an age of economic uncertainty
has required equal parts ingenuity,
leadership, €nergy, experience,
expertise and skill. We believe our
corporate restructuring and reposi-
tioning will benefit shareholders
and customers alike.

We know that it takes rrust to
place your money in a company that
invests in future long-term growth.

Thank you for your continued

confidence.

Sincerely,

Thomas F. Farrell {1




STRENGTHS & OPPORTUNITIES

OCe have the opportunity to

create enduring shareholder value by building on our embedded

strengths and competitive advantages. Backed by a skilled work

force, a sound business plan and industry-leading performance

efficiency, Dominion is well positioned for long-term success.
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North Anna Pewer Station in Virginia plays a key role in our
emissions=free nuclear fleet.
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RESPONSIBLY MEETING
ENERGY NEEDS
IN GROWING MARKETS

C Ce are fortunate to serve strong,

growing markets. At our legacy electric utility franchise, we are embarking on a program
we call “Powering Virginia.” It is our roadmap to meet rising demand for electricity.
Conservation and energy efficiency will play critical roles. We also are planning
investments in a balanced portfolio of new generation that includes renewable sources,
advanced-technology coal, natural gas and emissions-free nuclear energy.

In mid-Atlantic natural gas markets we are expanding critically needed transportation and
storage facilities that link supply to Northeast markets. And our merchant generation
fleet serving customers beyond our electric utility service area continues to operate at high

levels of efficiency while we make substantial environmental investments.
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PROTECTING THE ENVIRONMENT
& BUILDING ON BUSINESS
OPPORTUNITIES PRESENTED BY
CLIMATE CHANGE CONCERNS

i; i;e know that producing and transporting

energy affects the natural world. Your company already is an industry leader and aims
to further minimize our impact on the environment at all times,

Our approach to protecting natural resources draws on many tools.

One tool is to build cleaner generation by harnessing nuclear energy and wind to
produce emissions-free electricity. Another is helping customers to reduce their energy
demand. Yet another is funding technology research and development to separate
and capture carbon dioxide—what scientists cite as the principal culprit of global
warming—at Dominion’s coal-fired power stations.

We believe our focus on nuclear and renewable energy, conservation and carbon
capture technology will reduce our environmental footprint and contribute to a cleaner,

greener Planet Earth.
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Cove Paint, on the Chesapeake Bay in Maryland, helps meet
growing demand for natural gas as one of rhe nation’s largest
LNG facilities.

Our joint ownership of a wind farm project in West Virginia
illustrates our increasing commirment to renewable energy
sources.

Deminion 2007 Annual Report
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Our residential customers depend on us for reliable electric Sustaining a healthy environment is an integral part of our
and natural gas service every hour of every day. obligation to provide energy responsibly

| el e o et PO N T BT e AL T

Our success rests on our ability to continue providing reasonable
customer rates and competitive shareholder returns.
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MAINTAINING LOW RATES,

EARNING COMPETITIVE RETURNS

Our success rests on our ability to

continue providing reasonable customer rates and competitive shareholder returns.
Thanks to new laws governing electric utility regulation in Virginia and our commitment
to efficient operations, we believe we can balance the interests of both.

As of the beginning of 2008 our residential electric rates were about 15 percent
below the national average. Qur industrial rates were the lowest on the East Coast.
Credit our employees who operate our businesses at high levels of efficiency
and excellence, as well as rate caps in place under Virginia's decade-long experiment
with deregulation.

Virginia’'s reregulation law—approved last year by the General Assembly and signed
by the governor—will help to minimize significant base rate increases while allowing
returns competitive with our electric utility peer groups. It also includes incentives to
provide excellent customer service, operating efficiency and investments in renewable

sources of generation,
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ACTING AS PROFITABLE,
RESPONSIBLE
CAPITAL STEWARDS

C ;e work diligently to earn our investors’

faith in us as stewards of their capital.

Supported by the company’s solid financial performance, your Board of Directors
approved an 11 percent increase in the common stock dividend in 2007. The board
coupled this with a 2-for-1 stock split. Management has set ambitious but realistic
earnings targets for 2008.

We govern your company mindful that each asset and each business must continue
to meet stringent financial hurdles and efficient profit levels. With major expansions in
infrastructure and environmental protection planned, we also are fully committed to

maintaining a strong balance sheet.

Dominion 2007 Annual Report
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Norris Tiler, Katharine Bond and Tanya Ross ave among many
skilled and energetic Dominion employees helping us 1o manage
our budgets efficiently
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Sandra Woolfolk, Bev Robinson, Kimberly Obrum and
Harriett Wilkinson regularly prepare care packages for troaps
serving overseqs.
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As part of Dominion’s pipeline integrity process, the outer Dominion North Carolina Power lineman Gregory Smith
coating is removed to prepare to conduct tests for possible knows that safery is his No.1 priority.
internal corrosion.
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LIVING OUR CORE VALUES

& GIVING BACK
TO OCUR COMMUNITIES

Safety, ethics and operating excellence

are Dominion core values. Working together as a team is our other core value.

Although our employees work hard to produce, transmit, distribute and store energy
safely, reliably, efficiently and effectively, we always strive for perfection. A strong
foundation to achieve this goal is our commitment across the enterprise to working
ethically and treating others with respect and honesty.

Because we are your neighbors, we also take our role in the community
seriously. And we enjoy giving back.

In the places where we do business, we are dedicated to supporting education and the
arts, helping disadvantaged individuals, and preserving and protecting the environment.

The can-do spirit of America is manifested in our employees’ many volunteer
efforts, including such diverse efforts as wetlands protection and donations to help

senior citizens pay their heating and cooling bilis.

Daminion 2007 Annual Report
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Reconciliation of Operating Earnings to Reparted Earnings {GAAP)

2003 2004* 2005* 2006* 2007
Millions  EPS Millions EPS Millions EPS Millions EPS Millions EPS
Operating Earnings $1,408 % 2.2 $1504 $228 $1,557 $ 2.26 $1,781 $ 253 $1,678 $2.56
After-tax items:
Net gain from sale of
non-Appalachian E&P business — — — — — — — — 2,139 327
Charges related to the E&P divestitures — — — — — — (5) (00N (506) (0.77)
Charges related to early retirement
of debt — - — — — — — — (148y (0.23)
Extraordinary item refated to the
reapplication of SFAS No. 71 — — — — — — — — (188} (0.24)
Impairment of merchant generation
assels — - — — — — — (270} (0.41)
Income (Yoss) from discontinued
operations of merchant generation
plants 7 001 (9 (0 14)  {0.02) (183) {0.26) (28) (0.04)
Dominion Capital related charges (84) (0.13) (64) (0.10) (22) (C.03) (81 {0.13) (65 (C.10
Income (loss) related to
Telecom business (750) {1.18) (13} (C.02) 5 £.01 — — — —_
Termination of power purchase and
sales contracts (65) (0.1Q) (155) (0.23) (52) {0.08) — —_ {137y (021
Charges related to hurricanes (122)  {0.19) (50) (0.08) (379} (0.54) {11y {0.02) — —
Net benefits {charges) related to
exiting certain businesses (32) (0.05} 51 0.08 10 0.01 {41) (0.05) (32) (0.05)
Other items (44 (0.07) (15)  (0.03) (76) (0.11) {70)  (0.10) 66 Q.10
Total after-tax items (1,000) (1.7D) (256)  {0.39) (524) (0.76) 401y (0.57) 861 132
Reported Eatnings (GAAP) $ 318 $0.50 $1,249 $1.89 $1,033 $1.50 $1,380 $ 1.96 $2,539 $3.88

* Prior years’ amounts have been recast 1o exclude certain discontinued operations from operating earnings and to reflect the November 2007 2-for-1 stock split.

Reconciliation of Operating Return on Equity

to Reparted Return on Equity

2006 2007
Miltions % Millions %

Commen Shareholders’

Equity—13 mos. average $12,058 $11,508
Operating Earnings—

Twelve months ended” 1,781 1,678
Return on average common

equity—operating 14.8% 14.6%
Reported Earnings—

Twetve months ended 1,380 2,539
Return on average commen

equity-—reported 11.4% 22.1%

* See Reconciliation of Cperating Earnings to Reported Earnings.
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Reconciliation of Operating ROIC to Reported ROIC

2006 2007
Miltions % Millions %
Invesied capital—operating—13 mos. average $32,886 $26,113
Accumulated other comprehensive loss—13 mos. average {1,430) (180}
Invested capital—reported—13 mos. average” 31,456 28,923
QOperating Earnings—Twelve months ended** 1,781 1,678
Reported Earnings—Twelve months ended 1,380 2,539
Interest and related charges—operating (after-tax) 646 589
Charges refated to debt tender offer (after-tax) — 143
Interest and refated charges—reported (after-tax) 646 732
Operating Earnings & Interest and related charges (after-tax)—
Twelve months ended 2,427 2,267
Return on invested capital—operating 7.4% 7.8%
Reported Earnings & Interest and related charges (after-tax)—
Twelve months ended 2,026 3,271
Return on invested capital—reported 6.4% 11.3%

* Comprised of total dett, subsidiary preferred stock, and commen shareholders' equity.
** See Reconciliation of Operating Earnings to Reported Earnings.

For {actors that could cause actual results to differ, see Forward-Logking Statements, Risk Factors and
Market Risk Sensitive Instruments and Risk Management in Management’s Discussion and Analysis of

Financial Condition and Results of Operations.
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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 oper-
ations and general financial condition. MD&A should be read in
conjunction with our Consolidated Financial Statements. 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, Domin-
ion Resources, Inc., one or more of Dominion Resources, Inc.’s
consolidated subsidiaries or operating segments or the entirety of
Dominion Resources, Inc. and its consolidated subsidiaries.

CONTENTS OF MD&A

Our MD&A consists of the following information:

*  Forward-Looking Statements

* Inrroduction

*  Accounting Matters

*  Results of Operations

*  Segment Results of Operations

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

*  Future Issues and Ocher Marters

«  Marker Risk Sensitive Instruments and Risk Management
*  Risk Factors

+  Selected Financial Daca

FORWARD-LOOKING STATEMENTS

This report contains statements concerning our expectations,
plans, objectives, future financial performance and other stare-
ments that are not historical facts. These statements are “forward-
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-looking statement. These factors include but are not lim-
ited to:

*  Unusual weather conditions and their effect on energy sales 1o
customers and energy commodity 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 climarte change, to which we are
subject;

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

*  Risks associated with the operation of nuclear facilities;

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

»  Counterparty credic risk;

*+  Capiral marker conditions, including price risk due to marker-
able securities held as investments in nuclear decommission-
ing and benefit plan trusts;

*  Fluctuations in interest rates;

+ Changes in federal and state rax 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;

*  Employee workforce factors including collective bargaining
agreements and laber negotiations with union employees;

*  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 acquis-
itions and divestitures;

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

*  Dolirical and economic conditions, including the chreat 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 Natural Gas
Company (Peoples} and Hope Gas, Inc. (Hope), and the
disposition of investments held by our financial services sub-
sidiary, Dominion Capital, Inc. (DCI).

Addirionally, other risks that could cause actual results o dif-
fer from predicted results are set forth in Résk Factors.

Qur forward-looking statements are based on our beliefs and
assumptions using informacion available at the time the state-
ments are made. We caution the reader not to place undue reli-
ance on our forward-looking statements because the assumptions,
beliefs, expecrations and projections about future events may, and
often do, differ matertally from actual results. We undertake no
obligation to update any forward-looking statement to reflect
developments occurring after the statement is made.

INTRODUCTION

Dominion, headquartered in Richmond, Virginia, is one of the

nation’s largest producets and transporters of energy. Our strategy

is to be a leading provider of electriciry, natural gas and related

services o customers primarily in the eastern region of the Unirted

States (U.S.). Our portfolio of assets includes approximarely:

* 26,500 megawarts {Mw) of generation capacity;

* 14,000 miles of interstate natural gas transmission, gathering
and storage 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 or less;

» 1.1 trillion cubic feet equivalent (T'cfe} of proved gas and oil
reserves; and

* An underground natural gas storage system with over 975 bil-
lion cubic feet (bef) of capaciry.

Prior to a fourth quarter 2007 segment realignment, we
managed our daily operations through four primary operating
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Management’s Discussion and Analysis of Financial Condition and Results of Operations, Continued

segments: Dominion Delivery, Dominion Energy, Dominion
Generation and Dominion Explorarion 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 (DVT), Dominion Generation and
Dominion Energy. We also report a Corporate and Other seg-
ment that includes our corporate, service company and other
functions and the net impacr of certain operations disposed of or
to be disposed of. While we manage our daily operations through
our operaring segments as described below, our assets remain
wholly-owned by our legal subsidiaries.

The conrributions te 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, cerrain
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 markering operations. Electric transmission and dis-
tribution operations serve residential, commercial, industrial and
governmental customers in Virginia and northeastern North
Carolina. Retail energy marketing operations include the marker-
ing of gas, electricity and related products and services to resi-
dential and small commercial customers in the Northeast,
mid-Atlantic and Midwest.

Revenue provided by our electric transmission operations is
based primarily on rates approved by the Federal Energy Regu-
latery Commisston (FERC). The proficability of this business is
dependent on its ability, through the rates it is permitted 10
charge, to recover costs and earn a reasonable return 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 a member of PJM Inter-
connection, LLC (PJM), an RTO, and our electric transmission
facilities are integrated into PJM 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 stan-
dards, modernizing our infrastructure and mainraining superior
system reliability. We will continue to focus on safety, operational
performance and execution of PJM’s Regional Transmission
Expansion Plan (RTEP) as we move toward the future.

Revenuc provided by our electric distribution operations is
based primarily on rates established by state regulatory authorities
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 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,

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 par-
ticularly 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.
Operaticnally, we continue to enhance the customer experience
through solid reliability performance and by completing the
automation of all of our electric restdential meters.

Our retail energy marketing operations compete in non-
regulated energy markets and have experienced strong growth
during the past few years. The retail business requires limited capi-
tal 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 narural gas,
we have a heavy concentration of customers in markets where util-
ities have a long-standing commitment to customer choice. In
electricity, we pursue markets where utilities have divested gen-
eration 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.

Dominion Energy includes our regulated Ohio natural gas dis-
tribution company, regulated gas transmission pipeline and stor-
age operations, regulated liquefied natural gas (LNG) operations
and our Appalachian natural gas E&P business. Dominion
Energy also includes our producer services business, which
aggregates gas supply, provides marker-based services related to
gas transportation and storage and engages in associated gas trad-
ing 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 pipeline and storage businesses is our gas gathering
and extraction activiry, which sells extracted products at market
rates. Revenue provided by our regulated gas transmission and
storage, and LNG operations is based primarily on rates estab-
lished by FERC. The profirability of these businesses is dependent
on our ability, through the rates we are permitted ro charge, to
recover costs and earn a reasonable return on our capital invest-
ments. Variability in earnings results from changes in rates and
the demand for services, which can be dependent upon weather,
changes in commodity prices, and changes in the cost of routine
maintenance and repairs (including labor and benefits).

Our gas distribution operations serve residential, commercial
and industrial gas sales and transporration customers in Chio.
Revenue provided by our gas distribution operations is based
primarily on rates established by the Public Utilities 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 2 reasonable return on our capi-
tal investments. Variability in earnings relates largely to changes
in volumes of nawral gas transported, which are primarily
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
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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 marker-based; production volumes, which are
impacted by numerous factors including drilling success and tim-
ing of development projects; and drilling costs which may be
impacted by drilling rig availability and other external factors. We
manage commodity price volatility by hedging a substantial por-
tion of our expected production. These hedging activiries may
require cash deposits to satisfy collateral requirements.

Earnings from Dominion Energy’s other nonregulated busi-
ness, producer services, are subject to variability associared with
changes in commodity 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 eleceric utilicy, as well as energy
marketing and price tisk management activities for our generarion
assets. Our generation mix is diversified and includes coal,
nuclear, gas, oil, renewables and purchased power. The generation
facilities of our electric urility fleet are located in Virginia, West
Virginia and North Carolina. The generation facilities of our
merchant fleet are located in Connecticut, Illinois, Indiana,
Massachusetts, Pennsylvania, Rhode Istand, Wesrt Virginia and
Wisconsin.

Dominion Generation’s earnings primarily result from the
generation and sale of electricity. Due to 1999 Virginia dereg-
ulation 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 urility fleet, includ-
ing purchased power, were subject to fixed rate recovery provi-
sions 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 Fleceric
Regulation in Virginia under Future Issues and Other Matters, the
Virginia General Assembly enacred legislation in April 2007 that
returned the Virginia jurisdiction of our utility generation oper-
ations to 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 our utility operating costs
relative to costs used to establish capped rates, will likely impact
our earmngs.

Variability in earnings provided by the merchant fleer relares
to changes in market-based prices received for electricity and the
demand for elecrricity, which is primarily dependent upon
weather. We manage price volatility by hedging a substantial por-
tion of our expected sales. Variability also resuits from changes in
the cost of fuel consumed, labor and benefits and the tdming,
duration and costs of scheduled and unscheduled ourages.

Corporate and Other includes our corporarte, service company
and other functions (including unallocated debt), corporate-wide
commodity risk management, the remaining assets of DCI, and
the net impact of cerrain operations disposed of or to be disposed
of, which are discussed in Note 6 to our Consolidated Financial
Statements. Operations disposed of during 2007 included all of
our non-Appalachian E&P’ operations, three natural gas-fired
merchant generation peaking facilities (Peaker facilities} and

certain DCI operations. Operations to be disposed of reflect two
regulated gas distribution subsidiaries, Peoples and Hope, which
we agreed 10 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 anritrust clear-
ance under the Hart-Scott-Rodino Act. However, in January
2008, Dominion and Equitable announced the termination of
the agreement for the sale of Peoples and Haope, primarily due to
the continued delay in achieving final regulatory approval. We are
secking other offers for the purchase of these uilities.

In addition, Corporate and Other includes specific items
atrriburable to our operating segments that are not included in
profit measures evaluated by executive management 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 undetlying
accounting standards and operations involved, could result in
material changes to our financial condition or results of oper-
ations under different conditions or using different assumptions.
We have discussed the development, selection and disclosure of
each of these policies with the Audit Committee of our Board of
Directors.

ACCOUNTING FOR DERIVATIVE CONTRACTS
AT FAIR VALUE

We use derivative contracts such as futures, swaps, forwards,
options and financial transmission rights (FTRs} to manage the
commodity and finaneial markets risks of our business operations.
Derivative contracts, with cerrain exceptions, are subject to fair
value accounting and are reported in our Consolidared Balance
Sheets at fair value. Accounting requirements for derivatives and
related hedging activities are complex and may be subject to fur-
ther clarification by standard-setting bodies.

Fair value is based on actively-quoted market prices, if avail-
able. In the absence of actively-quoted marker prices, we seck
indicative price information from external sources, including
broker quotes and industry publications. If pricing information
from external sources is not available, we must estimate prices
based on available historical and near-term future price
information and use of 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 commodiries and other
relevant assumptions when estimating fair value. We use other
option models under special circumstances, including a Spread
Approximation Model, when contracts include different
commodities or commodity locations and a Swing Option Mod-
el, when contracts allow either the buyer or seller the ability to
exercise within a range of quantities. For contracts with unique
characreristics, we estimate fair value using a discounted cash flow
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approach deemed appropriate under 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 valuation models or assumptions could have a
material effect on a contract’s estimared fair value.

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

Use OF ESTIMATES IN GOODWILL IMPAIRMENT TESTING

As of December 31, 2007, we reported $3.5 billion of goodwiil in
our Consolidated Balance Sheer. A significant portion resulted
from the acquisition of the former Consolidated Nacural Gas
Company (CNG} in 2000.

In April of each year, we test our goodwill for potential
impairment, and perform addirional tests more frequently if
impairment indicators are present and after a portion of goodwill
has been allocated to a business which we plan to dispose of. The
2007, 2006 and 2005 annual tests did not result in the recog-
nitien 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 operattons, goodwill was allocated to such operarions 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 goodwill allocated 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.

In general, we estimate the fair value of our reporting units by
using a combination of discounted cash flows, and other valu-
ation techniques that use multiples of earnings 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, negoriated sales prices were used as fair value for
the tests conducted in 2007. Fair value estimates are 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 assumptions and estimates are made as of a point in
time; subsequent modifications, particularly changes in discount
rates or growth rates inherent 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 thar undetlie the fair value calcu-
lations, such as estimates of future cash flows, and based those
estimates on relevant information available ac the dme, such cash
flow estimates 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 reporring units tested, indicating that no impair-
ment was present.

UsE OF ESTIMATES IN LONG-LIVED ASSET
IMPAIRMENT TESTING

Impairment 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 future
cash flows associated with the asset, the asset is considered
impaited to the extent thar the asset’s fair value is less than its
carrying amount. Performing an impairment test on long-lived
assets involves judgment in areas such as identifying circum-
stances 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 to reflect expect-
ations about possible variarions 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 estimares are made, estimates of future cash flows are, by
nature, highly uncertain and may vary significantly from actual
results. For example, estimates of furure cash flows would con-
templare factors, which may change 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.

In 2006, we tested the partially-completed Dresden Enerpy
merchant generation facility (Dresden) for impairment and con-
cluded that its carrying amount, as well as the estimated cost o
complete, was recoverable based on the probability of continued
construction and use at that time. As part of our ongoing asset
review to improve Dominion’s return on invested capital, we began
the process of exploring the sale of Dresden in the second quarter 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 intended use represented a triggering event for
us to evaluate whether we could 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 mil-
ton after-tax) impairment charge to reduce Dresden’s carrying
amount to its estimated fair value in connection with the planned
sale of Dresden, which closed in September 2007.

In 2005, we tested gas and steam elecric turbines held for
future development with a carrying amount of $187 millien for
impairment and concluded that the carrying amount was recover-
able based upon the probability of future development as a mer-
chant generation project at that time. In the third quarter of
2007, we recognized an $18 million impairment charge ($12
million after-tax) for two of these gas turbines that were sold by
our merchant generation operations to our utility generation
operations based upon amounts to be recovered by our utility in
jurisdictional rate base. These turbines will be used in the
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Ladysmith expansion project discussed in Urility Generation
Expansion under Future Issues and Other Matters.

In conjunction with the results of a review of our portfolio of
assets, Peaker facilities, with 2 combined carrying 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 amounc of each of the Peaker facilities
was recoverable as the expected undiscounted cash flows, proba-
bility weighted to reftect both continued use and possible sale
scenatrios, exceeded the carrying amount. In December 2006, we
reached an agreement to sell the Peaker facilities and accordingly,
we reduced their carrying amounts to fair value less cost to sell
and classified them as assets held for sale in our Consolidated
Batance 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
tesults of our analysis in 2005 indicated that this asset was not
impaired based on the probability of continued construction and
use at that time. Impairment charges totaling $280 million ($181
million after-tax) were recorded in December 2006 related to the
Peaker facilities and the gas transmission pipeline project.

ACCOUNTING FOR REGULATED QPERATIONS

The accounting for out regulated electric and gas operations dif-
fers from the accounting for nonregulated operations in that we
are required to reflect the effect of rate regularion in our Con-
solidated Financial Statements. For regulated businesses subject to
federal or state cost-of-service rate regulation, regulatory practices
that assign costs to accounting periods may differ from account-
ing methods generally applied by nonregulared companies. When
it is probable that regulators will permit the recovery of current
costs through furure rates charged to customers, we defer these
costs as regulacory assets thar otherwise would be expensed by
nonregulated companies. Likewise, we recognize regulatory
liabilities when it is probable that regularors will require cuscomer
refunds through future rates or when revenue is collected from
customers for expenditures that have yet to be incurred. Gen-
erally, 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 to our Consolidated Financial
Statements, 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. 71, Aecounting for the Effeces of
Certain Types of Regulation (SFAS No. 71), to those operations on
April 4, 2007, the date the legislation was enacted. The
reapplication of SFAS No. 71 o the Virginia jurisdiction of our
utility generation operations resulted in a $239 million ($158
million after tax) extraordinary charge and the reclassification of
$195 million ($119 million after rax} of unrealized gains from
AQCI telated to nuclear decommissioning trust funds. This
established a $454 million long-term regulatory liability for
amounts previously collected from Virginia jurisdictional custom-
ers and placed in external trusts {including income, losses and

changes in fair value thercon) for the future decommissioning of
our utility nuclear generation stations, in excess of amounts
recorded pursuant to SFAS No. 143, Accounting for Asset Retire-
ment Obligations (SFAS No. 143). In connection with the
reapplication or SFAS No. 71, we prospectively changed cerain
of our accounting policies for the Virginia jurisdiction of our
utility generation operations to those used by cost-of-service rate-
regulated entities. Other than the extraordinary item previously
discussed, the overall impact of these changes was not material 1o
our resuls of operations or financial condition in 2007.

We evaluate whether or not recovery of our regulatory assets
through future rates is probable and make various assumptions in
our analyses. The expectations of future recovery are generally
based on orders issued by regulatory commissions or historical
expertence, as well as discussions with applicable regulatory
authorities, If recovery of a regulatory asset is determined to be
less than probable, it will be written off in the period such assess-
ment is made. In 2006, we wrote off $166 million of our regu-
latory assets as a result of the planned sale of Peoples and Hape
since the recovery of those assets was no longer probable. We
currently believe the recovery of our remaining regulatory assets is
probable. See Notes 2, 6 and 15 to our Consolidated Financial
Statements.

ASSET RETIREMENT OBLIGATIONS

We recognize liabilities for the expected cost of retiring tangible
long-lived assets for which a legal obligation exists. These asset
retirement obligations (ARQs) are recognized at fair value as
incurred, and are capiralized as part of the cost of the related long-
lived assets. In the absence of quoted marker 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 retire-
ment activities, credit-adjusted risk free rates and cost escalation
rates. ARQs currendy reported in our Consolidared Balance
Sheets were measured during a period of historically low interest
rates. The impact on measurements of new AROs or remeasure-
ments of existing AROs, using different rates in the future, may
be significant. When we revise any assumptions used to calculare
the fair value of existing AROs, we adjust the carrying amount of
both the ARO liabilicy and the related long-lived asset. We
accrete the ARO liability to reflect the passage of time. In 2007,
2006 and 2005, we recognized $99 million, $109 million and
$102 millien, respectively, of accretion, and expect to incur $95
million in 2008. Upon reapplication of SFAS No. 71 to the Vir-
ginia jurisdiction of our utility generation operations, we began
recording accretion and depreciation associated with utility
nuclear decommissioning AROs, formerly charged to expense, as
an adjustment to the regulatory liability for nuclear
decommissioning trust funds previously discussed, in order to
march the recognition for rate-making purposes.

A significant portion of our AROs relates to the future decom-
missioning of our nuclear faciliries. At December 31, 2007,
nuclear decommissioning AROs, which are reported in the
Dominion Generation segment, totaled $1.5 billion, representing
approximately 85% of our total AROs. Based on their sig-
nificance, the following discussion of critical assumptions
inherent in determining the fair value of AROs relates to those
associated with our nuclear decommissioning obligations,
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We urilize periodic site-specific base year cost studies in order
to estimate the nature, cost and timing of planned decommission-
ing activities for our utility and merchant nuclear plants. We
obrained 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 ar 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 esti-
mates include cost escalation rates thar are applied to the base year
costs. 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 time, 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 recognized. For example, had
we increased the cost escalation rate by 0.5%, the amount recog-
nized as of December 31, 2007 for our AROs related to nuclear
decommissioning would have been $267 million higher.

EMPLOYEE BENEFIT PLANS

We sponsor noncontriburory defined benefit pension plans and
other postretirement benefit plans for eligible active employees,
retirees and qualifying dependents. The projected costs of provid-
ing benefits under these plans are dependent, in parr, on historical
information such as employee demographics, the level of con-
tributions made to the plans and earnings on plan assets. Assump-
tions about the future, including the expected rate of return on
plan assets, discount rates applied to benefit obligations and the
anticipated rate of increase in health eare costs and participant
compensation, also have a significant impact on employee benefit
costs. The impact of changes in these facrors, as well as differences
berween our assumptions and acrual experience, is generally
recognized in our Consolidated Statements of Income over the
remaining average service period of plan participants, rather than
immediately.

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

»  Historical return analysis to determine expected future risk
premiums;

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

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

* Investment allocation of plan assets. The strategic target asset
allocation for our pension fund is 34% U.S. 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 to the
forecasts of other independent investment advisors to ensure rea-
sonableness. An internal committee selects the final assumptions.
We calculated our pension cost using an expected return on plan
assets assumption of 8.75% for 2007, 2006 and 2005. We calcu-
lated our 2007, 2006 and 2005 other postretirement benefic 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 caleulating 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 other 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 w0 2007. We selected
discount rates of 6.60% and 6.50% for determining our
December 31, 2007 projected pension and postretirement beneftc
obligations, respectively.

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

The following table illustrates the effect on cost of changing
the critical actuarial assumptions previously discussed, while hold-
ing all other assumptions constant:

Increase in Net Periodic Cost

Change in Other
Actuarial Pension  Postretirement
Assumption  Benefits Benefits

{millions, except percentages)
Discount rate (0.25)% $13 $5
Rate of return on plan assets {0.25)% 12 2
Healthcare cost trend rate 1% NA 20

In addition to the effects on cost, 2 0.25% decrease in the
discount rate would increase our projected pension benefir obliga-
tion by $117 million and would increase our accumulated post-
retirement benefic obligation by $43 million at December 31,
2007.

ACCOUNTING FOR GAS AND OIL OPERATIONS

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 capiralized
and subsequently depleted using the units-of-preduction methed.
The depletable base of costs includes estimated furure costs to be
incurred in developing proved gas and oil reserves, as well as cap-
italized asset retirement costs, net of projected salvage values.
Capitalized costs in the depletable base are subject to a ceiling test
prescribed by the SEC. The test limits capitalized amounts to a
ceiling—the present value of estimated future net revenues to be
derived from the production of proved gas and oil reserves, dis-
counted at 10 percent, assuming period-end pricing adjusted for
any cash flow hedges in place. We perform the ceiling test quar-
terly, 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,
unless the gain or loss would significantly alter the relationship
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berween capitalized costs and proved reserves of natural gas and
oil attriburable to a country. In 2007, we recognized gains from
the sales of our Canadian and U.S. non-Appalachian E&P busi-
nesses. See Note 6 to our Consolidated Financial Statements.

Qur 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. Qur 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 Scort Company, L.P. Calcu-
lations 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 oil reserves that
is used to calculate the ceiling could materially change in the
near-t¢rm.

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 recog-
nition 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 estimates are required in developing the
provision for income taxes and reporting of tax-related assets and
liabilities. The interpretation of rax laws involves uncertainty,
since tax authorities may interpret the laws differently. Ultimate
resolution of income tax marters may result in favorable or
unfavorable impacts to net income and cash flows and adjust-
ments to tax-related assets and liabilities could be material.

Prior to 2007, we established liabilities for tax-related con-
tingencies when we believed it was probable that a liability had
been incurred and the amount could be reasonably estimated in
accordance with SFAS No, 5, Accounting for Contingencies, and
subsequently reviewed them in light of changing facts and circum-
stances. However, as discussed in Note 3 to our Consolidated
Financial Statements, effective January 1, 2007, we adopted
Financial Accounting Standards Board (FASB) Interpretation
No. 48, Accounting 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 state-
ments, 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 thac are recognized in the financial statements must
satisfy a more-likely-than-not recognition threshold, assuming that
the position will be examined by tax authorities with full knowl-
edge of all relevant information. If we take or expect to take a tax
return 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 unrecognized tax benefits, the
ultimate deducribility is highly certain, but there is uncertainty
abour the timing of such deductibility.

Deferred income tax assets and liabilities are provided, repre-
senting future effects on income taxes for temporary differences
berween the bases of assets and liabilities for financial reporting
and rax purposes. We evaluate quarterly the probability of realiz-
ing deferred tax assets by reviewing a forecast of future taxable
income and the availabilicy of tax planning strategies that can be
implemented, if necessary, to realize deferred tax asscts. 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
thac 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 adopr several
new accounting standards, which are discussed in Note 3 wo our
Consolidated Financial Statements. See Note 4 to our Con-
solidated Financial Statements for a discussion of recently issued
accounting standards that will be adopted in the future.

RESULTS OF QPERATIONS

Presented below is a summary of our consolidated results:

Year Ended
December 31, 2007 § Change 2006 $Change 2005
{millions, except EPS)
Net Income $2,539 $1,159 $1,380 $347 31,033
Diluted earnings

per share (EPS)il} 3.88 1.92 1.96 .46 1.50

(1) All per share amounis have been adjusted to reflect a fwo-for-one stock
split distributed in November 2007

Overview

2007 vs. 2006

Net income increased by 84% to $2.5 billion. Diluted EPS
increased to $3.88 and includes $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 non-Appalachian E&P business, higher
realized prices for our gas and oil production, higher margins at
our merchant generation business and the reinstatement of annual
fuel rate adjustments, effective July 1, 2007, for the Virginia
jurisdiction of our utility generation operations, with deferred fuel
accounting for over- 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
related to the sale of Dresden, an extraordinary charge in con-
nection with the reapplication of SFAS No. 71 to the Virginia
jurisdiction of our utility generation operations, charges relared to
the early extinguishment of outstanding debrt associated with the
completion of our debt tender offer in July 2007, a charge duc to
the discontinuance of hedge accounting for cerrain 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
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business, a charge for the termination of a long-term power sales
agreement at our State Line power station (State Line) and the
absence of business interruption insurance revenue received in
2006, associated with Hurricanes Katrina and Rita (2005

hurricanes).

2006 vs. 2005

Net income increased 34% to $1.4 billion. Favorable drivers
included increased gas and oil production, higher margins at our
merchant generation business, an increased 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 derivarives resulting from
hurricane-related interruptions of gas and oil production in the
Gulf of Mexico. These favorable drivers were partially offset by an
impairment charge related to the Peaker facilities, milder weather
in our gas and electric service territories, lower realized gas prices
for our E&P operations and a reduction in gains from sales of
emissions allowances held for consumprion.

Analysis of Consolidated Operations

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

Year Ended December 31, 2007  $ Change 2006 % Change 2005
{millicns)
Operating Revenue $15674 $ (623) $16,297 $(1,512) $17,809

Operating Expenses
Electric fuet and

energy purchases 3s5n 2715 3,236 (1434 4,670
Purchased electric

capacity 439 (42) 481 (23) 504
Purchased gas 2,766 (M} 2937 (1,004) 3941
Other energy-

related commaodity

purchases 252 770y 1,022 (3690 1,391
Other operations

and maintenance 4,854 1,676 3,178 198 2,980
Gain on sale of U.S.

non-Appalachian :

E&P business (3,635) (3,635) —_ — —

Depreciation,
depletion and
amortization 1,368 (189) 1,557 198 1,359
Other taxes 552 {16) 568 (9 577
Other income 102 (71) 173 10 163
Interest and related
charges 1,175 147 1,028 84 944

Income tax expense 1,783 856 927 354 573
Income (loss) from

discontinued

operations,

net of tax 8) 142 {150} (156) 6
Extraordinary item,

net of {ax benefit (158} (1598) — — —

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

2007 vs. 2006

Operating Revenue decreased 4% to $15.7 billion, primarily

reflecting:

+ A 3535 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 business {$1.4 billion), partially offser
by higher realized prices ($880 million);

» A $422 million decrease in revenue from sales of oil pur-
chased by E&P operations, primarily due to the impact of
netting sales and purchases of oil under buy/sell arrangements
associated with the implementation of Emerging Issues Task
Force (EITF) Issue No. 04-13, Accounting for Purchases and
Sales of Inventory with the Same Counterparty (EITF 04-13} in
2006. This decrease was largely offset by a correspending
decrease in Other energy-related commodity purchases expense;

* 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
energy-related 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 combined effects of:

« A $185 miltion decrease reflecting lower gas prices; and

+ A 3198 million decrease resulting from the migration of
customets to energy choice programs; partially offser by

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

+ A $77 million decrease in revenue from sales of gas purchased
by E&P operations to facilitate gas transportation and other
coneracts 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
245 expense;

* A $54 million decrease in the sales of emissions allowances
held for resale. This decrease was largely offset by a corre-
sponding decrease in Other energy-related commodity purchases
expense; and

» A $47 million decrease in sales of extracted 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 millien increase due to the impact of a com-
paratively higher fuel rate in cerrain customer jurisdictions;

» A $162 million increase in sales to retail customers attrib-
utable to variations in rates resulting from changes in sales
mix and other factors ($95 million) and new customer
connections ($67 million) primarily in our residential and
commercial customer classes;
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* A $131 million inctease 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 millien 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 received from PJM.

* 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 ISO New England
and PJM, and increased volumes for fossil operations ($148
million}; and

* A $134 million increase in gas sales by retail energy marketing
activities due to increased customer accounts ($188 million),
partially offset by lower contracted sales prices ($54 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 attributable to our gas distribution oper-
ations due to increased volumes and higher prices; and

* A %68 million increase in electric sales by our retail energy
marketing operations due to higher volumes ($31 million)
and higher sales prices ($37 million). This increase was more
than offset by a corresponding increase in Electric fuel and
fﬂffgy Pun:'hau’: fxpfmf.

Operating Expenses and Other ltems

Electric fuel and energy purchases expense increased 8% to $3.5
biltion, primarily reflecting the combined effects of:

* A $93 million increase for utility generation operations. The
underlying fuel costs, including those subject to deferral
accounting, increased by approximately $501 million due o
higher consumption of fossil fuel and purchased power result-
ing from an increase in the number of heating and cooling
degree days, higher commodity costs and a change in gen-
eration mix. This increase was largely offset by a $408 million
decrease primarily due to the deferral of fuel expenses that
WEIC in €XCEess Of current period ﬁle; rate [ECOVEry;

* An $86 million increase for our merchant generation oper-
ations 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 ro the following factors:

* A $248 million decrease in costs atrributable to gas dis-
tribution operations, as discussed in Operating Kevenue, and

* A $97 million decrease related to E&P operations, as dis-
cussed in Operating Revenue.

These decreases were partially offset by:

* A $124 million increase associated with retail energy market-
ing activiries, due to higher volumes ($168 million), partially
offset by lower prices {$44 million}, as discussed in Operating
Revenue; and

* A $50 million increase associated with our producer services
business, due to the net impacr of an increase in volumes and
lower prices.

Other energy-related commodity purchases expense decreased 75%
to $252 million, primarily attributable to the following factors,
which are discussed in Operating Revenue:

* A $409 million decrease related to E&P operations;

« A $310 million decrease in the cost of nonutility coal sales;
and

* A 551 million decrease in the cost of sales of emissions allow-
ances held for resale.

Other operations and maintenance expense increased 53% to $4.9
billion, resulting primarily from:

* A $541 million charge predominantly due to the dis-
continuance 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 Dres-
den;

+ A $231 million charge related to the termination of a long-
term power sales agreement ar 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 overriding royalty interests formerly
associated with these agreements;

+ A $124 million increase in salaries, wages and benefits expense
primarily resulting from higher incentive-based compensation
($100 million) 2nd higher salaries and wages ($83 million},
partially offset by lower pension and medical benefits expense
($59 million);

* A $96 million increase in ourage costs, primarily related o
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 charg-
es;

* A $48 million increase in bad debt expense for gas dis-
tribution 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 net income;

* A $31 million increase primarily due to the inclusion of cer-
tain 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 associared
with PJM spot marker activity incurred by our utility gen-
eration 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 regu-
latory assets 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 account-
ing for certain interest rate swaps associated with our junior
subordinated notes payable to affiliated crusts.

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

Depreciation, 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 ($124 million).

Other income decreased 41% to $102 million, resuliing primar-
ily from the recognition of decommissioning trust earnings as a
regulatory liability due to the reapplication of SFAS No. 71 1o the
Virginia jurisdicrion of our utilicy generation operations, as well
as an increase in charitable contributions,

Interest and related charges increased 14% to $1.2 billion, result-
ing principally from charges related to the early extinguishment of
outstanding debt associated with our debt tender offer completed
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 sate of our U.S.
non-Appalachian E&P business.

Extraordinary item reflects a $158 million after-tax charge in
connection with the reapplication of SFAS No. 71 to the Virginia
jurisdiction of our urilicy generation operations.

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

2006 vs. 2005

Operating Revenue decreased 8% to $16.3 billion, primarily

reflecting:

* A $1.0billion decrease primarily attributable to lower vol-
umes associated with requirements-based power sales con-
tracts that were exited. The effect of this decrease was more
than offset by a corresponding decrease in Electric fuel and
energy purchases expense;

+  An $844 million decrease in our producer services business
consisting of a decrease in both volumes and prices associated
with gas aggregarion, partially offset by favorable price
changes related to gas marketing activities. The effecr of this
decrease was partially offset by a corresponding 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 mil-
lion decrease associated with milder weather and variations in
rates resulting from changes in customer usage patterns, sales
mix and other factors, partially offset by a $122 million
increase related to the recovery of higher gas prices. The effect
of this net decrease was partially offset 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 energy-related
commodity 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 corresponding decrease in
Other energy-related commodity purchases expense; and

* A 3100 million decrease in revenue from sales of gas pur-
chased by E&P operations to facilitate gas transportation and
other contracts, primarily due to the impact of netting sales
and purchases of gas under buy/sell arrangements associated
with the implementation of EITF 04-13.

These decreases were partially offset by:

* A $313 million increase from our merchant generation busi-
ness, primarily reflecting higher revenue for nuclear oper-
ations as a result of 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 planes
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 cotresponding increase in Other operations and
maintenance expense;

+ A $189 million increase in sales of gas and oil production,
primarily due to higher velumes ($351 million), partiaily off-
set by lower prices ($162 million);

* A $184 million increase in gas sales by our retail energy mar-
keting operations primarily resulting from increased customer
counts ($141 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, primar-
ily due to increased prices and a contractual change for a por-
tion of our gas production processed by third parties. We now
take title to and market the extracted 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
Ohio gas distribution subsidiary related to the
implementation of the Standard Service Offer ($50) pilot
program as approved by the Ohio Commission. The S5O 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 customers select an alternate gas supplier. The effect of this
increase was offset by a comparable increase in Purchased gas
expense.

Operating Expenses and Other ltems

Electric fuel and energy purchases expense decreased 31% to $3.2
billion, primarily reflecting the combined effects of:

* A $1.2 billion decrease associated with lower volumes asso-
ciated with requirements-based power sales contracts, as dis-
cussed in Operating Revenue;

* A $162 million decrease for our utility generation operations,
primarily due to lower commodity prices, including pur-
chased power, and decreased consumption of fossi! 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 busi-
ness, 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 outage
days.

Purchased gas expense decreased 25% to $2.9 billion, princi-
pally resulting from:

*  An $815 million decrease associated with our producer serv-
ices business, due to lower volumes and prices;

* A $192 million decrease related 1o 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 recov-
ery of gas costs;

* A $120 million decrease relared to E&P operations, as the
resule 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 million increase associated with retail energy marker-
ing operations, primarily due to increased volumes.

Other energy-related commodity purchases expense decreased 27%
to $1.0 billion, primarily arrriburable 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; pardally offser by

* A $47 million increase related ro purchases of oil by E&P
operations, reflecting higher market prices ($63 million),
partially offser by lower volumes ($16 million) of oil pur-
chases under buy/sell arrangements.

Otker operations and maintenance expense increased 7% to $3.2
billion, resulting from:

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

* A $166 million charge from the write-off of certain regulatory
assets related to the planned sale of Peoples and Hope;

* A $97 million increase resulting primarily from higher sal-
aries, wages and benefits expenses;

* A $93 million increase attributable to higher production
handling, transportation and operating costs refated to E&P
Opﬂratlﬂﬂs;

*  $91 million of impairment charges related to DCI invest-
ments;

* A $79 million increase resulting from Kewaunee, which was
acquired in July 2005;

* A $65 million decrease in gains from the sale of emissions
allowances held for consumption;

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

+ A $41 million reduction in proceeds related to FTRs granted
by PJM to our utility generation operations. These FTRs are
used to offset congestion costs associated with PJM spot
market activity, which are included in Efectric fuel and energy
purchases expense;

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

* A $29 million increase related to major scorm damage and
service restoration costs associated with our distribution oper-
ations, including costs resulting from tropical storm Ernesto
in September 2006;

+ A $27 million charge resulting from the cancellation of a pipe-
line project.

These increases were partially offset by:

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

* A $62 million benefic resulting from favorable changes in the
fair value of certain gas and oil derivatives that were
de-designated as hedges following the 2005 hurricanes;

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

* A $423 million loss related to the discontinuance of hedge
accounting for certain gas and oil derivatives resulting
from an interruption of gas and oil production in the Guif
of Mexico caused by the 2005 hurricanes;

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

* A $59 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 subsequenc changes in the fair
value of those derivatives; and

* A 351 million charge related to credit exposure associated
with the bankruprcy of Calpine Corporation; partially
offset by

* A $24 million net benefit resulting from the establishment
of cerrain regularory assets and liabilities in connection
with the settlement of 2 North Carolina rate case in the
first quarter of 2005,

Depreciation, deptetion 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.

Interest expense increased 9% to $1.0 billion principally
reflecting the impact of additional borrowings and higher interest
rates on variable rate debt.

Loss from discontinued operatiens was 3150 million as compared
to income from discontinued operations of $6 million in 2005,
primarily due to a $164 million charge related to the Peaker
facilittes, whose operations were reclassified ro discontinued oper-
ations in December 2006.
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Outlook

Our 2007 resules 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 earnings
per share, including the impact of lower expected average shares
outstanding. The following are factors 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;

* Increased production and higher realized prices for our Appa-
lachian E8¢P operations and fixed-term overriding royaley
interests formerly associated with VPP agreements, as dis-
cussed 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 costs reflecting a decrease in the number
of scheduled outage days at certain of our electric utility gen-
erating facilities; and

»  Continued growth in utility customers,

The increase in 2008 is expected to be partially offser by:

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

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

SEGMENT RESULTS OF OPERATIONS

Segment results include the impact of intersegment revenues and
expenses, which may result in intersegment profit or loss. Pre-
sented below is a summary of contributions by our operating
Segments to net income:

Year Ended
December 31, 2007 2006 2003
Net  Diluted Net  Diluted Net  Diluted
Income EPS  Income FPS  Income EPS
(millicns, except EPS)
DVP $ 415 $064 % 411 %059 $ 378 $0.55
Dominion Energy 387 059 347 049 362 0.53
Dominion
Generation 756 1.15% 537 0.76 416 0.60
Primary operating
segments 1558 238 1295 184 1,156 1.68

Corporate and Other 981 1.50 85 012 {123} (0.18)
$2,539 $3.88 $1,380 $196 $1,033 $150

Consclidated

DVP

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

Year Ended December 31, 2007 % Change 2006 % Change 2005
Electricity delivered

{miltion mwhrs)(®) 84.7 6% 798 (2)% 8l.4
Degree days:

Coclingt2 1,794 15 1,657 9 1,707

Heating® 3,500 0 3,178 (16) 3,784
Average electric

distribution

customer

accounts® 2,361 1 2327 2 2,286
Average retail energy

marketing customer

accounts® 1,551 15 1,354 17 1182

mwhrs = megawatt hours

(1) Includes electricity delivered through the retail choice program for our
Virginia jurisdictional electric utility customers.

(2) Cooling degree days (CDDs) are units measuring the extent to which the
average dasly temperarure is greater than 65 degrees. CDDs are caleu-
lated as the difference between the average temperature for each day and
G35 degrees.

(3) Heating degree days (HDDs) are units measuring the extent to which the
average daily temperarure ts less than 65 degrees. HDDs are caleulated
as the difference between the average temperature for each day and 65
degrees.

(4) Thirteen-month average, in thousands.

Presented below, on an after-tax basis, are the key factors impact-
ing DVP’s net income contribution:

2007 vs. 2006

Increase {Decrease)

Amount EPS

{millions, except EPS}
Regulated electric sales:

Weather $22 $0.03

Custoimer growth 1 0.02
Maijor storm damage and service restorationtl 9 0.01
Reliability and outside services expenses (18)  (0.02)
Salaries, wages and benefits expense (15)  (0.02)
Other (5) {0.01)
Share accretion _ 0.04
me in net income contribution $ 4 $0.05

(1) Primarily resulting from the absence in 2007 of expenses associated with
tropical storm Ernesto in Seprember 2000,
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2006 vs. 2005

Increase (Decrease)

Amount EPS
{millions, except EPS)
Retail energy marketing operaticns $57 $009
Interest expenseft) 10 0.01
Regulated electric sales:
Weather (34 (0.09)
Customer growth 13 0.02
Maijor storm damage and service restoration(2 (18) 0.03)
North Carolina rate case settlement 6 (00D
Other 11 0.02
Share dilution — {0.01)
Change in net income contribution $33 $004

(1) Principally reflects additional intercompany borrowings and higher
interest rates on those borrowings.

(2) Reflects an increase in mafor storm damage and service restoration
expenses including expenses associated with eropical storm Ernesto in
September 2006.

Dominion Energy

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

Presented below, on an after-tax basis, are the key factors impact-
ing Dominion Energy’s net income contribution:

2007 vs. 2006

Increase (Decrease)

Amount EPS
{millions, except EPS)
Gas and oil—production $66 $0.10
Gas and cil—prices 33 0.05
Regulated gas sales—weather 16 0.02
Producer servicest! {33) (0.05)
DD&A—gas and ol 27)  (0.04)
Salaries, wages and benefits expense M (0.0
Gas transmission operations(2 (6) (0.01)
Other (2} —
Share accretion — 0.04
Change in net income contribution $40 $0.10

(1) Primarily related to lower margins reflecting reduced market volasility,
as compared to the post-2005 hurricane marker conditions in 2006.

(2} Gas transmission operations decreased primarely due 10 a decline in
market center services, partially offser oy lower system fuvl costs and
higher margins on extracted products.

2006 vs. 2005

Increase (Decrease)

Year Ended December 31, 2007

% Change 2006 % Change 2005 Amount EPS
Gas throughput (bef): {millions, except EPS)
Gas sales Interest expense(l) $(18) $(0.03)
(distribution) 50 (n 56 (33) 84 Gas and cil-—prices 17 (0.02)
Gas transportation Regulated gas sales—weather (16)  (0.02)
{distribution) 210 ] 193 2 190 Gas transmission rate reduction(@ (13)  (0.02)
Gas transportation DD&A — gas and oil (5 (001
{transmission) 719 1 650 (18} 794 Gas transmission operations(3 3l 0.04
Heating degree days 5,886 12 5274 (13} 6,037 Producer services® 23 003
Average gas distribution Gas and oil—production 13 0.02
Other (13) (0.02)
customer accountst?; Share dilution - (0.0}
Gas sales 410 (15) 485 (25} 643 -
Gas transportation 800 g 732 27 576 Change in net income contribution ${15) $(0.04)

bef = billion cubic feer

(1) Thirteen-month average, in thousands.

Presented below are operating statistics related to Dominion
Energy’s Appalachian E&D operations:

% %
Year Ended December 31, 2007 Changs 2006 Change 2005
Liquids productiont® {bcfe) 576 47 391 2 334

Average realized prices
without hedging results:

Liquids (per mcfe) $6.55 (8) $7.11 (14) %831
Average realized prices with

hedging results:

Liquids (per mcfe) 6.55 33 493 (2) 505
DD&A (per mcie} 1.68 31 1.28 17 109
Average production

(lifting) cost {per mcfe)t 1.28 8 1.19 1 1.18

befe = billion cubic feet equivalens
mcfe = thousand cubic feet equivalent

(1) Includes natural gas, natural gas liquids and oil,

(2) The inclusion of volumes associated with reacquired overriding royalry
interests arising from the VPP's terminated in 2007 would have resulted
in lifting costs of $1.00 in 2007.

(1) Primarily reflects additional incercompany borrowings and higher inter-
est rates on those borrowings.

(2) Due to lower natural gas transportation and storage revensue as a result
of @ 20053 rate sestlement.

(3) Primarily due to higher margins on extracted produces and marker center
service opportunities.

(4) Higher income resulting from the impact of favorable price changes
related to price risk management and gas marketing accivities associated
with certain transportation and storage contracts.

Included below are the volumes and weighted-average prices
associated with hedges in place for our Appalachian E&P oper-
ations and fixed-term overriding royalty interests formerly asso-
ctated 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.

Natural Gas

Hedged Average

preduction hedge price

Year {beh) (per mcf)
2008 51.2 $8.60
2009 14.6 8.25
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Dominion Generation

Presented below are operating statistics related to Dominion
Generation’s operations:

Year £nded December 31, 2007 % Change 2006 % Change 2005

Electricity supplied
(million mwhrs):

Utility 84.7 6% 79.7 ()% 814

Merchant 45.0 11 41.5 1 412
Degree days (electric

utility service area):

Cooling 1,794 15 1557 9) 1,707

Heating 3,500 10 3,178 (16) 3,784

Presented below, on an after-tax basis, are the key factors impact-
ing Dominion Generation's net income contribution:

2007 vs. 2006

Increase (Decrease}

Amount EPS
(millions, excent EPS)
Merchant generation margini!* $211  $0.30
Unrecovered Virginia fuel expenses® 120 017
Regulated electric sales:
Weather 37 0.05
Customer growth 20 0.03
Ancillary service revenue 27 0.04
QOutage costs® 61) {(0.09)
Salaries, wages and benefits expense {31y  (0.07)
Sales of emissicns allowances (34) {0.0%)
Depreciation and amortization®? (32) {0.05})
Interest expense 9y {(0.01)
Other 9y (C.01)
Share accretion — 0.08
Change in net income contribution $219 $0.3%

(1) Primarily reflects higher realized prices for our New England nuclear
and fossif generating assets and higher volumes and capacity revenue for
orher fossil generation operations. Higher prices include the
implementation of new capacity markets in ISO New England and
P/M. '

(2) Primarily reflects the reapplication of deferred fuel accounting effective
July 1, 2007 for the Virginia jurisdiction of our utility generation oper-
ations; this benefit is partially offiet by increased consumption of fossil
Suel and higher purchased power cosss during the first six months of
2007,

(3} Primarily reflects higher scheduled outage costs for both utility and mer-
chans generation operations.

(4) Principatly avtributable to increased expense from capital additions and
revised depreciation rates for our utility generation assets resulting from a
new depreciation study implemenied during the fourth quarter af 2007,

2006 vs. 2005

Increase (Decrease)

Amount EPS
{millions, except EPS)
Merchant generation margintV 3215 $032
Unrecovered Virginia fuel expenses 40 0.06
Regulated electric sales:
Customer growth 24 0.04
Weather 64)  (0.09)
Sales of emissions allowances (40)  (0.08)
Energy supply margin® (27)  (0.04)
Outage costs® (200  {0.03)
Salaries, wages and benefits expense (13)  (0.02)
2005 North Carciina rate case settlement (100 ©.cl)
Other 16 0.02
Share dilution — (0.03)
Change in net income contribution $121  $0.16

(1) Primarily refleces higher realized prices.

(2) Primarily reflects a reduced benefit from FTRs in excess of congestion
costs at our utility operations.

(3) Primarily due to an increase in the duration of scheduled outage days for
both utility and merchany generation operations.

Corporate and Dther
Presented below are the Corporate and Other segment’s after-tax
results:

Year Ended December 31, 2007 2006 2005

{millions, except EPS amounts)
Specific items attributable to operating

segments $ 618 $ (0 $0133
Discontinued operations (8) (150) 6
Net benefit from sale of U.S. non-

Appalachian E&P businesses 1,426 (5) —
LS. non-Appalachian E&P divested

operaticns 252 625 163
Peoples and Hope 49 {72) 43
Other corporate operations (120) (303) (202)
Tatal net henefit (expense) 981 85 (123)

$ 150 $0.12 $(0.18)

Earnings per share impact

SPECIFIC ITEMS ATTRIBUTABLE TO OPERATING SEGMENTS

Corporate and Qther includes specific items attributable to our
primary operating segments that are not included in profir meas-
ures evaluated by executive management in assessing the seg-
ments’ performance or allocating resources among the segments.
See Note 29 to cur Consolidated Financial Statements for dis-
cussion of these items.

DISCONTINUED OPERATIONS

The decrease in the loss from the discontinued operations for
2007 as compared to 2006, as well as the increase in the loss for
2006 as compared to 2005, reflects 2 $164 million after-tax
charge in 2006 associated with the impairment of the Peaker
facilicies thac were sold in 2007.

NET BENEFIT FROM SALE OF U.S. NON-APPALACHIAN
E&DP BUSINESS

The net benefit from the sale of our U.S. non-Appalachian E&P
business reflects the $2.1 billion after-tax gain recognized in 2007
on the sale, partially offsec by charges related to the divestitures as
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well as charges associated with the early retirement of debt with
proceeds from the sale. See Note 6 to cur Consolidated Financial
Statements for discussion of these items.

U.S. NON-APPALACHIAN E&P DIVESTED OPERATIONS

The lower 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 interruption
insurance revenue received in 2006, associated with the 2005
hurricanes. These decreases were partially offset by higher realized
gas and oil prices.

The higher conuribution in 2006 as compared to 2005 primar-
ily reflects the absence of a $357 million after-tax loss in 2005
relared to the discontinuance of hedge accounting in August and
September 2005 for certain gas and oil derivatives resulting from
an interruption in gas and oil producrion in the Gulf of Mexico
caused by 2005 hurricanes and subsequent changes in the fair
value of those derivarives during the third quarter.

PEOPLES AND HOPE

The net logs in 2006 primarily reflects a $104 million after-tax
charge resulting from the write-off of certain regulatory assets
relared to the planned sale of Peoples and Hope.

OTHER CORPORATE OPERATIONS

The net expenses associated with other corporate operations for
2007 decreased by $183 million as compared to 2006, primarily
due to a reduction in interest expense following completion of the
debr tender offer in July 2007, the absence of a charge in 2006 to
eliminate the application of hedge accounting for certain interest
rate swaps as described below and a reduction in charges asso-
ciated with the impairment of DCI 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 expenses associated with other corporate operations
for 2006 increased by $101 million as compared to 2005, primar-
ily reflecting a $37 million after-tax charge to eliminate the appli-
cation of hedge accounting for cerrain interest rate swaps
associated with our junior subordinated notes payable to affiliated
trusts and the $85 million impairment of 2 DCI investment in
2006, The recognition of deferred rax liabilities in 2006 was offset
by a reduction in valuation allowances to reflect the expected uti-
lization of federal and state loss carryforwards to offset income
that was expected to be generated from the sale of Peoples and
Hope.

SELECTED INFORMATION—ENERGY
TRADING ACTIVITIES

We engage in energy trading, marketing and hedging acrivities to
complement our integrated energy businesses and facilitate our
risk management activities. As part of these operations, we enter
into contracts for purchases and sales of energy-relared commeod-
ities, 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 commodity, we typi-
cally enter into a sales contract, or a combination of sales con-
tracts, 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 our
contract positions, considering location and timing of delivery or
settlement for each energy commodity in relation to marker 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:

Amount
{millions)
Net unrealized gain at December 31, 2006 $42
Contracts realized or otherwise settled during the period (43)

Net unrealized gain at inception of contracts initiated during the

period -
Change in unrealized gains and losses 53
Changes in unrealized gains and losses attributable to changes

in valuation techniques —

Net unrealized gain at December 31, 2007 $ 52

The balance of net unrealized gains and losses recognized for
our energy-related derivative instruments held for trading pur-
poses at December 31, 2007, is summarized in the following table
based on the approach used to determine fair value:

Maturity Based on Contract Settiement or Defivery Date(s)

Less
than 1 1.2 2.3 35 In excess

Source of Fair Value year  years  years  years  of Syears  Tolal
{millions}
Actively-quotedtl? $39 $6 $6 $— $— 9
Qther external

sources(® 1 —_ {2 1 1 1
Total $40 $6 $4 $1 $t $52

(1) Exchange-traded and over-the-counter consracts.
(2) Values based on prices from over-the-counter broker activity and industry
services and, where applicable, conventional option pricing models.

LI1QUIDITY AND CAPITAL RESOURCES

We depend on both internal and external sources of liquidiry to
provide working capital and to fund capital requiremencs. Short-
term cash requirements not met by cash provided by operations
are generally sacisfied 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 $3.0 billion of unused
capacity under our credit facilities. See additional discussion
under Credit Facilities and Short-Term Debr.
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A summary of our cash flows is presented below:

2007 2006 2005

(millions}
Cash and cash eguivalents at

beginning of year $ 142 § 146 $ 361
Cash flows provided by (used in):

Operating activities (246) 4,005 2,623

Investing activities 10,192 (3,484)  (3,360)

Financing activities (9,801) (515) 522
Net increase (decrease} in cash and

cash equivalents 145 (4) (215)
Cash and cash equivalents at end of

year(ll $ 287 $ 142 $ 145

(1) 2007 and 2006 amounts include $4 million of cash classified as held for
sale in our Consolidated Balance Sheets.

Operating Cash Flows
In 2007, net cash provided by operating activities decreased by
$4.3 billion 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 associated with the sale,
such as gas and oil derivative sertlement costs. In addition, 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.

Qur operations are subject to risks and uncertainties chat may
negatively impact the timing or amounts of operating cash flows
which are discussed in Risk Factors.

CREDIT RISk

QOur exposure to potential concentrations of credit risk results
primarily from our 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 receiv-
ables plus any unrealized on or off-balance sheet exposure, taking
into account contractual netting rights.

Gross Net
Credit Credit Credit
Exposure Collateral Exposure
{millions}
Investment gradett! $596 $ 98 $498
Non-investment grade!2! 13 — 13
No external ratings:
Internally rated—investment grade® 173 5 168
Internally rated—non-investment
grade® 26 — 26
Total $808 $103 $705

(1) Designations as investment grade are based wpon minimum credit rat-
ings assigned by Moody's Investors Service (Moody’s) and Standard &
Poor'’s Ratings Services, a division of the McGraw-Hill Companies, Inc.
(Standard (gf Poor’s). The five largest counterparty exposures, combined,
for this category represented approximately 32% of the rotal net credit
exposure.

(2) The five largest counterparty exposures, combined, for this category repre-
sented approximately 2% of the weal net credit exposure.

(3) The five largest counterparty exposures, combined, for this cavegory repre-
sented approximately 16% af the wotal nev credit exposure.

(4) The five largest counterparty exposurves, combined, for this category repre-
sented approximately 1% of the total net credit exposure.

Investing Cash Flows

In 2007, net cash provided by investing activities was $10.2 bil-
lion 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 a majority of our E&P business.

Financing Cash Flows and Liquidity

We rely on banks and capiral markets as significant sources of
funding for capital requirements not satisfied by cash provided by
the companies’ operations. As discussed in Credir Ratings, our
ability to borrow funds or issue securities and the return
demanded by investors are affected by the issuing company’s
credit rarings. 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 Commission).

In December 2003, the SEC adopted the rules that currently
govern the registration, communications and offering processes
under the Securities Act of 1933, The rules provide for a stream-
lined shelf registration process to provide registrants with timely
access to capital. Under these rules, Dominion and Virginia
Power meet the definition of a well-known seasoned issuer. This
allows the companies to use an automatic shelf registration state-
ment to register any offering of securities, other than those for
business combination transactions.

In 2007, net cash used in financing activities increased by
$9.3 billion as compared to 2006. The increase primarily reflects
the use of proceeds from the sale of a majority of our E&P busi-
ness to repurchase our common stock and repay debt,

CREDIT FACILITIES AND SHORT-TERM DEBT

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
debt financing and as bridge financing for acquisitions, if appli-
cable. The levels of borrowing may vary significantly during the
course of the year, depending upon the timing and amount of
cash requirements not satisfied by cash from operations. In addi-
tion, we utilize cash and letters of credit to fund collareral
requirements under our commeodities hedging program. Collateral
requirements are impacted by commodity prices, hedging levels,
our credir quality and the credit quality of our counterparties.
Short-term financing is supported by a $3.0 billion five-year joint
revolving credit facility with Virginia Power dated February 2000
that terminates in February 2011, and can also be used to support
up to $1.5 billion of letters of credit. Short-term financing at
Dominion is also supported by an amended and restated $1.7
billion five-year revolving credit facility and a $200 million five-
year bilateral credit facility, dated February 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 let-
ter of credit issuances. OQur financial policy precludes issuing
commercial paper in excess of our supporting lines of credit. At

44 Dominion 2007 Arnual Report




December 31, 2007, we had the following commercial paper,
bank loans and letters of credit outstanding, as well as capacity
available under credit facilities:

Outstanding Outstanding  Facility
Facility Commercial Quistanding Letters of  Capacity
Limnit Paper Bank Loans Credit  Available
{millions)
Five-year joint
revalving credit
facility $3,000 $757 8 — $229 $2,014
Five-year Dominion
credit facility 1,700 — 1,000 1 699
Five-year Dominion
hilateral facility 200 — — - 200
Totals $4,900 $757 $1,000 $230 $2.913

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 under this facility.

In connection with our commodiry hedging activities, we are
required to provide collateral to counterparties under some cir-
cumstances. Under certain collateral arrangements, we may satisfy
these requirements by electing to either deposit cash, post leters
of credit or, in some cases, utilize other forms of security. From
time to time, we vaty the form of collateral provided ro counter-
parties 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 invesement rates,
the spread over these short-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.

LONG-TERM DEBT
During 2007 we issued the following long-term debr:

Issuing

Type Principal Rate Maturity Company
{millions)

Senior notes $ 350 6.00% 2017 Dominion

Senior notes 600 B.00% 2037 Virginia Power

Senior notes 600 5.95% 2017 Virginia Power

Senior notes 600 5.10% 2012 Virginia Power

Senior notes 450 6.35% 2037 Virginia Power

Senior revolving notes 75 Variabte 2017 DCi

Total long-term debt

issued $2,675

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 marure in 2032 and bear a coupon rate of
3.6%. The proceeds were used to refund the principal amount of
the Industrial Development Authority of the City of Chesapeake
Money Market Municipals Pollution Control Revenue, Series
1985 thar 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 pur-
suant 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 less than $1
million from the trust as of December 31, 2007.

DCI consolidates a collateralized debrt obligation (CDO)
entity in accordance with FASB Interpretation No. 46 (revised
December 2003), Consolidation of Variable Interest Entities (FIN
4GR). 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 bor-
rowings under this credir facility totaled $75 million,

During 2007, we repaid $5.5 billion of long-term debt and
notes payable, which includes the completion of a debt tender
offer repurchasing $2.5 billion of our debt securities in July 2007.

Included in the debt repayments above is the redemption of
all 8 million units of the $200 million 7.8% Dominion CNG
Capirtal Trust I debentures due October 31, 2041. These secu-
rities were redeemed at a price of $23 per preferred security plus
accrued and unpaid distributions. Also included is the
redemption of approximarely 240 thousand units of the $250
million 8.4% Dominion Capital Trust III debentures due Jan-
uary 15, 2031. These securities were redeemed at a price of
$1,209 per preferred security plus accrued and unpaid dis-
tributions.

[ssUANCE 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 purchased our com-
mon stock on the open market with the proceeds received
through Dominion Direct® (2 dividend reinvestment and open
enrollment direct stock purchase plan) and employee savings
plans, rather than having additional new common shares issued.
In January 2008, we began issuing additional new common shares
to be used for these programs. In 2008, we expect to receive pro-
ceeds from these programs of berween $200 million to $250 mil-
lion.

REPURCHASES OF COMMON STOCK

In 2007, we repurchased 129.0 million shares of commeon stock
for approximately $5.8 billion. This amount includes the com-
pletion of our equity tender offer in August 2007, in which we
purchased approximarely 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 instirution as
the counterparty. Under the ASR, we would receive between
11.2 million and 13.0 million shares in exchange for the prepay-
ment. At the time of execution of the ASR, we made a prepay-
ment of $500 million and the counterparrty initially delivered
approximately 10.1 million shares to us. The final 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 approx-
imarely 1.6 million additional shares to us in completion of the
ASR.
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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
stock.

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 secu-
rities. 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 sources or
cause an increase in the return required by investors.

Both quantitative {financial strength) 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 evaluared independently and are
subject to revision or withdrawal at any time by the assigning
rating organization. The credit ratings for the Dominion
Companies are most affected by each company’s financial profile,
mix of regulated and nonregulated businesses and respective cash
flows, changes in methodologies used by the rating agencies and
“evenc risk,” if applicable, such as major acquisitions or dis-
positions.

Credi ratings for the Dominion Companies as of February 1,
2008 follow:

Standard
Fitch Moaody's & Poor's

Dominion Resources, Ing.,

Senior unsecured debt securities BBB+ Baa2 A-
Junior subordinated debt securities BEB Baa3 BEB
Enhanced junior subcrdinated notes BBB Baa3 BBB
Commercial paper F2 p-2 A-2
Virginia Power

Mortgage bonds A A3 A
Senior unsecured (including tax-exempt)

debt securities BBB+ Baa1l A-
Junior subordinated debt securities BBB Baa2 BBB
Preferred stock BBB Baa3 BEB
Commercial paper F2 P-2 A-2

As of February 1, 2008, Fitch Ratings Lid. (Fitch), Moody’s
and Standard & Poor’s main1ain a stable outlook for their ratings
of the Dominion Companies.

As a 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 debr.

In December 2007, Standard & Poor’s raised its corporate
credit rating on the Dominion Companies to ‘A-" from ‘BBB’ to
reflect the companies’ lower risk profile. Standard & Poor's also
affirmed the "A-2" commetrcial paper rating for both companies.

Generally, a downgrade in an individual company’s credit
rating would not restrict its ability to raise short-rerm 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. In order to
maintain our current ratings, we may find it necessary to modify
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 shert-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 accel-

eration of principal and interest payments; restrictions on dis-

tributions refated to our capital stock, including dividends,

redemptions, repurchases, liquidation payments or guarantee

payments; and in some cases, the termination of credit commit-

ments unless 2 waiver of such requirements is agreed to by the

lenders/security holders. These provisions are customary, with

each agreement specifying which covenants apply. These provi-

sions are not necessarily unique to the Dominion Companies.

Some of the typical covenants include:

*  The timely payment of principal and interest;

» Information requirements, including submitting financial
reports filed with the SEC 1o lenders;

= Performance obligations, audits/inspections, continuarion of
the basic nature of business, restrictions on certain matters
related to merger or consolidation, restrictions on disposition
of all or substantially all of our assets;

+ Compliance with collateral minimums or requirements
related to mortgage bonds; and

« Limitations on liens.

We are required to pay minimal annual commitment fees to
mainrtain our credit facilities. In addition, our credir agreements
contain various terms and conditions that could affect our abilicy
to borrow under these facilities. They include maximum debt to
total capital ratios and cross-default provisions.

As of December 31, 2007, the calculated total debt to total
capital ratio for our companies, pursuant to the terms of the
agreements, was as follows:

Maximum Actual

Cormpany Ratio Ratiot
Dominion Resources, Inc. 65% 58%
Virginia Power 65% 47%

(1) Indebredness as defined by the bank agreements excludes junior sub-
ordinated notes payable reflected as long-term debt in our Consolidated
Balance Sheets.

These provisions apply separately to the Dominion Compa-
nies. If any one of the Dominion Companies or any of that
specific company’s material subsidiaries fail to make payment on
various debr obligations in excess of $35 million, the lenders
could require that respective company to accelerate its repayment
of any outstanding borrowings under the credit facility and the
lenders could terminate their commitment to lend funds to 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 Covenants (RCCs) in connection with our offering of
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$300 million of 2006 Series A Enhanced Junior Subordinated
Notes due 2066 (June hybrids) and $300 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 September
hybrids prior 1o June 30 or September 30, 2036, respectively,
unless we issue qualifying securities to non-affiliates in a replace-
ment offering in the 180 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, prefetred stock and other securities chat generally
rank equal to 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
enrolled in our dividend reinvestment plan, direct stock purchase
plan and employee benefit plans.

We initially designarted the 8.4% Capital Securities of Domin-
ion 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 covered debt under the RCCs. Due to our acquisition of most
of the designated securities in our debe 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 moniror 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 our debt cove-
nants. Other than the change in covered debt for the RCCs dis-
cussed 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 com-
pany, including Virginia Power, from declaring or paying a divi-
dend to an affiliate, if found to be detrimental to the public
interest. At December 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 debt to total capitalization. These
limirations did not restrict our 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 cerrain 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 Obligations and
Planned Capital Expenditures

CONTRACTUAL OBLIGATIONS

We are party to numerous contracts and arrangements obligating
us to make cash payments in future years. These contracts include
financing arrangements such as debr agreements and leases, as
well as contracts for the purchase of goods and services and finan-
cial 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 obligations 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 cur-
rent liabilities in our Consolidated Balance Sheets, other than
current maturities of long-term debr, interest payable and certain
derivative instruments. The majority of our current liabilities will
be paid in cash in 2008.

2006 - 2011 - 2013 and
2008 2010 2012 thereafter Total

(millions)
Long-term debt(1} $1478 $1,270 $1,980 $10,008 $14,736
Interest payments@ 805 1,468 1,321 9,659 13,253
Leases 81 130 a1 151 453
Purchase obligations®:
Purchased electric
capacity for utility ‘
operations 383 713 700 1,857 3,653

Fuel to be used for utility

operations 794 814 566 435 2,609
Fuel to be used for

nenregutated

cperations 39 133 178 195 545
Pipeline transportation

and stecrage 19 157 84 86 478
Energy commodity

purchases for resalet 517 44 28 - 589
Other 327 106 3 49 513

Other long-term liabilities®::
Financial derivative-

commocities @ 215 12 — — 227
Other contractual
obligationst” 52 1 — — 53

Total cash pavments $4.842 $4.848 $4,979 $22.440 $37,109

(1) Based on stated maturity dates rather than the earlier redemption dates
that could be elected by instrumens holders.

(2) Does not reflect our ability to defer distributions related to our junior
subordinated notes payable or interest payments en enbanced junior
subordinated notes.

(3} Amounts exclude apen purchase orders for services that are provided on
demand, the timing of which cannot be determined.

(4} Represents the summation of sextlement amounts, by contracts, due from
us if all physical or financial transactions among our counterpariies and
the Company were liquidated and terminated.

(5} Includes capital and operations and maintenance commirments.

(G} Excludes regulatory liabilities, AROs and employee benefit plan obliga-
tions, which are not contractually fixed us to timing and amount. See
Notes 15, 16 and 23 to the Consolidated Financial Statements. Due o
uncertainty about the timing and amounts thar will ultimazely be paid,
8246 million of income taxes payable associared with unrecognized tax
benefits are excluded. Deferred income taxes are also excluded since cash
payments are based primarily on taxable income for each discrete fiscal
year. See Note 9 to our Consolidated Financial Statements.

(7) Includes interest rate swap agreements.
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PLANNED CAPITAL EXPENDITURES

Our planned capital expenditures are expected to total approx-
imately $3.7 billion in 2008 and approximately $4.1 billion
annually in both 2009 and 2010. These expenditures are expected
to include construction and expansion of electric generation and
LNG facilities and narural gas transmission and storage facilities,
environmental upgrades, construction improvements and
expansion of electric transmission and distribution assets, pur-
chases of nuclear fuel and expenditures to explere 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 planned capi-
tal expenditures include capital projects that are subject to appro-
val by regulators and our Board of Directors.

Based on available generation capacity and current estimates
of growth in customer demand, our Virginia electric utiliry will
need addirional generation in the future. See Generation
Expansion in Future Issues and Other Marters for a discussion of
our Virginia electric utility’s expansion plans.

We may choose to postpone or cancel certain planned capital
expenditures in order to mitigate the need for furure debr financ-
ings and equity issuances.

Use of Off-Balance Sheet Arrangements

GUARANTEES

We primarily enter into guarantee arrangements on behalf of our
consolidated subsidiaries. These arrangements are not subject to
the recognition and measurement provisions of FASB Inter-
pretation No. 45, Guarantor’s Accounting and Disclosure Require-
ments for Guarantees, Including Indirect Guarantees of Indebredness
of Others. See Note 24 to our Consolidated Financial Statements
for further discussion of these guarantees.

At December 31, 2007, we had issued $41 million of guar-
antees 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 indemnification for one-half of the
project-level financing for phase one of the NedPower wind
project. Under this guarantee, we would be required to repay
one-half of NedPower’s debt, only if it is unable to do s0, as a
direct result of an unfavorable ruling associated wich currenc liri-
gation seeking to halt the project. The guarantee will terminate
when a final non-appealable ruling in favor of the projecr is
received. We do not expect an unfavorable ruling and no sig-
nificant amounts have been recorded. Qur exposure under the
guarantee totaled $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 WindEnergy
Inc. has provided an identical guarantee 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 con-

struction, we acred 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, 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 to lessor approval; purchase Faitless at
its original construction cost; or sell Faitless, on behalf of the les-
sor, to an independent third party. If Fairless is sold and the pro-
ceeds from the sale are less than its eriginal 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 con-
tain any provisions that involve credit rating or stock price trigger
events,

Benefits of this arrangement include:

*  Cerrtain tax benefits as we are considered the owner of the
leased property for tax purposes. As a result, we are entitled to
tax deductions for depreciation not recognized for financial
accounting purposes; and

*  As an operating lease for financial accounting purposes, the
asset and related borrowings used to finance the construction
of the asset are not included in our Consolidated Balance
Sheets. Although this improves measures of leverage calcu-
lated using amounts reporred in our Consolidated Financial
Statements, credit rating agencies view lease obligations as
debrt equivalents in evaluating our credit profile.
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FUTURE ISSUES AND OTHER MATTERS
Common Stock Split 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 two-for-one stock split. All his-
torical share and dividend information presented within chis
report reflects the impact of the common stock split.

In a separate matter, our board of direcrors approved an
increase in our quarterly common stock dividend rate. The quar-
terly dividend rate was increased to 39.5 cents per share, an 11%

increase over our existing quarterly dividend rate of 35.5 cents per

share, Stated as an annual rate, the board’s action increases the
dividend rate from $1.42 per share to $1.58 per share.

Status of Electric Regulation in Virginia

2007 VIRGINIA RESTRUCTURING ACT AND
FUEL FACTOR AMENDMENTS

On July 1, 2007, legislation amending the Virginia Elecrric
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 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 obtain Virginia Commission approval to aggregate their load
to teach the 5 Mw threshold. Individual retail customers will be
permitted to purchase renewable energy from competitive suppli-
ers if the incumbent electric utility does not offer a renewable
energy taniff. 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 2 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 (ROE)} no lower 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 1o 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
return if we are found to have earnings more than 50 basis
points below the established ROE; or

*  may reduce rates prospectively upon completion of the

2009 review o, 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, asa
result of which the Virginia Commission:
¢ shall establish an ROE no lower than thar reported by at

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

* may increase or decrease the ROE by up to 100 basts
points based on generating plant performance, cuscomer
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 portfolio
standard increase; and

* shall increase base rates, if needed, to allow the Company
the opportunity to recovet 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 cur-
rently established ROE; or

*  may order a credit to customers if we are found o have
earned, during the test period, more than 50 basts poines
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 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-
grarion projects.

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 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 Vitginia Commission
may reduce rates or alternatively, order a credir to customers if we
are found to have earnings more than 50 basis points above the
established ROE. We are unable to predict the outcome of furure
rare actions at this time, however an unfavorable outcome could
adversely affect our results of operations.

Dominion 2007 Annual Report 49




Management's Discusston and Analysis of Financial Condition and Results of Operations, Continued

VIRGINIA FUEL EXPENSES

Under amendments to the Virginia fuel cost recovery statute
passed in 2004, our fuel factor provisions were frozen undil 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- or under-recoveries of fuel costs, were
re-instituted on July 1, 2007. While the 2007 amendments did
not allow us to collecr 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 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 statute.
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 cus-
tomers 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 July 1,
2008 and ending June 30, 2011.

North Carolina Regulation

In 2004, the North Carolina Utilities Commission (North Caro-
lina 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 Sep-
tember 2004, and in March 2005 the North Carolina Commis-
sion 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 adjusement
proceedings.

Dominion Transmissicn Inc. (DTI) Rates

In May 20035, FERC approved 2 comprehensive rate settlement
with our subsidiary, DTT, and its customers and interested state
commissions. The settlement, which became effective July 1,
2003, tevised our natural gas transmission rates and reduced fuel
retention levels for storage service customers. As part of the
settlement, DTT and all signatory parties agreed to a rate mor-
atorium unctil 2010.

In December 2007, DT and the Independent Oil and Gas
Association of West Virginia, Inc. reached a sertlement agreement
on D'TD’s gathering and processing rates for the period January 1,
2009 through December 31, 2011, This scttlement maintains the
gas retainage fee structure that DTT 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% 10 0.5%.

This reduction in the combined retainage, from 12.5% to
119, should provide a lower overall cost for most producers. Due
to the increase in natural gas prices from three years ago, the
consolidated tmpact of these rate changes is expected to increase
DTT’s gathering and processing revenues. In addition, D'TT will
continue to retain all revenues from its liquids sales, thus main-
taining its cash flow from this activicy,

In connection with the settlement, DTT also agreed to invest
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, LI (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 to 2003 reactivation of
the LNG import terminal. The FERC-approved setlement estab-
lished a rate moratorium that ends in mid-2011.

Regional Transmission Expansion Plan

Each year, as part of PJM’s RTEP process, reliability projects are
authorized. In June 2006, PJM authorized construction of
numerous electric transmission upgrades through 2011. We are
involved in two of the major construction projects. The first proj-
ect is an approximately 270-mile 500-kilovole (kV) transmission
line from southwestern Pennsylvania to northern Virginia, of
which we will construct approximately 63 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 south-
eastern Virginia. This project is estimarted to cost $180 million
and is expected 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
rransmission lines will be subject to applicable state and federal
permits and approvals. In April 2007, we, along with Trans-
Allegheny Interstate Line Company, filed an application with the
Virginia Commission requesting approval of the proposed con-
struction of the 653-mile transmission line in northern Virginia. In
May 2007, we filed an application with the Virginta Commission
requesting approval of the proposed construction of the 60-mile
transmission line in southeastern Virginia. Evidentiary hearings
on these applications commenced in February 2008.

Utility Generation Expansion

Based on available generation capacity and current estimares of
growth in customer demand in our urility service area, we will
need additional generation capacity over the next ren years. We
have announced a comprehensive generation growth program,
teferred to as Powering Virginia, which involves the development,
financing, construction and operation of new multi-fuel, mult-
technology generation capacity to meet the growing demand in
our core market in Vitginia. As part of this program, the follow-
ing projects are in various stages of development:
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In April 2007, we filed an application with the Virginia
Commisston requesting approval to add two 150 Mw natural
gas-fired electric generating units (Units 3 and 4) to our Lady-
smith power station (Ladysmith) to supply electricity during
periods of peak demand. The facility is expected to be in oper-
ation by August 2008, at an estimated cost of $135 million. The
Virginia Commission approved the application in August 2007,
and construction has commenced. In December 2007, we
received approval from the North Carelina Commission for a
related affiliate transaction.

In November 2007, we filed an application with the Virginia
Commission for approval to add a fifth combustion turbine (Unit
5} at Ladysmith ar 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 (nominal) carbon capture compatible, clean coal powered
electric generation facility (Virginia City Hybrid Energy Center)
to be located in Wise Counry, Virginia. We also requested appro-
val to continue to accrue 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 common equity of 11.75% together with a 200 basis
point enhancement through a rate adjustment clause. An eviden-
tiary 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 Environ-
mental Quality. Pending regulatory approval and necessary per-
mits, the facility is expected to be in operation by 2012 at an
estimated cost of approximately $1.8 billion,

Also in February 2008, we announced the proposed con-
version of out Bremo power station (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 Hybrid
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 overall
effort to reduce air emissions. Subject to 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 twenrty years ar 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 ODEC
filed an application with the NRC for 2 Combined Construction
Permit and Operating License (COL), which would allow us to
build and operate a new nuclear unir at Nogth 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 commirted 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, narural gas-fired
power station; however such permits may need to be modified. In
addition, construction of the project is subject (o zpproval 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 enviren- '
mental permits. A gas pipeline will also be required o be con-
structed to provide gas supply to the power station. Pending a
closing under the purchase agreement and the receipt of regu-
latory approval, we plan to build a combined cycle unit with
operations expected to begin in summer 2011,

Wind Pawer 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 Alternacive 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. We will jointly own 6350 Mw with
BP and BT 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
carly as 2009, with funding to be contributed to the joint veneure
to maintain 50/50 ownership between the partners. Our ultimate
funding requirements may decrease to the extent thar the joint
venture obtains non-recourse construction and term financing,

PJM Rate Design

Inn 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 mauter. In
January 2008, FERC affirmed its earlier decision that the PJM
transmission rate design for existing facilities had not become
unjust and unreasonable, For recovery 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
customets pay a uniform rate based on the costs of such invest-
ment, For recovery of costs of investment in new PJM-planned
transmission facilities 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 filed in February 2008 at
the United States Court of Appeals for the Seventh Circuit. We
cannot predict the cutcome of the appeal.

Ohio Rate Case

In August 2007, The East Ohio Gas Company (Dominion East
Ohio) filed an application to increase base rates. In this rate case,
Dominion East Ohio requests approval of an increase in operat-
ing revenues of over $73 million to provide a rate of return on
rate base of 8.72%. As part of its request, Dominion East Ohio is
proposing to install auromared meter reading devices for all of its
1.2 million customers over 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 automarically
adjust base rates in order to maintain base rate revenues per cus-
tomer at the level approved in the rate case. In addition, Domin-
ion East Ohio is proposing to expand its gross receipts 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 apptoval from the Ohio Commission to implement a 25-
year program to replace approximately 19% of its 21,000-mile
pipeline system and to 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 curb
to the customer’s meter. Currently, customers own those service
lines and are responsible for bearing the cost of installation and for
any repaits ot teplacement 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 mil-
lion per year will more than double Dominion East Ohio’s cur-
rent annual spending on s 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 Ohio also made a related filing asking the
Ohio Commission to consolidare its review of the pipeline infra-
structure replacement program with Dominion East Chio’s cus
rent rate case application in order to give the Ohio Commission
and other parties the opportunicy 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 monitoring obligations.

To the extent environmental 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
included in Virginia jurisdictional rates, our results of operations
could decrease. After that date, we are allowed to seek recovery
through rates.

ENVIRONMENTAL PROTECTION AND MONITORING
EXPENDITURES

We incurred approximately $181 million, $138 million and $2035
million of expenses (including depreciation) during 2007, 2006
and 2003, respectively, in connection with environmental pro-
tection and monirtoring activities and expect these expenses to be
approximately $218 million and $333 million in 2008 and 2009,
respectively. In addition, capital expenditures related o environ-
menztal controls were $293 million, $332 million and $140 mil-
lion for 2007, 2006 and 20053, respectively. These expenditures
are expected to be approximately $194 million and $191 million
for 2008 and 2009, respectively.

CLEAN AIR ACT (CAA)} COMPLIANCE

In March 2003, 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
(SO,), nitrogen oxide (NOy) and mercury emissions from electric
generating facilities. The SO, and NOy emission reduction
requirernents are imposed in two phases, with initial reduction
levels rrgeted for 2009 (NOy) and 2010 {SO,), and a second
phase of reductions targeted for 2015 (SO, and NOy). 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 adopted final regu-
lations for CAIR and CAMR. Virginia has adopted final regu-
lations for CAIR with requirements more sttict than the federal
rule and will adopt final regulations for CAMR with requirements
more strict than the federal rule. linois has finalized regulations
to implement CAIR and CAMR with requirements more strict
than the federal rule. Indiana has adopted CAIR and CAMR,
with only minor changes. Massachusetts has finalized regulations
to implement CAIR with requirements more strict than the
federal rule. Separate from the CAA, CAIR and CAMR, Massa-
chusetts has regulations specifically targeting reductions in NOy,
$0,, and mercury emissions from our affected facilities in Massa-
chusetts. 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 amend-
ments to the Regional Haze Rule, also known as the Clean Air
Visibility Rule (CAVR). Although 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
our merchant facilities. Implementation of projects to comply
with these SO,, NOy 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 control technology. In response to these
CAA and non-CAA state requirements, we estimate that we will
make capital expenditures at our affected generating facilities of
approximately $900 million during the period 2008 through
2012. In February 2008, the U.S. Court of Appeals for the Dis-
trict of Columbia issued a ruling that vacates CAMR as promul-
gated by the EPA. At this time we cannot determine if this ruling
will be subject to further appeals and how the EPA, and sub-
sequently 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 operate two coal/oil-fired generating power stations in Massa-
chusetts that are already subject to the implementation of carbon
dioxide (CO,} emission regulations issued by the Massachusetts
Department of Environmental Protection (MADEP). Addition-
ally, Massachusetts, Rhode Island and Connecticur have joined
the Regional Greenhouse Gas Inidative (RGGI), a multi-state
effort to reduce CO, emissions in the Northeast to be
implemented through state specific regulations which are cur-
rently in development in these states. We own and operate a gas/
oil-fired electric generating facility in Rhode Island that is subject
to RGGI, in addition to the two coal/oil-fired stations in Massa-
chusetts. Implementing regulations for RGGI in Massachusetts
and Rhode Island have yet to be fully developed. While the cost
of complying with the RGGI requirements for the period 2009 to
2011 could adversely affect our results of operations, we cannot
provide a reasonable estimate of such cost until the results of the
first RGGI allowance auction are conducted later in 2008 and an
allowance marker develops. Additionally, any such costs of com-
pliance 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 on climate change invelving the top ten to fifteen
greenhouse gas emitting countries that would focus on establish-
ing a long-term global goal to reduce greenhouse gas emissions
with each country establishing its own mid-term rtargets and pro-
grams. 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 CQO, 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
formed a Commissien on Climate Change to develop a plan to
achieve this goal. Until this goal results in legislative or regulatory
action, the ourcome in terms of specific requirements and timing
is uncertain. The cost of compliance with future greenhouse gas
reduction programs could be significant. Given the highly
uncertain outcome and timing of future action by the 1.S. federal
government and states on this issue, we cannot predict the finan-
cial impact of future greenhouse gas reduction programs on our
opetations or out customets 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 chatr employ
a cooling water intake structure and that have flow levels exceed-
ing a minimum threshold. The EPA’s rule presents several com-
pliance options. However, in January 2007, the U.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, con-
sistent with the decision issued by the U. S. Court of Appeals for
the Second Circuit. In November 2007, a number of industries
appealed the lowet coutt decision ro the U. S. Supreme Court.
We have sixteen facilities thar are likely ro be subject to these
regulations. We cannot predict the outcome of the judicial or
EPA regulatory processes, nor can we determine with any cer-
tainty what specific controls may be required.

In August 2006, the Connecticur Department of Environ-
mental Protection (CTDEP) issued a notice of 2 Tenrative
Determination to renew our Millstone power station’s National
Pollutant Discharge Elimination System {NPDES) permit, which
included a draft copy of the revised permit. In Qctober 2007,
CTDERP issued a report to the hearing officer for the tentative
determination stating the agency’s intent to further revise the
draft permit, In December 2007, the CTDEP issued a new draft
permit. An administrative hearing will be held on the draft permit
with a Final Determination expected to be issued by the CTDEP
within the next year. Until the final permic is reissued, it is not
possible to predict the financial impacrt that may result.

In Ocrober 2003, the EPA and MADEP each issued new
NPDES permits for the Brayton Point power station (Brayton
Point). The new permits contained identical conditions that in
effect require the installation of cooling towers to address con-
cerns over the withdrawal and discharge of cooling water. Follow-
ing 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.S. Court of Appeals.
Brayton Poinc’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 tow-
ers at approximately $500 million, of which $176 million is
included in our planned capital expenditures through 2010.

FUTURE ENVIRONMENTAL REGULATIONS

We expect that there may be federal legislative or regulatory
action regarding the regulation of greenhouse gas emissions and
regarding compliance with more stringent air emission standards
in the future. With respect to greenhouse gas emissions, the out-
come in terms of specific requirements and timing is uncerrain
but may include a greenhouse gas emissions cap-and-trade pro-
gram or a carbon tax for electric generators and natural gas busi-
nesses, With respect to emission reductions, specific requirements
under consideration would be phased in under periods of up to
ten to fifteen years. If any of these new proposals are adopted,
additional significant expenditures may be required.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations, Conrinued

ENVIRONMENTAL STRATEGY

Dominion is committed to being 2 good environmental steward.
Qur ongoing objective is to provide reliable, affordable energy for
our customers 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 nuclear
energy, and natural gas; and

* Improvements in other energy infrastructure.

Conservation plays a critical role in meeting the growing
demand for electricity. Virginia re-regulation legistation 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 northern Virginia service areas. T'o help
ensure that the results are representative, customers 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 o cycle
central heating and air conditoning units during peak-
enetgy demand times, inform customers abour their
real-time energy consumption patterns, promote pro-
grammable 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 periods of peak demand by running their gen-
erators to produce up to 100 Mw of electricity. This
would be in addition to existing Dominion options in
which commercial and industrial customers have
reduced demand by more than 300 Mw during peak-

demand periods.

Renewable energy is also an important component 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 portfolio standard of
12.5 % by 2021.

We are acrively assessing development opportunities in our
service territories for renewable technologies. In November 2007,
we issued a request for proposals (RFP) for renewable energy
projects in Virginia, North Carolina or elsewhere in the PJM
Interconnect region. The REP secks the purchase of renewable
energy generation projects, as well as renewable energy credits,
Qur regulated utility currently provides approximarely two per-
cent of its generation from renewable sources, In addition,
Dominicn is a 50% owner of a wind energy facility in Grant
County, West Virginia. When operational, our share of this proj-
ect will produce 132 Mw of renewable energy. Dominion has also
acquired a 50% interest in a joint venture with BP to develop a
wind-turbine facility in Benton County, [ndiana. The facility is
expected to be built in two phases and generate a total of 750 Mw
of which we will joindy own 650 Mw with BP.

We also anticipate using up to 20% biomass (woodwaste) at
the proposed Virginia Cicy Hybrid Energy Center.

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, multi-technology generation capacity to meet the
growing demand in our core markert of Virginia. We expect that
these investments collectively will provide the following benefits:
expanded electricity production capability; increased techno-
logical and fuel diversity; and a reduction in the carbon dioxide
emissions intensity of our generation fleer. A crirical aspect of the
Powering Virginia program is the extent to which we seek to
reduce the carbon intensity of our generation fleet by developing
generarion facilities with zero CO; and low CO; emissions, as
well as economically viable facilities that can be equipped for CO,
separation and sequestration. There is no current economically
viable technological solution to retro-fit existing fossil-fueled
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 CQ); and other greenhouse
gas emissions when making long-term investment decisions.

Finally, we plan to make a significant investment in improv-
ing 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 addi-
tional benefit will be added capacity to efficiently deliver elec-
tricity from the renewable projects now being developed or to be
developed in the future.
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MARKET RISK SENSITIVE INSTRUMENTS
AND RISK MANAGEMENT

Our financial instruments, commedity contracts and related finan-
cial derivative instruments are exposed to potential losses due to
adverse changes in commeodity prices, interest rates and equity
security prices as described below. Commodity price risk is pres-
ent in our electric operations, gas production and procurement
operations, and energy marketing and trading operations due
the exposure to marker shifts in prices received and paid for elec-
tricity, natural gas and other commodities. We use commodicy
derivative contracts to manage price risk exposures for these oper-
ations, Interest rate risk is generally related to our outsranding
debrt. In addition, we are exposed to equity price tisk through
various portfolios of equity securities.

The following sensitivity analysis estimates the potential loss
of furure earnings or fair value from market risk sensitive instru-
ments over a selected rime period due to a 10% unfavorable
change in commodity prices and interest rates.

Commaodity 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-related products. As part of our strategy to market energy
and to manage related risks, we also hold commodity-based
financial derivative instruments for rading purposes.

The derivatives used to manage risk are executed within estab-
lished policies and procedures and may include instruments such
as futures, forwards, swaps, options and FTRs that are sensitive to
changes in the related commodity prices. For sensitivity analysis
purposes, the fair value of commodity-based financial derivative
instruments is determined based on models that consider the
market prices of commodities in future periods, the volatility of
the marker prices in each period, as well as the time value factors
of the derivative instruments. Prices and volatility are principally
determined based on actively-quoted market prices.

A hypothetical 10% unfavorable change in market prices of
our non-trading commedity-based financial derivative instru-
ments would have resulted in a decrease in fair value of approx-
imately $338 million and $597 million as of December 31, 2007
and 2006, respectively. The decrease is primarily due to the
terminarion of derivarives related to the divestiture of our
non-Appalachian E&P business. A hypothetical 10% unfavorable
change in commadicy 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 rrad-
ing purposes as of December 31, 2007 and 2006, respectively.

The impact of 2 change in energy commodity prices on our
non-trading commodity-based financial derivative instruments art
a point in time is not necessarily representarive of the resules thac
will be realized when such contracts are ultimately settled. Net
losses from commuodity detivative instruments used for hedging
purposes, to the extent realized, will generally be offset by recog-
nition of the hedged transaction, such as revenue from sales.

Interest Rate Risk

We manage our interest rate risk exposure predominandy by
maintaining a balance of fixed and variable rate debt. We also
enter into interest rate sensitive derivatives, including interest rate
swaps and interest rate lock agreements, For financial instruments
outstanding at December 31, 2007 and 2006, a hypothetical 10%
increase in market interest rates would have resulted in a decrease
in annual earnings 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 secu-
rities held as investments in decommissioning trust funds. These
marketable securities are managed by third-party investment
managers and are reported in our Consolidated Balance Sheets at
fair value.

Following the reapplication of SFAS No. 71 to the Virginia
jurisdiction of our utility generation operations, gains or losses on
those decommissiening trust investments are deferred as regu-
latory liabilities.

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 recorded unrealized gains on these investments of $52 millien
to AOCI and regularory liabilitics. We recorded, in AOCI,
unrealized gains on these investments of $194 million in 2006.

We also sponsor employee pension and other postretirement
benefit plans that hold investments in trusts to fund benefit
paymerits. 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 employee benefit plans and the
determination of the amount of cash o be contribured to the
employee benefir 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 result in an increase in net peri-
odic 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 cost of approximately $11 million for pension benefits
and $2 million for other postretirement benefits.

Risk Management Policies

We have established operating procedures with corporate manage-
ment to ensure that proper internal controls are maintained. In
addition, we have established an independent function at the
corporate level to menitor compliance with the risk management
policies of all subsidiaries. We maintain credit policies that
include the evaluation of a prospective counterparty’s financial
condition, collateral requirements where deemed necessary and
the use of standardized agreements thar facilitate the netting of
cash flows associated with a single counterparty. In 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
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believes that it is unlikely that 2 material adverse effect on our
financial position, results of operations or cash flows would occur
as a result of counterparty nonperformance.

Risk Factors

Qur business is influenced by many factors that are difficult to
predict, involve uncerrainties that may materially affect actual
results and are often beyond our control. We have identified a
numbet of these factors below. For other factors that may cause
actual results to differ materially from those indicated in any
forward-locking statement or projection contained in this report,
see Forward-Looking Statements.

Our operations are weather sensitive. Our results of operations
can be affected by changes in the weather. Weather condirions
directly influence the demand for electricity and natural gas, and
affect the price of energy commodities. In addition, severe weath-
er, including hurricanes and winter storms, can be destrucrive,
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 regulation that could
adversely affect our operations. Our operations are subject to
extensive federal, state and local regulation and require numerous
permits, approvals and certificates from various governmental
agencies. We must also comply with environmental legislation
and associated regulations. Management believes thar the neces-
sary approvals have been obrained 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 or regulations, or penalties imposed for non-
compliance with existing laws or regulations may require us to
incur additional expenses.

We could be subject to penalties as a result of mandatory reliability
standards. As a result of the Energy Policy Act of 2005, owners
and operators of bulk power transmission systems, including
Dominion, are subject to mandatory reliabiliry 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.

Our costs of compliance with environmental laws are significant,
and the cost of compliance with future environmental laws could
adversely affect 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
managcment, natural TESOUTrCes, aﬂd ht‘alth and Safety. Com-
pliance with these legal requirements requires us to commit sig-
nificant capital toward permitting, emission fees, environmental
monitoring, installation and operation of pollution control
equipment and purchase of allowances and/or offsets. Addition-
ally, 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 2 potentially responsible
party. Our expenditures relating to environmental compliance
have been significant in the past, and we expecr 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 require-
ments 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
to predict the requirements and timing of implementation of any
new environmental rules or regulations related to emissions.
Other factors which affect our ability to predict our future envi-
ronmental expenditures with certainty include the difficuley in
estimating clean-up costs and quantifying liabilities under
environmental laws that impose joint and several liability on all
responsible parties.

If federal and/or state requirements are imposed on energy compa-
nies mandating further emission reductions, including limitations on
carbon dioxide emissions, such requirements could make some of our
electric generating units uneconomical to maintain or operate.
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 legistation, may pass resulting in the imposition of
limitations on greenhouse gas emissions from fossil fuel-fired elec-
tric generating units. Such limits could make certain of our elec-
tric generating units uneconomical to operate in the long term,
unless there are significant improvements in the commercial
availability and cost of carbon caprure and sequestration technol-
ogy. There are also potential impacts on our natural gas businesses
as federal greenhouse gas legislation may require greenhouse gas
emission reduction requirements from the narural gas secror.
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 RGGI, a cap and
trade 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 facilicies, natural gas facilities and
other sectors of the economy, although none have yet been enact-
ed. Compliance with these greenhouse gas emission reduction
requirements may require us to commit significant capital toward
carbon capture and sequestradion technology, purchase of allow-
ances and/or offsets, fuel switching, and/or retirement of high-
emitting generation factlities and replacement with lower emitting
generation facilities. The costs of compliance with expected
greenhouse gas legislation are subject to significant uncertainties
due to the outcome of several interrelated assumptions and varia-
bles, including timing of the implementation of rules, required
levels of reductions, allocation requirements of the new rules, the
maturation and commercialization of carbon capture and seques-
tration 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
conditien or our customers.

We are exposed to cost-recovery shortfalls because of capped base
rates 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 rates period, we remain exposed to numerous risks of
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cost-recovery shortfalls, such as costs related to hurricanes or other
unanticipated events.

The rates of our Virginia electric utility are subject to regulatory
review, As a resulr of the Restructuring Act, commencing in 2009
the base rates of our electric utility company will be reviewed by
the Virginia Commission under a modified cost-of-service model.
Such rates will be set based on analyses of our electric utility’s
costs and capital structures, as reviewed and approved in regu-
latory proceedings. Under the Restructuring Act, the Virginia
Commission may, in a proceeding conducted in 2009, reduce
rates or order a credit to customers if our electric utilicy company
is deemed to have earnings during a 2008 test period which are
more than 50 basis points above a return 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
to customers if it is deemed to have earned more than 50 basis
points above a return on equiry 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 negatively impact our financial results,
A number of regulatory and legislative bodies have introduced
tequirements and/or incentives to reduce energy consumption by
certain dates. Conservation programs could impact our financial
results in different ways. To the extent conservation resulted in
reduced energy demand or significantly slowed the growth in
demand, the value of our merchant generation, E&P assets and
other unregulated business activities could be adversely impacted.
In our regulated operations, conservation could negatively impact
Dominion depending on the regulatory treatment of the asso-
ciated impacts. Should we be required to invest in conservation
measures that resulted in reduced sales from effective con-
servation, regulatory lag in adjusting 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 affect our results of operations and future growth.
The success of our merchant power business depends upon favor-
able marker conditions as well as our ability to find buyers willing
to enter into power purchase agreements at prices sufficient to
cover operating costs. We attempt to manage these risks by enter-
ing 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 commeodity costs and
excess capacity in the industry could adversely impact our results
of operations.

There are risks associated with the operation of nuclear facilities.
We operate nuclear facilities that are subject to risks, including
the threat of terrorist artack and our ability to dispose of spent
nuclear fuel, the disposal of which is subject to complex federal
and stare regulatory constraints. These risks also include the cost
of and our ability to maintain adequate reserves for
decommissiening, costs of replacement power, costs of plant
maintenance and exposure to potential liabilities 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 exceed the amount in our trusts or that costs arising from
claims could exceed the amount of any insurance coverage.

The use of derivative instruments could result in financial losses
and liguidity constraints. We use derivative instruments, including
futures, swaps, forwards, options and financial transmission righus
to manage our commedity and financial market risks. In addi-
rion, we purchase and sell commodity-based contracts primarily
in the narural gas market for trading purposes. We could recog-
nize financial losses on these contracts as a result of volatility in
the marker values of the underlying commodities or if the
counterparty fails to perform under a coneract. In the absence of
actively-quoted market prices and pricing information from
external sources, the valuation of these contracts involves
management’s judgment or use of estimates. As a result, changes
in the underlying assumptions or use of alternative valuation
merthods could affect the reported fair value of these contracts.

In addition, we use derivatives to hedge furure sales of our
merchant generation and gas production, which may limit the
benefir we would otherwise receive from increases in commodity
prices. These hedge arrangements generally include collateral
requirements that require us to deposit funds or post leters of
credit with counterparties to cover the fair value of covered con-
tracts in excess of agreed upon credit limits, When commodity
prices rise to levels substandally higher than the levels where we
have hedged future sales, we may be required to use a material
portion of our available liquidity and obtain additional liquidity
to cover these collateral 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 fudly offset by che hedged transaction can result in
ineffectiveness losses. These losses primarily result from differ-
ences in the location and specifications of the derivative hedging
instrument and the hedged item and could adversely affect our
resules of operations.

Qur operations in regards to 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.

For additional information concerning derivatives and
commodity-based trading contracts, see Market Risk Sensitive
Instruments and Risk Management and Notes 2 and 10 to our
Consolidated Financial Statements.

Our E&P businass is affected by factors that cannot be predicted or
controlled and that could damage facilities, disrupt production or reduce
the book value of our assets. Factors thar may affect our financial
results include, bur are not limited to: damage to or suspension of
operations caused by weather, fire, explosion or other events ac
our or third-party gas and ol facilities, fluctuations in natural gas
and crude oil prices, results of future drilling and well completion
activities, our ability 1o acquire additional land positions in
competitive lease areas, drilling cost pressures, operational risks
that could disrupt production, drilling rig availability and geo-
logical and other uncertainties inherent in the estimate of gas and
oil reserves.

Short-term market declines in 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
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the full cost method of accounting. Under the full cost method,
all direct costs of property acquisition, exploration and develop-
ment 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 preduction 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 period.

We may not complete plant construction or expansion projects that
we commence, or we may tomplete projects on materially different
terms or timing than initialty anticipated and we may not be ahle to
achieve the intended benefits of any such project, if completed. We
have announced several plant construction and expansion projects
and may consider addicional plant construction and expansion
projects in the future. We anricipate thar we will be required to
seck additional financing in the future to fund our current and
future plant construction and expansion projects and we may not
be able to secure such financing on favorabie terms. In addition,
we may not be able to complete the plant construction or
expansion projects on time as a result of weather conditions,
delays in obtaining or failure to obrain regulatory approvals,
delays in obrtaining key materials, labor difficulties, difficulties
with pareners or other factors beyond our control. With respect to
our LNG and gas transmissien 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 projects. 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
construction and expansion projects may be higher than antici-
pated and the performance of our business following the plant
CONStruction and expansion projects may not meet eXpectations.
Additionally, regulators 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 anticipared benefits from the plant
construction and expansion projects.

An inahility to access financial markets could affect the execution
of our business plan. Dominion and our subsidiary, Virginia Pow-
er, rely on access to short-term money markets, longer-term capi-
tal markets and banks as significant sources of liquidiry for capital
requirements and collateral requirements, related to hedges of
future sales of merchant generation 2nd gas and oil production,
not satisfied by the cash flows from our operations. Management
believes that Dominion and Virginia Power will maintain suffi-
cient 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 markers. Such disruptions could include an
economic downturn, the bankruptcy of an unrelared energy
company or changes to our credit ratings. Restrictions on our
ability to access financial markets may affect our ability to execute
our business plan as scheduled.

Market performance and other changes may decrease the value of
decommissioning trust funds and henefit plan assets or increase our
liabilities, which then could require 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 decommission
our nuclear plants and under our pension and postretirement
benefit plans. We have significant obligations in these areas and
hold significant assets in these rrusts. These assets are subject to
market fluctuation and will yield uncertain returns, which may
fall below our projected return rates. A decline in the market
value of the assets may increase the funding requirements of the
obligations ro decommission our nuclear plants and under our
pension and postretirement benefit plans. Addidonally, changes
in interest rates affect the liabilities under our pension and post-
retirement benefit plans; as interest rates decrease, the liabilities
increase, potentially requiring additional funding. Further,
changes in demographics, including increased numbers of retire-
ments of changes in life expectancy assumptions, may also
increase the funding requiremencts of the obligations related to the
pension benefic plans. If we are unable to successfully manage the
decommissioning trust funds and benefit plan assets, our results
of operation and financial position could be negatively affected.

Changing rating agency requirements could negatively affect our
growth and business strategy. As of February 1, 2008, Dominion’s
senior unsecured debt is rated A-, stable outlook, by Standard &
Poor’s; Baa2, stable outlook, by Moody's; and BBB+, stable out-
look, by Fitch. Tn order to maintain our current 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 earnings 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 operaring resuits
and could require us to post additional coilateral 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 compa-
nies in general, the energy industry or our operations specifically.
New accounting standards could be issued that could change the
way we record revenues, expenses, assets and liabilities. These
changes in accounting standards could adversely affect our
reported earnings or could increase reported liabilities.

Failure to retain and attract key executive officers and other skilled
professional and technical employees could have an adverse effect an
our operations. Our business is dependent on our ability to recruit,
retain and motivate employees. Competition for skilled employees
in some areas is high and the inability to retain and arrracr these
employees could adversely affect our business and future operar-
ing results.
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Selected Financial Data

Year Ended December 31, 2007 20062 2005@ 2004@ 20039
{millions, except per share amounts)
Operating revenue $15674 $16,297 $17,809 $13675 $11,802
Income from continuing operations before extraordinary item and cumulative effect of changes

in accounting principles 2,705 1,530 1,033 1,255 908
income {loss) from discontinued operations, net of tax® (8) (150) 6 (6) (601}
Extraordinary item, net of tax (158) — — — —
Cumulative effect of changes in accounting principles, net of tax — — (6) —_ 11
Net income 2,539 1,380 1,033 1,249 318
Income from continuing operations before cumulative effect of changes in accounting principles

per common share—basic 415 2.19 1.51 191 1.43
Net income per commaon share—basic 3.%0 197 151 1.90 0.50
Income from continuing operations before cumulative effect of changes in accounting principles

per common share—diluted 413 217 1.50 1.90 1.42
Net income per comman share—diluted 3.88 1.96 1.50. 1.89 0.50
Dividends paid per share 1.46 1.38 1.34 1.30 1.29
Total assets 39,123 49,269 52,660 45,418 43,546
Long-term debt 13,235 14,791 14,653 15,507 15,776

(1) Includes a $1.5 billion after-tax net income benefit from the disposition of our non-Appalachian EGP aperations as discussed in Note 6 10 our Consolidated
Financial Stazements. Abso includes a $252 million after-tax impairment charge associated with the sale of Dresden and a $158 million after-tax extra-
ordinary charge resulting from the reapplication of SEAS No. 71, to the Virginia jurisdiction of our utility generation operations as discussed in Nove 2 1o our
Consolidated Financial Statements. Abo includes 2 $137 million afier-tax charge resulting from the termination of the long-term power sales agreement asso-
ctated with State Line.

(2) Includes 2 $164 million after-tax impairment charge related to Peaker facilities that were sold in March 2007 and 2 $104 million after-tax charge resulting
from the write-off of certain requlatory assets related to the planned sale of twe of our regulated gas distribution subsidiaries. See Note 6 to our Consolidared
Financial Stavements. ]

(3) Includes a 3272 million after-tax loss related to the discontinuance of hedge accounting for cervain gas and oil derivatives, resulting from an interruption of
gas and oil production in the Gulf of Mexico caused by the 2005 hurricanes. Also in 2005, we adopted a new accounting standard thar resulted in the recog-
nition of the cumulative effect of a change in accounting principle. See Note 3 to our Consolidated Financial Statements,

(4) Includes a $112 million after-tax charge related 1o our interest in a long-term power tolfing contracs that was divested in 2005 and a 361 million after-tax
loss related 1o the discontinuance of hedge accounting for certain oil derivatives, resulting from an interruption of il production in the Gulf of Mexico caused
by Hurricane fvan, and subsequent changes in the fair value of those derivatives during the third quarter,

(5) Includes $122 million of after-tax incremental restoration expenses associated with Hurricane Isabel, Also in 2003, we adopted SFAS No. 143, EITF
No. 02-3, Lisues Involved in Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy Trading and Risk Manage-
ment Activities, Statement 133 Implemensation Issue No. C20, Interpretation of the Meaning of ‘Not Clearly and Closely Related’ in Paragraph 10(5)
regarding Contracts with a Price Adjustment Feature, and FIN 468, which resulted in the recognition of the cumulavive effect of changes in accounting prin-
ciples.

(6) Reflects the net impact of the discontinued operations of certain DCI operations sold in Auguse 2007, Canadian ECP operations sold in June 2007, Peaker
facilities sold in March 2007 and telecontmunications operations sold in May 2004, See Note 6 to our Consolidated Financial Stasements.
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Management’s Annual Report on Internal Control Over Financial Reporting

Management of Dominion Resources, Inc. {Dominion) under-
stands and accepts responsibility for our financial statements and
related disclosures and the effectiveness of internal control over
financial reporting (internal control). We continuously strive to
identify opportunities to enhance the effectiveness and efficiency
of internal control, just as we do throughout all aspects of our
business.

We maintain a system of internal centrol designed to provide
reasonable assurance, at a reasonable cost, that our assets are safe-
guarded against loss from unauthorized use or disposition and
that transactions are executed and recorded in accordance with
established procedures. This system includes written policies, an
organizational structure designed to ensure appropriate segrega-
tion of responsibilities, careful selection and training of qualified
personnel and internal audits.

The Audit Committee of the Board of Directots of Domin-
ion, composed entirely of independent directors, meets periodi-
cally with the independent registered public accounting firm, the
internal auditors and management to discuss auditing, internal
control, and financial reporting matters of Dominion and to
ensure that each is properly discharging its responsibilities. Both
the independent registered public accounting firm and the
internal auditors periodically meer alone with the Audit Commit-
tee and have free access to the Commirree ar any time.

SEC rules implementing Section 404 of the Sarbanes-Oxley
Act of 2002 require our 2007 Annual Report to contain a
management’s report and a report of the independent registered

public accounting firm regarding the effectiveness of internal
control. As a basis for our report, we tested and evaluated the
design and operating effectiveness of internal controls. Based on
our assessment as of December 31, 2007, we make the following
assertion:

Management is responsible for establishing and maintaining
effective internal control over financial reporting of Dominion.

There are inherent limitacions in the effectiveness of any
internal control, including the possibility of human error and the
circumvention or overriding of cantrols. Accordingly, even effec-
tive internal controls can provide only reasonable assurance with
respect to financial statement preparation. Further, because of
changes in conditions, the effectiveness of internal control may
vary over time. ‘

We evaluated Dominion’s internal concrol over financial
reporting as of December 31, 2007, This assessment was based on
critetia for effective internal control over financial reporting
described in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Com-
mission. Based on this assessment, we believe that Dominion
maintained effective internal control over financial reporting as of
December 31, 2007,

Our independent registered public accounting firm is engaged
to express an opinion on our internal control over financial
reporting, as stated in their report which is included herein.

February 26, 2008
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of
Dominion Resources, Inc.

Richmond, Virginia

We have audited the internal control over financial reporting of
Dominion Resources, Inc. (the “Company”) as of December 31,
2007, based on criteria established in Incernal Control—
Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. The Company’s
management is responsible for maintaining effective internal
control over financial reporting and for its assessment of the effec-
tiveness of internal control over financial reporting, included in
the accompanying Management’s Annual Report on Internal
Control over Financial Reporting. Our responsibility is to express
an opinion on the Company’s internal control over financial
reporting based on our audit.

We conducted our audir 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 assurance about whether effective
internal control over financial reporting was mainrained in all
material respects. Our audit included obraining an understanding
of internal control over financial reporring, assessing the risk thar
a material weakness exists, testing and evaluaring the design and
operating effectiveness of internal control based on the assessed
risk, and performing such other procedures as we considered
necessary in the circumstances, We believe thar our audit provides
a reasonable basis for our opinion.

A company’s intetnal control over financial reporting is a
process designed by, or under the supervision of, the company’s
principal executive and principal financial officers, or persons
performing similar functions, and effected by the company’s
board of directors, management, and other personnel to provide
reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those

policies and procedures that (1) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company;

(2) provide reasonable assurance that transacrions are recorded as
necessary to permit preparation of financial statements in accord-
ance with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of
the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use,
or disposition of the company’s assets that could have a material
effect on the financial statements.

Because of the inherent limitations of internal conurol over
financial reporting, including the possibility of collusion or
improper management override of controls, material misstate-
ments due to error or fraud may not be prevented or detected on
a timely basis. Also, projections of any evaluation of the effective-
ness of the internal control over financial reporting to future peri-
ods are subject to the risk that the controls may become
inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all marerial
respects, effective internal control over financial reporting as of
December 31, 2007, based on the criteria established in Internal
Control—Integrared Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States),
the consolidated financial scatements as of and for the year ended
December 31, 2007 of the Company and our report dated
February 26, 2008, expresses an unqualified opinion on those
financial statements and includes an explanatory paragraph relat-
ing to the adoption of new accounting standards.

D i Tode LLP

Richmond, Virginia
February 26, 2008
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders 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 related consolidated state-
ments 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 audir to
obtain reasonable assurance about whether the financial srarements
are free of material misscatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the
financial statements, An audit also includes assessing the accounting
principles used and significant estimates made by management, as
well as evaluating the overall financial stacement presentation. We
believe that our audits provide a reasonable basis for out 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 accepted in the
United States of America.

As discussed in Note 3 to the consolidated financial statements,
the Company changed its methods of accounting to adopt new
accounting standards for uncertain tax positions in 2007, pension
and other postretirement benefir 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 States), 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 Commitree of
Sponsoring Organizations of the Treadway Commission and out
report dated February 26, 2008 expresses an unqualified opinion
on the Company’s internal concrol over financial reporting.

s i Tod LLP

Richmond, Virginia
February 26, 2008
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Consolidated Statements of Income

Year Ended December 31, 2007 2006 2005

(millions, except per share amounts)

Dperating Revenue $15,674 $16,257 317,809
Operating Expenses
Electric fuel and energy purchases 3,51 3,236 4,670
Purchased electric capacity 439 481 504
Purchased gas 2,766 2,937 3,941
Other energy-related commodity purchases 252 1,022 1,391
Other operations and maintenance 4,854 3,178 2,980
Gain on sale of U.S. non-Appalachian E&P business {3,635} — —
Depreciation, depletion and amortization 1,368 1,557 1,359
Other taxes 552 568 577
Total operating expenses 10,107 12,979 15,422
Income from aperations 5,567 3,318 2,387
Other income 102 173 163
Interest and related charges:
Interest expensell} 1,032 888 822
Interest expense—junior subordinated notes payablet? 127 124 106
Subsidiary preferred dividends 16 16 16
Totat interest and related charges 1,175 1,028 944
Income from continuing operations before income tax expense, minarity interest, extraordinary
item and cumulative effect of change in accounting principle 4,494 2,463 1,606
income tax expense 1,783 927 573
Minority interest 6 6 —
Income from continuing operations before extraordinary item and cumutative effect of change in
accounting principle 2,705 1,530 1,033
Income (loss) from discontinued operations!3! (8) (150) 6
Extraordinary itemt® (158) — —
Cumulative effect of change in accounting principle®! — — {6)
Net Income $ 2539 $ 1380 $ 1,033

Earnings Per Common Share—Basic®:
Income from continuing operations before extraordinary item and cumulative effect of change in

accounting principle $ 415 $ 219 % 151
Income (loss) from discontinued operations (0.01) {0.22) 0.01
Extracrdinary item (0.24) - —
Cumulative effect of change in accounting principle — — (0.01)
Net income $ 390 $ 197 % 151

Earnings Per Comman Share—Diluted®:
Income from continuing operations before extraordinary item and cumulative effect of change in

accounting principle $ 413 3 217 % 150
Income (loss) from discontinued operations {0.01) (0.21) 0.01
Extraordinary item (0.24) —— —
Cumulative effect of change in accounting principle — — (0.01}
Net income $ 388 $ 196 % 150
Dividends paid per common share $ 146 $ 138 % 1.34

(1) In 2007, we incurred $242 million of expenses associated with the completion of a debr tender offer, $234 million af which is included in Interest expense.

(2) Includes 373 million, $104 million and 3106 million incurred with affiliated trusts in 2007, 2006 and 2005, respectively.

(3) Net of income tax expense (benefit) of $115 million, (8107) million and $13 million in 2007, 2006 and 2005, respectively. The 2007 expense includes $76
willion and 356 million for U.S. federal and Canadsan raxes, vespectively, related to the gain on the sale of the Canadian EGT operations.

(4) Net of income tax benefit of 3101 miflion in 2007.

(5) Nez of income tax benefit of 54 million in 2005,

(6) All per share amounts have been adjusted to reflect a rwo-for-one srock split distributed in November 2007,

The accompanying nates are an integral part of our Consolidated Financial Statements.
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Consolidated Balance Sheets

At December 31, 2007 2006
{millions)
ASSETS
Current Assets
Cash and cash equivalents $ 283 $ 138
Customer receivables (less allowance for doubtful accounts of $37 and $26) 2,130 2,395
Other receivables (less allowance for doubtful accounts of $10 and $13) 226 358
Inventories:
Materials and supplies 427 429
Fossil fuel 34 383
Gas stored 277 289
Derivative assets 761 1,593
Assets held for sale 1,160 1,391
Prepayments 387 254
Other 664 868
Total current assets 6,656 8,098
Investments
MNuclear decommissioning trust funds 2,888 2,791
QOther 992 1,034
Tetal investments 3,880 3,825
Property, Plant and Equipment
Property, plant and equipment 33,331 43,575
Accumulated depreciation, depletion and amortization (11,879)  (14,193)
Total property, plant and equipment, net 21,352 29,382
Deferred Charges and Other Assets
Goodwill 3,496 4,298
Pension and other postretirement benefit assets 1,565 1,246
Derivative assets 188 642
Intangible assets 598 628
Regulatory assels a57 539
Other 431 611
Total deferred charges and other assets 7,235 7,964
Total assets $39,123 §$49269
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At December 31, 2007 2006

{millicns}

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities

Securities due within one year $ 1477 §% 2478
Short-term debt 1,757 2,332
Accounts payable 1,734 2,142
Accrued interest, payroll and taxes 934 759
Derivative liabilities 680 2,276
Liabilities held for sale 492 497
Other 672 745
Total current liabilities 7,746 11,229
Long-Term Debt
Long-term debt 11,759 12,842
Junior subordinated notes payable to:
Affiliates 678 1,151
Other 798 798
Total long-term debt 13,235 14,791
Deferred Credits and Other Liabilities
Deferred income taxes and investment tax credits 4,253 5,858
Asset retirement obligations 1,722 1,930
Derivative fiabilities 181 681
Regulatory liabilities 1,223 614
Qther 1,072 973
Total deferred credits and other liabilities 8,451 10,056
Total liabilities 29,432 36,076
Commitments and Contingencies (see Note 24)
Minority Interest 28 23
Subsidiary Preferred Stock Not Subject To Mandatory Redemption 257 257
Common Shareholders’ Equity
Common stock—no par 5,733 11,250
Other paid-in capital 175 128
Retained earnings 3,510 1,960
Accumulated other comprehensive 10ss (12} {425)
Total common shareholders’ equity 9,406 12,913
Total liabilities and shareholders’ equity $39,123 $49,269

(1) 1 billion shares authorized: 577 million shares and 698 million shares outstanding at December 31, 2007 and December 31, 2006, respectively.

The accompanying notes ave an integral part of our Consolidated Financial Statements.
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Consolidated Statements of Common Shareholders” Equity and

Comprehensive Income

Accumulated
Other Gther
_M Paid-In  Retzined  Comprehensive
Shares Amount  Capital  Eamings Income (Loss} Total
{mitlions)
Balance at December 31, 2004 680 $10,888 $ 92 $1,442 $ (896) $11,426
Comprehensive income:
Net income 1,033 1,033
Net deferred derivative losses—hedging activities, net of $1,648 tax (2,846) (2,848)
Unrealized gains on investment securities, net of $19 tax 27 27
Minimum pensicn liability adjustment, net of $3 tax 4 4
Foreign currency translation adjustments 10 10
Amounts reclassified to net income:
Net realized gains on investment securities, net of $8 tax (11} {11)
Net derivative losses—hedging activities, net of $723 tax 1,250 1,250
Foreign currency translation adjustments (2} (2)
Total comprehensive income 1,033 (1,568) (535}
Issuance of stock—employee and direct stock purchase plans — 9 9
Stock awards and stock options exercised (net of change in unearned compensation) 12 363 363
Issuance of stock—forward equity transaction 10 319 319
Stock repurchase and retirement (7) (276) (276)
Cash settlerent—forward equity transaction — (17) (17
Tax benefit from stock awards and stock options exercised 31 31
Dividends and other adjustments 2 (925) (923)
Balance at December 31, 2005 695 11,286 125 1,550 (2,564) 10,397
Comprehensive income;
Net income 1,380 1,380
Net deferred derivative gains—hedging activities, net of $625 tax 1,173 1,173
Changes in unrealized gains on investment securities, net of $83 tax 126 126
Minimum pension liability adjustment, net of $7 tax 10 10
Foreign currency translation adjustments (8) ®
Amounts reclassified tc net income:
Net realized gains on investment securities, net of $6 tax 2 (2
Net dervative losses—hedging activities, net of $724 tax 1,182 1,182
Total comprehensive income 1,380 2,474 3,854
Adjustment to initizlly apply SFAS Mo. 158, net of $239 tax (335) (335)
Issuance of stock— employee and direct stock purchase plans 2 95 95
Stock awards and stock options exercised (net of change in unearned compensaticn) 3 79 79
Issuance of stock—forward eguity transaction 9 330 330
Stock repurchase and retirement (11) {540) (540)
Tax benefit from stock awards and stock options exercised 8 8
Dividends and other adjustments {5) {570) 975)
Balance at December 31, 2006 698 11,250 128 1,960 (425) 12,913
Comprehensive income:
Net income 2,539 2,939
Net deferred derivative losses—hedging activities, net of $140 tax (223) (223)
Changes in unrealized gains an investment securities, net of $75 tax (110) (1o
Changes in net unrecognized pension and other postretirement benefit costs,
net of $80 tax 164 164
Amounts reclassified to net income:
Net realized losses on investment securities, net of $4 tax 8 8
Net derivative losses-—hedging activities, net of $376 tax 603 603
Net pension and other postretirement benefit costs, net of $10 fax 21 21
Recogn:tion of foreign currency translation gains upon sale of foreign subsidiary (50) (50
Total comprehensive income 2,539 413 2,952
Stock awards and stock aptions exercised (net of change in unearned compensation) 8 251 251
Stock repurchase and retirement (129 (5,768) (5,768)
Tax benefit from stock awards and stock options exercised 46 46
Adoption ¢t FIN 48 (58) (58)
Dividends and other adjusiments 1 (931) (930}
Balance at December 31, 2007 577 % 5,723 $175 $3,510 $ (12) $ 9,406

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, 2007 2006 2005
(miltions}
Operating Activities
Net income $2539 $1380 $1,033
Adjustments to reconcile net income to net cash from operating activities:
Gain on sale of non-Appalachiar E&P business (3,826) — —
Impairment of merchant generation assets 387 253 —
Charges associated with early retirement of debt 242 — —
Extraordinary item, net of income taxes 158 — ——
Charges related to the termination of volumetric production payment agreements 139 — —
Dominion Capital, Inc. impairment losses 88 89 35
Charges related to planned sale of gas distribution subsidiaries — 188 —
Net realized and unrealized derivative (gains) losses (245} (242) 335
Depreciation, depletion and amortization 1,533 1,738 1,538
Deferred income taxes and investment tax credits, net (1,285) 510 64
Gain on sale of emissicns allowances held for consumption {20} (74) {139)
Cther adjustments 23 (31 84
Changes in:
Accounts receivable 294 684 {791)
Inventories 52 3 (220}
Deferred fuel and purchased gas costs, net (349) 239 (57)
Accounts payable (190} (526) 686
Accrued interest, payroll and taxes 159 92 147
Deferred revenue (71} (262) (323)
Margin deposit assets and liabilities 63 (7) 124
Cther operating assets and liabilities 63 (30 107
Net cash provided by (used in) operating activities (246) 4,005 2,623
Investing Activities
Plant construction and cther property additions (21770 {1,995) (1,683)
Additions to gas and oil properties, including acquisitions (1,799) (2,057) (1,679)
Proceeds from sales of gas and ail properties 12 353 595
Proceeds from sale of merchant generation facilities 339 — —
Proceeds from sale of non-Appalachian E&P business 13,877 — —
Acquisition of businesses — (1) (877)
Proceeds from sales of securities and loan receivable collections and payoffs 1,285 1,110 754
Purchases of securities and loan receivable ariginations (1,385) {1,196) (854)
Proceeds from sale of emissions allowances held for consumption 11 76 234
Proceeds from sale or disposal of other assets and investments 30 150 17
Other (35) 116 129
Net cash provided by (used in} investing activities 10,192 (3,494  (3,360)
Financing Activities
Issuance (repayment) of shori-term debt, net {579) 713 1,045
Issuance of lang-term debt 2,675 2,450 2,300
Repayment of long-term debt, including redemption premiums (5,012) (2,333 (2,237)
Repayment of affiliated notes payable (440) {300} —
Issuance of commoen stock 226 479 664
Repurchase of comman stock {5,768) {540} (276)
Common dividend payments (931) {970} {923)
Other 29 (14} (51)
Net cash provided by (used in) financing activities (9,801) {515} 522
Increase (decrease) in cash and cash eguivalents 145 (4} (215)
Cash and cash equivalents at beginning of year 142 146 361
Cash and cash equivalents at end of yeartl! $ 287 $ 142 % 146
Supplemental Cash Flow Information:
Cash paid during the year for:
Interest and related charges, excluding capitalized amounts $1,01 $§ 920 $1,007
Income taxed 3,155 432 399
Significant noncash investing and financing activities:
Accrued capital expenditures 58 258 220
Assumption of debt related to acquisitions of nonutility generating facilities — — 62
Dominion Capital, Inc. exchange of notes — — 258
(1} 2007 and 2006 amounts include $4 million of cash classified as held for sale in the Consolidated Balance Sheers.
The accompanying notes are an integral part of our Consolidared Financial Statemenss.
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Notes to Consolidated Financial Statements

NOTE 1. NATURE OF OPERATIONS

Dominion Resources, Inc. (Dominion), headquartered in Rich-
mond, Virginia, is one of the nadon’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 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 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 subsidiaries are Virginia Electric and Power Com-
pany (Virginia Power), Dominion Energy, Inc. (DEI), Dominion
Transmission, Inc. (DTI), Virginia Power Energy Matrketing, Inc.
{(VPEM), Dominion Exploration and Productien, Inc. (DEPI)
and The East Ohio Gas Company (Dominion East Ohio).

Virginia Power is a regulated public utility thar generares,
transmits and distributes electricity for sale in Virginia and north-
eastern North Carolina. As of December 31, 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 municipalities, Virginia
Power is a member of PJM Interconnection, LLC (PJM), a
regional transmission organization {(RTO), and its electric trans-
mission factlities are integrated into the PJM wholesale electricity
markets.

DEI is involved in merchant generation, energy marketing
and price risk management activities and natural gas exploration
and preduction in the Appalachian basin of the United States
(U.S).

DTT operates a regulated interstate natural gas transmission
p‘ipeline and underground storage system in the Northeast,
mid-Adantic and Midwest states and is engaged in the pro-
duction, gathering and extraction of natural gas in the Appa-
lachian basin.

VPEM provides fuel, gas supply management and price risk
management services to other Dominion affiliates and engages in
energy trading activities.

DEPI 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 sub-
stdiaries, Dominion East Ohio, Peoples Natural Gas Company
(Peoples) and Hope Gas, Inc., (Hope), served approximately
1.7 million residential, commercial and industrial gas sales and
transportation customer accounts in Chioe, Pennsylvania and
West Virginia. Of these customers, approximately 500,000 are
served by Peoples and Hope, which are held for sale as discussed
in Note 6. We also operate a liquefied narural gas (LNG}) import
and storage facility in Maryland. Our producer services operations
involve the aggregation of natural gas supply and related whole-
sale activities. We also have nonregulated retail energy marketing
operations 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
operations served approximately 1.6 million residendal and
commercial customer accounts in the Northeast, mid-Atlantic
and Midwest regions of the U.S.

We have substantially 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
information 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 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. In addi-
tion, 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,
which are discussed in Note 6. Our assets remain wholly owned
by us and our legal substdiaries.

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

NOTE 2. SIGNIFICANT ACCOUNTING
POLICIES

General

We make certain estimates and assumprions in preparing our
Consolidated Financial Statements in accordance with accounting
principles generally accepted in the United Stares of America
{GAAD). These estimates and assumptions affect the reported
amounts of assets and liabilities, the disclosure of contingent
assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses for the periods pre-
sented. Actual results may differ from those estimates.

Our Consolidated Financial Statements include, after eliminat-
ing intercompany transactions and balances, the accounts of
Dominien and our majority-owned subsidiaries, and those varia-
ble interest entities (VIEs) where Dominion has been determined
to be the primary beneficiary.

Certain amounts in the 2006 and 2005 Consolidated Finan-
cial 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 Statement of
Financial Accounting Standards (SFAS) No. 71, Accounting for
the Effects of Certain Types of Regulation (SFAS No. 71), o the
majority of our utility generation operations upon the enactment
of deregulation legislation in Virginia. Qur electric utility trans-
mission and distribution operations continued to apply the provi-
sions of SFAS No. 71 since they remained subject to
cost-of-service rate regulation.

In April 2007, the Virginia General Assembly passed legis-
lation that returned the Virginia jurisdiction of our utility gen-
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eration operations to cost-of-service rate regulation. As a result,
we reapplied the provisions of SFAS No. 71 to those operations
on April 4, 2007, the date the legislation was enacted. In con-
nection with the reapplication of SFAS No. 71 to these oper-
ations, we prospectively changed certain of our accounting
policies to those used by cost-of-service rate-regulated entities.
Other than the extraordinary item discussed here, the overall
impacr of these changes was not material to our results of oper-
ations or financial condirion in 2007. These policy changes are
discussed further in Derivative Instruments, Investment Securities,
Property, Plant 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 reclassification of
$195 million ($119 million after tax) of unrealized gains from
accurnulated other comprehensive income (AOCI), relared ro
nuclear decommissioning trust funds. This established a $454
million long-term regulatory liability for amounts previeusly col-
lected from Virginia jurisdictional customers and placed in
external trusts (including income, losses and changes in fair value
thereon) for the future decommissioning of our wriliry nuclear
generation srations, in excess of amounts recorded pursuant to
SFAS No. 143, Accounting for Asser Retirement Obligarions (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 million after tax) of pension and other postretirement bene-
fir costs attributable to those operations previously recorded in
AQOCI to a regulatory asset. These costs represent net unrecog-
nized actuarial (gains) losses, unrecognized prior service cost
{credir) and unrecognized transition obligation remaining from
our initial adoption of SFAS No. 106, Emplayers’ Accounting for
Postretirement Benefits Other Than Pensions (SFAS No. 106}, that
will be recognized as a component of future net periodic benefit
cost and are expected to be recovered through future rares,

Operating Revenue
Operating revenue is recorded on the basis of services rendered,
commodities delivered or contracts settled and includes amounts
vet 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 esti-
mated amounts of electricity or natural gas delivered but not yet
billed to our utility customers, We estimate unbilled urility rev-
enue based on historical usage, applicable customer rates, weather
factors and, for electric customers, rotal daily electric generation
supplied after adjusting for estimated losses of energy during
transmission,
The primary types of sales and service activities reported as
operating revenue are as follows:
= Regulated electric sales consist primarily of state-regulated
retail electric sales, and federally-regulated wholesale electric
sales and electric transmission services;
*  Nonregulated electric sales consist primarily of sales of elec-
wricity from merchant generation facilities at market-based

rates, sales of electricity to residential and commercial custom-
ers at contracted fixed prices and marker-based rates, and elec-
tric trading revenue;

+ Regulated gas sales consist primarily of state-regulated rerail
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 revenue, and sales activity related o agreements
used o facilitate the marketing of gas production and gas
transporcation (buy/sell arrangements) described in Note 3.
Revenue from sales of gas production is recognized based on
actual volumes of gas sold to purchasers and is reported net of
toyalties, Sales require delivery of the product to the pur-
chaser, passage of title and probability of collection of pur-
chaser amounts owed. Revenue from sales of gas production
includes the sale of Company produced gas and the recog-
nition of revenue previously deferred in connection with the
volumetric production payment (VPP) transacrions described
in Note 13. We use the sales method of accounting for gas
imbalances related to gas production. An imbalance is created
when Company volumes of gas sold pertaining to a property
do not equare ro the volumes to which we are entitled based
on our interest in the property. A liability is recognized when
our excess sales over entitled volumes exceeds our ner remain-
ing property reserves;

+  Other energy-related commodity sales consist primarily of sales of
oil production and condensate, coal, emissions allowances
held for resale and extracted products and sales activity relared
to agreements used to facilitate the marketing of oil pro-
ducrion (buy/sell arrangements) described in Note 3;

«  Gas transportation and storage consists primarily of regulated
sales of gathering, transmission, distribution and storage serv-
ices. Also included are regulated gas distribution charges to
retail distribution service customers opting for alrernate
suppliers; and

«  Dther revenue consists primarily of miscellaneous service rev-
enue from electric and gas distribution operations, gas and oil
processing and handling revenue, revenues from DCI oper-
arions and business interruption insurance revenue associated
with delayed gas and oil production caused by hurricanes.

Electric 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 marched 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 fuel expenses is recognized as a regulatory
liability.

For electric fuel and purchased energy expenses, effective
January 1, 2004, the fuel factor provisions for our Virginia retail |
customers were locked in until July 1, 2007. Effective July 1,
2007, the fuel facror 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 cutrently subject o deferral accounting.
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Income Taxes

We file a consolidated federal income tax return for Dominion
and its subsidiartes. In addition, where applicable, we file com-
bined income tax returns for Dominion and its subsidiaries in
various states; otherwise, we file separate state income rax returns
for our subsidiaries. We also filed federal and provincial income
tax returns for certain former subsidiaries in Canada.

SEAS No. 109, Accounting for Income Taxes (SFAS No. 109),
requires an asset and liability approach to accounting for income
taxes. Deferred income rax assets and liabilities are provided,
representing future effects on income taxes for temporary differ-
ences between 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 No. 109. Accordingly, a regu-
latory asset is recognized if it is probable that furure revenues will
be provided for the payment of deferred rax liabilities. We estab-
lish a valuation allowance when it is more likely than not that all,
or a portion, of a deferred tax asset will not be realized.

Effective January 1, 2007, we adopted FASB Interpretation
No. 48, Accounting for Uncertainty in Income Taxes (FIN 48). In
our financial statements, we recognize positions taken, or
expected to be taken, in income tax returns that are more-likely-
than-not to be realized, assuming that the pesition will be exam-
ined by rax authorities with full knowledge of all relevant
information.

If we conelude that it is more-likely-than-not that a tax posi-
tion, or some portion thereof, will not be sustained, the related
tax benefits are not recognized in the financial statements. For the
majority of our unrecognized tax benefits, the ultimate deducti-
bility is highly certain, but there is uncertainty about the timing
of such deductibility. Unrecognized tax benefits also include
amounts for which uncertainty exists as to whether such amounts
are deductible as ordinary deductions or capital losses. Unrecog-
nized tax benefits may result in an increase in income taxes pay-
able, 2 reduction of an income tax refund receivable, an increase
in deferred tax liabilities, or a decrease in deferred tax 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 receivable) is accompanied by a
decrease in deferred tax liabilities. Noncurrent income taxes pay-
able related to unrecognized tax benefits are classified in other
deferred credits and other liabilities; current payables are included
in accrued interest, payroll and taxes, except when such amounts
are presented net with amounts receivable from or amounts pre-
paid to tax authorities in prepayments.

Prior to the adoption of FIN 48, we established liabiliries for
tax-related conrtingencies when the incurrence of the liabiliry was
determined 1o be probable and the amount could be reasonably
estimared in accordance with SFAS No. 5, Accounting for Con-
tingencies, and subsequently reviewed them in light of changing
facts and circumstances.

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 settle-
ment of some uncertain tax positions in other income. In our
Consolidared Starements of Income for 2007, 2006 and 2005, we
recognized a $19 million reduction in interest expense and no
penalties, $2 million of interest expense and no penalties and a $9

million reduction in interest expense and no penalries,
respectively. At December 31, 2007 and 2006, respectively, we
had acerued $9 million and $10 million for the paymenc of inter-
est and penalties.

Deferred investment tax credits are amortized over the service
lives of the properties giving rise to the credits.

Stock-hased Compensation

Effective January 1, 2006, we measure and recognize compensa-
rion expense in accordance with SFAS No. 123 (revised 2004),
Share-Based Payment (SFAS No. 123R), which requires that
compensation expense relating to share-based payment trans-
actions be recognized in the financial statements based on the fair
value of the equity or liabiliry instruments issued. We adopred
SFAS No. 123R using the modified prospective application tran-
sition method. Under this transition method, compensation cost
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 granred
prior to January 1, 2006, but not vested as of that date.

Prior to January 1, 2006, we accounted for our stock-based
compensation plans under the measurement and recognition
provisions of Accounting Principles Board (APB) Opinien
No. 25, Accounting for Stock Issued to Employees, and related
interpretations. Under this methed, stock option awards generally
did not result in compensation expense, since their exercise price
was typically equal to the market price of our common stock on
the date of grant. Accordingly, stock-based compensarion 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 1o stock-based
employee compensation:

Year Ended December 31, 2005
{millions, except per share amounts)
Net income—as reported $1,033
Add: actual stock-based compensation expense, net of taxt 15
Deduct: pro forma stock-based compensation expense, net of

tax (16)
Net income—pro forma $1,032
Basic EPS—as reported $ 1.51
Basic EPS—pro forma 1.51
Diluted EPS—as reported 1.50
Diluted EPS—pro forma 1.50

(1) Am;al stock-based compensasion expense primarily relates to restricreed
stock,

Prior to the adoption of SFAS No. 123R, we presented the
benefits of tax deductions resulring from the exercise of stock-
based compensation as an operating cash flow in our Con-
solidated Statements of Cash Flows. SFAS No. 123R requires the
benefits of rax deducrions in excess of the compensation cost
recognized for stock-based compensation (excess tax benefits) to
be classified as a financing cash flow. In accordance with FASB
Staff Position No. FAS 123(R)-3, Transition Election Related to
Accounting for the Tax Effects of Share-Based Payment Awards, we
have elected ro use the simplified method to determine the impact
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of employee stock optien awards that were fully vested and out-
standing upon the adoption of SFAS No. 123R. During the years
ended December 31, 2007 and 2006, we realized $46 million and
$8 million, respectively, of excess tax benefits from the vesting of
restricred stock awards and exercise of employee stock options.
Such amounts are reported as a financing cash flow.

Restricted stock awards granted prior 1o January 1, 2006
contain rerms that accelerate vesting upon retirement. Qur pre-
vious 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 rerm 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 date 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. At
December 31, 2007, unrecognized compensation cost for these
restricted stock awards held by retiremenc 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 payable included $93 million and $125
million, respectively, of checks outstanding but not yer presented
for payment. For purposes of our Consolidared Statements of
Cash Flows, we consider cash and cash equivalents to include cash
on hand, cash in banks and temporary investments purchased
with an original maurity 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 pri-
marily using the weighted-average cost method. Stored gas
inventory used in local gas distribution operations is valued using
the last-in-first-out (LIFQ) method. Under the LIFO method,
those invenrories 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 stored gas
inventory exceeded the amount stated on a LIFO basis by approx-
imately $152 million. Stored gas inventory held by certain non-
regulated gas operations is valued using the weighted-average cost
method.

Gas Imbalances

Natural gas imbalances occur when the physical amount of natu-
ral gas delivered from or received by a pipeline system or storage
faciliry differs from the contractual amount of natural gas deliv-
ered or received. We value these imbalances due to, or from,
shippers and operators at an appropriate index price at period
end, subject to the terms of our tariff for regulated enities.
Imbalances are primarily settled in-kind. Imbalances due to us
from other parties are reported in other current assets and
imbalances that we owe to other parties are reported in other
current liabilities in our Consolidated Balance Sheets.

Derivative Instruments

We use derivarive instruments such as futures, swaps, forwards,
options and FTRs to manage the commodity, currency exchange
and financial marker risks of our business operations.

SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, requires all derivatives, except those for which
an exception applies, to be reported in our Consolidared Balance
Sheets at fair value. Derivative contracts representing unrealized
gain positions and purchased options are reported as derivarive
assets. Deerivative contracts representing unrealized losses and
oprions sold are reported as derivative liabilities. One of the
exceptions to fair value accounting—normal purchases and nor-
mal sales—may be elected when the contract satisfies certain cri-
teria, including a requirement that physical delivery of the
underlying commodity is probable. Expenses and revenues result-
ing from delivertes under normal purchase contracts and normal
sales contracts, respectively, are included in earnings at the time of
contract performance.

As parr of our overall strategy to market energy and manage
relared risks, we manage a portfolio of commodity-based
derivative instruments held for trading purposes. We use estab-
lished policies and procedures to manage the risks associated with
ptice fluctuations in these energy commeodities and use various
derivative instruments to reduce risk by creating offserting marker
positions.

We also hold certain derivative instruments that are not held
for trading purposes and are not designated as hedges for account-
ing purposes. However, to the extent we do not hold offsetring
positions for such derivatives, we believe these instruments repre-
sent economic hedges thar mitigate our exposure to fluctuztons
in commodiry prices, interest rates and foreign exchange races.

Statement of Income Presentacion:

*+  Derivatives Held for Trading Purposes: All changes in fair
value, including amouncs realized upon sertlement, are pre-
senred in revenue on a net basis as nonregulated electric sales,
nonregulated gas sales or other energy-related commodity
sales.

« Financially-Sertled Derivatives—Not Held for Trading
Purposes and Not Designated as Hedging Instruments: All
unrealized changes in fair value and settlements are presented
in other operations and maintenance expense on a net basis.

*  Physically-Settled Derivatives—Not Held for Trading
Purposes and Not Designated as Hedging Instruments: All
unrealized changes in fair value and sertlements for physieal
derivative sales contracts are presented in revenues, while all
unrealized changes in fair value and settlements for physical
derivative purchase contracts are presented in expenses.

We recognize revenue or expense from all non-derivarive
energy-related contracts on a gross basis ac the time of contract
performance, settlement or terminarion.

Following the reapplication of SFAS No. 71 to the Virginia
jurisdiction of our utility generation operartions, 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 liabilities. Realized gains or losses on the
derivative instruments are generally recognized when the related
transactions impact earnings.
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DERIVATIVE INSTRUMENTS DESIGNATED AS 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 between the hedging instrument and the hedged
item, as well as the risk management objective and the strategy for
using the hedging instrument. We assess whether the hedging
relationship berween the derivative and the hedged item is highly
effective at offsetring changes in cash flows or fair values both ar
the inception of the hedging relationship and on an ongoing
basis. Any change in che fair value of the derivative that is not
effective at offserring changes in the cash flows or fair values of the
hedged item is recognized 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 sport prices and forward prices,
thus requiring that such changes be recorded currently in earn-
ings. We discontinue hedge accounting prospectively for
derivatives that cease to be highly effective hedges.

Cash Flow Hedges—A significant portion of our hedge strat-
egies represents cash flow hedges of the vartable price risk asso-
ciated with the purchase and sale of electricity, natural gas and
other energy-related products. We also use foreign currency for-
ward contracts to hedge the variabiliry in foreign exchange rates
and interest rate swaps to hedge our exposure to variable interest
rates on long-term debt. For transactions in which we are hedging
the variability of cash flows, changes in the fair value of the
derivative are reported in AQCI, to the extent they are effective at
offsetting changes in the hedged irem, 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 result in the recognition
of regularory assets or regulatory liabilities. Realized gains or losses
on the derivative instruments subject to regulatory accounting are
generally recognized when the related transactions impact
earnings. For cash flow hedge transacrions, 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 reported in AOCI 1o earnings when the forecasted
item is included in earningg, if it should occur, or earlier, if it
becomes probable that the forecasted transaction will not occur.

Fair Value Hedges—We also use fair value hedges to mitigace
the fixed price exposure inherent in certain firm commodicy
commitments and natural gas inventory. In addition, we have
designated interest rate swaps as fair value hedges on cerrain 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 earnings by the recog-
nition of changes in the hedged item’s fair value. 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 result in the recognition of regulatory assets or regu-
larory liabilities. Realized gains or losses on the derivative instru-
ments subject ro regulatory accounting are generally recognized
when the related transactiens impact earnings. For fair value

hedge transacrions, we discontinue hedge accounting if the
hedged item no longer qualifies for hedge accounting. We
reclassify derivative gains and losses from the hedged item to earn-
ings when the hedged item is included in carnings, or earlier, if
the hedged item no longer qualifies for hedge accounting.

Statement of Income Presentation—Gains and losses on
derivarives designated as hedges, when recognized, are included in
operating revenue, operating expenses or interest and refated
charges in our Consolidated Statements of Income. Specific line
itern classification is determined based on the nature of the risk
underlying individual hedge strategies. The portion of gains or
losses on hedging instruments determined to be ineffective and
the portion of gains or losses on hedging instruments excluded
from the measurement of the hedging relationship’s 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, are included in other operations and maintenance
expense.

VALUATION METHODS

Fair value is based on actively-quoted market prices, if available.
In the absence of actively-quoted market prices, we seck indicarive
price informadion from external sources, including broker quotes
and industry publications. If pricing information from external
sources is not available, we must estimate prices based on available
historical and near-term future price information and certain stat-
istical 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 commodities and other
relevant assumptions when estimating fair value. We use other
option models under special circumstances, including a Spread
Approximation Model, when contracts include different
commodities or commodity locations and a Swing Option Mod-
el, when contracts allow either the buyer or seller the ability to
exercise within a range of quantities. For contracts with unique
characteristics, we estimate fair value using a discounted 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 valuation models 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
debr securities into two categories. Debt and equity securittes held
in rabbi trusts associated with certain deferred compensation
plans are classifted as trading securities. Trading sccuricies are
reported 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
our utility generation operations, net realized and unrealized gains
and losses on our utlity nuclear decommissioning trusts are
recorded to 2 regulatory lability 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
teported as a component of AQCI, net of tax. We continue to
report all other available-for-sale securities ar fair value wich real-
ized 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 AOCI, net of tax.

We analyze all securities classified as available-for-sale 1o
determine whether a decline in fair value should be considered
other than temporary. We use several criteria to evaluate ather-
than-temporary declines, including the length 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 addition, retained interests from securitizations of
financial assets are first evaluated in accordance with Emerging
Issues Task Force (EITF) Issue No. 99-20, Recognition of Interest
Income and Impairments of Purchased and Retained Beneficial
Interests in Securitized Financial Assets. If a decline in fair value of
any security is determined to be other than temporary, the secu-
rity is written down to its fair value at the end of the reporting
petiod.

Our 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 andicipated recovery in
their market value prior to the consideration of the other criteria
mentioned above. Since regulatory autheriries limit our ability to
oversee the day-to-day management of our nuclear
decommissioning trust fund investments, we do not have the abil-
ity to hold individual securities in the trusts. Accordingly, we
consider all securities held by our nuclear decommissioning trusts
with market values below their cost bases to be other-than-
temporarily impaired.

Property, Plant and Equipment

Property, plant and equipment, including additions and replace-
ments is recorded at original cost, consisting of labor and materi-
als and other direct and indirect costs such as asser retirement
costs, capiralized interest and, for certain operarions subject to
cost of service rate regulation, an allowance for funds used 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 ro
the Virginia jurisdiction of our utility generation operations in
April 2007, we discontinued capicalizing interest on udilicy
generation-related construction projects since the Virginia State
Corporation Commission (Virginia Commission) previously
allowed for current recovery of construction financing costs.

For property subject to cost-of-service rate regulation, includ-
ing electric distribution, electric transmission, utility generation
properry effective April 2007, and certain natural gas property,
the undepreciated cost of such property, less salvage value, is
charged to accumulated depreciation at retirement. Cost of
removal collections from wtility customers and expenditures not
representing asset retirement obligations (AROs) are recorded as
regulatory liabilities or regulatory assets.

For property that is not subject to cost-of-service rate regu-
lation, including nonutility property and urility generation prop-
erty prior to the reapplication of SFAS No. 71 to the Virginia

jurisdiction of our utility generation operations in April 2007,
cost of removal nort associated with AROs is charged to expense as
incurred. We also record 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 compured
on the straight-line method based on projected service lives. Gur
depreciation rates on utility property, plant and equipment are as
follows:

Year Ended December 31, 2007 2006 2005
{percent)

Generation (1! 224 207 204
Transmission 226 228 225
Distribution 3.21 328 3.19
Storage 218 310 315
Gas gathering and processing 209 205 221
General and other 492 522 580

(1) In Qctober 2007, we revised the depreciation rates for our utility gen-
eration assets to reflect the results of @ new depreciation study, which
incorporates the property, plant and equipment accounting policy changes
that were made upon the reapplication of SFAS No. 71. as well as updates
20 other assumptions. This change is expected to inerease annual deprecia-

tion expense by approximately 354 million (333 million afrer-tax).

Our nonutility property, plant and equipment, excluding
E&P properties, is depreciated using the straight-line method
over the following estimated useful lives:

Estimated Useful

Asset Lives
Merchant generation—nuclear 29-44 years
Merchant generation—ather 6-40 years
General and other 3-25 years

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 eleceric fuel and energy pur-
chases expense in our Consolidated Statements of Income and in
depreciation, depletion and amortization in our Consolidared
Statements of Cash Flows.

We follow the full cost method of accounting for gas and oil
E&¢P acrivities prescribed by the Securities and Exchange
Commission (SEC). Under the full cost method, all direct costs
of property acquisition, exploration and development acrivities are
capitalized. These capiralized costs are subject to a quarterly ceil-
ing test. Under the ceiling test, amounts capitalized are limited o
the present value of estimated future net revenues to be derived
from the anticipated production of proved gas and ol 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 quarterly period, then a permanent
write-down of the assets must be recognized in that peried.
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 thart is hedged, there was no ceiling test
impairment as of December 31, 2007. Future cash flows asso-
ciated with sertling AROs that have been accrued in our Con-
solidared Balance Sheets pursuant to SFAS No. 143, are excluded
from our calculations under the full cost ceiling rest.
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Depletion of gas and oil producing properties is computed
using the units-of-production method. Under the full cost meth-
od, the depletable base of costs subject 1o depletion also includes
estimated future costs to be incurred in developing proved gas
and oil reserves, as well as capiralized asset retirement costs, net of
projected salvage values. The costs of investments in unproved
properties including associated exploration-related costs are ini-
tially excluded from the depletable base. Until the properties are
evaluated, a 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 trans-
ferred to the depletable base. In addidon, gains or losses on the
sale or other disposition of gas and oil properties are not recog-
nized, unless the gain or loss would significantly alter the relation-
ship between capitalized costs and proved reserves of natural gas
and ol attributable to a country. In 2007, we recognized gains
from the sales of our Canadian and U.S. non-Appalachian E&P
businesses. See Note 6 to our Consolidared Financial Statements.

Emissions Allowances

Emissions allowances are issued by the Environmental Protection
Agency (EPA) and permit the holder of the allowance to emit
certain gaseous by-products of fossil fuel combustion, including
sulfur dioxide (SO} and nitrogen oxide (NO,}. Allowances may
be transacted with third parties or consumed as these emissions
are generated. Allowances allocated to or acquired by our gen-
eratton operations are held primarily for consumption. Allow-
ances acquired by our energy marketing operations are held for
the purpose of resale to third parties.

ALLOWANCES HELD FOR CONSUMPTION

Allowances held for consumprion are classified as intangible assets
in our Consolidared Balance Sheets. Carrying amounts are based
on our cost to acquire the allowances or, in the case of a business
combination, 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 amortized in the periods the emissions
are generated, with the amortization reflecred in depreciation,
depletion and amortization expense in our Consolidated State-
ments of Income. We report purchases and sales of these allow-
ances as investing activities in our Consolidated Statements of
Cash Flows and gains or losses resulting from sales in other oper-
ations and maintenance expense in our Consolidated Statements
of Income.

ALLOWANCES HELD FOR RESALE

Allowances held for resale are classified as materials and supplies
inventory in our 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 operaring
revenue and the cost of allowances sold are reported in other
energy-related commodity purchases expense in our Consolidated
Statements of Income.

Goodwill and Intangible Assets

We evaluate goodwill for impairment annually, as of April 1, after
a portion of goodwill has been allocated to a business to be dis-
posed of and whenever an event occurs or circurnstances change
in the interim that would more likely than not reduce the fair
value of a reporting unit below its carrying amount. Intangible
assets with finite lives are amortized over their estimated useful
lives ot as consumed,

Impairment of Long-Lived and {ntangible Assets

We perform an evaluadion for impairment whenever events ot
changes in circumstances indicate that the carrying amount of
long-lived 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 its 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
permit the recovery of current costs through future rates charged
to customers, we defer these costs as regulatory assets thar other-
wise would be expensed by nonregulated companies. Likewise, we
recognize regulatory liabilities when it is probable that regulators
will require customer refunds through future rates or when rev-
enue is collected from customers for expendituses that have yet to
be incurred. Generally, regulatory assets are amortized into
expense and regulatory liabilities are amortized into income over
the period authorized by the regulator.

Asset Retirement Obligations

We recognize AROs at fair value as incurred or when sufficienc
information becomes available to determine a reasonable estimare
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 avail-
able, we estimate fair value using discounted cash flow analyses.
With the reapplication of SFAS No. 71 to the Virginia juris-
diction of our utility generation operations on April 4, 2007, we
now report accretion of the AROs associated with nuclear
decommisstoning of our utility nuclear power stations due to the
passage of time as an adjustment to the related regulatory liabiliry
consistent with our practice for our other cost-of-service rate regu-
lated operations. Previously, we reported such expense in other
operations and maintenance expense in our Consolidated State-
ments of [ncome, We report accretion of all other AROs in other
operations and maintenance expense in our Consolidated Stare-
ments of Income.

Amortization of Debt Issuance Costs

We defer and amortize debt issuance costs and debt premiums or
discounts over the expected lives of the respective debr issues,
considering maturity dates and, if applicable, redemption rights
held by others. As permitted by regulatory authoricies, gains or
losses resulting from the refinancing of debr allocable to utility
operations subject to cost-based rate regulation have also been
deferred and are amortized over the lives of the new issues.

74 Dominion 2007 Annual Report




NOTE 3. NEWLY ADOPTED ACCOUNTING
STANDARDS

2007

FIN 48

We adopted the provisions of FIN 48, on January 1, 2007. Asa
result of the implementartion of FIN 48, we recorded a $58 mil-
lien charge to beginning retained earnings, representing the
cumulative effect of the change in accounting principle.

In May 2007, the FASB issued FASB Staff Position (FSP)
No. FIN 48-1, Definition of Settlement in FASB Interpretation
No. 48 (FSP FIN 48-1), to provide guidance on how to
determine whether a tax position is effectively settled for the
purpose of recognizing previously unrecognized tax benefirs. 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 1o retrospectively apply its provisions ro the
date of its initial adoprion of FIN 48. In our Quarterly Report on
Form 10-Q for the quarter ended March 31, 2007, we reported
that our unrecognized tax benefits toraled $642 million as of
January 1, 2007. In accordance with FSP FIN 48-1, we reduced
our January 1, 2007 balance of unrecognized benefits to $625
million to adjust for effectively sertled tax positions. For the
majority of our unrecognized tax benefits, the ultimate deducti-
bility is highly cerrain, but there is uncertainty about the timing
of such deductibiliry.

EITF 06-3

Effective January 1, 2007, EITF lssue No. 06-3, How Taxes Col-
lected from Customers and Remitted 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 authoriry that is both imposed
on and concurrent with a specific revenue-producing transaction
berween the entiry, as a seller, and its customers, We collect sales,
consumption and consumer utility taxes but exclude such
amounts from revenue.

SFAS 155

Effective January 1, 2007, we adopted SFAS No. 155, Accounting
for Certain Hybrid Financial Instruments (SFAS No. 155), which
permits fair value remeasurement for any hybrid financial instru-
ment that contains an embedded derivative that would otherwise
require bifurcation. Our adoption of SFAS No. 155 had no
impact on our results of operatiens or financial condition.

2006

SFAS 123R

Effective January 1, 2006, we adopted SFAS No. 123R which
requires that compensation expense relating to share-based pay-
ment transactions be recognized in the financial statements based
on the fair value of the equity or liability instruments issued.
SFAS No. 123R covers a wide range of share plans, performance-
based awards, share appreciation rights and employee share pur-
chase plans. We adopted SFAS No. 123R using the modified
prospective application transition method. Under this transition
method, compensation cost 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
otiginal provisions of SFAS No. 123 for all awards granted prior
to January 1, 2006, but not vested as of that dace. Accordingly,
results for prior periods were not restared.

SFAS No. 158

Effective December 31, 2006, we adopted SFAS No. 158, Employ-
ers’ Accounting for Defined Benefir Pension and Other Postretire-
ment Plans (SFAS No. 158). SFAS No. 158 requires an employer
to recognize the overfunded or underfunded staws of its defined
benefit pension and other postretirement benefic plans as an asser
or liability, respecrively, in its balance sheet and to recognize
changes in the funded status as 2 component of other compre-
hensive income in the year in which the changes occur. The
funded status is measured as the difference berween 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 thar determine the funded status of a plan as of the
end of the employer’s fiscal year, which we already do.

Our adoption of SFAS No. 158 had no impact en our results
of operations or cash flows and it will not affect our operating
results or cash flows in future periods. The following rable illus-
trates the incremental effect of adopting the provisions of SFAS
No. 158 on our Consolidated Balance Sheet at December 31,
2006:

Prior to Effect of

adopting Adopting As Reported
SFAS SFAS at December 31,
No. 158 No. 158 2006
(millions)
Assets:
Pension and other postretirement
benefit assets $1,858 $(612) $1,246
Regulatory assets 404 135 539
Liabifities:
Other current liabilities 743 2 745
Deferred income taxes and
investment tax credits 6,087 (239) 5,858
Regulatory liabilities 601 13 614
Other deferred credits and other
liabilities 891 82 973
Shareholders’ Equity:
AQCI (30} (335) {(425)

Upon adoption, we recorded regulatory assets (liabilities),
rather than an adjustment to AQCI, for previously unrecognized
pension and other postretirement benefic costs (credits} expected
to be recovered (refunded) through future rates by certain of our
rate-regulated subsidiaries. The adjustments to AOCI, regulatory
assets and regulatory liabilities at adoption of SFAS No, 158
represent net actuarial gains (losses), prior service cost {credit) and
transition obligation remaining from our inirial adoprion of SFAS
No. 106, all of which were previously not recognized in ocur
Consolidated Balance Sheet. The amounts in AQCI, regulatory
assets and regularory liabilities will be subsequently recognized as
a component of furure net periodic benefit cost. Further, acruarial
gains and losses that arise in subsequent periods and are not
recognized as ner periodic benefit cost (credit) in the same periods
will be recognized as a component of other comprehensive
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income (loss) or regulatory assets or regulatory liabilities as appro-
priate. Those amounts will be subsequently recognized as a
component of net periedic benefit cost (credir) on the same basis
as the amounts recognized in AOCI, regulatory assets and regu-
latory liabiliries at adoption of SFAS No. 158.

EITF 04-13

Prior to the sale of our non-Appalachian E&J business, we
entered into buy/sell and related agreements primarily as a means
to reposition our offshore Gulf of Mexico crude oil producticn to
more liquid onshore marketing locations and to facilicate gas
transportation. In September 2005, the FASB ratified the ETTF’s
consensus on Issue No. 04-13, Accounting for Purchases and Sales
of Inventory with the Same Counterparty (EITF 04-13), which
requires buy/sell and related agreements to be presented on a net
basis in our Consolidated Statements of [ncome 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 cur activity related
to buy/sell arrangements is presented on a net basis in our Con-
solidated Statements of [ncome for 2007 and 2006; however,
there was no impact on out 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 to
April 1, 2006 and have not been modified or renewed after that
date continue to be reported on a gross basis and are included in
the activity summarized below:

Year Ended December 31, 2007 2006 2005
(millions}

Sale activity included in operating revenue $67 $576 $623
Purchase activity included in operating

expensestt! 72 578 651

(1) Included in other energy-related commodity purchases expense and pur-
chased gas expense in our Consolidated Statements of Income.

2005

FIN 47

‘We adopred FASB Interpretation No. 47, Accounting for Condi-
tional Asset Retirement Obligations (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 ARQ when the obliga-
tion is incurred—generally upon acquisition, construction, or
development and/or through the normal operation of the asset, if
the fair value of the liability can be reasonably estimared. A condi-
tional ARQO is a legal obligation to perform an asser retirement
activity in which the timing and/or method of settlement are
conditional on a furure 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 lability when sufficient informartion exists.
QOur adoption of FIN 47 resulted in the recognition of an
after-tax charge of $6 million, representing the cumulative effect
of the change in accounting principle.

Presented below are our pro forma net income and EPS as if
we had applied the provisions of FIN 47 as of January 1, 2005:

Year Ended Decermber 31, 2005

(miltions, except per share amounts)

Net income—as reported $1,033
Net income—pro forma 1,038
Basic EPS—as reported 1.51
Basic EPS—pro forma 1.52
Diluted EPS—as reported 1.50
Diluted EPS—pro forma 1.51

If we had applied the provisions of FIN 47 as of January 1,
2005, our AROs would have increased by $140 million,

NOTE 4. RECENTLY ISSUED ACCOUNTING
STANDARDS

SFAS No. 157

In September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements (SFAS No. 157), which defines fair value, estab-
lishes a framework for measuring fair value and expands dis-
closures related to fair value measurements. SFAS No. 157
clarifies that fair value should be based on assumptions that mar-
ket participants would use when pricing an asset or liability and
establishes a fair value hierarchy of three levels tha pricritizes the
information used to develop those assumptions. The fair value
hierarchy gives the highest priority to quoted prices in active
markets and the lowest priority to unobservable dara. SFAS

No. 157 requires fair value measurements to be separately dis-
closed 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 to be applied pro-
spectively. Certain situations, however, require retrospective
application as of the beginning of the year of adoptien through
the recognition of a2 cumulative effect of accounting change. Such
rerrospective application is required for financial instruments,
including derivatives and certain hybrid instruments with limi-
tations on initial gains or losses under EITF Issue No. 02-3, fssues
Involved in Accounting for Derivative Contracts Held for Trading
Purposes and Contracts Involved in Energy Trading and Risk
Management Activities, and SFAS No. 155, Retrospective applica-
tion will result in an immaterial amount recognized through
cumulative effect of accounting change. We are currently evaluar-
ing the impact thar SFAS No. 157 will have on our results of
operations and financial condition for the provisions to be applied
prospectively.

In February 2008, the FASB issued FSP FAS No. 157-1,
Application of FASB Statement No. 157 to FASB Statement No. 13
and Its Related Interpretive Accounting Pronouncements Thar
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 eransaction but measured pursuant
to other pronouncements within the scope of SFAS No. 157.

In February 2008, the FASB issued FSP FAS No. 157-2,
Effective Date of FASB Statement No. 157, which delays the effec-
tive date of SFAS No. 157 by one year for non-financial assets
and liabilities, excepr those thar 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 SEAS 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 liability, however in the
absence of such informarion, an entity would be allowed to
measure the fair value of the Kability at the amount it would
receive as proceeds if it were to issue that liability at the measure-
ment date.

SFAS No. 159

in February 2007, the FASB issued SFAS No. 159, The Fair
Value Option for Financial Assets and Financial Liabilities (SFAS
No. 159). SFAS No. 159 provides an entity with the option, at
specified election dates, to measure certain financial assets and
liabilities and other items ar fair value, with changes in fair value
recognized in earnings 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 option for each eligible item. The provisions of SFAS

Nao. 159 became effective for us beginning January 1, 2008, We
are currently evaluating whether fair value accounting is appro-
priate for any of our eligible items and cannot estimate the impact
that $FAS No. 159 may have on our results of operations and
financial condition.

SFAS No. 141R

In Decemnber 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
assumed and any noncontrolling interest in the acquiree ar their
acquisition-date fair values. SFAS No, 141R also requires dis-
closure of the information necessary for investors and other users
to 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. 141R
amends SEAS No. 109 to require the acquirer to recognize
changes in the amount of its deferred tax benefits recognizable
due to a business combinarion either in income from continuing
operations in the period of the combination or directly in con-
tributed capical, depending on the circumstances. The provisions
of SFAS No. 141R will become effective for acquisitions on or
after January 1, 2009, excepr for the tax provisions which apply to
business combinations regardless of the acquisition dare.

SFAS No. 160

In December 2007, the FASB issued SFAS No. 160, Non-
controlling Interests in Consolidated Financial Statements (SFAS
No. 160). SFAS No. 160 requires that nencontrolling (minority)
interests be reported as a component of equity, net income artrib-
utable to the parent and to the non-controlling interest be sepa-
rarely identified in the income statement, changes in a parent’s
ownership interest while the parent rerains its controlling interest
be accounted for as equity transactions, and any retained non-

controlling equity investment upon the deconsolidation of a sub-
sidiaty 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 condirion.

EITF 06-4

In September 2006, the FASB ratified the consensus reached by
the EITF on Issue No. 06-4, Accounting for Deferred Compensa-
tion and Postretivement Benefir 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
postretirement benefit plan exists) or APB Opinion No. 12,
Deferred Compensation Contracts (if the arrangement is, in sub-
stance, an individual deferred compensation contracr) based on
the substantive agreement with the employce. The provisions of
EITF 06-4 became effective for us beginning January 1, 2008 and
will not have a material impact on our results of operations or
financial condition.

EITF 06-11

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 1o
retained earnings and are paid to employees for nonvested equity-
classified share-based payment awards. Effective January 1, 2008,
we began recognizing such income tax benefits as an increase to
additional paid-in capital rather than as a reduction to income tax
expense, We do nat expect EITF 06-11 to have a material impact
on our results of operations or financial condition.

FSP FIN 39-1

In April 2007, the FASB issued FSP No. FIN 39-1, Amendment
of FASB Interpreration No. 39, Offsetting of Amounts Related to
Certain Contracts (FSP FIN 39-1). FSP FIN 39-1 amends FIN 39
to permir the offsetting of amounts recognized for the right to
reclaim cash collateral or the obligation to return cash collateral
against amounts recognized for derivarive instruments executed
with the same counterpatty under the same master netting
arrangement that have been offset. FSP FIN 39-1 became effec-
tive for us beginning January 1, 2008 and must be applied retro-
actively to all financial statements presented, unless it is
impracticable to do so. We are currently evaluating the impact
that FSP FIN 39-1 may have on our financial condition. We do
nor expect FSP FIN 39-1 to have an impact on our results of
operations or cash flows.
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NOTE 5. ACQUISITIONS

Pablo Energy LLC

In February 20006, 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
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&T 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.

Kewaunee Nuclear Power Station

In July 2005, we completed the acquisition of the 556 megawart
{Mw) Kewaunee nuclear power station {Kewaunee), located in
northeastern Wisconsin, from Wisconsin Public Service Corpo-
ration, a subsidiary of WPS Resources Corporation, and Wiscon-
sin Power and Light Company, a subsidiary of Alliant Energy
Corporation, for approximately $192 million in cash. The oper-
ations of Kewaunee are included in our Dominion Generation
operating segment.

USGen Power Stations

In January 2003, 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 Point
power station in Somerset, Massachusetts; the 754 Mw Salem
Harbor 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 0il E&P
Operations and Assets

We have completed the sale of our non-Appalachian natural gas
and oil E&F operations and assets for approximarely $13.9 bil-
lion. At December 31, 2006, our non-Appalachian natural gas
and oil assets included about 5.5 trillion cubic feet equivalent
(Tcfe) of proved reserves. The Appalachian assets that we have
retained included about 1.1 Tefe of proved reserves at
December 31, 2007 and 2006.

Due to the sale of our entire Canadian cost pool, the results of
operations for our Canadian E&P business are reported as dis-
continued operarions in our Consolidated Statements of Income.
The results of operations for our U.S. non-Appalachian E&P
business were not reported as discontinued operations in our
Consolidated Statements of Income since we did not sell our
entire U.S. cost pool, which includes the rerained Appalachian
assets.

We used most of the after-tax proceeds from these dis-
positions to reduce our cutstanding debt and repurchase shares of
our commen stack, as discussed in Notes 19 and 21.

The E&D operaticns 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 approximately $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 rable presents selected information regarding
the results of operations of our Canadian E&P operations, which
are reported as disconcinued operations in our Consolidated
Statements of Income:

Year Ended December 31, 2007 2006 2005
{millions)

Operating revenue $ 82 %144 $134
Income before income taxes 14541 24 29

(1) Amount includes pre-tax gain of $191 million recognized on the sale.

U.S. Operations

On July 2, 2007, we completed the sale of substantially all of our
offshore E&D operations to Eni Petroleum Co. Inc. (Ent) for
approximately $4.73 billion.

On July 31, 2007, we completed the sale to HighMount
Exploration & Production LLC, a newly fortned 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 XT'O Energy
Inc. of our E&P operarions in the Gulf Coast, Rocky Mountains,
South Louisiana and San Juan Basin of New Mexico for approx-
imately $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
Operations

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 mainrenance expense in our
Consolidated Statement of Income, predominantly reflecting the
reclassification of losses from AOCI to earnings and subsequent
changes in fair value of these conttaces of $541 million ($342
million after-tax) in 2007. We terminated these gas and oil
derivatives subsequent to the disposal of the non-Appalachian
E&cP business. We recognized a similar charge of $15 million (89
million after-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 million ($108 million after-tax) for the recognition of cer-
tain forward gas contracts that previously qualified for the normal
purchase and sales exemption under SFAS No. 133. The $171
million charge includes $139 million associated with VPP agree-
ments to which we were a party, We paid $250 million to termi-
nate the VPP agreements and have rerained 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 ($56 million after-tax) in
2007, related to the sale of our U.S. non-Appalachian E&P busi-
ness, which are reflected in other operations and maintenance
expense in our Consolidated Statement of Income. We also
recognized expenses for employee severance, retention, legal,
investment banking and other costs of $30 million ($18 million
after-tax) in 2007 related to the sale of our Canadian E&P oper-
ations, which are reflected in discontinued operations in our
Consolidated Statement of Income.

We recognized a gain of approximately $3.6 billien {$2.1 bil-
lion after-tax) from the disposition of our U.S. non-Appalachian
E&P operations. This gain is net of expenses related to the dis-
position plan for transaction costs, including audit, legal, invest-
menc banking and other costs of $48 million (830 million after-
tax), but excludes severance and retention costs and costs asso-
ciated with the discontinuance of hedge accounting and recog-
nition of forward gas contracts. We paid federal income raxes
related to the gain on the sale in the fourth quarter of 2007. We
expect to pay the related state income taxes by the end of the
second quarter of 2008.

The toral impact on net income from the sale of our Cana-
dian and U.S. non-Appalachian E&P operations was a benefit of
$1.5 billion for 2007. This benefit is net of expenses for trans-
action costs, severance and retention costs, costs associated with
the discontinuance of hedge accounting and recognition of for-
ward gas contracts, and costs associated wich our debt tender offer
completed in July 2007 using a portion of the proceeds received
from the sale, as discussed in Note 19,

Disposition of Partially Completed Generation Facility

In September 2007, we completed the sale of the Dresden Energy
merchant generation facility {Dresden) to AEP Generating
Company (AEP) for $85 million. Dusing 2007, we recorded a
$387 million {$252 million after-tax) impairment charge in other
operations and maintenance expense to reduce Dresden’s carrying
amount ro 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 outstanding shares of the capital
stock of Gichner, Inc. (an affiliate of Gichner), as well as all of the
membership interests in Dallastown Realty (Dallastown).

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 Consolidared 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 Gichner and Dallastown, which are
reported as discontinued operations in our Consolidated State-
ments of Income:

Year Ended December 31, 20607 2006 2005
(millions)

Qperating revenue $29 341 $28
Income (loss) before income taxes {7} 2 1

Sale of Merchant Generation Facilities

In 2007, we sold three of our natural gas-fired merchant gen-
eration 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;

+  Troy, a 600 Mw station in Luckey, Chio; and

»  Pleasants, a 313 Mw station in St. Mary's, West Virginia.

During 2006, we recorded a $253 million {($164 million
after-tax) impairment charge in other operations and maintenance
expense to reduce the Peaker facilities’ carrying amount to their
estimared fair value less cost to sell. The carrying amounts of the
major classes of assets and liabilities classified as held for sale in
our Consolidated Balance Sheet at December 31, 2006 were
comprised of property, plant and equipment, net {$245 million),
inventory ($13 million} and accounts payable ($3 million).

The following rable presents selected informartion regarding
the results of operations of the Peaker facilities, which are
reported as discontinued operations in our Consolidated Seate-
ments of Income:

Year Ended December 31, 2007 2006 2005
(millions)

Operating revenue $5 %42 3571
Loss before income taxes (31)  (283) (19

The Peaker facilities’ operating revenues were relared o sales
to other Dominion affiliates. In addition, the Peaker facilities
purchased $1 million, $14 million and $38 million of electric fuel
from affiliates in 2007, 2006 and 2005, respecrively.

Planned Sale of Regulated Gas Distribution Subsidiaries
On March 1, 2006, we entered inte an agreement wich Equitable
Resources, Inc. (Equirable), to sell two of our wholly-owned regu-
lated 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 companies operate,
as well as antitruse clearance under the Hart-Scott-Rodino Act. In
January 2008, Dominion and Equirable announced the termi-
nation of the agreement for the sale of Peoples and Hope, primar-
ily due to the continued delay in achieving final regulatory
approval. We are seeking other offers for the purchase of these
urilities.
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The carrving amounts of the major classes of assets and
liabilities classified as held for sale in our Consolidated Balance
Sheets are as follows:

The following table presents selected information regarding
the results of operations of Peoples and Hope:

Year Ended December 31, 2007 2006 2005

As of December 31, 2007 2006 {millions)
{millions) QOperating revenue $673 3699 $742
ASSETS Income {loss) before income taxes 78 (112} 54
Current Assets . . 1 s
Customer receivables $ 147 - 35 144 During 20006, we recognized a $166 million ($104 million
Other 109 125 after-tax) charge, recorded in other operations and maintenance

Total current assets 256 269 expense in our Consolidated Statement of Income, resulting from
Property, Plant and Equipment the write-off of certain regulatory assets related to the planned sale
Property, plant and equipment 1,160 1,129 of Peoples and Hope, since the recovery of those assets was no
Accumulated depreciation, depletion and longer probable. During 2006, we also established $145 million

amortization (367) (375) of deferred tax liabilities, as discussed in Note 9,

Total property, plant and equipment, net 793 754
Deferred Charges and Other Assets
g;f]%U'atﬂrv assets ‘Ug 10? NOTE 7. PRO FORMA FINANCIAL

il STATEMENTS (UNAUDITED)
Total deferred charges and other assets 111 110 . .
Assets held for sale $1,160 $1.133 ThF accompanying unaudited Pro Forma Condensed Con-
solidared Statements of Income for the year ended December 31,

t[ABILI'IEE:-I- - $ 210 ) 2007, reflect the sale of our non-Appalachian E&P operations as

urrent Liahi |‘t|es o $ 236 if it had occutred on January 1, 2007.
Deferred Credits and Other Liabilities Th P> di have b based h G
Deferred income taxes and investment tax credits 208 187 ¢ pro forma agjustments have becn based on the operations
Other 74 71 of our non-Appalachian E&P business during the period pre-

Totai daferred credits and other liabilities 282 258 sented, the impact of the sale of these operations and other trans-

Liahilities held for sale $ 492 $ 494 aCtiOﬂS resulting ﬁ'OlTl thﬁ sale. The pI'O forma adjustmcnts haVC

EITF Issue No. 03-13, Applying the Conditions of Paragraph
42 of FASB Statement No. 144 in Determining Whether to Report
Discontinued Operations (EITF 03-13), provides that the results
of operations of a component of an entity thar has been disposed
of or is classified as held for sale 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 operations 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 Peoples or Hope
after their disposal, we do expect to have continuing cash flows
related primarily to our sale to them of natural gas production
from our Appalachian E&P operations, as well as natural gas
transportation and storage services provided to them by our gas
transmission operations. Due 1o these expected significant con-
tinuing cash flows, the results of Peoples and Hope have not been
reported as discontinued operations in our Consolidated State-
ments 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 circumstances change, we may be required to reclassify the
results of Peoples and Hope as discontinued operations in our
Consolidated Statements of [ncome.

been made to illustrate the anticipated financial impact of the sale
upon Dominion 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 pre-
sented is not necessarily indicative of the consolidated results of
operations that would have been reported had the transaction
actuzlly occurred on the date presented. Moreover, the pro forma
financial information does not purport to indicate the future
results that Dominion will experience.
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Pro Forma Condensed Consolidated Statement of Income
Year Ended December 31, 2007

Less: E&P  Prc Forma Pro Forma
As Reported  Dispositions  Adjustments Results

{millions, except per share amounts)
Qperating Revenue $15674 $1,318 $ — $14,356

Operating Expenses
Electric fuel and energy

Nonrecurring Items 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 Non-Appalachian
Ec#P Operations in Note 6.

purchases 3,511 - — 3511 NOTE 8. OPERATING REVENUE
Purchased electric i . X
capacity 439 - — 439 Our operating revenue consists of the following:
Purchased gas 2,766 68 — 2,698
Other energy-related Year Enced Oecember 31, 2007 2006 2005
commodity purchases 252 — — 252 {millipns)
Othe( operations and © 374 Elactric sales:
ginaintenance 4854 1,097 @y 3,749 Regulated $6044 § 5451 $ 5543
non-Appatachian E&P Nonregulated 3,099 2,528 3,044
business {3,635)  (3,635) — — Gas sales:
Depreciatian, depletion Regulated 1,174 1,397 1,763
and amortization 1,368 431 — 937 Nonregulated 3,238 3,524 4,182
Other taxes 552 82 — 470 Other energy-refated commodity sales 846 1,939 2,005
Total operating Gas transpaortation and storage 1,031 943 899
expenses 10,107 (1,957) (8) 12,006 Other 242 515 373
Income from operations 5,567 3,275 8 2,300 Total operating revenue $15,674 $16,297 $17,809
Other income 102 1 — 101
Interest and related charges 1,175 — (234)0

(1532 788

Income from continuing

operations before income

tax expense and minority

interest 4,494 3,276 395 1,613
income tax expense 1,783 1,446 153 480
Minority interest 6 — —_ 6

Income from continuing
operations $ 2705 %1830

$ 242 $ 1,117

Eamnings Per Share
Income from continuing

operations—Basic $ 415 — — % 193
Income from continuing
operations—Diluted $ 413 — — % 1.9
Weighted average shares
outstanding—Basic 650.8 — (71.5)» 579.3

Weighted average shares

outstanding—Diluted 655.2 — (71.5) 583.7

(1) Represents the removal of non-recurring expenses associated with the
completion of our debt tender offer in fuly 2007, using a portion of the
proceeds from the disposition of our non-Appalachian ECP operations.

(2) Represents the provated decrease in interest expense resulting from the
repayment of $3.4 billion in debt with a portion of the proceeds from the
disposition of eur non-Appalachian EGP operations. This amount is
comprised of $2.5 billion in long term debt retived in connection with
our debt render offer completed in July 2007; $500 million of bank debt
incurred at onr CNG subsidiary which was repaid prior o the merger o
that subsidiary with and into Dominion, effective June 30, 2007; $200
million of senior notes originally issued by our subsidiary Dominion
Oklahoma Texas Exploration & Production, Inc., which were redeemed
in June 2007 and $200 million of trust preferred securities originally
issued by Dominion CNG Capital Trust I, which were redeemed in
July 2007.

(3) Reflects the income tax effects of the pro forma adjustments associated
with the disposition of our non-Appalachian E¢rP operations based on
the weighted-average statutary rates for all jurisdictions that would have
applied during the period,

(4) Reflects the provated tmpact of our equity tender offer discussed in Note
21. We purchased approximately 115.5 million shares at a price of
B395.50 per share, with a portion of the proceeds received from the dis-

position.

NoOTE 9. INCOME TAXES

Details of income tax expense for continuing operations were as
follows:

Year Ended December 31, 2007 2006 2005
(millions}
Current:
Federal $2,875 $195 $420
State 217 139 103
Total current 3,092 334 523
Deferred:
Federal (1,283) 536 86
State (15) 73 (19
Total deferred {1,298) 609 &7
Amortization of deferred investment Lax
credits {11) (16) (17}
Total income tax expense $1,783 $927 3573

For continuing operations, the statutory U.S. federal income tax
rate reconciles to the effective income tax rare as follows:

Year Ended Cecember 31, 2007 2006 2005

U.S. statutory rate 35.0% 35.0% 35.0%
Increases (reductions} resulting from:

Goodwill—sale of U.S. non-Appalachian E&P

business 5.6 — —
Recognition of deferred taxes—stock of

subsidiaries held for sale (0.2} 59 —
State taxes, net of federal benefit 31 58 36
Valuation alfowances (2.8} (6.6) 1.0
Domestic production activities deduction 05 (O —-—
Amortization of investment tax credits 0.2) (05 (0.8)
Employee stock ownership plan deduction (0.3} (0.5 (0.8)
Employee pension and cther henefits 02y (©3 (1.2
Other, net 62 (1.1)y (1.1

Effective tax rate 39.7% 37.6% 357%
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In 2007, our effective tax rare reflected the effects of the sale
of our U.S. non-Appalachian E&P operations, including the
impact of goodwill, not deducrible for tax purposes, that reduced
the beok gain on sale. In addition, we recognized a tax benefit
from eliminating $126 million of valuation allowances on
deferred tax assets thar relate to federal and state loss carryfor-
wards, which will now be urilized to partially offset taxes other-
wise payable on the gain from the sale.

In 2006, our effective tax rate reflected the tax benefit from a
net $163 million decrease in valuation allowances on deferred tax
assets resulting from the elimination of valuation allowances
related to federal and state tax loss carryforwards then expected to
be utilized to offset capital gain income anticipated from the sale
of Peoples and Hope, partially offset by valuadion allowance
increases primarily associated with deferred tax assets recognized
as a result of impairments of certain DCI investments discussed in
Note 28. This net benefit was partially offsec by the establishment
of $145 million of deferred rax 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 Deferred Tax Assets for a Parent Company’s
Excess Tax Basis in the Stock of @ Subsidiary that is Accounted for as
a Discontinued Operation (EITF 93-17). Although these sub-
sidiaries are not classified as discontinued operations, 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 thar chis 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 to termi-
nate the agreement for the sale of Peoples and Hope. We anrici-
pate thar 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 determined based on the sale
of the subsidiaries’ underlying assets. Accordingly, in January
2008, we reversed $136 million of deferred tax liabilities, repre-
senting the adjusted balance of the amounts escablished under
EITF 93-17.

Deferred income taxes reflect the net tax effects of temporary dif-
ferences between the carrying amount of assets and liabilities for
financial reporting purposes and the amounts used for income tax
purpases. Our net deferred income taxes consist of the following:

As of December 31, 2007 2006
{millions)
Deferred income taxes:
Total deferred income tax assets $1,871 %1406
Total deferred income tax liabilities 6,173 6,918
Total net deferred income tax liabilities $4,302 $5,512

Total deferred income taxes:
Depreciation methed and plant basis differences  $2,724  $2,878

Gas and oll E&P related differences 520 2,186
Deferred state income taxes 506 514
Pension benefits 582 431
Recognition of deferred taxes—stock of
subsidiaries held for sale 136 145
Loss and credit carryforwards (157) (762)
Valuation allowances 23 144
Other (32} (24)
Tota! net deferred income tax liabilities $4.302 $5,512

At December 31, 2007, we had the following loss and credit carry-

forwards:

*  Federal loss carryforwards of $49 million that expire if unutil-
ized during the period 2009 through 2021, A valuation
allowance on $1 million of carryforwards has been established
due to the uncerrainty of realizing these furure deductions;

*  State loss carryforwards of $1,245 million thar expire if unutil-
ized during the period 2008 through 2027. A valuation
allowance on $696 million of these carryforwards has been
established; and

*  State minimum tax credits of $81 million thar do nort expire
and other state income rax credits of $21 million that will
expire if unutilized during the period 2011 through 2017.

Judgment and the use of estimates are required in developing
the provision for income taxes and reporting of tax-related assets
and liabilities. The interpretation of tax laws involves uncertaincy,
since tax authorities may interpret the laws differencly. We are
routinely audiced by federal and state tax authorities. Uldimate
resolution of income tax matters may result in favorable or
unfavorable impacts to ner income and cash flows and adjust-
ments to tax-related assets and liabilities could be material.

Prior to 2007, we established liabilities for income tax-refated
contingencies when we believed that it was probable that a
liability had been incurred and the amount could be reasonably
estimared and subsequently reviewed them in light of changing
facts and circumstances. At December 31, 2006, our Con-
solidated Balance Sheet included $187 million of income rax-
relared contingent liabilities, including $133 million related to
our deduction of a calendar year 2003 net operating loss, a sub-
stantial portion of which resulted from a write-off related o our
discontinued telecommunications business and $27 million
relared to our use of certain rax credits to reduce tax payments.

With the adoption of FIN 48, effective January 1, 2007, we
recognize in the financial statements 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 recog-
nition and measurement under FIN 48 in the charge to begin-
ning 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 por-
tion of the related tax benefit is not recognized in the financial
statements, we disclose such amount as an unrecognized tax bene-
fit. These unrecognized tax benefits impact the financial state-
ments by increasing raxes payable, reducing tax refund receivables,
increasing deferred tax liabilities or decreasing deferred tax assets.
Also, when uncercainty abour the deducribilicy of an amounc is
limited to the timing of such deducribiliry, the increase in taxes
payable (or reduction in tax refund receivable) is accompanied by
a decrease in deferred tax liabilities.

A reconciliation of changes in our unrecognized tax benefits

during 2007 follows:

Amaunt

{millions}

Balance at January 1, 2007 $ 625
Increases—--pricr period positions 64
Decreases—aprior pericd positions (40)
Current period positions 70
Prior periog positions becoming otherwise deductible in

current period (252)
Settlernents with tax authorities (60)
Balance at December 31, 2007 $ 407

Unrecognized tax benefits, that, if recognized, would affect
the effective tax rate, increased from $76 million ar January 1,
2007 ro $101 million at December 31, 2007, Due to this increase
(excluding the effects of a $1 million increase in unrecognized rax
benefits related to refund claims and $1 million paid to tax
authorities for settlements), toral income tax expense for 2007
increased by $25 million.

For the majority of our unrecognized tax benefits, the ulti-
mate deductibility is highly certain, but there is uncertainty about
the timing of such deducribility. Some unrecognized rax benefits
reflect uncertainey as to whether the amounts are deducrible as
ordinary deductions or capital losses. With che realization of gains
from the non-Appalachian E&P sales (see Note 6), these prior
year amounts, if ultimarely 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 raken. Pending reso-
lution of these timing uncertainties, interest is being accrued until
the petiod in which the amounts 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 qual-
ify for the U.S. federal foreign tax credit. Depending on the prog-
ress of those proceedings, we may file a refund claim for these
credits in 2008. At this time, we cannot estimate 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 2000 are no longer
subject to examination, except 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.S. Congressional Joint Committee on Tax-
ation completed its review of our settlement with the Appellare
Division of the Internal Revenue Setvice (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 adjust-
ments, we will not receive the refund for 1998 until issues for
later tax years, pending at IRS Appeals, are settled.

We are currently engaged in settlement negotiations with IRS
Appeals regarding certain adjustments proposed during the
examinarion 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 of certain affiltated partnerships. We filed
protests for certain proposed adjustments with IRS Appeals in
July and October 2007. In addition, the IRS began its audic of
tax years 2004 and 2005 in November 2007,

With our appeals of assessments received from tax authoridies,
including amounts related to our settlement negotiations with
IRS Appeals for 1999 through 2001, we believe that it is reason-
ably possible, based on settlement negotiations and risks of liti-
gation, that unrecognized tax benefits could decrease by up o $47
million over the nexr twelve months. In addition, unrecognized
tax benefits could be reduced by $18 millien to recognize prior
period amounts becoming otherwise deductible in the current
period. With regard to tax years 2002 through 2005, we cannot
estimate the range of reasonably possible changes to unrecognized
tax benefits that may occur during the next twelve months.

For major states in which we operate, the earliest tax year
remaining open for examination is as follows:

Earliest

Open Tax

State Year
Pennsylvania 2000
Connecticut 2001
Massachusetts 2005
Virginia 2004
West Virginia - 2004

We are also obligated to report adjustments resulting from
IRS settlements to state rax authorities. In addition, if we urilize
state net operating losses or tax credits genr:ratcd in years for
which the stature of limitations has expired, such amounts are
subject o examination,

In February 2008, the President of the U.S. signed into law
the Economic Stimulus Act of 2008 (the Acr). The Act includes
provisions to stimulate economic growth, including incentives for
increased capital investment by businesses. We are currentdy
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evaluating the Act but have not yet determined its impact on our
2008 and future results of operations, cash flows or financial
condition,

NOTE 10. HEDGE ACCOUNTING ACTIVITIES

We are exposed to the impact of market fluctuations in the price
of electricity, natural gas and other energy-related products mar-
keted and purchased, as well as currency exchange and interest
rate risks of our business operarions. We use derivative instru-
ments to manage our exposure to these risks and designate certain
derivative insttuments as fair value or cash flow hedges for
accounting purposes as allowed by SFAS No. 133. As discussed in
Note 2, for jurisdictions subject to cost-based regulation, changes
in the fair value of derivatives designated 2s hedges are deferred as
regulatory assets or regulatory liabilities until the related trans-
actions impact earnings. Selected information about our hedge
accounting activities follows:

Year Ended December 31, 2007 2006 2005
({millions)

Partion of gains (losses) on hedging instruments
determined to be ineffective and included in

net income:

Fair value hedges $6 322 %18

Cash flow hedges(l? 50 44 (79)
Net ineffectiveness $56 322  $(6L

In June 2006, we recorded a $60 million {$37 million after-
tax) charge eliminating the application of hedge accounting for
certain interest rate swaps assoctated with our junior subordinated
notes payable to affiliated trusts that sold trust preferred securites.

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 would not occur. The dis-
continuance of hedge accounting for these contracts resulted in
the reclassificarion of $30 million ($19 million after-tax) of losses
from AQCI to earnings in March 2005.

Additionally, due to interruptions in gas and oil production in
the Gulf of Mexico and southern Louisiana caused by Hurricanes
Katrina and Rita (2005 hurricanes), we discontinued hedge
accounting for certain cash flow hedges in August and September
2003, since it became probable 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 after-tax) of losses from AOCI to earnings in the
third quarter of 2005. Losses related to the discontinuance of
hedge accounting are reported in other operations and main-
tenance expense in our Consolidated Statements of Income.

The following table presents selected information, for juris-
dictions not subject to cost-of-service rate regulation, related to
cash flow hedges included in AOCI in our Consolidated Balance
Sheet at December 31, 2007:

(1) Represents hedge ineffectiveness, primarily due vo changes in the fair
value differential between the delivery location and commodity specifica-
tions of derivatives held by our E¢rP operations and the delivery location
and commodity specifications of our fovecasted gas and oil sales.

In 2007, 2006 and 2005, 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 Srate Line power
station (State Line), we discontinued applying the normal pur-
chase and normal sale exception allowed under SFAS No. 133 o
this agreement and recorded a $231 million ($137 million after-
rax) charge in other operations and maintenance expense in cur
Consolidated Statement of Income. During the fourth quarter of
2007, we paid approximately $229 million primarily in exchange
for the termination of the power sales agreement, acquisition of
coal inventory and assignment of certain coal supply, trans-
portation and railcar lease contracts.

Portion Expected
to be Reclassified

to Earnings
during the Next
ADQC) 12 Months Maximum
After Tax After Tax Term
(millions)
Commadities:
Gas $15 $ 5 39 months
Electricity (12) 14 48 months
Other an (13)  3E months
Interest rate an (4) 222 months
Foreign currency 3 2 41 months
Total $(42) $ 4

The amounts that will be reclassified from AOCI to earnings
will generally be offset by the recognition of the hedged trans-
actions {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 rates.
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NOTE 11. EARNINGS PER SHARE

The following table presents the calculation of our basic and
diluted EPS:

Year Ended December 31, 2007 2006 2005

{millions, except per share amounts)

Income from continying cperations before
extraordinary item and cumulative effect

of change in accounting principle $2,705 $1,530 $1,033
Income {loss) from discontinued

anperations, net of tax (8) (180) )
Extraordinary item, net of tax (158) — —
Cumulative effect of change in accounting

principle, net of tax — — (6)
Net income $2,539 $1,380 $1,033
Basic EPS
Average shares of common stock

outstanding—basic 650.8 699.5 6846
Income from continuing operations before

extraordinary item and cumulative effect

of change in accounting principle $415 $219 $ 1.51
Income (loss) from discontinued

operations (0.01) (C.22) 0.01
Extracrdinary item {0.24) — —
Cumulative effect of change in accounting

principle — — {0.01)
Net income $390 %197 3151
Diluted EPS
Average shares of common stock

outstanding 650.8 699.5 684.6
Net effect of potentially dilutive

securities!! 4.4 37 43
Average shares of common stock

cutstanding—diluted 655.2 703.2 6889
Income from continuing operaticns before

extraordinary ltern and cumulative effect

of change in accounting principle $413 $ 217 $150
Income (less) from discentinued

operations (0.01} (0.21) 0.01
Extraordinary item (0.24) — —
Cumulative effect of change in accounting

principle —_ — (0.01)
Net income $38 $196 $150

(1) Potentially dilutive securities consist of aptions, restricted stock and con-
singently convertible senior notes. 2006 potentially dilutive securities also
included equity-linked securities and 2005 potentially dilutive securities
also included shares that were isuable under a forward equity sale
ﬂgreement.

Potentially dilutive securities with the right w purchase
approximately 2 million and 6 million average common shares for
the years ended December 31, 2006 and 2003, respectively, were
not included in the respective period’s calculation of dilured EPS
because the exercise or purchase prices included in those instru-
ments were greater than the average market 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 decom-
missioning trust funds, retained interests frem prior securitiza-
tions of financial assets and subordinated notes related to certain
collareralized debt obligations, all of which are classified as avail-
able for sale. In addition, we hold marketable debe and equity
securities, which are classified as trading, in rabbi trusts associated
with certain deferred compensarion plans.

Available-for-sale securities as of December 31, 2007 and
2006 are summarized below. There were no unrealized losses
included in AQCI as of December 31, 2007 or 2006.

Total
Fair Unrealized
Value Gains
(millions)
2007
Equity securities $1,784 $486
Debt securities 1,047 33
Total $2,831 $519M
2006
Equity securities $1,753 $456
Debt securities 1,003 15
Total $2,756 $471@

(1) Included in AOCI and regulatory liabilities as discussed in Note 2.
(2) Included in AOCI in our Consolidated Balance Sheet.

Debrt securities backed by morcgages and loans do not have
stated contractual maturities, as borrowers have the right to call or
repay obligations with or without call or prepayment penalties.
DCI held $38 million of these debr securiries at December 31,
2006. During 2007, DCI recognized impairment losses of $27
million ($16 million after-tax) due to changes in market valu-
ations. DCH 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 maturity are as follows:

Amount
{millions)
Due in one year or less $ 77
Due after one year through five years 291
Due after five years through ten years 296
Due after ten years 383
Total $1,047

Presented below is selected information regarding our invest-
ment securities. In determining realized gains and losses, the cost
of these securities was determined on a specific identification basis.

Year Ended December 31, 2007 2006 2005
{millions)
Available-for-sale securities:
Proceeds from sales $916 $1,025 $754
Realized gainst? 100 Q0 46
Realized lossest! 144 77 45
Trading securities:
Net unrealized gain (loss) (3) 9 &

(1) Includes realized gains and losses recorded to a regularory liability in
2007, as discussed in Note 2.
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Notes to Consolidated Financial Statements, Continued

NOTE 13. PROPERTY, PLANT AND
EQUIPMENT

Major classes of property, plant and equipment and their
respective balances are:

At December 31, 2007 2006
{millions)
Utility:
Generation $10,237 $10,088
Transmission 3,817 3627
Distribution 8,332 7,944
Storage 1,146 1,109
Nuclear fuel 930 807
Gas gathering and processing 647 433
General and other 732 735
Other—including plant under construction 1,819 1,136
Total utility 27,660 25,879
Nonutility:
Exploration and production properties being
amortized:
Proved 1,789 11,747
Unproved — 913
Unproved exploration and production properties
not being amortized 10 1,067
Merchant generation—nuclear 1,077 1,034
Merchant generation—other 1,393 1,311
Nuclear fuel 482 441
Other—inctuding plant under construction 920 1,083
Total nonutility 5671 17,596

Total property, plant and equipment $33,331 343575

Following the sale of our non-Appalachian E&P operations,
costs 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 drilling or as properties are deemed to be
impaired, excluded costs and any related reserves are transferred
on an ongoing, well-by-well basis into the amortization calcu-
fation.

Amortization rates for capitalized costs under the full cost
method of accounting for our U.S. and Canadian cost centers
were as follows:

Year Ended December 31, 2007 2006 2005
{Per mcf equivalent)

U.S. cost center $1.80 3165 $141
Canadian cost center — 219 1.82

mef = thousand cubic feet

(1) As a result of the sale of our Canadian E¢hP operations in fune 2007,
we discontinued the amortization of capitalized unproved property costs
for the Canadian cost center as of June 30, 2007, The amortization rate
Jor capitalized costs for our Canadian cost center as of June 2007 was
81.89 per mcf equivalent.

Volumetric Production 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
teserves for the period March 2005 through February 2009. The
sale reduced our proved natural gas reserves by approximarely 76
billion cubic feet (bef) in 2005. While we were obligated under
the agreement to deliver to the purchaser its portion of future
natural gas production from the properties, we retained control of
the properties and rights to future development drilling. If pro-
duction from the properties subject to the sale was inadequate to
deliver the approximately 76 bef of narural 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 revenue. We recognized revenue as narural
gas was produced and delivered to the purchaser. We previously
entered into VPP rransactions in 2004 and 2003 for approx-
imately 83 bcf 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 million at December 31, 2006 and 2005,
respectively. During 2007, in conjunction with the sale of our
non-Appalachian E&P operarions, we paid $250 millien 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

In 2007, we sold our non-Appalachian narural gas and oil E&P
operations and assets for approximately $13.9 billion, which
included the sale of a porrion of our U.S. full cost pool and cur
entire Canadian full cost pool.

In 2006, we received approximately $393 million of proceeds
from the sale of gas and oil properties, primarily resulting from
the fourth quarter sale of certain properties located 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 srations at
December 31, 2007 is as follows:

Bath Caunty
Pumped North Anna Clover Millstone
Storage Power Power Power
Station Station Statien Stationtt)
(millions, except percentages)
QOwnership interest 60.0% 88.4% 50.0% 93.5%
Plant in service $1,013  $2,053 §$ 557 $ 791
Accumulated depreciation (415) (998) (141} {141}
Nuclear fuel — 457 — 253
Accumulated amortization
of nuciear fuel - {356) — (162)
Plant under construction 10 110 1 55

(1) Represents our ownership interest in unit 3.

The co-owners are obligated to pay their share of all future con-
struction expenditures and operating costs of the jointly-owned
facilicies in the same proportion as their respective ownership inter-
est. We reporr our share of operating costs in the appropriate operat-
ing expense (electric fuel and energy purchases, other operations and
maintenance, depreciation, depletion and amortization and other
taxes, etc.) in our Consolidared Statements of Income.
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NOTE 14. GOODWILL AND INTANGIBLE ASSETS

Goodwill
The changes in the carrying amount of goodwill during the year ended Diecember 31, 2007 are presented below:

Corporate
Cominion Dorninion Dominion Dominion and
Generation Energy Delivery E&P DVP Other Total
{millions}
Balance at December 31, 2006 $1,479 $740  $1,184 $877 $ — $18 34,298
Sale of non-Appatachian E&P business — — — {760) — (760)
Sale of Peaker facilities (24} — — —_ —_ — 24
Sale of Gichner and Dallastown — — — — — (18 (18)
Reallocation due to segment realignmentt — 121 (1,184) (1n 1,084 86 —
Balance at December 31, 2007 $1,455 $861 § — $ — $1,084 $86 $3496

(1) Refleces the reallocation of goodwill due to the transfer of:
«  Regulated eleceric distribution and nonregulated resasl energy marketing operations from Dominion Delivery fo DV
Dominion East Ohio from Dominion Delivery to Dominion Energy;
Regulated electric transmission operations from Dominion Energy to DVE;
Appalachian E&-P eperations from Dominion EGP to Dominion Energy; and
Peoples and Hope aperations from Dominion Delivery to Corporate and Other.

There was no impairment of or material change to the carrying amount or segmenc allocation of goodwill in 2006 or 2005.

Other Intangible Assets

All of our intangible assets, other than goodwill, are subject to
amortization over their estimated useful lives. Amortizarion
expense for intangible assets was $115 million, $106 million and
$130 million for 2007, 2006 and 2005, respecrively. In 2007, we
acquired $77 million of intangible assets, primarily representing
software and emissions allowances, with an estimated weighted-
average amortization period of approximately 10.9 years. The
components of our intangible assets are as follows:

At December 31, 2007 2006

Gross Gross
Carrying  Accumulated Carrying  Accumulated
Amount Amortization Amount Amortization

{mitlions)
Software and software

licenses $ 591 $340 $ 642 $359
Emissions allowances 168 39 177 30
Other 252 a4 235 37
Total $1,021 $423 31,054 $426

Annual amortization expense for these intangible assets is
estimated ro be $83 million for 2008, $76 million for 2009, $62
million for 2010, $35 million for 2011 and $23 millien for
2012,
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Nortes to Consolidated Financial Statements, Conrtinued

NOTE 15. REGULATORY ASSETS AND
LIABILITIES

Our regulatory assets and liabilities include the following:

At December 31, 2007 2006
(millions)
Regulatory assets:
Unrecovered gas costs $ 63 %11
Regulatory assets—currentil? 63 11
Unrecognized pension and ofher postretirement
benefit costst 272 135
Customer bad debts®) 70 85
RTO start-up costs and administration fees™® 103 74
Deferred cost of fuel used in electric generation® 386 72
Other postretirement bengfit costs'® 47 61
Income taxes recoverable through future rates(™ 30 46
Other 49 66
Regulatory assets—nan-current 957 539
Tctal regulatory assets $1,020 $550
Regulatory liabilities:
Provisicn for future cost of removal® 623 577
Decommissioning trust® 487 13
Other1® 116 31
Totat regulatory liabilities $1,226 3621

(1) Reported in other current assets.

{2} Represents unvecognized pension and other postretirement benefit costs
expected to be recovered through future rates by certain of our rate-
regulated subsidiaries.

(3) Instead of recovering bad debi costs through our base rates, the Public
Utilities Commission of Ohio (Ohic Commission) allows us to recover
all eligible bad debt expenses through a bad debt tracker. Annually, we
assess the need to adjust the tracker based on the preceding year’s
unrecovered deferred bad debe expense. The Obio Commission also has
authorized the collection of previously deferred costs associated with cer-
tain uncollectible customer accounts from 2001 over five years, begin-
ning in July 2004 through the tracker rider. Rematning cosis to be
recovered totaled 815 million at December 31, 2007.

(4) FERC has conditionally authorized onr deférral of start-up costs incurred
in connection with joining an RTO and ongoing administrative fees
paid to PIM. We bave deferred $87 million in start-up costs and admin-
istrazion fees and $16 million of associaved carrying costs. We expecr
recovery from Virginia jurisdictional retail customers 1o commence at the
end of the Virginia retail rate cap period, subject to regulatory approval.

(5) As discussed under Virginia Fuel Expenses in Note 24, in June 2007,
the Virginia Conmission approved a fuel factor increase of approx-
imately $219 million, effective July 1, 2007, with the balance of
approximately 8443 million to be deferred and subsequently recovered,
without interest, during the period commencing fuly 1, 2008, and end-
ing fune 30, 2011

(6} Costs recognized in excess of amounis included in regulated rates charged
by our regulated gas operations before rates were updated to reflect a new
method of accounting and the cost related o the accrued benefit obliga-
tion recognized as part of accounting for our acquisition of CNG.

(7} Income taxes recoverable through future rates resulting from the recog-
nition of additional deferred income taxes, not vecognized under rate-
making practices.

(8) Rates charged to customers by our regulated businesses include a provi-
sion for the cost of future activities to remove assets that are expected to
be incurred at the vime of retirement.

(9) Primarily reflects a regulatory liability established in 2007 representing
amounts previously collected from Virginia jurisdictional customers and
placed in external trusts (including income, losses and changes in fair
value thereon) for the future decommissioning af aur utility nuclear gen-
eration stations, in excess of amounts recorded pursuant to SFAS No.
143.

(10) Includes $3 million and 87 million reported in other current labilities
in 2007 and 2006, respectively.

At December 31, 2007, approximately $659 million of our
regulatory assets represented past expenditures on which we do
not earn a return. These expenditures consist primarily of deferred
fuel costs, unrecovered gas costs, RTO start-up costs and admin-
iscration fees, and customer bad debts. Unrecovered gas costs and
the ongoing portion of bad debts are recovered within two years.
Previously deferred bad debts will be recovered through 2009.

NOTE 16. ASSET RETIREMENT OBLIGATIONS

Our AROs are primarily associated with the decommissioning of
our nuclear generation facilities. In addition, our AROs include
plugging and abandonment of gas and oil wells; interim retire-
ments of natural gas gathering, transmission, distribution and
storage pipeline components; and the furure abatement of asbes-
t0s in our generation facilities. These obligations result from cer-
tain safety and environmental activities we are required to
perform when any pipeline is abandoned or asbestos is disturbed.
We also have AROs related to the retirement of the gas stor-
age wells in our underground narural gas storage network, certain
electric transmission and distribution assets located on property
that we do not own, hydroelectric generation facilities and LNG
processing and storage facilities. We currently do not have suffi-
cient informarion to estimate a reasonable range of expected
retirement dares for any of these assets. Thus, AROs for these
assets will not be reflected in our Consolidated Financial State-
ments until sufficient information becomes available to determine
a reasonable estimate of the fair value of the activities to be per-
formed. Generally, this will occur when the expected retirement
or abandonment dates are determined by our operational plan-
ning. The changes ro our AROs during 2007 were as follows:

Amaount

{millions}
Asset retirement obligations at December 31, 20060 $1,932
Obligations incurred during the period 18
Obligations settled during the period (35
Obligations relieved due to sale of non-Appa'achian E&P

business {275}
Accretion 99
Other (2)
Asset retirement obligations at December 31, 20070 $1,737

(1) Includes $2 million and $15 million reported in other current liakilities
at December 31, 2006 and 2007, respectively.

We have established trusts dedicated to funding the future
decommissioning of our nuclear plants. At December 31, 2007
and 2006, the aggregare fair value of these trusts, consisting pri-
marily of debt and equity securities, totaled $2.9 billion and
$2.8 billion, respectively.
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NOTE 17. VARIABLE INTEREST ENTITIES

FASB Interpretation No. 46 (revised December 2003), Con-
solidation of Variable Interest Entities (FIN 46R) addresses the
consolidation of VIEs. An entity is considered a VIE under FIN
46R if ir does not have sufficient equity to finance its activities
without assistance from variable interest holders or if its equiry
investors lack any of the following characteristics of a controlling
financial interest:

«  control 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 1o con-
solidate the VIE and to disclose cerrain information about its
significant variable interests in the VIE. The primary beneficiary
of a VIE is the entity that receives the majority of a VIE's
expected losses, expected residual returns, or both.

We have long-term power and capacity contracts with 4 poten-
tial 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 beneficiary of any of these
potential VIEs. The contracts expire at various dates ranging from
2015 ro 2021. We are not subject to any risk of loss from these
potential VIEs other than our remaining purchase commitments
which totaled $2.1 billion as of December 31, 2007. We paid
$211 million, $214 million and $222 million for electric capacity
and $160 million, $130 million and $159 million for electric
energy to these entities for the years ended December 31, 2007,
2006 and 2005, respectively.

Our Consolidated Balance Sheet as of December 31, 2006,
reflected $337 million of net property, plant and equipment and
$370 million of debt, 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
urility 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 generation facilicy terminated
in August 2007 and we took legal title to the facility through the
repayment of the lessor’s related debt.

As discussed in Note 28, DCI holds an investment in the
subordinated notes of a third-party CDO. In June 2006, the
CDOQ entity's equity investor withdrew its capital, which required
a redetermination of whether the CDO entity is a VIE under FIN
4GR. We concluded that the CDO entity is 2 VIE and that DCI
is the primary beneficiary of the CDO entity, which we have
consolidated in accordance with FIN 46R.

NoOTE 18. SHORT-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 capiral requirements, as a bridge to long-term
debt financing and as bridge financing for acquisitions, if appli-
cable. The levels of borrowing may vary significantly during the
course of the year, depending upon the timing and amount of
cash requirements not satisfied by cash from operations. In addi-

tion, we utilize cash and letters of credit ro fund collateral
requirements under our commodities hedging program. Collareral
requirements are impacted by commodity prices, hedging levels,
our credit quality and the credit qualicy of our counterparties. At
December 31, 2007, we had committed lines of credit toraling
$4.9 billion. These lines of credit support commercial paper bor-
rowings and letter of credit issuances. At December 31, 2007 and
2006, we had the following commercial paper, bank loans, and
leeters of credit ourstanding, as well as capacity available under
our credit faciliries:

Qutstanding Outstanding Outstanding Facility

Facility Commercial Bank Letters of  Capacity
Limit Paper  Borrowings Credit Available
{miliions)
2007
Five-year joint
revolving credit
facllity!? $3,000 $ 7157 $ — $229 $2,014
Five-year Dominion
credit facility 1,700 — 1,000 1 699
Five-year Dominion
bilateral facility® 200 — _ — 200
Totals $4,900 $ 757 $1,000 $230 $%2,913
2006

Five-year joint
revolving credit

facilitytt? $3,000 $1,759 $ — $236 $1,005
Five-year Dominion

credit facilityt? 1,700 — 500 484 716
Five-year Dominion

bilateral facility® 200 — — — 200
364-day credit

facility® 1,050 — — — 1,050

Totals $5,950 $1,759 $ 500 $720 $2,971

(1) The $3.0 billion five-year credit facility was enwered into February 2006
and terminates in February 2011, This credit facility can be used ro
support bank borrowings and the issuance ;f commercial paper, as well
as to support up to $1.5 billion of letters of credit. The weighted-average
interest rates of the outstanding commereial paper supported by this
Sacility were 5.66% and 5.41% ar December 31, 2007 and 2000,
respectively.

(2) The $1.7 billion five-year credit facility was entered into in August
2005 and terminates in August 2010. This facility can be usedg:v sup-
port bank borrowings, the issuance of leters of credit and commercial
paper. The wez'ghrtiawmge interest rates of the outstanding bank bor-
rowing supported by this facility were 5.69% and 5.76% atr December
31, 2007 and 2006, respectively.

(3) The $200 million five-year facility was entered into in December 2005
and terminates in December 2010. This credit facility can be used to
support commercial paper and letter of eredit issuances,

(4) The $1.05 billion 364-day credit facility was used to suppor: vhe issu-
ance of letters of credit and commercial paper by our former CNG con-
solidated subsidiary to fiund collateral requiremenis under its gas and oil
hedging program. The facility was entered into in February 2006 and
terminated 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 under this facility. At December 31, 2006,
outstanding letcers of credit under this facility rotaled $100 mil-
lion. 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 leceers of credit
under this facility totaled $25 million.
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Notes to Consolidated Financial Statements, Continued

NoOTE 19. LONG-TERM DEBT

2007
Weighted-
Average
At December 31, Couponit? 2007 2006
{millions, except percentages)
Dominion Resaurces, Inc.:
Unsecured Senior and Medium-Term Notes:
4.125% to 8.125%, due 2008 to 2012 5.38% % 2,262 $ 3,050
5.0% to 7.195%, due 2013 to 20352 5.61% 3,047 3,11¢
Variable rates, due 2007 and 2008 5.593% 400 1,400
Unsecured Convertible Senior Notes, 2.125%, due 20233 220 220
IUnsecured Junicr Subordinated Nates Payable to Affiliated Trusts, 7.83% to 8.4%, due 2027 to 2031 7.85% 268 516
Enhanced Junior Suberdinated Notes, 6.3% to 7.5%, due 2066 6.75% 800 800
Unsecured Debentures and Senior Notesi):
6.0% tc 6.875%, due 2007 to 2011 6.22% 720 1,500
5.0% to 6.875%, due 2013 to 2027 5.28% 711 1,200
Unsecured Junior Subordinated Notes Payable to Affiliated Trust, 7.8%, due 2041 - 206
Virginia Electric and Power Company:
Secured First and Refunding Mortgage Bonds, 7.625%, due 20075 —_ 215
Secured Bank Debt, Variable rate, due 2007® — 370
Unsecured Senior and Medium-Term Notes:
4.5% to 5.73%, due 2007 toc 2012 5.03% 850 1,000
4.75% to 8.625%, due 2013 to 2037 5.83% 3,385 1,748
Unsecured Callable and Puttable Enhanced Securities™, 4.10%, due 20387 225 225
Tax-Exempt Financings:®
Variable rate, due 2008 3.86% 60 60
Variable rates, due 2015 to 2027 3.80% 137 137
4.95% to 7.65%, due 2007 to 2010 5.42% 205 232
4.25% to 7.55%, due 2014 to 2031 5.26% 223 263
Unsecured Junior Subordinated Notes Payable to Affiliated Trust, 7.375%, due 2042 412 412
Dominion Energy, Inc.: )
Secured Senicr Note, 7.33%, due 2020 204 213
Tax-Exempt Financing, 5.0%, due 2036 47 47
Bominion Capital, Inc.:
Notes, 12.5%, due 2007 — 4
Senior Revolving Notes, Variable rate, due 201700 5.71% 75 —
Senior Note, Variable rate, due 201700 5.66% 385 385
14,736 17,313
Fair value hedge valuation!® 9 (6)
Amounts due within one year12 5.19% (1,477) (2,478)
Unamortized discount and premium, net (33) (38)
Total long-term debt $13,236 514,791

(1) Represenss weighted-average coupan rates for debt outstanding as of December 31, 2007,

(2} At the option of holders in August 2015, §510 miflion of Dominion’s 5.25% senior notes due 2033 are subject 1o redemprion at 100% of the principal
amount plus accrued interest.

(3) Convertible into a combination of cash and shares of owr common stock at dny time when the closing price of our common stock equals 120% of the appli-
cable conversion price or higher for at least 20 our of the last 30 consecuive trading days ending on the last trading day of the previous calendar quarter. At
the aption of holders on December 15, 2006, December 15, 2008, December 15, 2013, or December 15, 2018, these securities are subject to redemption at
100% of the principal amount plus accrued interest. On December 13, 2006 less than $100 thousand of the debt was redeemed duz to holders exercising
their put option.

(4) Represents debt assumed by DRI from the merger of eur former CNG consolidated subsidiary.

(5) Substantially all of Virginia Power’s property (§13.1 billion at December 31, 2007) is subject to the lien of the morigage securing its First and Refunding
Morigage Bonds. Although there are no publicly issued bonds outstanding as of December 31, 2007, we may issue addiional bonds in the furure.

(G) Represented debt associated with certain special purpose lessor entities comsolidated in accordance with FIN 46R. The debt was nonrecourse to us and was
secured by the entities’ property, plant and equipment, which totaled $337 million ar December 31, 2006, This debr was repaid in August 2007, when the
lease terminated.

(7} On December 15, 2008, the securities are subject to redemption at par plus accrued interest, unless holders of related options exercise their vights to purchase
and remarket the notes.

(8) These financings relate to cercain poliution conerol equipment at Virginia Power’s generating facilities. The variable rate tax-exenpt financings are supported
by a $200 million five-year credit facility that terminates in February 2011, In February 2007, we exercised our call option and redeemed $62 million of
Virginia Power’s tax-exempt financings with a weighted avevage rate of 7.52%, with proceeds raised through the issuance of commercial paper.

(9) Represents debr associated with our Kincaid power station. The debt is non-recourse 1o us and is secured by the facility s assets (8557 million at December 31,
2007) and revenue.

(18) As discussed in Note 28, in June 2006, DCI began consolidating a CDO entity, in accordance with FIN 46R. The debt is nonrecourse o us.

(11) Represents the valuation of certain fair value bedges associared with our fixed-rate debr.

(12) Includes $1 million of net unamaortized discount and fair value hedge valuation.
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Based on stated maturity dates rather than early redemprion dates that could be elected by instrument holders, the scheduled principal

payments of long-term debt at December 31, 2007, were as follows:

2008 2009 2010 2011 2012 Thereafter Total

{mtilions, except percentages)
Secured Senior Notes

$ W s 11 $12 $13 3% 13 % 145 $ 204

Unsecured Senior Notes {including Medium-Term Notes) 1,315 313 822 484 1,470 7,305 11,709
Unsecured Callable and Puttabie Enhanced Securities™ — — —_ — — 225 225
Tax-Exempt Financings 183 111 1 — - 392 657
Unsecured Junior Subordinated Notes Payable to Affiliated Trusts — — — _— — 681 681
Enhanced Junior Subordinated Notes — — —_ - — 800 800
Other — — — — — 460 460
Total $1,478 $435 $835 $497 $1,483 $10,008 $14,736
Weighted-average coupon 5.19% 5.36% 5.39% 6.35% 5.62% 5.75%

We repaid $5.5 billion of long-term debr and notes payable
during 2007, which includes the completion of a debt tender
affer repurchasing $2.5 billion of our debt securides in July 2007.
We recognized charges of $242 million ($148 million after-tax)
primarily in connection with the early redemption of this debr.
Of this amount, $234 million ($143 million after-tax) was
recorded in interest and related charges in our Consolidared
Statement of Income.

Our shore-term credit faciliries and long-term debt agree-
ments contain customary covenants and default provisions. As of
December 31, 2007, there were no events of defaulr under these
covenants.

Convertible Securities

In 2004, we entered into an exchange transaction with respect to
$220 million of our cutstanding contingent convertible senior
notes in contemplation of the transirion method provided by
EITF Issue 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
repaid in 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 principat 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
10 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 issu-
ance using the method described in EITF 04-8, when appro-
priate. Under this method, the number of shares included in the
denominator of the diluted EPS calculation is caleulated as the
net shares issuable for the reporting period based upon the average
marker price for the period. This results 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 aver-
age marker price of our common stock over the peried, and
results in no adjustment when the conversion price exceeds the
average market price.

The senior notes are convertible by holders into a combina-
tion of cash and shares of our common stock under any of the
following circumstances:

(1) The closing ptice of our common stock exceeds the appli-
cable conversion price ($43.51 as of February 27, 2008) for
at least 20 our of the last 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 raring assigned to the senior notes by Moody’s
Investors Service (Moody's) is below Baa3 and by Stan-
dard & 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 defined in the indenture
equals or exceeds 120% of the principal amount of the senior
notes. Holders have the right to 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 debrt in our Conselidated 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 equiry-linked debt securities, con-
sisting 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 our Con-
solidated Balance Sheet related to the issuance.

The stock purchase contracts obligated the holders to pur-
chase shares of our common stock from us by May 2006. The
purchase price, recast to reflect cur November 2007 scock split,
was $25 and the number of shares to be purchased was
determined under a formula based upon the average closing price
of eur common stock near the settlement date, The senior nores,
or treasury securities in some insrances, were pledged as collateral
to secure the purchase of commeon stock under the relared stock
purchase contracts. The holders were given the option to either
satisfy their obligations under the stock purchase contracts by
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allowing the sentor notes to be remarkered 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 con-
sideration for the purchase of stock under the stock purchase
contracts. In February 2006, we successfully remarketed the
senior notes related to our equity-linked debrt securities. The
senior notes, which will marure in 2008, now carry an annual
interest rate of 5.687%; prior to the remarketing, the notes car-
ried an annual interest rate of 5.75%.

Prior to 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 value of
the stock purchase contract payments as a liability, offset by a
charge to common stock in sharcholders” equity. The stock pur-
chase contracts carried an annual interest rate of 3.00% prior to
their sertlement in May 2006, by issuance of 9 million shares,
recast to reflect the impact of our November 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 calcularing 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 com-
pany, 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
subordinared notes constitute 100% of each capital trust’s assets.
Each trust must redeem its trust preferred securities when their
respective junior subordinated notes are repaid at maturity or if
redeemed prior to maruriry.

In July and August 2007, we tedeemed approximately
240 thousand units of the $250 million 8.4% Dominion Capiral
Trust III debentures due January 15, 2031. The securities 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 I debentures due
October 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 It
debentures due January 30, 2041. The securities were redeemed
at 2 price of $25 per preferred security plus accrued and unpaid
distributions.

The following table provides summary information abour the
trust preferred securities and junior subordinated notes out-
standing as of December 31, 2007:

Trust
Preferred  Common
Date Securities  Securities
Established Capital Trusts Units Rate  Amount  Amount
(thousands} {millions)
December 1997  Dominion
Resources
Capital Trust IV 250 7.83% $250 § 7.7
January 2001 Dominion
Resources
Capital Trust 012 10 84% 10 0.3
August 2002 Virginia Power

Capital Trust [ 16,000 7.375% 400 12.4

Junior subordinaied notestdebentures beld as assets by each capital trust were
as follows:

(1} $258 million—Dominion Resources, Inc. 7.83% Debentures due
12/1/2027.

(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.

Distribution payments on the trust preferred 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 only provides for the
guarantee of distribution payments on the relevant trust preferred
securities to the extenc 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 subordinared
notes. We may defer interest payments on the junior sub-
ordinated notes on one or more occasions for up to five consec-
utive years and the relared trusts must also defer distributions. If
the payment on the junior subordinated notes is deferred, the
company that issued them may not make distributions related to
its capital stock, including dividends, redemptions, repurchases,
liquidarion payments or guarantee payments. Also, during the
deferral peried, the company that issued them may not make any
payments on, redeem or repurchase any debrt securities that are
equal in 1ight of payment with, or subordinated 1o, the junior
subordinated notes.

Enhanced Junior Subordinated Notes

In June 2006 and September 2006, we issued $300 million of
2006 Series A Enhanced Junior Subordinated Notes due 2066
(June hybrids) and $500 million of 2006 Series B Enhanced
Juniot Subordinated Notes due 2066 (Seprember hybrids),
respectively. The June hybrids will bear interest at 7.5% per year
until June 30, 2016. Thereafter, they will bear interest at the
three-month London Interbank Offered Rate (LIBOR) plus
2.825%, reset quarterly. The September hybrids will bear interest
at 6.3% per year until September 30, 2011, Thereafter, they will
bear interest at the three-month LIBOR plus 2.3%, reset quar-
terly. 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-
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triburions related te 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 redeem or repurchase any debt securities that are
equal in right of payment with, or subordinated to, the hybrids.

NOTE 20. SUBSIDIARY PREFERRED STOCK

Dominion is authorized ro issue up to 20 million shares of pre-
ferred stock, however, none were issued and outstanding at
December 31, 2007 or 2006.

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

Holders of Virginia Power’s outstanding preferred stock are
not entitled o voting rights except, under cettain provisions of
the amended and restated articles of incorporation and related
provisions of Virginia law restricting corporate action, 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
Qutstanding Entitled Per Share
Dividend Shares Upaon Liquidation
{thousands)
$5.00 107 $112.50
4.04 13 102.27
4.20 15 102.50
4,12 32 103.73
4.80 73 101.00
7.05 500 102.12m
6.98 600 102.102
Flex MMP 12/02, Series A 1,250 100.00
Total 2,590

(1) Through 7/31/2008; $101.77 commencing 8/1/2008; amounts decline
in steps thereafter to $100.00 by 8/1/2013.

(2) Through 8/31/2008; $101.75 commencing 9/1/2008; amounis 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 3/20/201 1; after which, the rate will be determined
according to periodic auctions for periods established by Virginia Power
at the time of the auction process.

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 stock options. During 2007, we purchased our com-
mon stock on the open marker with the proceeds received
through Dominion Direct® (a dividend reinvestment and open
enrollment direct stock purchase plan) and employee savings

plans, rather 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

In 2007, we repurchased 129.0 million shares of common stock
for approximately $5.8 billion. This amount includes the com-
pletion of our equiry 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 approximarely $5.3 billion, excluding
fees and expenses related to the tender.

Ln December 2006, we entered into a prepaid accelerated
share repurchase agreement (ASR) with a financial insticurion as
the counterparty. Under the ASR, we would receive berween
11.2 million and 13.0 millien shares in exchange for the prepay-
ment. At 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 to us. The final 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 rerminating on
May 16, 2007. In May 2007, the countetparty delivered approx-
imately 1.6 million additional shares to us in completion of the
ASR.

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
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
Direct®, employee stock awards, employee savings plans, direcror
stock compensation plans and contingent convertible senior
notes.

Accumulated Other Cemprehensive Income (Loss)
Presented in the table below is a summary of AOCI by
component:

At December 31, 2007 2006
{millions)
Net unrealized losses on derivatives—hedging
activities, net of tax of $30 and $266, respectively
Net unrealized gains on investment securities, net of
tax of $116 and $187, respectively 180 282
Net unrecognized pension and other postretirement

benefit costs, net of tax of $149 and $239,

respectively (150)  (339)
Foreign currency translation adjustments —in 50

$ (12}  $(425)
(1) Decrease is due to the sale of our Canadian EGP business in fune 2007.

$ (42) 3$422)

Total accumulated other comprehensive loss

Stock-Based Awards

In April 2005, our shareholders approved the 2005 Incentive
Compensation Plan (2005 Incentive Plan) for employees and the
Non-Employee Directors Compensation Plan (Non-Employee
Directors Plan). The 2005 Incentive Plan permits stock-based
awards thar include restricted stock, performance grants, goal-
based stock and stock options, and the Non-Employee Direcrors

Dominion 2007 Annual Report 23




Notes 1o Consolidated Financial Statements, Continued

Plan permits restricted stock and stock options. 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 a maximum term of
eight years. Option terms are set at the discretion of the Compen-
sation, Governance and Nominating (CGN) Committee of the
Board of Directors or the Board of Directors irself, as provided
under each individual plan. At December 31, 2007, approx-
imately 29 million shares were available for future grants under
these plans. Prior to April 2005, we had an incentive compensa-
tion plan that provided stock options and restricted stock awards
to directors, executives and other key employees wich vesting
periods from one 1o five years. Stock optiens 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 $2? million, $11 millien
and $10 million, respectively, of income tax benefits related to
our stock-based compensation arrangements. Stock-based
compensation cost is reported in other operations and main-
tenance expense in our Consolidated Statements of Income,

STOoCK OPTIONS

The following rable 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- Remaining Aggregated
average Caontractual Intrinsic
Shares Exercise Price Life Value
{thousands) {years) (millions)
Qutstanding at
December 31,
2004 27,616 $30.09
Exercisable at
December 31,
2004 21,536 $30.01
Exercised (11,158) $29.90 $ 77
Forfeitedfexpired (303 $31.27
Cutstanding and
exercisable at
December 31,
2005 16,428 $30.21
Exercised (1,895) $29.88 $ 19
Forfeitedfexpired (42) $30.40
Qutstanding and
exercisable at
December 31,
2006 14,491 $30.26
Exercised (7,453) $30.06 $108
Forfeited/expired (17 $30.44
Quistanding and
exercisable at
December 31,
2007 7.021 $30.46 2.8 $120

(1) Intrinsic value represents the difference between the exercise price of the
aption and the market value of our stock.

We issue new shares to satisfy stock option exercises. We
received cash proceeds from the exercise of stack options of
approximately $226 million, $54 million and $335 million in the
years ended December 31, 2007, 2006 and 2003, 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 setcled by issuing new
shares. The following table provides a summary of restricred stock
activity for the years ended December 31, 2007, 2006 and 2005:

Weighted-
average
Grant
Date Fair
Shares Value

{thousands)
Nonvested at December 31, 2004 1,920 $30.17
Granted 498 37.26
Vested (60 31.23
Cancelled and forfeited (96) 31.64
Nonvested at December 31, 2005 2,262 $31.64
Granted 675 35.22
Vested (361} 30.38
Cancelied and forfeited (83 33.77
Nonvested at December 31, 2006 2,493 $32.72
Granted 508 44.53
Vested (897) 33.00
Cancelied and forfeited (90) 38.33
Nonvested at December 31, 2007 2,014 $35.31

As of December 31, 2007, unrecognized compensation cost
related to nonvested restricted stock awards totaled $25 million
and is expected to be recognized over a weighted-average period
of 1.5 yeats. The fair value of restricted stock awards that vested
was $30 million, $14 million and $2 million in 2007, 2006 and
20105, respectively. Employees may elect to have shares of
restricted stock withheld upon vesting to satisfy tax withholding
obligations. The number of shares withheld will vary for each
employee depending on the vesting date fair value of Dormninion
stock and the applicable federal, state and local tax withholding
rates.
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GOAL-BASED 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 to certain.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 total shareholder return relative to that of a
peer group of companies. The actual number of shares issued will
vary between zero and 2009% of rargeted shares depending on the
level of performance metrics achieved. The fair value of goal-
based stack 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 goal-based stock activity for the years
ended December 31, 2007 and 2006:

Weighted-
average
Targeled Grant
Nurnber of Date Fair
Shares Value

(thousands)
Nonvested at December 31, 2005 — $ —
Granted 200 3477
Vested — —
Cancelled and forfeited (6) 34.77
Nonvested at December 31, 2006 194 $34.77
Granted 160 44.24
Vested (32) 3477
Cancelled and forfeited (33) 35.02
Nonvested 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 total
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
whose performance period ended on December 31, 2007.

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

CASH-BASED PERFORMANCE GRANT

In April 2006, a cash-based performance grant was made to offi-
cers. Payout 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 capital and toral
shareholder return relative to that of a peer group of companies.
Actual payout will vary between zero and 200% of the rargeted
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 to
officers. Payout of the performance grant will occur by March 15,
2009 and is based on the achievement of two performance mer-
tics during 2007 and 2008: return on invested capital and total
shareholder return relative to that of a peer group of companies.

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

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

NoOTE 22. DIVIDEND RESTRICTIONS

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

Certain agreements associated with our credir facilities contain
restrictions on the ratio of our debt to total capitalization. These
limitarions did not restrict our ability to pay dividends or receive
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 distribution payments on trust preferred secu-
rities or interest payments on enhanced junior subordinated
notes.

NoTE 23. EMPLOYEE BENEFIT PLANS

We provide certain benefits to eligible active employees, retirees
and qualifying dependents. Under the terms of our benefit plans,
we reserve the right 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 pen-
sion plans covering virtually all employees. Retirement benefits
are based primarily on years of service, age and the employee’s
compensatien. Our funding policy is to generally contribute
annually an amount that is in accordance with the provisions of
the Employment Retirement Income Security Act of 1974. The
pension program also provides benefits to certain retired execu-
tives under company-sponsored nonqualified employee benefit
plans, Cerrain 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 equivalenr to Medicare
Part D. We have determined thar the prescription drug benefit
offered under our other postretirement benefit plans is at least
actuarially equivalent ro Medicare Part I 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 pen-
sion plan assets to determine the expected return on pension plan
assets, 2 component of net periodic penston cost. The market-
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related 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 asset
returns, including dividends, interest and realized and unrealized
investment gains and losses.

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

Other Postretirement

Pension Berefits Benefite
Year Ended December 31, 2007 2006 2007 2006
(millions}
Change in henefit ohligation:
Benefit obligation at
beginning of year $3,666 $3834 $1,297 1622
Service cost 12 124 55 72
Interest cost 222 210 17 81
Benefits paid (164) (175) (69) (72)
Actuarial (gain) loss during
the yeartl) (139) (329) 125 (395)
Plan amendments 4 2 (14) (in
Curtailments 8) — 7} —
Benefit obligaticn at end of
year $3693 $3666 $1464 $1.297
Change in plan assets:
Fair value of plan assets &t
beginning of year $4793 34360 $ 909 F 794
Actual return on plan assets 451 589 59 85
Contributions 8 19 25 68
Benefits paid from plan
assets (164) (175) (33) (38)

Fair value of plan assets at end
of year $5098 $4,793 % 960 $ 909

Funded status at end of year $1405 $1,127

Amounts recognized in the

Consclidated Balance Sheets

at December 31:
Noncurrent pension and cther

postretirement benefit assets $1.544 $1240 $ 21 % 6
Other current liabilities (29} 2 (2) —
Other deferred credits and

other liabilities (110} (111) (523) (394)
$ (504) % (388)

Net amount recognized $1,405 $1127

(1) The actuarial gains for pension benefits primarily resulied from an
increase in the discount rate for 2007 and an increase in the discount
rate and the expected reirement age for 2006, The 2006 actuarial gain
for other postretirement benefits primarily resulted from an increase in
the discount rate and a decrease in expected fuvure benefir clatms.

$ (504) $ (388)

The accumulated 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 the
fourth quarter after receiving updated plan information from our
actuary. Based on the funded status of each plan and other fac-
tors, we determine the amount of contributions for the current
year, if any, at that time.

We do nor expect any pension or postretirement benefit plan
assets to be returned to the Company during 2008.

The following table provides information on the benefit obli-
gation and fair value of plan assets for plans with a benefit obliga-
tion in excess of plan assets:

QOther Postretirement

Pension Benefits Benefits
As of Becember 31, 2007 2006 2007 2006
(millions}
Benefit obligation $139  $131 $1.328  $1,1%9
Fair value of plan assets — 18 803 765

The following table provides information on the ABO and
fair value of plan assets for pensien plans with an ABO in excess
of plan assets:

A3 of December 31, 2007 2006
{millions)
Accumulated benefit obligation $84 965

Fair value of plan assets - _
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The following benefit payments, which reflect expected future service, as appropriare, are expected to be paid:

Other
Pension Postretirement
Benefits Benefits

{miliions)
2008 $ 194 $ 83
2000 177 90
2010 191 97
2011 186 104
2012 212 10
2013-2017 1,341 637

The above benefir payments for ather postretirement benefit plans are expected to be offset by Medicare Part D subsidies of approx-
imately $5 million annually for 2008 and 2009, approximately $6 million annually for the period 2010 through 2012 and approximately
$39 million during the period 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
recurn commensurate with prudent levels of risk. To minimize risk, funds are broadly diversified among asser classes, investment strategies
and investment advisors. The strategic target asset allocation for our pension funds is 34% U.S. equiry 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 marker exposures and to hedge assets and habilities. 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 Value Tolal Value Total Value Total
{rmillions, except percentages)
Equity securities:
us. $1,767 5%  $1,451 31% %$3g4 40% $369 41%
Internaticnal 757 15 751 16 107 1 106 11
Debt securities 1,228 24 1,356 28 347 36 335 37
Real estate 406 8 376 8 31 3 25 3
Other 940 18 819 17 91 10 74 8
Totat $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 liabilities were as follows:

Pension Benefits Other Postretirement Benefits

Year Ended December 31,

2007 2006 2005 2007 2006 2005

{millions)

Service cost

interest cost

Expected return on plan assets
Amortization of prior service (credit) cost
Amortization of transiticn obligation
Amortization of net loss

Settlements and curtailmentst!

Plan amendments®!

$ 112 $ 124 $ 110 $ 55 %72 $ 64

222 210 201 77 81 83
{391) (357) {341} {71} (62) (51
4 4 3 (6} 4) [y

- — — 3 3 3
37 82 77 6 24 19
1 12 — (3} — —

4 — — 9 — —

Net periodic benefit {credit) cost

$ (1) $ 82 $ 50 $ 70 $114 $117

Changes in plan assets and henefit obligations recognized in other comprehensive income

and regulatory assets and regulatory liabilities:

Current year net actuarial (gain) loss $(209) $ — $ — $137 $ — $ —
Prior service (credit) cost 3 — — (8) — —
Transition asset — — — (17 — —
Settlements and curtailments (21} — — - — —
Less amounts included in net periodic benefit (credit) cost:
Amortization of net loss (37) — — (6) — —
Amortization of prior service credit (cost) (4) — — 6 — —
Amartization of transition obligation — — — (3) — —
Plan amendments - —_ — (2) — —
Change in additional minimum liability — {17} N — — —
Totat recognized in other comprehensive income and regulatory assets and regulatory
liabilities $(268) g (17} $ ) $107 $ — $ —

(1) Relates to the sale of our non-Appalachian EGP operations and the planned sale of Peoples and Hope for 2007 and 2006, respectively, and the impact of

distributions to retired executives.

(2) Represents u one-time benefic enhancement for certain employees in connection with the disposition of our non-Appalachian ESP business.

The components of AOCI and regulatory assets and regu-
latory liabilities that have not been recognized as components of
periodic benefit {credit) cost:

Significant assumptions used in determining the ner periodic
cost recognized in our Consolidated Statements of Income were
as follows, on 2 weighted-average basis:

Other Postretirement

Pension Benefits Cther Postretirement Benefits

Pension Benefits Benefits Year Ended
As of December 31, 2007 2006 2007 2006 December 31, 2007 2006 2005 2007 2006 2005
{millions} i
Discount rate 6.20% 560% 600% 6.10% 550% 6.00%
Transition obfigation $— $— % - $20 E)Lpected rreturn ) )
Net actuarial loss 365 631 185 57 onplanassets 8.75% 875% 875% B.00% 800% 8.00%
Prior service (credit) cost 23 25 @y 39 Rate of increase
Totalt® $388 3656 $145 338 for comp-
1 0, O L Gy
(1) Of the $388 million and 3145 million related to pension benefits and Mez§at10n t 47%%  4.70%  470%  4I0%  470%  4.70%
other postretirement benefits, respectively, as of December 31, 2007, edica: os
trend ratefl} 9.00% 9.00% 3.00%

$183 million and 3116 million, respectively, are included in AOCIL Of
the 3656 million and 338 million related to pension benefits and other
postresivement benefits, respectively, as of December 31, 2006, $561
million and $13 million, respectively, are included in AOCI.

The following table provides the components of AOCI, regu-
latory assets and regulatory liabilities as of December 31, 2007

thar are expected to be amortized as components of petiodic
benefit cost in 2008:

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

Significant assumptions used in determining the projected
pension benefit and postretirement benefic 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
Prior service {credit) cost 4 {6)

Other

Pension Postretirement

Benefits Benefits

At December 31, 2007 2006 2007 2006
Discount rate 6.60% 6.20% 6.50% 6.10%
Rate of increase for compensation 4.79% 479% 4.70% 4.70%
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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-locking return expecrations derived from the yield
on long-term 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

forecasts of other independent investment advisors to ensure rea-

sonableness. An internal committee selects the final assumptions.

We determine discount rates from analyses of AA/Aa rated
bonds with cash flows marching the expected 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:

Other
Postretirement
Benefits
QOne QOne
percentage percentage
point point
increase 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 contribution thrift-type sav-
ings plans. During 2007, 2006 and 2003, we recognized $37
million, $36 million and $33 million, respectively, as con-
tributions to these plans.

Certain regulatory authorities have held that amounts recov-
ered 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 benefits. Accordingly, certain of our subsidiaries fund post-
retirement benefit costs through Voluntary Employees” Benefi-
ciary Associarions (VEBAs), Our remaining subsidiaries do not
prefund postretirement benefir costs but instead pay claims as
presented. We expect to contribute $32 million to the Dominien
VEBAs in 2008.

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
hetein, management does not anticipate that the liabilities, if any,
arising from such proceedings would have a marerial effect on our
financial posttion, liquidity or results of operations.

Long-Term Purchase Agreements

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 $383 $364 $349 $348 $352 $1,857 $3,653

(1) Commirments represent estimated amonnis payable for capacity under
power purchase contracts with qualifying facilities and independent
power producers, the last of which ends in 2021, Capacity payments
under the contracts are generally based on fixed dollar amounts per
month, subject to escalation using broad-based economic indices. As
December 31, 2007, the present value of our total commitment for
capacity payments is 32.4 billion, Capacity paymenis totaled $410 mil-
lion, $437 million and $472 million, and energy payments totaled
$360 million, $291 million and $378 million for 2007, 2006 and
2005, respectively.

Lease Commitments

We lease various facilities, vehicles and equipment primarily
under operating leases. Payments under certain leases are escalated
based on an index such as the consumer price index. Furture
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 2008 2010 2011 2012 Thereafter Total

(millions)

$81 $72 %58 $50 %41 $15t  $453

Dominton 2007 Annual Report 99




Notes to Consolidated Financial Statements, Continued

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 mainrenance expense.

We lease the Faitless power station (Faitless) 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 o
the lessor. We make annual lease payments of $53 million that
are reflected in the lease commirments table. The lease expires in
2013 and at that time, %e may renew the lease at negotiated
amounts based on original project costs and current market con-
ditions, subject to lessor approval; purchase Fairless ar its original
construction cost; or sell Fairless, on behalf of the lessor, to 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 o
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 trigger
events.

Wind Farm Power Projects
MT. STORM WiIND FARM

In December 2006, we acquired a 50% interest in a joint venture
with Shell WindEnergy Inc. (Shell) 1o 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 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 million 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 con-
struction financing with third-party banks.

FOWLER RIDGE WIND FARM

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 Benten County, Indiana. The facility is expected to be
built in two phases and generace 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 owner-
ship between the partners, Qur 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 furure
planning and existing operations. They can result in increased
capiral, operating and other costs as a result of compliance,
remediation, containment and monitoring obligations.

To the extent environmental costs are incurred in connecrion
with operations regulated by the Virginia Commission during the
period ending December 31, 2008, in excess of the level currently
included in Virginia jurisdicrional rates, our results of operations
could decrease. After thar date, we may seek recovery through
rates.

SUPERFUND SITES

From time to time, we may be identified as a potentially respon-
sible party (PRP) to a Superfund site. The EPA (or a state) can
etther (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 party can be held jointly, severally
and strictly liable for all 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 regarding the remediation of
waste. We do not believe that any currently identified sites will
result in significanc liabilidies. -

OTHER

We have determined that we are associated with 21 former manu-
factured gas plant sites. Studies conducted by other utilities at
their former manufactured gas plants have indicared thar their
sites contain coal tar and other potendally 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 environmental land use
restriction has been recorded. At another site we have been
accepred into a state-based voluntary remediation program and
have not yet estimated the future remediation costs. It is not
known 1o what degree the other former sites may conrain
environmental contamination. We are not able to estimate 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. Our 2007 calculation for the NRC minimum financial
assurance amount, aggregated for our nuclear units, was $2.4 bil-
lion and has been satisfied by 2 combination of the funds being
collected and deposited in the nuclear decommissioning trusts
and the real annual rare of rerurn growth of the funds allowed by

the NRC.

NUCLEAR INSURANCE

The Price-Anderson Act provides the public up to $10.8 billion
of liability protection per nuclear incident via obligations required
of owners of nuclear power plants. The Price-Anderson Act
Amendment of 1988 allows for an inflationary provision adjust-
ment every five years. We have purchased $300 million of

100 Dominion 2007 Annual Report




coverage from commercial insurance pools with the remainder
provided through a mandatory industry risk-sharing program. In
the event of a nuclear incident at any licensed nuclear reactor in
the U.S., we could be assessed up to $100.6 million for each of
our seven licensed reactors not to exceed $15 million per year per
reactor. There is no limit to the number of incidents for which
this retrospective premium can be assessed. The Price-Anderson
Act was first enacted in 1957 and was renewed again in 2005.

Our current level of property insurance coverage ($2.55 bil-
lien for North Anna power station (North 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 plane licensees of $1.06
billion per reactor site and includes coverage for premature
decommissioning and functional cotal loss. The NRC requires
that the proceeds from this insurance be used first, to return the
reactor to and maintain 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. Qur nuclear property
insurance is provided by the Nuclear Electric Insurance Limited
(NEIL), a murual 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 ts $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 limits or for which
insurance proceeds are not available because they must first be
used for stabilization and decontamination.

We purchase insurance from NEIL to cover 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 $35 million.

Old Dominion Electric Cooperative, a part owner of North
Anna, and Massachusetes Municipal Wholesale Electric Company
and Central Vermont Public Service Corporation, part owners of
Millstone’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
{IDOE) for the disposal of spent nuclear fuel. The DOE failed to
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 subsidiaries 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 until 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 investees. Addition-
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 guarantee, we
would be required to repay one-half of NedPower's debt, only if it
is unable to do so, as a direct result of an unfavorable ruling asso-
ciated 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 no significant amounts have been recorded. Our
exposure under the guarantee totaled $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 ane. 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 liability sub-
ject to a guarantee has been incurred by one of our consolidared
subsidiartes, that liability is included in our Consolidated Finan-
cial Statements. We are not required to recognize liabilities for
guarantees issued on behalf of our subsidiaries unless it becomes
probable that we will have to perform under the guarantees. We
believe it is unlikely char we would be required to perform ot
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 Valuet!

(millions)

Subsidiary debt@ $ 48 § 48
Commodity transactionst® 2,985 326
Lease obligation for power generation facility 917 917
Nuclear obligations® 383 302
Other 341 192
Total $4,674 $1,785

(1) Represents the estimated portion of the guarantee’s stated limit that is
utilized as of December 31, 2007 based upon prevailing economic con-
ditions and fact patterns specific to each guarantee arrangement. For
thuse guarantees related to obligations that are recorded as Liabilities by
our subsidiaries, the value includes the recorded amouni.

(2) Guarantees of debr of a DEI subsidiary. In the event of default by the
subsidiary, we would be obligated to repay such amounis.

(3) Guarantees related to energy trading and marketing activities and other
commodity commitments of cersain subsidiaries, including subsidiaries of
Virginia Power and DEI. These guarantees were provided to counter-
parties in order to facilitate physical and financial transactions in gas,
oil, electricity, pipeline capacity, transportation and related commodities
and services. If any of these subsidiaries fail to perform or pay under the
coniracts and the counterparties seek performance or payment, we would
be obligated to sasisfy such obligation. We and our subsidiaries receive
similar guarantees as collateral for credit extended to others. The value
provided includes certain guarantees that do not have stated limits.

{4) Guarantee of a DEI subsidiary’s leasing obligation for Fairless.

(5) Guarantees related to certain DET subsidiaries’ potential retrospective
premiums that could be assessed if there is a nuclear incident under our
nuclear insurance programs and guaransees for a DEI subsidiary’s and
Virginia Power's commitment to buy nuclear fuel In addition to the
guarantees listed above, we have also agreed 10 provide up to $150
million and $60 million to twoe DEI subsidiaries, to pay the operaiing
expenses of Millscone and Kewaunee, respectively, in the event of a
prolonged outage, as part of satisfying certain NRC requirements con-
cerned with ensuring adequate funding for the operaiions of nuclear
power stations.
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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 co facili-
tate commetcial transactions by our subsidiaries with third parties.

Indemnifications

As part of commercial contract negotiations in the normal course
of business, we may sometimes agree to make payments to
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
or the imposition of additional taxes due to a change in rax law or
interpretation of the tax law. We are unable to develop an estimate
of the maximum potential amount of future payments under these
contracts because events that would obligate us have not yet
occurred ot, 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 not 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, indemnificarions around certain title, tax, contractual
and environmental matters. With respect to sale agreements, our
exposure generally does not cxceed 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 that it is improb-
able that we would be required to perform under these
indemnifications and have not recognized any significant
liabilities related 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

Utilicy Restructuring Act (the Restructuring Act) and the fuel

factor became effective, which significantly changes electricity

regulacion 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. After capped rates end, retail choice will

be eliminated for all bur individual retail customers with a

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

who obrain Virginia Commission approval ro aggrepate their load
to reach the 5 Mw threshold. Individual retail customers will be
permitted to purchase renewable energy from competitive suppli-
ers 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 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 che Virginia
Commission:

*  shall establish a rerurn on equity (ROE) no lower 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;

*+  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 ro have earnings 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 inicial rate case, review base rates biennially, as a
result of which the Virginia Commission:

*+  shall establish an ROE no lower than that reported by a1
least a majority of a group of utilities within the south-
eastern U.S., with certain limirations, 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 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 portfolio
standard increase; and

*  shall increase base rates, if needed, to allow the Company
the opporrunity 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 cur-
rently established ROE; or

* may order a credit to customers if we are found to have
carned, 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, environmental compliance projects,
FERC-approved 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 majot gen-
eration projects.

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 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 Commission
may reduce rates or alternatively, order a credit to customers if we
are found to 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
resutted 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-dollar recovery for prudently
incurted 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 starute.
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 cus-
tomers 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, withour interest, during the period commencing July 1,
2008 and ending June 30, 2011.

STrRANDED COSTS

Stranded 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 marker.
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 become uneconomical in a deregulated environ-
ment; and unfunded obligations for nuclear plant decommission-
ing and postretirement benefits. Capped electric retail rates
provided an opportunity to recover our potential stranded costs,
depending on market prices of electricity 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 power purchase commit-
ment losses, future environmenral compliance requirements,
changes in certain rax 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 Restructuring
Act Amendments, our exposure to potential stranded costs and
the risk of non-recovery will be eliminared.

North Carolina Regulation

In 2004, the North Carolina Commission commenced an inves-
tigation 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 rares
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 20035, FERC approved a comprehensive rate serdement
with our subsidiary, DTI, 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
sertlement, DTT and all signatory parties agreed to a rate mor-
atorium until 2010.

In December 2007, DTT and the Independent Oil and Gas
Association of West Virginia, Inc. reached a settlement agreement
on DTT’s gathering and processing rates for the period january 1,
2009 through December 31, 2011. This settlement maintains che
gas retainage fee structure that DTT has had since 2001. Under
the sertlement, 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 preducers. Due
to the increase in natural gas prices from three years ago, the
consolidated impact of these rate changes is expected to increase
DTT's gathering and processing revenues. In addition, DTT will
continue to retain all revenues from its liquids sales, thus main-
taining its cash flow from this activiry.

In connection with the settlement, DT] also agreed to invest
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 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 to 2003 rezctivation of
the LNG import terminal. The FERC-approved settlement estab-
lished a rate moratotium char ends in mid-2011.

Litigation

In 2006, Gary P. Jones and others filed suit against DTI, DEPI
and Dominion Resources Services, Inc. {DRS). The plainsiffs are
royalty owners, seeking to 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 plaintiffs 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 erroncously named as a
defendant as the parent company of DTT and DEPL During
2007, we established a litigation reserve representing our best
estimate of the probable loss related to this martter. We do not
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believe that the final resolution of this marter 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 that
are reported at historical cost. Fair values have been determined
using available market information and valuation methedologies
considered appropriate by management. The financial
instruments’ carrying amounts and fair values are as follows:

At December 31, 2007 2006
Estimated Estimated
Carrying Fair Carrying Fair
Ampunt Valuet Amount Valug!t)
(millions)
Long-term debtt2 $13,236 $13,377  $15320 $15,576
Junior subordinated notes
payabie to:
Affitliates 678 E81 1,151 1,209
Other 798 804 798 828

(1) Fair value is estimated using market prices, where available, and interest
rates currently available for issuance of debt with similar terms and
remaining maturities. The carrying amount of debt issues with short-
term maturities and variable rates refinanced at current market rates is a
reasonable estimate of their fair value.

{2) Includes securities due within one year and amounts which represent the
valuarion of certain fair value hedges associated with our fixed-rate debe.

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 counterparty financial condition, collateral requirements
and the use of standardized agreements that facilitate the nerring
of cash flows assoctated with a single counterparty, In addirion,
counterparties may make 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 mainrain 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 credir policies and
our December 31, 2007 provision for credit losses, that it is
unlikely that a material adverse effect on our financial position,
results of operations or cash flows would occur as a result of coun-
terparty nonperformance.

As a diversified energy company, we transact 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 contribures sig-
nificantly to our overall exposure to credit risk. In addition, as a
result 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 utility operations, including transmission
services and retail energy sales.

Our exposure to credit risk is concentrated primarily within
our energy marketing and price risk management activities, as we
transact with a smaller, less diverse group of counterparties and
transactions may involve large notional volumes and potendally
volatile commodity prices. Energy marketing and price risk
management activities include trading of energy-related commod-
ities, marketing of merchant generarion output, structured trans-
actions and the use of financial contraces for enterprise-wide
hedging purposes. Gross credit exposure for each counterparty is
calculated as outstanding receivables plus any unrealized on or
off-balance sheer 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. After the application of collateral,
our credit exposure is reduced to $705 million. Of this amount,
investment grade counterparties, 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 miilion, $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 one of our equity 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 our 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.

104 Dominion 2007 Annual Report




NoOTE 28. DOMINION CAPITAL, INC.
Our Consolidated Balance Sheets reflect the following DCI assets:

At December 31, 2007 2006
{millions}

Current assets!!? $266 3229
Loans held for resale 323 —
Loans receivable, net 34 399
Available-for-sale securities — 39
QOther investments 72 81
Property, plant and equipment, net — 10
Deferred charges and other assets 127 a3
Total $822 3841

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

Securitizations of Financial Assets

At December 31, 2006, DCI held $39 million of retained 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 collateralized mort-
gage obligation (CMO) transactions. During 2007, DCI recog-
nized impairment losses of $27 million ($16 million after-rax)
due to changes in market valuations. DCI also sold three of the
residual trusts in the fourth quarter of 2007. DCI still owns six
residual truses with no book basis.

We executed cerrain agreements in 2003 that resulted in the
sale of cerrain financial assets in exchange for an investmenc in the
subordinared notes of a third-party CDO entity. This investment
consisted of $100 million of Class B-1 Notes, 7.5% current pay
interest and $148 million of Class B-2 Notes, 3% paid-in-kind
{PIK} interest. The equity interest in the new CDO entity, a
voting interest entity, were held by an entity that is not affiliated
with us, The CDO entity’s primary focus is the purchase and
origination of middle market senior secured first and second lien
commercial and industrial loans in both the primary and secon-
dary loan markets.

Prior to June 2006, our intent was ro rate and market the B-1
Notes and hold the B-2 Notes to maturity. DCI also had a
commitment to fund up to $13 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 further 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 to recover
prior to a sale. During 2007, we recorded a LOCOM adjustment
on the B-1 and B-2 notes of $54 million ($35 million after-tax)
due to a deterioration in value of the underlying collateral. DCI
will continue its efforts to sell the B-1 and B-2 notes in 2008.

DCT’s investments in the CDO entity were previously
included in available-for-sale securities in our Consolidated Bal-
ance Sheet. In 2006, the equiry investor reduced its equity at risk
in the CDO enrity, which required a redeterminadon 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 consolidate in accordance with FIN
46R. Due 1o its consolidation, we reflect the assets and liabilities

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

As of December 31, 2007 2006
{millions)

QOther current assetst? $257 3183
Loans held for resale 323 —
Lcans receivable, net — 367
{ther investments 32 36
Total assets $612 3586

(1} Includes $30 million of loans held for resale in 2007, Includes $36 mil-
lion of loans receivable, net in 2006

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

Retained !nterests

CMQ —COom
(millions}
Balance at January 1, 2006 $38 $ 255
Interest income — 12
Consolidation of CDO — (171)
Cash received (1) (11)
Fair value adjustment 2 (85)
Balance at December 31, 2006 $39 5 —
Cash received m —
Fair value adjustment (29)@ —
Balance at December 31, 2007 $ — $ —

(1) Includes interest receivable.

(2) Includes the reversal of an unrealized gain af 32 million recorded in
2006, piys a $27 million impairment loss due to the write-down 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 Consolidared Balance
Sheet due to consolidation of the CDO entity.

Loans HELD FOR RESALE

We report loans held for resale at LOCOM. We determine any
LOCOM adjustment to the loans held for sale on a pool 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 estimared
marker discount rates that reflect the credit and interest rate risk
inherent in the lean, current economic conditions, and lending
conditions. The estimates of marurity are based on historical
experience with repayments for each loan classification.

A loan is considered non-performing if it meets the definidon
of either a (i} Defaulted Securiry, or (ii) PIK Security, where
interest has been deferred or paid-in-kind for three months (or 6
months in the case of a security that is only required to pay inter-
est on a quarterly basis).

e In general, a Defaulted Security is: 1) a loan where a default as
to the payment of principal and/or interest has occurred and
is continuing, 2) a loan that has a Standard & Poor’s rating of
“D” or “SD” or has a Moady’s rating of “Ca” or lower; or,
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Notes to Consolidated Financial Statements, Continued

3) a loan thar in the reasonable business judgment of the
CDO entity’s collateral manager, is a Defaulted Securiry.

* In general, a PIK Security is a loan with respect to which the
obligor has the right to defer or capitalize all or a portion 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 December 31, 2007 2006

Non- Non-
Performing performing  Total Performing performing  Total

LoaN ORIGINATION FEgS AND COSTS

Loan origination fees and costs are deferred and recorded as part
of loans held for resale and then amortized 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 amortized over
the life of the notes. All costs asscciated 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

(millians)
Loanst $538 $11 $549 $521 $21 $542 credit loss and interest rate risk. Adverse changes of up to 10% in
Unamortized credit losses and interest rates are estimated in each case to have
premiums, tess than a $40 million pre-tax impact on furure results of oper-
discounts and ations.
other cost basis
adjustments, :
net sy @ a3 (129 () 13z Impairment Losses o
LOCOM The table below presents a summary of asser impairment losses
adjustments( (54) (8) (62 — _ associated with DCI operations.
Allowance for
lcan losses — - — (2) B (7 Year Ended Decemnber 31, 2007 2006 2005
Loans, net $353 $— $353 $392 311 $403 (millions)
L Retained interests from CMO securitizationst $27 $— %25
(1) Current portion: Performing—3$30 million and $28 million in 2007 Leans held fer resalet® 54 _ .
and 2006, respectively; Non-performing—38 million in 2006, Relained interests from CDQ securitizationst® — 85 —
(2) Includes $1 millian and $7 million of allowances for loan losses recorded Venture capital and other equity investments®® 17 6 10
during 2007 prior to the reclassification of loans receivable to loans beld Total $98 %91 $35

Jfor resale for performing and non-performing, respectively.

The notional value of the non-performing portfolio at
December 31, 2007 and 2006, was $149 million and $148 mil-
lion, respectively. During 2006, the CDO entity recorded provi-
sions for loan losses of $7 million and recorded direct wrire-offs,
net of recoveries amounting to $20 million. The interest income
earned from cash collections on non-performing loans in 2007
and 2006, was $5 million and $1 million, respectively.

ALLOWANCE FOR LOAN LOSSES

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

In calculating the allowance for loan losses, the CDO entity’s
collateral manager applies a systematic and consistent approach
that considers among other facrors: historical payment experience,
past-due status, current financial information, ability of the debt-
ors to generate cash flows and realizable value of collateral on a
loan by loan basis. Each material 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 uncolleciible
and of such lirele 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 are speculative and expected to be minimal or highly
contingent.

(1) Reflects the result of economic conditions and historically low interest
rates and the resulting impact on credit losses and prepayment speeds. We
recorded impairments of our retained interests fram CMO securitizations
in 2007 and 2005 and retained intevests from CDO securitizations in
2006. We updated our credit loss and prepayment assumptions to reflect
our recent experience.

(2) During 2007, we recorded LOCOM adjustments of $54 million on our
loans held for resale.

(3) Impairments were recorded primarily due to onr decision w dispese of
the assets when it became probable we would not recover the assets
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 segments.
All segment information for prior years has been recast to con-
form to the new segment structure. A description of our segments
follows:

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

Cominion Energy includes our Ohio regulated natural gas dis-
tribution company, regulated gas transmission pipeline and stor-

age operations, 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 transportation and storage and engages in associated gas trad-
ing and marketing,
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Domirion Generation includes the generaton operations of our
electric utility and merchant fleet, as well as energy marketing and
price risk management activities associated with our generation
assets.

Corporate and Other includes our corporate, service company,
corporate-wide enterprise commedity risk management services
and other functions (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
subsidiaries that are held for sale. In addition, the contribution to
net income by our primary operating segments is determined
based on a measure of profit that executive management believes
represents the segments’ core earnings. As a result, certain specific
items arriburable to those segments are not included in profit
measures evaluated by executive management in assessing the
segments’ performance or allocating resources among the seg-
ments znd 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 atrributable to our operating seg-
ments. The ner expenses in 2007 primarily related to the impact
of the following items attributable to Dominion Generation:

* A $387 million ($252 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 urilicy generation operations; and

+ A $231 million ($137 million after-tax) charge resulting from
the termination of the long-term power sales agreement asso-
ctated with State Line.

In 2006, we reported net expenses of $1¢ million in the

Corporate and Other segment attributable to 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 (attributable to Dominton
Generation), since these carryforwards were expected to be
utilized to offser capital gain income that would have been
generated from the planned sale of Peoples and Hope;

A $27 million ($17 million after-tax} charge resulting from
the cancellation of a pipeline project, attributable ro
Dominion Energy; and

A $26 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; attribut-
able to Dominion Generation.

In 2005, we reported net expenses of $133 million in the

Corporate and Other segment attributable to our operating seg-
ments, The net expenses in 2005 primarily related to the impact
of the following items attributable to Dominion Generation:

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

A $51 million charge related to credic exposure associated
with the bankruptey of Calpine Corporation. At December
31, 2005, we had nort recognized any deferred tax benefits
relared to the charge, since realization of tax benefits was not
anticipated based on our expected future tax profile ar that
time.

Intersegment sales and transfers are based on underlying con-

tractual arrangements and agreements and may result in
intersegment profit or loss.
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The following table presents segment information pertaining to our operations:

Corporate

Daminicn Dominion and  Adjustments & Consolidated
Year Ended December 31, DvP Energy  Generation Other Eliminations Total
(millions)
2007
Tatal revenue from external customers $2,757 $1,970 $7,606 $2,089 $ 1,252 $15,674
Intersegment revenue 140 1,525 135 596 (2,336) —
Total operating revenue 2,897 3,485 7,741 2,685 (1,144) 15,674
Depreciation, depletion and amartization 300 243 363 465 (3) 1,368
Equity in earnings of eguity method investees 1 13 15 B — 35
Interest income 14 32 67 172 {140) 145
Interest and related charges 147 109 264 795 {140) 1,175
Income tax expense 263 241 494 785 - 1,783
Extraordinary item, net of tax —_ — — {158) —_ (158}
Loss from discentinued operations, net of tax _— — — (8) - (8}
Net income 415 387 756 981 —_ 2,539
Investrent in equity method investees 6 97 181 a7 — 331
Capital expenditures 564 937 1,026 1,445 — 3,972
Total assets (billions) 8.4 9.4 16.9 136 (9.2} 39.1
2006
Total revenue from externat customers $2,514  $2,313 $6,971 $3,564 $ 935 $16,297
Intersegment revenue 76 1218 137 621 (2,052} —
Tota! operating revenue 2,580 3,531 7,108 4,185 (L,117) 16,297
Depreciation, depletion and amortization 294 197 311 758 3) 1,557
Equity in earnings of equity method investees 1 12 18 6 — 37
Interest income 11 26 65 100 (87) 115
Interest and related charges 143 118 259 585 {87) 1,028
Income tax expense - 263 232 351 B1 — 927
Loss from discontinued operations, net of tax — — — (150) — {150)
Net income 411 347 537 85 — 1,380
Investment in equity methed investees 6 98 119 66 — 289
Capital expenditures 523 493 1,018 2,018 — 4,052
Total assets (hillions) 78 84 16.1 252 (8.2} 49.3
2005
Total revenue from external customers $2,357 $2,783 $8,035  $3,320 31,314 $17,809
Intersegment revenue 56 1,365 203 502 (2,126) —
Total operating revenue 2413 4,148 8,238 3,822 (812) 17,809
Depreciation, depletion and amortization 282 180 351 548 (2) 1,359
Equity in earnings of equity method investees 1 13 21 8 — 43
Interest income o 17 61 146 (138) 92
Interest and related charges 156 104 264 558 {138} 944
Income tax expense {benefit} 233 230 224 {114) — 573
Income from discontinued operations, net of tax — — — 6 — 6
Cumulative effect of change in accounting principle, net of tax — — — (3] — (6}
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 associated 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 2005, approximately 1% of our operating revenues were associated with international

operations.
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NOTE 30. GAs AND OIL PRODUCING ACTIVITIES (UNAUDITED)

Capitalized Costs
The aggregate amounts of costs capitalized for gas and oil producing activities, and related aggregate amounts of accumulated depletion
follow:

At December 31, 2007 2006
{millions)
Capitalized costs:
Proved properiies $1,789  $11,747
Unproved properties 10 1,980
Total capitalized costs 1,799 13,727
Accumulated deptetion: .
Proved properties 104 3,506
Unproved properties — 144
Tetal accumulated depletion 104 3,650
Net capitalized costs $1,695 $10,077

Total Costs Incurred
The following costs were incurred in gas and oil producing activities:

Year Ended December 31, 2007 2006 2005
Total 0.5, Canada Total U.S.  Canada Total u.s. Canada
{millicns)
Property acquisition costs:
Proved properties $ 19 5 19 $— $ 8 % 87 $ — $ 118 $ 118 $—
Unpraved properties T 75 2 171 165 6 151 137 14
Total property acquisition costs 96 94 2 258 252 6 269 255 14
Exploration costs 132 126 6 399 383 16 235 230 5
Development costs!l! 1,114 1,086 28 1,451 1,365 86 1,207 1,128 79
Total $1,242  $1,306 $35  $2,108  $2,000 $108  $1,711 $1613 $98

(1) Development costs incurred for proved undeveloped reserves were $445 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 results 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 expense and corporate overhead.

Year Ended December 31, 2007 2006 2005
Total u.s, Canada Total u.s. Canada Total LS. Canada
(millions}
Revenue {net of royalties) from:
Sales to nonaffiliated companies $1,367  $1,291 $76 $1,883 $1,749 $134 %1499 $1,369 $130
Transfers to other operations 298 298 _ 253 253 — 268 268 —
Total 1,665 1,589 78 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 19
Results of operations $ 462 § 444 $18 & 498 3§ 471 $27 $ 477 % 442 $ 35
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Company-Owned Reserves

Estimated net quanrities of proved gas and oil (including 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 thar follow:

2007 2006 2005
Total u.s. Canada Tatal us. Canada Total us. Canada
(billicn cubic feet)
Proved developed and undeveloped
reserves—Gas
At January 1 5,136 4,961 175 4,962 4,856 106 4910 4814 96
Changes in reserves:
Extensions, discoveries and other additions 139 130 9 431 393 38 299 276 23
Revisions of previous estimates 88 88 — 109 58 51 73 71 2
Producticn {214) (206) (8) (318) (302) {16) (290) (275) (15)
Purchases of gas in place 44 44 — 48 48 — 55 55 —
Sales of gas in place (4,174) (3,998) (176) (96) (92) (4) (85) (85) —
At December 31 1,019 1,019 — 5,136 4961 175 4,962 4,856 106
Proved developed reserves—Gas
At January 1 3,556 3424 132 3,706 3,605 101 3,685 3,551 94
At December 31 636 636 — 3,556 3424 132 3,706 3,605 101
Praved developed and undeveloped
reserves—0ail
(thousands of barrels)
At January 1 232,259 216,849 15410 217,688 198,602 19,086 164,062 144,007 20,055
Changes in reserves:
Extensions, discoveries and other additions 3,094 2,853 241 11,373 16,678 695 6,681 5,399 1,282
Revisions of previous estimates™ 932 932 —_ 38,010 40,629  (2,619) 63834 65264 (1,380)
Production (12,185)  (11,626) (559) (24,947) (23923) (1024) (15575 (14,714} (861)
Purchases of oil in place 3 3 — 615 615 — 69 69 —
Sales of oil in place (211,490) (196,398) (15,092) (10,490) {5,752) (738) (1,423) (1,423 —
At December 31 12,613 12,613 — 232,259 216849 15410 217628 198,602 19,096
Proved devetoped reserves-—0il
At January 1 180,779 173,718 7,061 1528829 145735 7,154 113992 102,152 11,340
At December 31 12,613 12,613 — 180,779 173,718 7,061 152,889 145735 7,154

(1) The decrease in the U.S. revision in 2007 is primarily attributable to the sale of our non-Appalachian ESP operations. The 2006 U.S. revision is comprised
of approximately 27.6 million barrels of natural gas liquids and 13 million barrels of oilfcondensate. Natural gas liquids revisions were primarily the result
of additional contraciual changes with third-party gas processors in which we now take title to our processed natural gas liquids, and residue gas and liguids
reserve amounts recognized under such contracts. Oilfcondensare revisions were primarily the result of positive performance revisions at Gulf of Mexico deep-
water lpcations. The 2005 U.S. revision is primarily due to an increase in plant liguids that resulted from a contractual change for a portion of our gas proc-
essed by third parties. We now sake iitle to and market the natural gas liguids extracted from this gas.

(2) Ending reserves for 2007, 2006 and 2005 included 0.3 million, 114.6 milfion and 127.6 million barrels of vilicondensate, respectively, and 12.3, 117.7
and 90.1 million barrels of natural gas liquids, respectively.
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Standardized Measure of Discounted Future Net Cash Flows and Changes Therein
The following tabulation has been prepared in accordance wich the FASB’s rules for disclosure of a standardized measure of discounted
future net cash Aows relating to proved gas and oil reserve quancities thar we own:

2007 2008 2005
Total us. Canada Total us. Canada Total LS. Canada
{millons)
Future cash inflowst!? $8,128 $8,128 $— $38326 $365804 $1,722 363,004 $61,112 $1,892
Less:
Future development costsi2 671 671 — 3,226 3,062 174 1,979 1877 102
Future production costs 1,235 1,235 —_ 7421 6,936 485 8,127 7,718 409
Future income tax expense 2,432 2,432 —_ 9,112 8,782 330 19,019 18,527 492
Future cash flows 3,790 3,790 — 18,567 17,834 733 33,879 32,990 889
Less annual discount (10% a year) 2,346 2,346 — 10,458 10,143 315 18,816 18,560 396
Standardized measure of discounted future net
cash flows $1,444 $1.444 $— $8109 $7691 $ 418 $14963 $14,430 $ 533

(1) Amouns exclude the effect of derivasive instruments designated as hedges of future sales of production ar year-end.
(2) Estimated future development costs, excluding abandonment, for proved undeveloped reserves are estimated 10 be $80 million, $79 million and $87 million
for 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 statutory tax rate to furure pretax net cash flows, less the tax basis of the proper-
tics involved, and giving effect to tax deductions, permanent differences and rax 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 thar the disclosures shown are based on estimates of proved reserve quantities and furure 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 w probable or possible reserves.

The following rabulation is a summary of changes between the total standardized measure of discounted future net cash flows ar the
beginning and end of each year:

2007 2006 2005
(millions)
Standardized measure of discounted future net cash flows at January 1 $ B109 $14563 § 9026
Changes in the year resulting from:
Sales and transfers of gas and oil produced during the year, less production costs (1,270 (2,791) (2,502)
Prices and production and development costs related to future production 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 467 302 284
Revisions of previcus quantity estimates 286 409 27
Accretion of discount 181 2,327 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} (177} (45)
Standardized measure of discounted future net cash flows at December 31 $ 1444 % 8109 $14,963
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NOTE 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 adjuse-

ments 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 Quarterly Reports on Forms 10-Q during 2007 and 2006 are a result of reporting the results of these businesses as dis-
continued operations and the November 2007 stock splir.

First
Quarter

Third
Quarter

Fourth
Quarter

Fult Year

(millions, except per share amounis)

2007

QOperating revenue $4661 $3,730 $3589 $36M $15674
income (loss) from operations 1,000 (380) 4,215 732 5,667
Incame {loss) from continuing operations 475 (392) 2,320 302 2,705
Income (loss) from discontinued operations (22) 20 {3 ) t:)]
Extraordinary itern, net of tax —_ {158) _— — {158)
Net income (loss) 453 (530) 2,317 299 2,539
Basic EPS:
Income {loss) from continuing operations 0.68 {0.56) 3.65 0.53 4.15%
Income {loss) from discontinued operations (0.03) 0.03 (0.013 {0.01) (0.01)
Extracrdinary item, net of tax -_ (0.23) — — (0.24)
Net income 0.65 (0.76) 364 0.52 3.90
Diluted EPS:
Income (loss) from continuing operations 0.68 (0.56) 363 0.53 413
Income (loss! from discontinued operations (0.03} a.03 0.01) (0.a1) (.01}
Extraordinary item, net of tax — {0.23) — — (0.24}
Net income (loss) 0.65 {0.76) 362 0.52 3.88
Dividends paid per share 0.35 0.36 0.36 0.33 1.46
Comman stock prices {high-tow) $44.71-  $46.82- $46.00- $49.38- $49.38-
39.84 40.03 40,76 42.23 39.84
2006
Operating revenue $4906 $3496 $3973 $3922 $16,297
Income from operations 952 474 1,294 598 3,318
tncome from continuing operations 534 145 6b5 185 1,53C
Income (loss) from discontinued operations — 15 (n {164} (150}
Net income 534 161 654 31 1,380
Basic EPS:
income from continuing operations 0.77 0.21 0.93 0.28 2.19
tncome (loss) from discentinued operations — 002 — (0.24) (0.22)
Net income 0.77 0.23 0.93 0.04 1.97
Diluted EPS:
Income from continuing operations c.77 0.21 0.92 0.28 217
Income {loss) from discontinued operations — 0.02 — (0.24) 0.21)
Net income 0.77 0.23 0.92 0.04 1.96
Dividends paid per share 034 0.35 034 0.35 1.38
Common stock prices (high-low) $40.21- $38.01- $40.71- $42.22- $42.22-
34.44 34.36 37.22 38.02 34.36
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Our 2007 results include the impact of the following

significant items:

Second quarter results include a $341 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
impairment charge associated with the sale of Dresden, a

$158 million after-tax extraordinary charge due to the
reapplication of SFAS No. 71 to the Virginia jurisdiction of
our utility generation operations and a $108 million after-tax
charge for the recognition of cercain forward gas contracts that
no longer qualified for the normal purchase and sales exemp-
tion due to the sale of our U.S. non-Appalachian E&P
operations.

Third quarter results include a $2.1 billion after-tax gain from
the disposition of our U.S. non-Appalachian E&P operations.
Results also include a $140 million after-tax charge for the
recognition of a long-rerm power sales agreement at Scate 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.

Our 2006 results include the impacr of the following

significant items:

First quarter results include a $94 million after-tax charge
resulting from the write-off of certain regulatory assets relared
to the planned sale of Peoples and Hope, a $222 million tax
benefit from the partial reversal of previously recarded valu-
ation allowances on certain federal and state tax loss carryfor-
wards expected to be utilized to offset capital gain income
that would have been generated from the planned sale and
the establishment of $141 million of deferted tax liabilities
associated with the excess of our financial reporting basis
over the rax basis in the stock of Peoples and Hope. Resuits
also include a $76 million after-tax benefir resulting from
favorable changes in the fair value of certain gas and oil
derivatives that were de-designated as hedges following the
2005 hurricanes.

Second quarter results include an $85 million charge resulting
from the impairment of a DCI investment for which no tax
benefit had been recognized at that time.

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

Fourth quarter results include a $164 million after-rax charge
associated with the impairment of the Peaker facilities that
were sold in March 2007.
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Directors

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

George A. Davidson, Ir., 69
Retired Chairman,
Bominion Resources, Inc.

Thomas F. Farrell Il, 53
Chairman, President and Chief Executive Officer,
Dominion Resources, Inc.

John W. Harris, 60
President,
tincoln Harris, LLC (real estate consulting firm)

Robert S. Jepson, Jr., 65
Chairman and Chief Executive Officer,
Jepson Associates, Inc. (private investments)
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Mark 1. Kington, 48
Managing Director,
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Physician
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Shareholder Information

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

1-800-552-4034 (toll-free)
1-804-775-2500

Major press releases and other company information may be
obtained by visiting our Web site at www.dom.com, Shareholders
also may obrain account-specific information by visiting this sice.
To sign up for this service, visit www.dom.com and click
“Investors”and then select “Access Your Account Online.” Once
you have accessed the sign-in page, click “First 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 Activiry statements at your convenience.

Direct Stock Purchase Pian

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

Common Stock Listing
New York Stock Exchange
Trading symbol: D

Common Stock Price Range*

2007 2006

High Low High Low
First Quarter $44.71 $39.84 $40.21 $34.44
Second Quarter 46.82 40.03 38.01 34.36
Third Quarter 45.00 40.76 40,71 37.22
Fourth Guarter 49.38 42.23 42.22 38.02
Year $49.38 $39.84 $42.22 $34.36

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

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

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

registered shareholders, including approximarely 62,000 certificare

holders.

Certifications

Each year, Dominion is required to submir to the New York
Stock Exchange (NYSE) a cerdfication by its chief executive
officer thar 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

Cemmission 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
Resoutces, Inc. will be held Friday, May 9, at 9:30 a.m. (CT) at
1400 S. Lake Shore Drive, Chicago, lllinois.

Performance Graph

This graph and rable below show the five-year cumulative total
return comparison between Dominion, the S&P 500 Index, and
the S&P 500 Utilides Index.

Indexed Returns

Base Period
Years Encing December31 2002 2003 2004 2005 2006 2007
Dominion 100 12141 13416 158.54 178.44 208.73
S&P 500 100 12868 14269 14970 17334 182.86
S&P 500 Utilities 100 126.26 15691 183.34 22182 264.80
COMPARISON OF CUMULATIVE FIVE YEAR TOTAL RETURN
8 Dominicn
W S&P 500
W S&P 500 Utilities $264.80
$208.73
$182.86
$100
02 0
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% Notice of Annual Meeting
Dominion’

Dominion Resources, Inc.
P.O. Box 26532
Richmond, Virginia 23261

April 4, 2008
Dear Fellow Shareholder:

On Friday, May 9, 2008, Dominion Resources, Inc. will hold its Annual Meeting of Shareholders at
The Field Museum, Montgomery Ward Lecture Hall, 1400 S. Lake Shore Drive, Chicago IL 60605,
The meeting will begin at 9:30 a.m. Central Time. Only shareholders who owned stock at the close of
business on February 29, 2008, may vote at this meeting or any adjournments that may take place.

At the meeting we propose to:

* Elect 10 directors;

* Ratify the appointment of independent auditors for the audit of our 2008 financial statements and
internal controls over financial reporting; and

* Attend to other business properly presented at the meeting.

This proxy statement and our 2007 annual report will be mailed or be available to you on approx-
imately April 4, 2008. For information on voting your shares and attending the meeting, please sce

page 2.

I hope you will be able to attend, but even if you cannot, please vote your proxy as soon as possible.
Your vorte is very important to us and we want your shares to be represented at the meeting.

By Order of the Board of Directors,

(a0 M, A

Carter M. Reid
Vice President-Governance and Corporate Secretary
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Annual Meeting and Voting Information

Your Board of Ditectors is soliciting this proxy for the 2008
Annual Meeting of Shareholders and recommends thar you
vote:

* FOR all the director nominees and

* FOR ratification of the appointment of Deloitte 8 Touche

LLP as our independent auditors for 2008.

Management and the Board are not aware of any matters
that may come before the 2008 Annual Meeting other than
the matters disclosed in this proxy statement. If any other
matters are propetly presented at the Annual Meeting for
consideration, the person or persons voting the proxies will
vote them in accordance with their best judgment.

All shareholders that owned common stock at the close of
business on February 29, 2008 {the record date) may vote ar
the Annual Meeting. There were 577,226,452 shares of
Dominton Resources, Inc. common stock outstanding on that
date.

VOTING YOUR SHARES

Registered Shareholders and Dominion Direct®
Participants

If you are a registered shareholder or 2 Dominion Direct®
participant, follow the instructions on the proxy card to vote
your shares over the Internet, by telephone or by returning
your proxy card by mail. If you attend the Annual Meeting,
you may deliver your completed proxy card in person. The
deadline for voting over the Internet or by telephone is
11:59 p.m. Eastern Time on May 8, 2008,

All shares will be voted according to your instructions if
you properly vote your proxy by one of the methods listed
above. If you sign your proxy but do not specify how you want
your shares voted, they will be voted as recommended by the
Board. No vote will be recorded for shares unless a properly
signed proxy is returned.

You may revoke your proxy and change your vote before
the Annual Meeting by submitting a written notice 1o our
Corporate Secretary, by submitting a later dated and properly
executed proxy (including by means of a telephone or Internet
vote) or by voting in person at the Annual Meeting,

Beneficial Owners

If your shares are held in street name (with your broker) or by
a nominee, follow the instructions on the voting instruction
card included with this proxy statement to vote over the
Internet, by telephone or mail. Please note that under New
York Stock Exchange (NYSE) rules, the proposals to elect
directors and ratify the appointment of auditors are considered
discretionary items. This means that if your shares are held in
street name with a broker and you have not furnished voting
instructions at least 10 days before the date of the Annual
Meeting, the brokerage firm may vorte in its discretion on these
itemns on your behalf.

Employee Savings Plans Participants

You will receive a request for voting instructions from the
Trustee for the Plans along with the proxy statement. As
detailed on the voting instruction card, you may provide
instructions ta the Trustee over the Internet, by telephone or
by returning your completed voting instruction card by mail
in the envelope provided. The Trustee will vote according to
your instructions and will keep your vote confidential. All
voting instructions from plan participants must be received by
6:00 a.m. Eastern Time on Monday, May 5, 2008. If you do
not vote your Savings Plan shares, an independent fiduciary
hired by the Plan Administrator will vote them.

QUORUM AND HOW VOTES ARE COUNTED
Each of your shares will be counted as one vote. A majority of
the shares outstanding on February 29, 2008 constitutes a
quorum for this meeting. Abstentions and broker non-votes
are included in determining a quorum.

Each director nominee must receive more votes in favor
than the number of votes against in order to be elected. The
ratification of the appointment of our auditor also tequires
mare votes in favor than the number of votes against in order
to be approved. Abstentions will not be counted as a vote in
favor or against for either of these items.

ATTENDING THE MEETING

Shareholders who plan to artend the meeting will be asked to
present valid picture identification, such as a driver’s license or
passport. Registered shareholders and Dominion Direct®
participants must bring a copy of their dividend check stub or
Dominion activity statement as proof of ownership. If you hold
stock in street name, you must bring a copy of a recent broker-
age statement, and if you plan to vote at the meeting, you must
have a legal proxy provided by the institution that holds your
shares. If you are an authorized proxy, you must present the
proper documentation. Registration will begin at 8:30 a.m.
Central Time, and seating will be available on a first come, first
served basis. Cameras (including cell phones with cameras),
recording devices and other electronic devices will not be
permitted at the meeting. Rules of the meeting will be printed
on the back of the agenda that will be given to you at the
meeting.

PROXY SOLICITATION AND TABULATION

We will pay for soliciting proxies from our sharcholders, and
some of our employees may telephone sharcholders after the
initial mail solicitation. We also have retained Georgeson Inc.,
a proxy solicitation firm, to assist in the solicitation of proxies
for a fee of $14,000 and reimbursement of expenses. In addi-
tion, we may reimburse brokerage firms and other custodians,
nominees and fiduciaries for their reasonable expenses in send-
ing proxy materials to the beneficial owners of stock. We have
retained Corporate Election Services, Inc. to tabulate the votes
and to assist with the Annual Meeting.
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ELECTRONIC ACCESS TO DOMINION’S PROXY
STATEMENT AND ANNUAL REPORT

The 2008 proxy statement and 2007 annual report are
available and may be viewed at www.dom.com/investors/
proxy.jsp.

Registered shareholders and Dominion Direct® participants can
elect to access future proxy statements and annual repotts on the
Internet by marking the appropriate box on their proxy card or
by following the instructions provided when voting by Internet
or by telephone. If you choose this option, you will receive a
proxy card by mail, along with instructions on how to access the
proxy statement and annual report at a specific Internet site.
Your choice will rermnain in effect untl you notify Dominion
that you wish to resume mail delivery of these documents. If
you hold your shares in street name with a broker, please refer to
the informartion provided by your broker for instructions on
how to elect this option. If you elect to receive your proxy
statement and annual report via the Internet, you can still
request paper copies by contacting us at the email ot postal
address or phone number below.

Dominion Resources, Inc.
Shareholder Services

P.O. Box 26532
Richmond, VA 23261
1-800-552-4034

shareholder.services@dom.com

MULTIPLE SHAREHOLDERS SHARING THE
SAME ADDRESS

For registered shareholders and Dominion Direct®
participants, a single copy of the annual report has been sent to
multiple sharecholders who reside at the same address. Any
shareholder who would like to receive a separate annual report
may call or write us at the address above, and we will promptly
deliver it,

If you received multiple copies of the annual report and
would like to receive combined mailings in the future, please
contact us at the email or postal address shown above, Share-
halders who hold their shares in street name should contact
their broker regarding combined mailings.

SHAREHOLDER PROPOSALS AND DIRECTOR
NOMINATIONS

Under Securities and Exchange Commission (SEC) rules, if a
sharcholder wishes to submit a proposal for possible inclusion
in the 2009 proxy statement, Dominion’s Corporate Secretary
must receive it no later than the close of business December 5,
2008. Shareholders should refer to Rule 14a-8 of the Securities
Exchange Act of 1934, as amended, which sets standards for
eligibilicy and specifies the types of proposals that are not
appropriate for inclusion in the proxy statement, Shareholder
proposals should be sent to our Corporate Secretary at
Dominton Resources, Inc., P.O. Box 26532, Richmond,
Virginia 23261,

Tao nominate a director at the 2009 Annual Meeting, you
must be a shareholder and deliver written notice to our
Corporate Secretary at least 60 days before the meeting. If the
meeting date has not been publicly announced 70 days before
the meeting, then notice can be given up to 10 days following
the public announcement. Any notice must include the
following informarion:

1. Your name and address;

2. Each nominee’s name and address;

3. A statement that you are an owner of Dominion stock enti-
tled to vote at the meeting and you intend to appear in
person or by proxy to nominate your nominee;

4. A description of all arrangements or undertakings berween
you and each nominee and any other person concerning
the nomination;

5. Other information about the nominee that would be
included in a proxy statement soliciting proxies for the
election of directors; and

6. The consent of the nominee to serve as a director.

If you wish to bring any other maczer (other than che
nomination of director) before the 2009 Annual Meeting, you
must notify the Corporate Secretary in writing no later than
90 days before the anniversary of the date of this year’s Annual
Meeting. The notice must be received by February 9, 2009
and must contain the following information regarding each
matter:

* A brief description of the business you wish to bring before
the Annual Meeting, including the complete text of any
related resolutions to be presented and the reasons for
cenducting such business at the meeting;

*  Your name and address;

* The number of shares of stock that you own; and

* Any material interest you have in such business.

If you do not provide the proper notice by February 9,
2009, the chairman of the meeting may exclude the mareer,
and it will not be acted upon ar the meeting, If the chairman
does not exclude the matter, the proxies may vote in the
manner they believe is appropriate, in accordance with SEC
rules.
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Corporate Governance and Board Matters

The Board is charged with the responsibility of overseeing
Dominion’s management, as well as the business and affairs of
Dominion on behalf of Dominion’s shareholders. The Board
and management also recognize that the interests of Dominion
are advanced by responsibly addressing the concerns of other
constituencies, including employees, customers and the com-
munities in which Deminion operates. Dominion’s corporate
governance guidelines are intended to support the Board in its
oversight role and in fulfilling its obligation to shareholders. Our
corporate governance guidelines address, among other things,
the composition and responsibilities of the Board, the election
of directors by majority vote, stock ownership requirements and
compensation of non-employee directors, management succes-
sion and review, and the recovery of performance-based
compensation in the event financial results are restated due o
fraud, negligence or intentional misconduct. The Compensa-
tion, Governance and Nominating {CGN)} Committee regularly
reviews our corporate governance guidelines and recommends
modifications to the Board when appropriate and when NYSE
and SEC regulations require changes.

Our corporate governance guidelines can be found in the
corporate governance section on the company’s website at
www.dom.com/about/governance/index.jsp. In addition to our
corporate governance guidelines, other information relating to
governance can be found at this same website, including:

*  Our current board of directors;

* A description of each of our board committees (Audit,
CGN, and Finance and Risk Oversight) as well as each
committee’s charter and members;

* Bylaws;

* Code of Ethics;

* Director independence standards;

* Related party transaction guidelines;

» Political contributions; and

* How to communicate with our non-management directors.
Our Code of Ethics applies to our Board of Directors,

principal executive, financial and accounting officers, and all

employees. Any waivers or changes to our Code of Ethics relat-
ing to our senior executives will be posted on the governance
section of our website at the address noted above.

We will pravide our Code of Ethics and any of our other
governance documents at no charge upon written request to
our Corporate Secretary, Dominion Resources, Inc. P.O. Box
26532, Richmeond, Virginia 23261,

DIRECTOR INDEPENDENCE

Under our corporate governance guidelines, our Board must
be comprised of a majority of independent directors. For a
director to be considered independent, a director must not be
an employee of Dominion and the Board must affirmarively
determine thar a director has no material relationship with
Dominion or any of its subsidiaries. To assist it in determining
director independence, our Board has adopted a set of
independence standards which meets the independence
requirements of the NYSE listing standards. The full text of
our independence standards may be found on our website at
www.dom.com/about/governance/index.jsp.

Qur independence standards specify the criteria by which the
independence of our directors will be determined, including
strict guidelines for directors and their immediate families with
respect to past employment or affiliation with Dominion or our
independent registered public accounting firm; receipt of annual
compensation from Dominion exceeding $100,000 (other than
director fees); and service as an executive officer at another
company where an executive officer of Dominion serves on the
compensation committee. Our independence standards also
prohibit Audit Committee members from receiving any
compensation from Dominion except in their capacity as a
director or committee member or as permitted by SEC rules
with respect to fixed amounts of compensation under a retire-
ment plan for prior services. They also require that at least two
members of the CGN Committee be considered outside direc-
tors under Section 162(m) of the Internal Revenue Code,

The Board recognizes that, in the ordinary course of busi-
ness, transactions may occur between the company and its
subsidiaries and companics or other entities at which some of
our directors are or have been officers. The Board annually
reviews commercial relationships of directors and, under our
independence standards, business transactions meeting the
following criteria are not considered to be material transactions
that would impair a director’s independence:

a) The ditector is an executive officer or employee, or whose
immediate family member is an executive officer, of another
company:

i} that is indebted to Dominion, or to which Deminion is
indebted, and the total amount of either company’s
indebtedness to the other is less than 5% of the total
consolidated assets of either company;

i) in which Dominion owns a common stock interest, or
the other company owns a comman stock interest in
Dominion, and the amount of the common stock
interest is less than 5% of the total shareholders’ equity
of the company in which the interest is owned; or

ii1) thar does business with Dominion and the annual sales
to, or purchases from, Dominion in any of the last
three fiscal years were less than $1 million or 1% of the
consolidated gross revenues of such organization.

b) the director, or an immediate family member, has an inter-
est in a transaction in which Dominion or one of its sub-
sidiaries is a participant and the total transaction amount is
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less than $120,000 ot is determined by competitive bid or a
fixed rate tariff ot fee schedule in conformance with gov-
ernmental regulations.

In addition, our Board also annually reviews the charitable
relationships of directors and, under our independence standards,
charitble contribudons by Deminion or the Dominion Founda-
tion that are less than the greater of $1 million or 2% of the total
annual charitable receipts of an organization on which a director,
or an immediate family member, serves as an officer, director or
trustee of a charttable organization are not considered to be
material transactions that would impair a director’s independence.

Our Board may still determine that a director is
independent even if that director has a relationship that does
not meet the categorical standards relating to commercial rela-
tionships and charitable contributions described above, so long
as that relationship does not vielate the NYSE rules. If such
determination is made, the basis for the Board’s determination
will be explained in Dominion’s next proxy statement.

The CGN Committee evaluates all directors and director
nominees under the independence standards described above,
including consideration of the matters described below under
Related Party Transactions, thar might affect a director’s
independence. Based on its review in February and March 2008,
the Committee recommended to the full Board thar all nominees,
except Mr. Farrell, be determined independent. In considering the
Committee’s recornunendations, the Board determined thac
Mr. Farrell is not independent because he is a current Dominion
employee. In determining the independence of Dr. Brown, the
CGN Commirtee considered the following employment
relationships and concluded that Dr. Brown did not have a
material interest in these matters: (i) the employment of Dz,
Brown’s adule, financially independent daughter by a subsidiary
of Dominion; and (ii) the employment of two adult, financially
independent family members of Dr. Brown by a law firm that
provides services to Dominion. The CGN Committee recom-
mended and the Board concurred that such employment
relationships do not affect Dr. Brown’s independence.

The CGN Committee also assessed the employment of Dr.
Simmons adult, financially independent son by a subsidiary of
Dominion and determined that Dr. Simmons does not have a
material interest in his son’s employment. The CGN
Committee recommended and the Board concurred that Dr.
Simmons, who did not stand for re-¢lection in 2007, was
independent during his service as director through April 2007.

The CGN Committee also reviewed the benefits provided
to Mr. Davidson in accordance with his retirement agreement
as CEO of Consolidated Natural Gas Company (CNG) and
in connection with CNG’s merger with Dominion. The CGN
Commirttee recommended and the Board concurred thart the
retirement agreement does not affece Mr. Davidson’s
independence.

In evaluating the independence of all directors and director
nominees, the CGN Committee reviewed all identified
commercial and charitable relationships, even though such
relationships are categorically excluded under our
independence standards and related party transaction

guidelines. None of these relationships were deemed to affect
the independence of the directors or director nominees.

RELATED PARTY TRANSACTIONS

Dominion’s related party transaction guidelines were recom-
mended by the CGN Committee and established by the Board
in February 2007. These guidelines, subsequently revised in
February 2008, were adopted in order to recognize the process
the Board uses in identifying potential conflicts of interest aris-
ing out of financial transactions, arrangements and relations
between Deminion and any related persons.

Under our guidelines, a related person is a director, execu-
tive officer, director nominee, a beneficial owner of more than
5% of Dominion’s common stock or any immediate family
member of one of the foregoing persons. A refated parry trans-
action is any financial transaction, arrangement or relationship
(including any indebtedness or guarantee of indebredness) or
any series of similar transactions, arrangements or relationships
in excess of $120,000 in which Dominion (and/or any of its
consolidated subsidiaries) is a party and in which the related
petson has or will have a direct or indirect material interest.

In determining whether a direct or indirect interest is mate-
rial, the significance of the information to investors in light of
all circumstances is also considered. The importance of the
interest to the person having the interest, the reladonship of
the parties to the transaction with each other and the amount
invelved are among the factors considered in determining the
significance of the information to the investors.

Our guidelines set forth certain transactions which are not
considered to be related party wransactions, including compen-
sation and expense reimbursement paid to directors and execu-
tive officers in the ordinary course of performing their duties;
transactions with other companies where the related party’s
only relarionship is as an employee, director or owner of less
than 10% of the company’s shares, if the aggregare amount
involved does not exceed the greater of $1 million or 2% of
that company’s gross revenues; and charitable contributions
which are less than the greater of $1 million or 2% of the char-
ity’s annual receipts. The full text of the guidelines can be
found on our website at www.dom.com/about/governance/
index.jsp.

We collect information about potential related parry trans-
actions (those in which a related person may have a material
interest) in our annual questionnaires completed by directors
and executive officers. The Corporate Secretary and the Gen-
eral Counsel review the potential related party transactions and
assess whether any of the identified transactions constitute a
related party transaction, Any identified related party trans-
actions are then reported to the CGN Committee. The CGN
Committee reviews and considers relevant facts and circum-
stances and determines whether to ratify or approve the related
party transactions identified. The CGN Committee may only
approve or ratify related party transactions thar are not incon-
sistent with the best interests of Dominion and its shareholders
and are in compliance with our Code of Ethics.
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Since January 1, 2007, there have been no related party
transactions involving Dominion that were required either to
be approved under Dominion’s policies or reported under the
SEC relared party rules.

DIRECTOR NOMINATION PROCESS

The CGN Committee, which is comprised entirely of
independent directors, is responsible for reviewing the qual-
ifications of and selecting director candidates for nomination
by the Board. As stated in the Committee’s charter and the
Board’s governance guidelines, the Committes selects candi-
dates who represent a mix of backgrounds and experiences that
the Committee believes will enhance the quality of the Board’s
deliberations and decisions. These attributes may include a
candidate’s character, judgment, diversity of experience, acu-
men and ability to act on behalf of shareholders. Business and
financial experience and governmental and community service
are also relevant criteria. In selecting candidates, the Commit-
tee assesses and considers the Board’s diversity, in its broadest
sense, reflecting, but not limited 1o, geography, gender and
ethnicity. The Committee also considers whether a director
candidate is independent in accordance with Dominion’s
independence standards. Based on its deliberations, the
Committee recommends director candidates, the majority of
whom are independent, to the Board for nomination.

A current member of the Board, 2 member of management
or a shareholder may submit director nominations to the
CGN Committee. The Committee considers all nominee
recommendations and uses the nomination process described
above in selecting nominees. This year the CGN Committee
recommended the nominees presented on pages 10 and 11.

COMMITTEES AND MEETING ATTENDANCE

The Board met twelve rimes in 2007. Each Board member
attended ar least 92% of all Board and committee meetings on
which he or she served. All 2007 Board nominees attended the
2007 Annual Meeting of Sharcholders.

Audit Committee

The members of the Audit Commirtee are David A. Wollard
(Chairman), George A. Davidson, Jr., Robert §. Jepson, Jr.
and Margaret A. McKenna. As determined by the Board in
accordance with our independence standards, these four direc-
tors are independent and are “audit committee financial
experts” as defined under SEC rules. They consult with the
independent and internal auditors regarding the audits of
Dominion’s consolidated financial statements, the adequacy of
internal controls and the independence of auditors. This
committee’s report to shareholdets can be found on page 12.
The committee also retains the independent auditors for the
next year. In 2007, this committee met ten times.

Compensation, Governance and Nominating (CGN)
Committee

The members of the CGN Committee are Frank S. Royal
{Chairman), John W. Harris, Robert S. Jepson, Jr., Mark J.
Kington and David A, Wollard, As derermined by the Board
in accotdance with our independence standards, these five
directors are independent. This committee consults directly
with their independent compensation consultant, Pear! Meyer
& Partners (PM&P), and management to review and evaluate
Dominion’s organizational structure and compensation prac-
tices, which include both Dominion's executive and director
compensation programs. This committee also meets with
PM&P, without management present, to review and discuss
CEQ compensation and other matters. Additional information
regarding this committee, management and PM&P's role in
our executive and director compensation programs is included
in Compensation Discussion and Analysis (CD&A) and Non-
Employee Director Compensation. This committee is also
responsible for overseeing Dominion’s governance practices,
evaluating the Board’s effectiveness and reviewing the qual-
ifications of director candidates. They make recommendations
to the Board regarding all of these marters, including direcror
nominees, and they administer certain compensation plans.
The committee’s report to shareholders can be found on page
13. In 2007, this committee met eight times.

Finance and Risk Oversight Committee

The members of the Finance and Risk Oversight Committee
are John W. Harris (Chairman), Peter W, Brown, Mark J.
Kington and Benjamin J. Lambert, III. As determined by the
Board in accordance with our independence standards, these
four directors are independent. This committee oversees the
company’s financial policies and objectives, reviews the
company’s capital structure, considers our dividend policy and
reviews the company’s financing activities. In addition, this
committee oversees the company’s risk management policies
and objectives and reviews its insurance coverage. In 2007, this
committee met four times.

COMPENSATION COMMITTEE INTERLOCKS
AND INSIDER PARTICIPATION

The CGN Committee is comprised entirely of the five
independent directors listed above and no executive officer of
the company served on the compensation committee or board
of any company that employed any member of the CGN
Committee or Board of Directors.
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SECTION 16(a} BENEFICIAL OWNERSHIP
REPORTING COMPLIANCE

Qur directors and officers report their stock transactions to the
SEC. As part of our annual review and confirmation of share
ownership, Mr. Kington discovered that certain shares of
Dominion common stock held in a managed Individual
Retirement Account and acquired in October 2002 {prior to
his election as a director of Dominion) had not been reported.
A Form 5 was filed in February 2008 to correct this
inadvertent omission. To the company’s knowledge, for the
fiscal year ended December 31, 2007, all other Section 16(a)
filing requiremencs applicable to its executive officers and
directors were satisfied.

EXECUTIVE SESSIONS

The CGN Committee chairman leads executive sessions of the
independent directors at the conclusion of each regularly
scheduled Board meeting.

COMMUNICATIONS WITH DIRECTORS

Shareholders and other interested persons may communicate
directly with Dominion’s non-management directors in two
ways — by email or by writing to them.

Emails may be sent directly to our non-management direc-
tors at www.dom.com/about/governance/contact.jsp. You may
direct your communications to our non-management directors
as a group or to any committee of the Board. The Board has
directed the Corporate Secretary or her representative to mon-
itor the non-management directors’ electronic maitbox and, as
appropriate, to review, sort and summarize communications or
forward certain communicarions {such as customer com-
plaints) to other company personnel. All emails received in the
non-management directors’ electronic mailbox are treated as
any emails received by Dominion. They are first isolated and
scanned for viruses, malicious/disruptive code, spam/junk
email, and profanity, and are forwarded only if free of these
items. When appropriace, the Corporate Secretary consults
with the General Counsel and Audit Committee chairman,
who then determine whether to communicate further with the
Audit Commirtee and/or the full Beard. The non-
management directors have access at all times to their elec-
tronic mailbox, as well as a report that tracks how
communications have been handled.

Letters may be sent to the non-management directors or
one or more directors by writing to the Board of Directors, ¢/o
Corporate Secretary, Dominion Resources, Inc., P.O. Box
26532, Richmond, Virginia 23261. The same procedures
described above will be followed for postal mail. Inappropriate
communications {such as commercial solicitations) will not be
forwarded to the Board.

NON-EMPLOYEE DIRECTOR COMPENSATION
As disclosed in our corporate governance guidelines, the CGN

Commitree annually reviews and assesses the compensation paid
to non-employee directors, but depending on the market data and
the company’s needs, the CGN Committee may recommend
changes less frequently. The Board believes that its compensation
should be aligned with the interests of the shareholders; therefore,
a significant portion of Dominion’s director compensation is paid
in Deminion stock. The CGN Commictee works with PM&P to
recommend to the full Board a compensation program thar is
designed to attract and retain qualified and experienced directors,
considering the director compensation programs of Dominion’s
peer group, which is the same peer group used for executive
compensation purposes, and for large diversified companies gen-
etally. In addition, PM&P advises the Committee on trends in
director compensation.

Upon completion of its annual review in 2007, the CGN
Committee recommended, and the Board approved, an
increase in non-employee director compensation. Beginning in
April 2007, the annual cash retainer was increased from
$40,000 to $60,000. In addition, the annual stock retainer of
$40,000 and the annual deferred stock granc of $40,000 paid
to non-employee direcrors elected to the board after 1995 and
who are not yet age 62 were replaced with an annual stock
retainer of $90,000 to be paid in Dominion stock. In addi-
tion, the meeting fee for the Finance and Risk Oversight
Committee was increased from $1,500 to $2,000 so thar all
Board and Committee meeting fees would be $2,000 per
meeting. The Audit and CGN Commitee chairmen each
receive an annual cash retainer of $15,000, while the Finance
and Risk Oversight Commitree chairman receives a $5,000
annual cash retainer. No additional changes will be made in
April 2008 to non-employee director compensation.

The following tables and footnotes reflect the compensa-
tion and fees received in 2007 by our non-employee directors
for their services. Messts. Calise, Capps, Leatherwood and
Simmons did not stand for re-election in 2007 and all
amounts reported below for these former directors are through
April 2007. Mr. Farrell does not receive any compensation for
his service as a director. The share and per share amounts
reported in the footnotes to the table reflect the two-for-one
stock split distributed in November 2007.
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Non-Emplayee Director Compensation

Name Fees earned or paid in cashfl? Stock Awards®@ All Other Compensationt® Total
Peter W. Brown $ 93,500 $ 90,022 $ 30,163 $ 213,685
Ronald J. Calise 10,000 0 5,491 15,491
Thos. E. Capps 100,000 370,377 62,831 533,208
George A. Davidson, Jr. 101,500 90,022 17,298 208,820
John W. Harris 108,000 S0,022 40,638 239,660
Robert S. Jepson, Jr. 122,000 50,022 21,797 233,819
Mark J. Kington 108,000 90,022 7,603 205,625
Benjamin J. Lambert, 1| ©3,500 90,022 46,971 230,493
Richard L. Leatherwood 5,500 0 14,990 20,490
Margaret A. McKenna 106,000 80,022 5,000 201,022
Frank S. Royal 117,000 S0,022 44,279 251,301
S. Dalias Simmans 5500 0 14,953 20,453
David A. Wollard 137,000 50,022 50,968 277,990
All directors $1,108,500 $1,180,575 $362,982 $2 652,057

(1) Directors may defer ail or a portion of their compensation or chocse to receive (a) With the exception of Mr, Capps, amounts represent dividend equivalents

stock in lieu of cash for meeting fees under the Non-Employee Directors
Compensation Plan. Mr. Kington and Dr. Lambert chose to receive stock in lieu of
cash for a portion of their 2007 meeting fees. in the case of Mr. Capps, the
amount listed represents the prorated fee paid for nis services as a consultant
pursuant ¢ his agreement with Dominion approved by the Board and dated

May 26, 2005.

{2} Each nen-employee director who was elected in April 2007 received an
annual stock retainer valued at approximately $90,000 which was equal to 1,950
shares, valued at $46.165 per share based on the split-adjusted closing price cf
Dominicrn common stock on April 26, 2007. Non-employee directors may defer all
or a portion of this stock retainer. (See share ownership table for February 29,
2008 balances). A total of 17,550 shares of stock, in aggregate, were distributed
to directors for their annual stock retainers.

No options have been granted to directors since 2001. The following

earned on the Directors Stock Accumulation Plan {(SAP) balances. For directars
elected 1o the Board prior to 2004, the SAP provided non-employee directors a
one-time stock award equivalent in value to approximately 17 times the annual
cash retainer. Stock units were credited to a book account and a separate
account continues to be credited with additional stock units equal in value 1o divi-
dends on all stock units held in the director's account. A director must have 17
years of service to receive all of the stock units awarded and accumulated under
this Flan. Reduced distributions are made where a director has at least 10 years
of service or has reached age 62 when service as a director ends. Dividend earn-
ings under the Flan are paid at the same rate declared by the company for all
shareholders. In the case of Mr. Capps, this amount represents dividends paid on
his outstanding restricted stock through April 2007.

(b} Amounts represent tax liabilities associated with reimbursement of expenses
as described below in Expense Reimbursements.

{c) Under & company-wide program, qualifving charitable contributions by direc-

non-empioyee directors had options cutstanding as of December 31, 2007:
Mr. Davidson {16,000}, Dr. Lambert (36,000), Dr. Royal (16,000} and
Mr. Wollard {36,000).

tors and employees are matched up to $5,000 by the Deminion Foundation.

{d) This amount represents benefits provided for Mr. Capps under a 2005 agree-
ment {home security system, a vehicle allowance, club fees, use of corporate
plane, home computer equipment, technical support) and retirement gift. The
cost of technical support is calculated based on the full weighted-cost of an

{3) All Other Compensation

employee’s time. Mr. Capps has the use of office space at no incremental cost 1o
Tax Gross Malching the company. The company reimburses Mr. Capps for nominal clerical help.

Director Dividendsta! Upst® | Gift Donationst: Other

{e) This amount represents the costs of benefits arising frorm CNG's merger with
Brolwn $ 23,745 $.6418 Dominicn and in accordance with Mr. Davidson's retirement agreement as CEQ of
Calise 5,491 CNG for financial planning, cffice space, nominal clerical help, downtown office
Capps 27,027 $ 35,804 parking space, telephone service and laptop. These tenefits were deemed
Davidson 17 258 deferred compensation payable with respect to past services provided by Mr.

: Davidson to CNG as an executive and were part of an overall agreement relating
Harris 40,526 112 to his retirement from such position. Effective January 1, 2008, the form of pay-
Jepson 21,238 559 ment of the company's abligation for Mr. Davidson’s benefits was changed to an
Kington 2 603 $ 5000 annual payment of $40,000 per year, 1o be adjusted annually for any increase in
! . the average consumer price index.

Lambert 40,526 4,095 2,350
Leatherwood 9,728 5,262 {4) While Mr. Capps did not receive stock awards as a director of Deminion, in

2005 as a Dominion executive he received a restricted stock award of 114,196
McKenna 5,000 shares contingent upon his services as a consultant, The restricted stock award
Raoyal 40,526 3,753 vests equally over three years with the remaining 38,066 restricted shares vesting
Simmans 9728 5,225 in May 2008, The expense recognized through April 2007 In accordance with

Statement of Financial Accounting Standard No, 123 {reviseg 2004) Share-Based
Wollard 40,526 6,942 3,500 Payments (SFAS 123R) was $370,377.
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Expense Reimbursements

We reimburse directors for travel, lodging and related expenses
they incur in attending Board and committee meetings. These
reimbursements include the expenses incurred by directors’
spouses in accompanying the directors to one Board meeting
and the Annual Meeting each year, along with any raxes
related 1o such payments as disclosed in the rable above. In
addirion, directors and their spouses may accompany the CEO
or other senior executive on corporate aircraft for both busi-
ness and personal travel. The company imputes income to the
director for all spousal travel and any personal travel.

Director Compensation Plans
NON-EMPLOYEE DIRECTORS COMPENSATION PLAN

Our non-employee directors are paid their annual retainer and
meeting fees under this plan. A director may elect to receive all
or a partion of his or her meeting fees in the form of cash or
stock. If a director does not make an election, meeting fees are
paid in cash. The plan also allows directors to defer all ora
portion of their annual retainer and meeting fees into stock
unit or cash accounts. Stock unit accounts are credited quar-
terly with additional stock units equal in value to dividends
paid on Dominion common stock and cash accounts are cred-
ited monthly with interest at an annual rate established for the
Fixed Rate Fund (which was 4.85% in 2007) under Domin-
ion’s frozen Executive Deferred Compensation Plan. Shares of
Dominion common stock equal in value to stock units held
for directors under this plan are issued into a trust and direc-
tors retain all voting and other rights as shareholders. Dis-
tributions under this plan are made when a director ceases o
serve on the Board. In addition, this plan provides a means for
the Board to receive grants of restricted stock awards and stock
options. No stock options have been granted to directors since

2001,

FrROZEN DIRECTORS PLANS

In order to comply with tax law changes resulting from the
enactment of the American Jobs Creation Act, on

December 31, 2004, the Board froze the following direcrors’
plans: Deferred Cash Compensation Plan, Stock
Compensation Plan, and Stock Accumulation Plan (described
in Footnote (a) under the All Other Compensation table to
the Non-Employee Director Compensation table). These
plans provided a means to compensate directors and allowed
directors to defer that compensation, whether in cash or stock,
until they ceased to be a director or reached a specified age. In
the case of the Deferred Cash Compensation Plan, deferred
fees were credited to either an interest bearing account or a
Dominion common stock equivalent account, Under the
frozen plan, interest (at the same rate as under the
Non-Employee Directors Compensation Plan) or dividend
equivalents continue to accrue and may be held in cruse uncil
distributions are made. Prior to 2005, the stock portion of a
director’s retainer was paid under the Stock Compensation
Plan and directors had the option to defer receipt of that stock.

Other Director Benefits

CHARITABLE CONTRIBUTION PROGRAM

This program was discontinued in January 2000. For directors
elected before that time, Dominion funded the program by
purchasing life insurance policies on the directors. Those poli-
cies have been fully funded and participating directors
{currently Messrs. Harris and Wollard and Drs. Lambett and
Royal) will derive no financial or tax benefits from the pro-
gram, because all insurance proceeds and charitable tax
deductions accrue solely to Dominion. Upon a participating
director’s death, $500,000 will be paid in 10 installments to
the qualifying charitable organization(s} designated by that
director.

MATCHING GIFTS PROGRAM

The Dominion Foundartion will march a director’s donations,
on a l-to-1 basis, to one or more 501(c)(3) organizations up to
a maximum of $5,000 per year. If the donation is to an orga-
nization on whose board the director serves or for which the
director volunteers more than 50 hours of work during a year,
the Dominion Foundation will martch the donation on a
2-to-1 basis, up to the $5,000 maximum. This benefit is avail-
able to all Dominion employees and directors.

INSURANCE

All employees and our directors are covered by business travel
accident insurance while traveling on business for Dominion
or any of its subsidiaries. The policy provides 24-hour cover-
age while traveling on business and has a maximum benefit of
$250,000 for employees and $200,000 for directors in the
event of death or a percentage of the death benefit in the event
of permanent bodily dismemberment. Thete is no incremental
cost for covering the directots under this insurance policy, as
the premium would remain the same even if such direcror
coverage was removed.
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Item 1 — Election of Directors

In 2007, we amended our bylaws to require directors be elected by a majority of the votes cast unless the election is contested, in
which case directors are elected by a plurality of the votes cast. A majority of votes cast means that the number of shares voted for a
director exceeds the number of votes cast against the director, If an incumbent director in an uncontested election does not receive a
majority of votes cast for his or her election, the director is required to submit a letrer of resignadion promptly to the Board of
Ditectors. Within 90 days of the certification of the election results, the Board must act on the resignation, taking into consid-
etation any recommendation by the CGN Committee and any additional relevant information and factars. The director who ten-
ders his or her resignation does not parricipate in the decisions of the CGN Commirtee or the Board relating ro the resignation.

Presented below is information about each nominee for director. Each nominee is an incumbent director tecommended by the
CGN Committee and nominated by the Board, Directors are elected annually; therefore, each directot’s term of office will end at
the next Annual Meeting of Shareholders or when his or her successor has been elected. Because the election this year is not con-
tested, we will be using the majority vote rule described above. Your proxy will be voted for all of the nominees unless you tell us
you want to vote against a candidate or to abstain. If any nominee is not available to serve (for reasons such as death or disability),
your proxy will be voted for a substitute nominee if the Board of Directors nominates one.

PETER W. BROWN, 65, physician, Virginia Surgical Associates. He is a director of Bassett Furniture
Industries, Inc. Dr. Brown received his undergraduate and medical degrees from Emory University and is a
clinical associate professor of surgery at Virginia Commonwealth University Medical Center.

DIRECTOR SINCE 2002

GEORGE A. DAVIDSON, JR., 69, retired chairman of the board of directors of Dominion and former
chairman and chief executive officer of Consolidated Natural Gas Company. He is a director of PNC Financial
Services Group, Inc. and Goedrich Corporation. Mr. Davidson received his undergraduate degree in petroleum
engineering from the University of Pitsburgh, He served in a variety of management and executive positions
with CNG for 34 years and is a former chairman of the American Gas Association.

DIRECTOR SINCE 2000

THOMAS F. FARRELL, 11, 53, chairman, president and chief executive officer of Dominion since April 2007.
M. Farrell served as president and chief executive officer of Dominion from January 2006 w Aprit 2007, and
prior to that, president and chief operating officer as well as executive vice president. He is chairman of the
board and chief executive officer of Virginia Electric and Power Company, a wholly-owned subsidiary of
Dominion, and was chairman, president and chief executive officer of Consolidated Natural Gas Company, a
former wholly-owned subsidiary of Dominion that merged into Dominion in June 2007. Mr. Farrell is a direc-
tor of Altria Group, Inc. He received his undergraduate and law degrees from the University of Virginia, where
he is currently a member of the Board of Visitors. He joined Dominion in 1995 after practicing law with a
regional law firm and has held several executive management positions for Dominion and its subsidiaries.

DIRECTOR SINGE 2005

JOHN W. HARRIS, 60, president, Lincoln Harris, LLC, a real estate consulting firm. He is a director of
Piedmont Natural Gas Company, Inc. and Mapeley Limited, a commercial real estate management and our-
sourcing company located in the United Kingdom. Mr. Hatris received his undergraduate degree from the
University of North Carolina at Chapel Hill.

DIRECTOR SINCE 1999
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ROBERT 8. JEPSON, JR., 65, chairman and chief exccutive officer of Jepson Asseciates, Inc., a private
investment firm. Mr. Jepson received his undergraduate and graduate degrees in business and commerce from
the University of Richmond. He is the principal contributor and founder of the University of Richmond’s Jep-
son School of Leadership Studies.

DIRECTOR SINCE 2003

MARK J. KINGTON, 48, managing director, X-10 Capital Managemem, LLC and president, Kington Man-
agement Corporation, an investment firm. He is and has been the principal officer and investor in several
communications firms and is a founding and managing member of Columbia Capital, LLC, & venture capiial
firm specializing in the communications and information technology industries. Mr. Kington received his
undergraduate degree from the University of Tennessee and an MBA from the University of Virginia,

DIRECTOR SINCE 2005

BENJAMIN J. LAMBERT, 11, 71, oprometrist. He is a director of Consolidated Bank & Trust Company
and SLM Corporation. Dr. Lambert received his undergraduare degree from Virginia Union University and a
graduare degree from the New England College of Optometry. He was a member of the Virginia Senate from
1986 through 2007 and prior to that was a member of the House of Delegates beginning in 1978.

DIRECTOR SINCE 1994

MARGARET A. McKENNA, 62, president, The Wal-Mart Foundation and former president, Lesley Uni-
versity. She received her undergraduate degree from Emmanuel College and her law degree from Southern
Methodist University. Ms. McKenna was a civil rights attorney with the U.S. Deparument of Justice and held a
variety of positions with the U.S. government from 1976 to 1981, including deputy counsel in the White
House and deputy under secrerary of education.

DIRECTOR SINCE 2000

FRANK S. ROYAL, M.D., 68, physician. He is a director of SunTrust Banks, Inc., CSX Corporation and
Smithfield Foods, Inc. Dr. Royal also served as a director of Chesapeake Corporation from 1990 16 2007.
Dr. Royal received his undergraduate degree from Virginia Union University and his medical degree from

Meharry Medical College.
DIRECTOR SINCE 1994

DAVID A. WOLLARD, 70, founding chairman of the board, emeritus, Exempla Healtheare. He is a direcror
of Vectra Bank Colorado. He received his undergraduate degree from Harvard College and graduated from the
Stonier Graduare School of Banking. Mr. Wollard held a vartety of executive positions with banking
institutions in Flerida and Colorado, where he was the president of Bank One Colorado, N.A.

DIRECTOR SINCE 1999

Your Board of Directors recommends that you vote
FOR these nominees.
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The Audit Committee Report

f

Our Commirtee operates under a written charter which was
most recently revised in February 2008. Our charter can be
found on the company’s website at www.dom.com/about/
governance/committees.jsp.

Qur Commirtee reviews and oversees Dominion’s financial
reporting process and related disclosure and internal controls.
Each November, we develop the coming year’s meeting
schedule and agendas, which include reviews of Dominion’s
internal controls testing, disclosure controls and procedures,
charter requirements, charitable giving, auditor independence
requirements, pre-approval of fees, and other issues that we,
management and the independent auditors feel should be
addressed more closely.

During 2007, we reviewed and discussed the following with
management and the independent auditors:

* Quarterly and year-end results, financial statements and
reports prior to public disclosure;

*  The acrivities of management's disclosure commitcee and
Dominion’s disclosure controls and procedures, including
internal controls;

* Management’s compliance with Section 404 of the
Sarbanes-Oxley Act relative to documentation and internal
and external auditors’ testing of internal controls;

* New and proposed accounting standards and their poten-
tial effect on Dominion’s financial statements;

*  The status of internal audit’s staffing, qualifications and
audit plans;

+ Dominion’s nuclear operations and performance; and

* Dominion’s compliance program for employees.

Our Committee conducts pre-meeting sessions to review
with management a single topic in more detail. The topics are
chosen as part of a November planning process. In 2007, ses-
sions focused on: regional transmission organizations and their
impact on Dominion, a review of emerging accounting issues,
including the convergence of United States and international
accounting standards, an overview of Dominion’s information
technology risk management program, and an overview of
regulatory accounting and the ratemaking process.

Throughout 2007, we met with the internal and
independent auditors, with and without management present,
to discuss the plans for, and scope and results of, their audits
and reviews of Dominion’s internal controls and the overall
quality of Dominion’s financial reporting. At three of the
Committee’s meetings, we also met with the internal audirors,
independent auditors and management in separate executive
sessions.

Management has represented that Dominion’s consclidated
financial statements were prepared in accordance with gen-
erally accepted accounting principles. We reviewed and dis-
cussed the audited consolidated financial statements with
management and the independent auditors. In accordance
with the requirements established by the Statement on Audit-
ing Standards No. 61, Communication with Audit Committees
{as amended by Auditing Standards 89 and 90}, this discussion

included a review of significant accounting estimates and con-
trols, and the quality of Dominion’s accounting principles.

We have received written disclosures and letters from the
independent auditors required by Independence Standards
Board Standard No. 1, Independence Discussions with Audit
Commiztees and the NYSE governance standards regarding
internal quality control procedures. We have discussed with
the independent auditors the issue of their independence from
Dominion, including any non-audit services performed by
them.

2007 Consolidated Financial Statements

Relying on these reviews and discussions, we recommended to
the Board of Directors, and the Board approved, the inclusion
of the audired financial statements and management’s annual
report on internal control over financial reporting in Domin-
ion’s Annual Report on Form 10-K for the year ended
December 31, 2007, for filing witch the SEC.

Independent Auditors for 2008

Our Committee discussed with management and reviewed
with the independent auditors their plans and proposed fees
for auditing the 2008 consolidated financial statements and
internal controls over financial reporting of Dominion and its
subsidiaries, as well as their proposed audit-related and
non-audit services and fees. Based on our discussions and
review of the proposed fee schedule, we have retained
Deloitte & Touche LLP, a registered public accounting firm,
independent of us, as Dominton’s independent auditors for
2008, and in accordance with our pre-approval policy,
approved the fees for the services presented to us. We
determined thar the non-audit related services proposed to us
do not impair Deloitte & Touche’s independence, and that ic
is more economical and efficient to use them for the proposed
services. Permission for any other specific non-audir related
services will require prior approval by our Committee or its
chairman. When appropriate, Dominion secks competitive
bids for non-audit related services.

David A. Wollard, Chairman
George A. Davidson, Jr.
Robett S. Jepson, Jr.
Margaret A. McKenna

February 26, 2008
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Item 2 — Auditors

Fees and Pre-Approval Policy
The Audit Committee has a pre-approval policy for
Deloitte & Touche’s services and fees. Each year the Audit
Committee pre-approves a schedule chac derails the services to
be provided for the following year and an estimated charge for
such services. At its December 2007 meeting, the Committee
approved the schedule of services and fees for 2008 and sub-
sequently pre-approved additional audits related to two sub-
sidiaries held for sale at its January 2008 meeting. As provided
by Dominion’s pre-approval policy, any changes to the sched-
ule may be approved by the Commitcee chairman, and
reported to the full Commirtee at its next meeting.

The following table presents fees paid to Deloitte &
Touche for the fiscal years ended December 31, 2007 and
2006.

Type of Fees (millions) 2007 2006
Audit fees % 7.34 %671
Audit-related fees 401 071
Tax fees 002 008

All other fees — —
$11.37 $7.50

Audit Fees. These amounts represent fees of Deloitte &
Touche for the audit of our annual consolidated financial
statements, the review of financial statements included in our
quarterly Form 10-Q reports, the audit of internal control over
financial reporting, and the services that an independenc audi-
tor would customarily provide in connection with subsidiary
audits, staturory requirements, regulatory filings, and similar
engagements for the fiscal year, such as comfort letters, attest
services, consents, and assistance with review of documents

filed with the SEC.

Audit-Related Fees. Audic-Related Fees consist of assur-
ance and related services that are reasonably related to the
performance of the audit or review of Dominion’s con-
solidated financial statements or internal control over financial
reporting. This category may include fees related to the per-
formance of audits and attest services not required by statute
or regulations, audits of our employee benefit plans, due dili-
gence related to mergers, acquisitions, and investments, and
accounring consultations about the application of generally
accepted accounting principles to proposed transactions.

Tax Fees. These amounts are for tax compliance services,
tax consulting services, and related costs.

Other Information About the Auditors

Representatives of Deloitte & Touche will be present at the
Annual Meeting. They will have an opportunity to make a
statement if they desire, and will be available to respond to
shareholder questions.

ITEM 2 — RATIFICATION OF APPOINTMENT
OF AUDITORS

Our Audit Commirttee has retained Deloitte & Touche LLP,
an independent registered public accounting firm, as
Dominion’s independent auditors for 2008. Although
ratification is not required by our bylaws or otherwise, the
board is submitting the selection of Deloitte & Touche LLP to
our shareholders for ratification as a matter of good corporate
practice.

Your Board of Directers recommends that you vote
FOR ratification of the Committee’s action.

Compensation, Governance and Nominating Committee Report

In preparation for filing this proxy statement, the Compensation, Governance and Nominating Committee reviewed management’s
Compensation Discussion and Analysis (CD&A) that describes in more detail our Committee’s process and decisions with regard
to Dominion’s executive compensation programs. During our review of the CD&A, we discussed the content of the CD&A with
management. We subsequently recommended to the Board of Directors that, based on our review and discussion, the CD&A be
included in this proxy statement and incorporated by reference in Dominion’s Annual Report on Form 10-K.

Frank S. Royal, Chairman
John W. Harris

Robert S. Jepson, Jr.
Mark J. Kington

David A. Wollard

March 27, 2008
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Compensation Discussion and Analysis

EXECUTIVE COMPENSATION PHILOSOPHY —
THE OBJECTIVES OF OUR PROGRAM

Dominion’s executive compensation program is designed to
atrract, motivate and retain a superior management team,
while ensuring that annual and long-term incentive programs
and benefits align management’s financial success with that of
our shareholders. Dominion’s Board of Directors (through the
oversighr of its Compensation, Governance and Nominating
(CGN} Committee) believes in providing comperitive
compensation and benefits to our officers, while putting a
substantial portion of our senior executives’ overall compensa-
tion at tisk based on their performance as compared to short
and long-term goals. Therefore, actual performance measured
in comparison to targets will establish how competitive actual
compensation will be for any given year.

OUuUR PROCESS

Each year, the CGN Committee conducts a comprehensive

assessment and analysis of our executive compensation pro-

gram, with input from management and our consultant as
described in Management's Role in Our Process and The

Independent Consultant’s Role in Our Process. The CGN

Committee's review process includes, but is not limited to, the

following steps:

*+ Approving our peer group of companies and benchmarking
our stock and financial performance against these peers;

» Reviewing the performance of the CEO and other senior
officers, including the CEQ’s assessment of the perform-
ance of other key officers, and considers other relevant fac-
tors such as retention or market competitiveness concerns;

* Meeting with our CEO to review succession plans for his
position and for his senior officers;

* Reviewing the current annual compensation of senior
management and long-term compensation grants made
over the past several years;

* Considering and discussing the appropriate performance
metrics and attributes of annual and long-term programs
for the next year;

* Considering the entirety of our compensation program and
periodically reviewing specific benefits and perquisites;

* Benchmarking the components of base pay, total annual
cash incentive pay, long-term pay and total direct compen-
sation for individual officers against appropriate market
survey dara;

* For our top officers, if specific compensation information is
available for their comparable positions at a number of our
peer companies, using a blend of both survey data and peer
compensation data for benchmarking their position;

* Reviewing the compensation practices of our peer compa-
nies, including their practices with respect to equity and
other grants, benefits and perquisites;

* Reviewing the ratio of our CEQ’s salary and rotal direct
compensation compared to certain other Dominion offi-
cers; and

* Reviewing management’s stock ownership and our policies
regarding stack ownership.

Factors in Setting Compensation

While we benchmark and compare general compensation

levels relative 1o Dominion’s peer group of companies and

general market survey data for each position, we administer
our program to meet the needs and requirements of Dominion
rather than only matching pre-set market levels for each
component of compensation. We take into consideration
several factors in setting compensation, including:

* an officer’s experience and job performance;

¢ the scope of responsibility for a position, including any
differences from peer company positions or markert survey
benchmarks;

» the relative importance of a particular position to
Dominion's strategy and success, and comparability to
other executive positions at Dominion;

*» retention and market competitive concerns; and

* the officer’s role in any succession plan for other key
positions.

Other factors may be considered. For example, when
officers in different business units share similar job
responsibilities, we consider their compensation both (i} as a
group by discipline and (ii) within their own individual busi-
ness unit based on the revenue scope, competitiveness and
strategic fit of that unit. Rotatonal assignments may also be a
factor. When an officer is purt in a position for a leadership
development or professional development reason, the compen-
sation for that officer will not necessarily be tied to the rota-
tional position’s market information, but based on the overall
career path for the officer.

CEO Compensation Relative to Other Named Executive
Officers

Mr. Farrell participates in the same compensation programs and
receives compensation based on the same philosophy and factors
as other named executive officers. Application of the same
philosophy and factors to Mr. Farrell’s position results in overall
CEOQ compensation that is significantly higher than the
compensation of the other named executive officers. His com-
pensation is commensurate with the market competitive dara for
his position, his greater responsibilities and decision-making
authority, broader scope of duties that encompass the entirety of
the company (as compared to the other named executive officers
who are responsible for significant but distinct areas within the
company) and his overall responsibility for the corporate
strategy and the role of chief representative 1o shareholders,
investors, regulators and the media.

We consider CEQ compensation trends versus the next
highest paid officer and rop officers as a group over 2 multi-
year period to monitor the ratio of Mr. Farrell’s pay relative to
the pay of his senior officers based on (i} salary only and
(ii) rotal direct compensation, including annual and leng-term
incentive pay. We compare our ratios to that of our peers to
confirm our ratios are not out of line with practices at our peer
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companies. There is no particular ratio or goal, but instead the
CGN Committee considers year-to-year trends and compar-
isons with our peers. The CGN Committee did not make any
adjustments to the compensation of any named executive offi-
cers based on this review.

Management’s Role in Qur Process

Management has the following involvement with the executive

compensation process:

+ Dominion’s financial planning group identifies companies
for inclusion in the peer group based on our industry and
the companies used by Dominion analysts and external
analysts for comparison purposes. Dominion’s Chief
Financial Officer (CFQ) and the CGN Committee’s
independent compensation consultant review and comment
on the proposed group before it is submitted to the CGN
Committee for approval.

+ Dominion’s CFO and CEQ are both involved in establish-
ing and recommending to the CGN Committee financial
goals for the incentive programs based on management’s
internal goals and straregic plans.

» The CEO reviews market data, peer data and other
information provided by Dominion’s executive compensa-
tion department and considers the reports submirted to the
CGN Commirtee by its independent compensation con-
sultant regarding salaries, annual and long-term incentive
targets for all officers other than himself, and reviews plan
amendments and design before recommendations are made
to the CGN Commuittee.

o The CEO reviews and makes recommendations for all offi-
cers after considering and discussing with the CGN
Committee the relevant facrors used in setting each officer’s
compensation, but he does not make any recommendations
or review proposals with regard to his own compensation;
the CGN Commirtee has the exclusive authority to approve
compensation for the company's senior execurives other
than the CEO. The CGN Committee makes recom-
mendations to the independent members of the Board of
Directors, who have final approval of CEO compensation.

* The CEQO makes recommendations to the CGN Commit-
tee regarding the timing and frequency of our long-term
programs, special arrangements to address specific retention
concerns, and the elimination or modification of certain
benefits.

+ The Governance Department coordinates data requests and
the preparation of CGN Commitree meeting presentations
and mailing materials with the independent compensation
consultant, and as otherwise directed by the chairman of

the CGN Committee.

The Independent Consultant's Role in Qur Process

The CGN Commitree has retained Pearl Meyer & Partners
(PM&P) as its independent compensation consultant. Our
PM&P consultant participates in CGN Committee meetings
as requested by the Chairman of the Commitree, either in
person or by teleconference. When discussing CEO

compensation or as otherwise requested, our consultant meets

with the CGN Cemmittee members in executive session

without management present. The nature and scope of our

PM&P consultant’s assignment are as follows:

s+ To perform a detailed review of the base salary, bonus
potential and value of long-term incentives and toral direct
compensation for each of our senior officers as compared to
the appropriate comparable positions at our peer compa-
nies, and as compared to survey data for comparable posi-
tions at similarly sized companies, and to provide 2 full
report to the CGN Commirtee on her findings;

» To participate in the selection of our peer companies, pro-
viding independent advice to the CGN Commitree on the
appropriateness of our peer group and the process used to
select such peer group;

» To participate in CGN Committee executive sessions with-
out management present to discuss CEO compensation
and any other relevant matters, including the appropriate
relationship between pay and performance;

» To generally review and offer advice to the CGN Commit-
tee regarding other aspects of our executive compensation
program, including special projects, plan design, best
practices and other matters as requested by or on behalf of
the CGN Committee; and '

+ To provide analysis and recommendations for the CGN
Committee’s consideration regarding compensation for our
non-employee directors.

PM&P has been instructed not to, and does not, provide
any other services to Dominion outside of this advice and
counsel to the CGN Committee on executive and director
compensation matters.

How We Use Survey Data

We use both broad-based survey data and surveys that have
job-specific market data whenever possible to benchmark the
components of base pay, annual incentive pay, long-term pay
and total compensation. We benchmark each officer’s position
against one or mote appropriate job matches from the surveys,
based on primary job responsibilities and the scope of the
position, which is typically based on revenue or asset size, and
in some circumstances, on number of employees.

We purchase broad-based surveys from several vendors,
including Mercer HR Consulting, Hewitt, Towers Perrin and
other organizations. We also purchase industry specific surveys
whenever possible, including surveys provided by the Ameri-
can Gas Association, ECI Oil & Gas, ORC Natural Gas,
Towers Energy, Mercer Energy, and Mercer Energy 27. This
mix of surveys reflects the fact that we compete for ralent not
only in our own market, bur also nationally across industries.

Due to the broad parricipation in these surveys, we review
overall surveys withour considering which specific companies
may participate in each survey. Similarly, we do not bench-
mark our financial performance against any of the survey
population, nor do we analyze compensation practices of
individual companies participating in the surveys. We consider
our peer companies to be more relevant and we do benchmark
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Compensation Discussion and Analysis

our financial performance against our peer companies as part
of our annual compensation secting process, as described above
under Qur Process and below under The Peer Group and Peer
Group Comparisons.

The Peer Group and Peer Group Comparisons

Dominion uses peer company data to: (i} compare Domin-
ion’s stock and financial performance against its peers using a
number of different metrics and time periods; (i) analyze
compensation practices within our industry; (i) benchmark
base pay, annual incentive pay, long-term pay and total direct
compensation; and (iv) benchmark other benefits such as our
Employment Continuity Agreements and the use of long-term
equity incentives,

Dominion’s peer group is generally consistent from year to
year, with merger and acquisition activity being the primary
reason for any changes. The 2007 peer group consisted of a
diversified group of 13 energy companies and is the same peer
group used for compensation setting purposes in 2006 with
the addition of Constellation Energy Group, Inc. and Public
Service Enterprise Group:

American Electric Power Company, Inc. Nisource, Inc.

Constellation Energy Group, Inc. PPL Corporaticn

Duke Energy Corporation Progress Energy, Inc.

Entergy Corporaticn Public Service Enterprise Group
Exelon Corporation Southern Company

FirstEnergy Corporation TXU Corp.

FPL Group, Inc.

For Mr. Radtke, former CEQ of our Exploration & Pro-
duction (E&P) business unit, we used a separate group of peer
companies for 2007:

EOG Resources Inc.
Piorieer Natural Resources Company
XTQ Energy (nc.

Anadarko Petroleum Corporation
Apache Corporation
Chesapeake Energy Carporation
Devon Energy Corporation

Because of unusually high compensation practices, the
E&P peer group company XTO Energy, Inc. was not used for
compensation setting purposes. Due to the divestiture of a
substantial portion of our E&P assets in 2007, Dominion will
no longer reference a separate E&D peer group.

ELEMENTS OF DOMINION’S COMPENSATION
PROGRAM

Our executive compensation program consists of three basic
components:

* Base Salary

* Annual Incentives

* Long-Term Incentives

Base salary compensates our officers, along with the rest of our
workforce, for commirting significant time to wotking on
Dominion’s behalf. Annual salary increase reviews achieve two
primary purposes: (i} an annual adjustment to keep salaries in
line and competitive with the market and to reflect changes in
responsibility, including prometions; and (ii) a motivational

tool to acknowledge and reward excellent individual
performance, special skills, experience and other relevant
considerations.

While the base salary component of our program generally
is targeted at or slightly above market median, our primary
goal is to compensate our executives at a level that best
achieves our compensation philosophy, whether or not this
results in actual pay for some positions that may be higher or
lower than our stated target. We find that proxy and survey
results for particular positions can vary greatly from year to
year, so we consider market trends for certain positions over a
period of years rather than a one-year period in setting
compensation for such positions.

Our incentive programs are designed to compensate our
officers for the achievement of pre-set performance criteria and
align their interests with those of our shareholders through
equity grants. The incentive-based components of our execu-
tive compensation program include an annual incentive pro-
gram and a long-term incentive program made up of
performance-based cash or stock grants tied to the achieve-
ment of specific performance criteria. For our CEO, just over
50% of his 2007 rargeted compensation (annual and long-
term) is at risk and is dependent on the achievement of per-
formance goals. For the other named executive officers, 2007
targeted compensation at risk ranges from 48% to 54%, and
for a typical vice president, the percentage of targeted compen-
sation at risk for 2007 is approximartely 37%. This compares
to an average of approximately 13% of total pay at risk for
non-officer employees. This structure ensures that officers will
have compensation that could be significantly lower than
market median if performance goals are not achieved, depend-
ing on the extent that goals are missed. If performance goals
are exceeded, officers will receive compensation that is closer
to or even exceeding the market 75 percentile, depending on
the extent that goals are exceeded and each particular officer’s
compensation position relative to the market.

Additionally, a substantial portion of each officer’s roral
direct compensation is tied to the performance of Dominion’s
stock through long-term restricted stock grants, ranging from
17% of targeted total compensation for a typical vice president
up to 36% for Mr. Farrell. For Mr. Farrell, this means that
almost 90% of his total direct compensation is stock-based or
has a performance component.

Generally, the 2007 annual incentive program and long-
term performance-based awards were designed to allow the
CGN Committee to use negative discretion for senior execu-
tive officers for certain goals, as identified in each program’s
description. The Committee does not expect to provide for
such negative discretion for the 2008 programs, as all partic-
ipants will have the same goals. While our programs are not
otherwise designed to provide for the use of discretion with
respect to payouts to senjor executive officers, the CGN
Committee always has the ultimate authority to apply dis-
cretion for any of the company’s performance grants if it
deems the use of such discretion appropriate under the

16 Dominion 2008 Notice & Proxy




circumstances of such program, and taking into account any
tax or accounting implications of the application of such dis-
cretion, Unanticipated events such as significant regulatory
changes, acts of narure, mergers, acquisitions or divestitures
and other significant, unanticipared events are typically the
type of citcumstances that may warrant such discretion. Also,
business unit goals may be adjusted to reflect intra-company
adjustments that do not ultimately have an impact on com-
pany earnings or petformance overall.

The Board may seek to recover performance-based compen-
sation paid o officers who are found to be personally respon-
sible for fraud, negligence or intentional misconduct that
causes a restatement of financial results filed with the SEC.

Base Salary

For 2007 base compensation, all officers received a base salary
adjustment of at least 496. Cerrain officers received salary
adjustments in excess of 4% for one of the following reasons:
{i) increase or other change in job responsibility; (i} market-
based reasons; or (iii) based on one or more of the factors in
setting compensation described above in Factors in Setting
Compensation.

CEO Base Salary. Mr. Farrell received a 109% increase in
base salary in 2007. This increase moved his base salary closer
to the median for his peers. When Mr. Farrell was promoted
to the position of President and Chief Executive Officer in
January 2006, the CGN Committee determined it would raise
his base salary to marker median over the course of a few years,
based on his achievements and performance in office. The
CGN Commirtee also considered Mr. Farrell’s performance
and the complexity of his job in approving his 2007 increase.

Base Salaries for Other Named Executive Officers. The
other named executives’ salaries increased in 2007 by the fol-
lowing amounts: Mr. Chewning — 7.0%; Mr. Radtke — 7.0%;
Mr. McGettrick — 8.0%; and Mr. Johnson — 7.0%. For these
officers, in addition to the marker benchmarks for compensa-
tion for their positions, individual performance and scope and
complexity of their positions relative to other positions at the
company wete considerations in setting 2007 compensation,
including salaries. For Mr. McGerttrick, we considered the
increasing size, complexity and competitiveness of the business
unit for which he is responsible.

The Annual incentive Program

OVERVIEW

Our annual incentive program continues to play a critical role
in our compensatton practices and our philosophy of aligning
the interests of our officers with those of Dominion’s share-
holders while rewarding performance. Qur annual incentive
program is a cash-based program focused on short-term goal
accomplishments. All non-union employees scheduled to work
1,000 hours or more in a calendar year and union employees
covered under collective bargaining agreements that provide
for participation in the company’s incentive plan are eligible
for annual incentive bonus payments.

The annual incentive program is designed to:

» Tie interests of shareholders and employees closely together;

* Focus our workforce on company, operating group, team
and/or individual goals that ultimately influence financial
results;

* Reward corporate and operating group earnings
performance;

* Reward operational, stewardship, and Six Sigma cost
savings success;

* Empbhasize teamwork by focusing on common goals; and

* Provide a competitive total compensation opportunity.

TARGET AWARDS

Target bonus awards are determined as a percentage of an
executive's annualized base salary as of December 31 for the
plan year (for example, 45% of base salary). The targer award
is the amount of cash that will be paid if an executive achieves
a score of 100% for the goals established at the beginning of
the year, and the plan is funded at the threshold funding target
set for the year. The target bonus awards under the Annual
Incentive Plan established each year are generally designed so
thar the executive’s total cash compensation for the year will be
at or slighdy above market median if the plan goals are
achieved or exceeded. If the goals are not achieved, the execu-
tive’s total cash compensation may be significantly lower than
marketr median, depending on the extent to which goals are
not achieved.

For our 2007 Annual Incentive Plan (the 2007 AIP),
Mr. Farrell's annual incentive target was 120% of his base sal-
ary, consistent with our intent to have a significant portion of
his compensarion ar risk. His annual incentive plan target was
increased from 110% to 120% of his base salary for 2007 in
an effort to move his targeted total cash compensation closer
to market median. The 2007 AIP targets for the other named
executive officers as a percentage of base salary were:
Mr. Chewning — 95%; Mr. Radike — 95%; Mr. McGetrrick —
95%; Mr. Johnson — 85%.

FUNDING OF THE 2007 AIP

Funding of the 2007 AIP was based solely on consolidated
operating earnings for officers. Consolidated operating carn-
ings are our reported earnings determined in accordance with
generally accepted accounting principles (GAAP), adjusted for
certain items. For non-officers, 23% funding was guaranteed,
with 75% of the funding based on consolidated operating
earnings. This created the potential for incentive payouts for
non-officers even if the company did nor reach its consolidated
operarting earnings threshold so as vo reward employees for
operational excellence during the year.

The consolidated operating earnings goal is designed o
drive employee behavior and performance to achieve
management’s consolidated operating earnings goals for the
company for thac fiscal year. The goal is designed to ensure
thar shareholders are receiving an appropriate return on their
invesrment in Dominion.
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At the beginning of 2007, due to the uncertaincy of 2007
earnings as a result of the pending E&P divestitures, we set
different funding goals for officers potentially subject to the
deduction limits imposed by Internal Revenue Code Sec-
tion 162(m} than the goals set for other officers and employ-
ees. For the named executive officers, 2007 consclidated
operating earnings of $1,198 million would achieve full fund-
ing of the 2007 AIP, with funding increased by three percent
for every $4.4 million in consolidated operating earnings
achieved above the full funding warger, up to 2 maximum
funding level of 200%.

For other ofticers and employees, the 2007 AIP had a full
funding target of $1,626 million in consolidated operating
earnings, with a maximum of 200% funding based on a for-
mula that provides equal sharing of censolidated operating
carnings between plan participants and shareholders up to the
maximum plan funding. Full funding means that the plan is
100% funded, and parricipants can receive their full rargeted
AIP payout if they achieve 100% scote for their particular goal
package, as described below under How We Determine AIP
Payout Scores. At the maximum plan funding level of 200%,
patticipants can eatn up to two times their targeted AIP
payouLr

Dominion reported consolidated operating earnings of
$1,678 million for 2007 as compared to reported earnings in
accordance with GAAP of $2,539 million. This level of earn-
ings resulted in each of the named executive officers earning
200% funding and other officers and employees earning 182%
funding. However, the CGN Committee exercised negative
discretion and approved 182% funding for the named execu-
tive officers, consistent with the funding level approved for all
other plan participants.

How WE DETERMINE AIP PAYOUT SCORES

Each officer other than the named executive officers must meet
certain payout goals, including a consolidated operaring carn-
ings goal that is the same as the AIP funding goal described
above, business unit financial goals, operating and stewardship
goals, and Six Sigma goals, in order to earn all or a portion of
their funded AIP payout. The percentage achievement of the
payout goals determines how much of an officer’s funded
payout will be earned, up to 100%.

Business unit financial goals are set based on the levels
necessary to achieve the consolidated earnings goal for Domin-
ion. Breaking the consolidated goal into smaller goals for each
business unit provides line-of-sight goals for officers and
employees, and facilitaces financial and business planning,

The business unit operaring and stewardship goals are
designed to provide line-of-sight goals that may not be finan-
cial and char can be customized for the business unit or
individual. Goals such as safety, outage targets for power
plants, and capital spending goals are some examples. The
accomplishment of these goals often supports the business unit
financial goals or focuses on other key areas such as safety and
customer service. The most commeon operating and steward-

ship goals have objectives in the following areas: safety; reli-
ability; expenditures and production; forced outages; and
service level requirements.

Six Sigma goals support the company’s mission to continue
to use a Six Sigma business process improvement program.
Qur Six Sigma program uses data and statistical analysis to
measure and improve company operational performance, prac-
tices and systems. Six Sigma projects are designed to increase
productivity, reduce costs and enhance customer service. Six
Sigma targets are based on the positive financial impacr of
projects utilizing these Six Sigma goals and
methodology.

Each execurive’s goals are weighted according to his or her
responsibilities. The overall goal score cannot exceed 100%.
The goal weightings for bonuses under the 2007 AIP are as
follows:

Cansolidated Business Unit Operating/
Financial Goal  Financial Goals  Stewardship  Six Sigma
CEQ/CFO 90% — — 10%
Other Officers 25% 50% 15% 10%

For the named executive officers, bonuses were based solely on
the consolidated earnings goal, with the CGN Committee
having discretion to reduce final payouts to the extent appro-
priate based on any goal accomplishment thar was less than
100% for the corporate-wide Six Sigma goal and for Messrs.
Johnson, McGertrick and Radtke, any goal accomplishment
that was less than 100% for their business unit financials goals
or their own personal operating and stewardship goals. There-
fore, at 182% funding, each named executive officer is entitled
to an AIP payout of 182% of his or her target award. For the
named executive officers, the goal percentages set forth above
serve only as guidelines for the CGN Committee to consider
in exercising negative discretion to lower the AIP payout for
these officers if deemed appropriate. Negative discretion can
be exercised based on several factors. To promote consistency
among the named executive officers and other officers, the
CGN Cornmittee in 2007 specifically considered, for the
CEO and CFO, the level of achievement of the corporate Six
Sigma goal, and for the other named executive officers, the
achievement of the business unit financial, operating and
stewardship, and Six Sigma goals, up 1w the percentages
indicated for each goal. The Committee exercised negative
discretion for Mr. McGettrick based on these goals, as
described in 2007 AIP Payouts below.

2007 AIP PayouTs

The formula for calcularing an award is:

Base Salary x Target Award Percentage x Funding Percent-
age x Total Payout Score Percentage {with CGN Committee
negative discretion adjustment if any) = Actual Award

As an example, the payout for an officer with a base salary
of 200,000, an annual incentive target of 45% and a 2007
total payout score of 95% due to an operating and stewardship
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goal shortfall would be determined as follows, based on the
approved 182% level of funding:

$200,000 (salary) x 45% (rarget award) x 182% (level of
funding) x 95% (total payour score} = $155,610 payout.

The consolidated operating earnings goals and goal achieve-
ment are described above in Funding of the 2007 AIP. The
business unit financial goals and performance of such goals
were as follows:

Threshald  100% Payout 2007 2007%
Company {Net Income} (Net Income) {Net Income) Accomplishment
{million/$)
Dorminion Delivery $383 $395 $415 100%
Dominion Energy™ 286 354 387 100%
Dominion E&P 636 N/A N/A 100%
Dominion Generation 678 703 756 100%

* None of the named executive officers had this goal.

The company's service organization, Dominion Resources Ser-
vices, Inc, has a financial goal based on its level of expenses. In
2007, the CGN Committee exercised discretion and scored
officers and employees in Dominion Resources Services, Inc. as
having achieved 100% of their expense goal because items caus-
ing added expense were accounted for elsewhere in corporate
results. None of the named executive officers was affecied by
such discretion,

The Six Sigma goal for 2007 had a 10% weighting made
up of two parts, with 5% tied to financial and improvement
rargets established for each business unit and 5% tied to a
Dominion-wide savings goal of at least $85 million. Achieve-
ment of the business unit goals contributed to the overall $85
million financial target. If the positive financial impact was
$120 million or more, a 4% credit was granted that could be
applied to offset any shortfall in operating and stewardship
goals other than goals based on safety and regulatory com-
pliance. Each business unit other than E&P achieved its
individual goals. The Six Sigma positive financial impact
exceeded $120 million, resulting in all employees earning the
4% extra credit, which was applied 1o offset any operating and
stewardship goal shortfalls other than goals based on safety and
regulatory compliance.

All E&P employees, including Mr. Radike, who remained
employed in 2007 following the divestiture of a substantial
portion of the company's E&P assets received 100% goal
achievement credit for goals impacted negatively by the
divestiture. Therefore, the CGN Commirtee did not exercise
negative discretion to lower Mr. Radtke's payout score even
though the Dominion E&P goals were not met.

Each business unit scores its own operating and stewardship
goals and Mr. Farrell reviews the scores for each officer. The
general categories of operating and stewardship goals in 2007
for the named executive officers other than Mr. Farrell and
M. Chewning were as follows: safety, emergency response,
response to power outages, environmenrtal, legal and regulatory
compliance, system reliability, costs and expendicures, supplier
diversity, and risk management.

Based on a missed safety goal in the Generation business
unit, the CGN Committee exercised negative discretion and
lowered Mr, McGettrick’s payout score to 96.3%. The other
named executive officers were paid out based on a 100%
payout score.

Amounts earned under the 2007 AIP by named executive
officers are set forth below and are also reflected in the Sum-
mary Compensation Table under the Non-Equity Incentive
Plan Compensation column.

Total
Target Funding Payout 2007 AlP
Name Base Salary  Award % % Score % Payout

Thomas F. Farrell, I} $1,100,000 x 120% x 182% x 100% = $2,402,400
Thamas N. Chewning $ 642,000 x  95% x 182% x 100% = $1,110,018
Duane C. Radtke $ 615300 x  95% x 182% x 100% = $1,063,854
Mark F. McGettrick $ 567,000 x  95% x 182% x 96.3% = $ 944,070
Jay L. Johnson $ 467,100 x  85% x 182% x 100% = $ 722,604

The Long-Term Incentive Program

Our long-term incentive program focuses on longer-term goals
and retention, with annual grants typically made at the begin-
ning of the second quarter of the year. We do not time the
grant dates based on any release of material information or
expecrations of stock price changes. Newly-promoted officers
receive pro-rated grants for the current year’s program.

Fifty percent of our long-term program is in the form of
restricted stock grants. The other 50% of the program is in the
form of either cash-based performance grants or, for officers
who have not achieved at least 509 of their stock ownership
requirements, goal-based stock. Dominion has not issued any
steck options to employees since 2002.

Although the CGN Committee reviews prior grants to the
CEQ before approving new long-term grants, the determi-
nation of the appropriate grant for the CEO in any given year
is based on the results of the process we described above for
our executive compensation program. The fact that an execu-
tive received long-term incentive awards over the course of his
or her career is not a significant factor in determining che
executive’s entitlement to appropriate long-term incentive
awards in the current year, although the CGN Committee
does consider prior awards. Similarly, if a newer executive does
not have prior grants outstanding due to his or her short ten-
ure, we do not increase the compensation paid to such
executive due to a lack of outstanding grants from prior years.

2007 RESTRICTED STOCK GRANTS

Restricred stock grants serve as a retention tool and align the
interests of officers with the interests of our shareholders. All
officers received a restricted stock grant on April 3, 2007 based
on a stated dollar value, The number of shares awarded was
determined by dividing the stated dollar value by the closing
price of Dominion’s commen stock on April 2, 2007. For
officers other than E&P officers {including Mr. Radtke}, the
grants have a three-year vesting term, with cliff vesting at che
end of the restricted period on April 3, 2010. Because of the
proposed divestiture of E&P assers, E&P officers, including
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Mr. Radtke, received a restricted stock grant that was one-
third the size that such officers would normally receive and the
grants had a one-year vesting term. Upon vesting, all officers
are expected to hold any vested shares, net of shares used to
cover taxes.

The fair value of each named executive officer’s 2007
restricted stock grant is disclosed in the Grants of Plan-Based
Awards table.

2007 PERFORMANCE GRANTS

All officers received performance grants on April 3, 2007. For

officers who had achieved at least 50% of their targeted share

ownership, the performance grants were for a stated target
dollar amount. The CGN Committee believes cash-based
performance grants are appropriate because of: (1) the sig-
nificant ownership of stock by many executives and the high
rate of compliance with our share ownership guidelines;

(ii) che belief that a cash-based program will increase the moti-

vation of officers to achieve the goals included in the long-

term incentive plan, as the rewards from the plan will be more
immediate; and (iii) the fact that our officers typically hold net
shares from vesting restricted stock grants until retirement.

Officers who have not achieved at least 50% of targeted
share ownetship received goal-based stock grants based on a
stated dollar value. The number of shares awarded was
determined by dividing the stated dollar value by the fair
market value of Dominion’s common stock on April 2, 2007.
All officers are expected to hold any vested shares, net of shares
used to cover taxes,

The 2007 performance grants for officers other than E&P
officers, including Mr. Radtke, are denominated as a targer
award, with acrual payout equal to 0-200% of the target based
on the company’s performance against two metrics:

» Total Shareholder Return {TSR) for the two year period
ended December 31, 2008 relative to the TSR of a group of
industry peers selected by the CGN Committee. TSR is the
difference between the value of a share of common stock at
the beginning and end of the performance period, plus divi-
dends paid as if reinvested in stock. The TSR metric was
selected ro focus our management team on considering long-
term sharcholder value when developing and implementing
their strategic plans and in turn, rewards management based
on the achievement of total returns for our shareholders for
defined periods of time as measured against our peer
companies.

The Peer Group for this grant is the same as the Peer
Group used for 2007 compensation setting for non-E&[
officers, with the exception of TXU Corp. TXU Corp.
which was part of our peer group for 2007 compensation-
setting purposes, was excluded as a peer company for the
2007 long-term awards because it announced its plans to
become privately-held in 2007.

« Return on Invested Capital (ROIC) for the two-year period
ended December 31, 2008. ROIC reflects the company’s
total return divided by average invested capital for the per-
formance period. For this purpose, total return is the

company’s consolidated operating earnings plus its after-tax

interest and related charges, plus preferred dividends. The

ROIC metric was selected to reward the achievement of

expected levels of return on the company’s investments,

with upside for returns exceeding those expectations. Hav-
ing a ROIC measure encourages management to choose the
right investments, and witch those investments, to achieve
the highest returns possible through prudent decisions,
management and control of costs.

The grants are 100% performance-based with payouts
ranging from 0-200%.

The performance period commenced on January 1, 2007
and will end on Drecember 31, 2008. Each metric is equally
weighted such that TSR performance shall determine 50% of
the target amount and ROIC performance will determine the
ather 50% of the target amount.

Payouts for all officers, including officers who retire before
the end of the performance period (who receive a pro-rata
payout amount), will be made in February 2009.

The TSR Goal. The portion of the grant tied ro the TSR
goal will be paid out based on the following table:

Percentage Payout

Relative TSR Performance of TSR Percentage”

Top Quartile - 75 % to 100% 150% — 200%
2nd Quartile — 50% to 74.9% 100% - 149.9%
3rd Quartile — 25% 10 49.9% 50% —-99.9%
4th Quartile — below 25% 0%

*TSR weighting is interpolated between the top and bottormn of the percentages for
that quartile. A minimurn payment of 25% of the TSR percentage will be made if

the TSR perfarmance is at least 10% on a compounded annual basis for the per-
formance period, regardless of relative performance.

The RGIC Goal. For the 2007 performance grants made to
officers and employees {other than our Section 16 officers
which includes our named executive officers), the CGN
Committee approved the following ROIC goals, as modified
in 2008 to reflect the 2007 budgert as adjusted for E&P divest-
itures and for the approved 2008 budger. The ROIC rargers

and corresponding payout scores are as follows:

Percentage Payout

ROIC Performance of ROIC Percentage*

8.5% or greater 200%

8.3% - 8.49% 150% - 199.9%
8.1% -8.29% 100% - 149.9%
7.9% - 8.09% 50% - 99.9%
Below 7.9% 0%

*ROIC weighting is interpolated between the top and bottom of the percentages
for that quartiie

Because of the uncertainty with pending E&P divestitures
in 2007, the named executive officers other than Mr. Radtke
and other Section 16 officers were given awards with ROIC
percentages based on a 2007 budget thar excluded any
assumed earnings from the E&P business unit. In order to
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preserve the company’s ability to deduct performance-based
compensation paid to officers potendially subject to the
deduction limits imposed by Internal Revenue Code Sec-

tion 162{m), the CGN Committee does not have the dis-
cretion to modify the ROIC goals for Section 16 officers based
on budget adjustments for E&P divestitures, the approved
2008 budger ot other factors.

Although the CGN Committee does not have the discretion
to modify the ROIC goals for the named executive officers, it
may exercise negative discretion to lower their payout amounts
to be consistent with the payout for other officers.

The ROIC portion of the 2007 grants for named executive
officers (other than Mr. Radtke) is based on the following
table:

Percentage Payout
ROIC Performance of ROIC Percentage*
5.9% or greater 200%
5.7% -5.89% 150% - 199.9%
5.5% -569% 100% - 149.9%
5.3% - 5.49% B50% -99.9%
Below 5.3% 0%

*ROIC weighting is interpolated between the top and bottom of the percentages
for that guartile

Upon completion of the performance period, the CGN
Committee will determine the extent to which the perfor-
mance criteria have been met. Payment will be made (or in the
case of goal-based stock awards, shares will be issued) on or
before March 15, 2009. Possible payours for the named execu-
tive officers are set forth in the Grants of Plan-Based Awards
table.

Because of the proposed divestiture of E&P assets, the 2007
performance grant for E&P officers, including Mr. Radike,
had a one-year performance period rather than a two-year
period, with a grant date value of 50% of what would have
typically been awarded and the performance criteria tied to the
payout goals established for the E&P business segment under
the 2007 AIP.

VESTING TERMS FOR THE 2007 RESTRICTED STOCK
GRANTS AND PERFORMANCE GRANTS
The grants are forfeited in their entirery if an officer volun-
tarily terminates his or her employment or is terminated with
cause before the vesting date. The grants have pro-rated vest-
ing for termination without cause, retirement, death or dis-
ability, rewarding the officers or their estate only for the period
of time they provided services to Dominion. In the case of
retirement, pro-rated vesting will not occur unless the CEO
determines the officer’s retirement is not detrimental to the
company. For the performance grants, the payout is based on
actual goal performance at the end of the performance cycle.
In the event of a change in control of Dominion, the
restricted shares have pro-rated vesting up to the change in
control date, rewarding officers only for prior service. If the
officers subsequently are terminated, or constructively termi-

nated, any remaining unvested shares will vest as of the termi-
nation darte. (See also Potential Payments Upon Termination or
Change in Control on page 34.) We consider this to be a modi-
fied double wigger. For the cash performance grants, because
any goals will likely be materially changed as a result of any
change in control, payout of these grants will accelerate and
will be equal to the greater of the target grant amount or the
payout that would be made based on the assumptions used for
goal performance in the company’s financial statements as of
the day before the change in control occurred.

PAYOUT UNDER 2006 PERFORMANCE GRANTS

In February 2008, payouts were made to officers who received
2006 performance grants, including the named executive offi-
cers. Like the 2007 performance grants, the 2006 performance
grants were based on two evenly-weighted goals: Total Share-
holder Return relative to a peer group of companies (the TSR
goal) and Return on Invested Capital (the ROIC goal).

The TSR goal performance payout was based on the same
scale set forth above for the 2007 performance grants, but
using a slightly different peer group of companies and based
on a performance period of April 1, 2006 (when the grants
were approved) through December 31, 2007, The companies
in the peer group for the 2006 performance grant were:

American Electric Power Company, Inc.  Nisource, Inc.

Duke Energy Corporation PPL Carporation
Entergy Corporation Progress Energy. Inc.
Exelon Corporation Southern Company
FirstEnergy Corporation TXU Corp.

FPL Group, Inc.

Revised ROIC goals for the 2006 grant were approved by
the CGN Committee at the time it approved the payouts in
January 2008 based on adjustments to the 2007 budget. The
CGN Committee’s discretionary authority to revise the ROIC
goals was provided for under the terms of the grant. Because of
the E&P divestitures, the CGN Commirttee lowered the car-
gets based on the 2007 budget, as adjusted for the E&P sales.
The revised targets were as follows:

Percent Payout
ROIC Performance of ROIC Percentage*
7.8% or greater 200%
7.6% -7.79% 150% - 199.9%
7.4% - 7.59% 100% - 149.9%
7.2% - 7.39% 50% — 99.9%
Below 7.2% 0%

*ROIC weighting is interpolated between the top and bottom of the percentages

for that quartile

The CGN Committee approved a 138% payout for the
2006 performance grants. Relative TSR performance was in
the 20 Quartile, resulting in 100% achievement for that goal.
Based on the revised goal, ROIC performance was 7.70%,
resulting in a score of 176% for the ROIC goal. Applying a
50% weighting to each merric, the TSR goal achievement was
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50% (100% x 50%) and the ROIC goal achievement was
88% (176% x 50%). Taken together, the final score was
determined (50% + 88% = 138%). This score was applied to
the target amount for each named execurive officer to
determine the payout amounts for the 2006 Performance
Grants, as set forth below and as also reflected in the Summary
Compensation Table under the Non-Equity Incentive Plan
Compensation column.

2006 Overall Calcutated

Performance Performance Performance

Name Grant Award Score Grant Payout
Thomas F. Farrell, Il $3.000,000 «x 138% = $4,140,000
Thomas N, Chewning  $1,000,000 x 138% = $1,380,000
Duane C. Radike $1,000,000 «x 138% = $1,380,000
Mark F. McGettrick $ 600,000 «x 138% = $ 828,000
Jay L. Johnson 3 450,000 «x 138% = $ 621,000

EMPLOYEE AND EXECUTIVE BENEFITS

Dominion's officers are eligible to participare in all of the
employee benefit programs available to other employees. The
core benefit programs include two tax-qualified retirement
plans, medical, dental, and vision benefit plans, a health sav-
ings account, health and dependent care flexible spending
accounts, group-term life insurance, travel accident coverage,
short-term disabilicy and long-term disability coverage, and a
paid time off program. There are other miscellaneous
employee benefit programs, including employee assistance
programs and employee leave policies.

We sponsor two types of tax-qualified retirement plans: a
defined benefit pension plan (the Pension Plan) and a defined
contribution 401(k) savings pian (the 401(k} Plan).

The Pension Plan is a traditional pension plan providing
annuity benefits upon attainment of retirement age. The Pen-
sion Plan also has a cash balance component under which che
company contributes a percentage of each participant’s com-
pensation to a special retirement account, which may be paid
in a lump sum or added to the annuity benefit upon retire-
ment. Pension benefits are paid under a formula explained in a
note to the Pension Benefits table. The change in pension
value for 2007 for named executive officers is included in the
Summary Compensation Table.

Employees who contribute to the 401(k} Plan receive a
matching contribution of 50 cents for each dollar contributed
up to 6% of compensation (subject to IRS limits) if the
employees have less than 20 years of service, and 67 cents for
each dollar contributed up to 6% of compensation (subject 1o
IRS limits) for employees with 20 or more years of service.
The amount of the company matching contriburions for the
named executive officers ranged from $6,695 to $9,000, as
shown in the All Other Compensation column on the Sum-
mary Compensation Table, Officers whose matching con-
tributions were limited due to the compensation limit imposed
under Internal Revenue Code Section 401(a) (17) ($225,000
for 2007) or the annual addition limit imposed under Internal

Revenue Code Secrion 415 ($45,000 for 2007) received a cash
payment in 2007 to make them whole for the company march
lost as a result of the Internal Revenue Cede limitation. The
amount of lost company match cash payments made to the
named executive officers ranged from $7,263 1o $26,250. The
company marching contributions to the 401(k} Plan and che
cash payments of company matching contributions above
Internal Revenue Code limits for the named executive officers
are included in the All Other Compensation column in the
Summary Compensation Table and detailed in the footnote
for that column.

We also maintain two non-qualified retirement plans for
our executives, the Benefit Restoration Plan and the Executive
Supplemental Retirement Plan, to provide a competitive level
of benefits. Because a more substantial portion of our execu-
tives’ total compensation is paid as incentive compensation
than for non-executive employees, the Pension Plan and
401 (k) Plan alone will not produce the same percentage of
replacement income in retirement for executives as for non-
executive employees.

The Benefit Restoration Plan makes up for limits on Pen-
sion Plan benefits imposed by the Internal Revenue Code, as
more fully explained in a note to the Pension Benefits table.
Like the Pension Plan, Benefit Restoration Plan benefits are
actuarially determined under a formula thar rakes into account
base salary, credited age, credited service, and a Social Security
offset. To accommodate changes in tax law, the Dominion
Benefit Restoration Plan was frozen as of December 31, 2004
and a New Benefit Restoration Plan was implemented effective
January 1, 2005. There is no change in the benefic formula
under the new plan.

The Executive Supplemental Retirement Plan provides an
annual retirement benefic equal to 25% of 2 participant’s final
cash compensation (base salary plus target annual bonus) for a
period of ten years or life, as more fully explained in a note to
the Pension Benefit table. This Plan is intended ta partially
make up for the limits on benefits provided under the Pension
Plan, 401(k) Plan, and Benefir Restoration Plan due to their
use of only base salary in the benefit formulas. Because the
Executive Supplemental Retirement Plan does not include
leng-term incentive compensation in its calculations, a sig-
nificant portion of the potential compensation for our execu-
tives is excluded from calculation in any retirement plan
benefit. To accommodate changes in the tax law, the Executive
Supplemental Retirement Plan was frozen as of December 31,
2004 and a New Executive Supplemental Retirement Plan was
implemented effective January 1, 2005. As consideration for
the benefits earned under the Executive Supplemental Retire-
ment Plan and Benefit Restoration Plan, officers agree 10 a i
one-year non-competition and non-solicitation provisions

following their retirement or other termination from the
company. There is no change in the benefit formula under the
new plan.

Dominion may granc additional months of service and
years of age to participants in the non-qualified retirement
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plans for mid-career recruiting and retention purposes, as dis-
cussed in Other Agreements and Special Payments below.

For purposes of calculating his benefits under the Pension
Plan and Benefit Restoration Plans, Mr. Farrell will be cred-
ited with 25 years of service if he remains employed until he
attains age 55, and he will be credited with 30 years of service
if he remains employed until he attains age 60. Mr. Chewning
has earned 30 years of credited service for purposes of calculat-
ing his Pension Plan and Benefit Restoration Plan benefits as
he has met the requirement of remaining employed unuil he
atrained age 60. Upon his retirement, Me. Radtke was credired
with 20 years of service and was deemed to be age 62 for these
plans pursuant to the terms of a special agreement entered into
in connection with the divestiture of E&P assets, as discussed
in Other Agreements and Special Payments below. Under the
terms of his agreement, Mr. McGettrick has earned five years
of additional age and service credits for these plans as he has
met the requirement of remaining employed until he artained
age 50, and he is also fully vested in his benefits under the
Executive Supplemental Retirement Plans. Mr. Johnson will
earn 20 years of credited service for purposes of computing his
benefits under the Pension Plan and Benefits Restoration Plan
if he completes ten years of actual service and he is fully vested
in his benefits under the Executive Supplemental Retirement
Plans. Any additional Pension Plan benefits payable to the
named executive officers attributable to age and service credits
will be paid from company assets and not from the trust estab-
lished for the Pension Plan. In the event of a change in con-
trol, additional age and service may be earned under the terms
of each officer’s Employment Continuity Agreement as dis-
cussed in Change in Control on page 34.

The present value of accumulated benefits under these
plans is disclosed in the Pension Benefits table.

We also maintain an Executive Life Insurance Program for
our executives. The plan provides for whole-life insurance
policies to executives with a death benefit that is a multiple
{one to three rimes) of an executive’s base salary. This
insurance is in addition to the term insurance that is provided
as an employee benefit. The executive is the owner of the
policy and the company makes premium payments until the
later of 10 years or the date the executive attains age 64.
Executives are taxed on the premiums paid by the company.
The premiums for these policies are included in the All Ocher
Compensation column of the Summary Compensation Table.

Perquisites

We provide perquisites for our executives thar are in line with

our peers and other companies generally to remain competitive

for talent with comparable employers. The CGN Committee

annually reviews the perquisites to ensure they are an effective

and efficient use of corporate resources. In addition to

incidental perquisites associated with maintaining an office, we

offer the following perquisites to all officers:

1. An allowance of up to $9,500 a year to be used for health
club memberships, comprehensive executive physicals,
wellness programs, and financial and estate planning.

Dominion wants executives to be proactive with preventive
healthcare and alse wants executives to use professional,
independent financial and estate planning consultants to
ensure proper tax reporting of company-provided compen-
sation and to help executives optimize their use of Domin-
ion’s retirement and other employee benefit programs.

2. A company-leased vehicle, including the cost of insurance,
gas and maintenance, up to an established lease-payment
limic (if the lease payment exceeds the allowance, the officer
pays for excess amounts on the vehicle personally).

3. In limited circumstances, use of company aircraft for per-
sonal travel. For security reasons, the Board requires
Mr. Farrell to use the aircraft for all travel, inclueding
personal travel. The use of company aircraft for personal
travel by other executives is limited and usually refated to
(i) travel with the CEO or (i) personal travel to accom-
modate business demands on the executives’ schedule. The
company also transports spouses of executives to meetings
that spouses are invited to attend. With the exception of
M. Farrell, personal use of aircraft is not available when
there is a company need for the aircraft. Use of company
aircraft saves substantial time and allows better access to our
executives for business purposes. Over 97% of the use of
Dominion’s company planes is for business purposes.

With the exception of executive physicals for preventive
purposes, these perquisites are fully taxable to executives. The
company provides a tax gross-up for personal use of the com-
pany plane by the senior executive officers and their immediare
family members.

Other Agreements and Special Payments

As one of the nation’s largest producers and transporters of
energy, we are part of a consistently changing and increasingly
competitive environment. In order to secure and retain the
services and focus of key management executives, we have
entered into agreements with each of our named executive
officers to provide certain retirement benefits or other pro-
tections in certain circumstances., As stated earlier, Dominion
may grant additional months of service and years of age to
participants in the non-qualified plans for recruiting and
retention purposes. Four of the company’s five named execu-
tive officers were recruited mid-career as officers. Each of the
named execurive officers also received, or will receive upon the
satisfaction of certain conditions, enhanced benefits for
retention purposes.

Under the terms of their agreements, Messrs. Farrell and
Chewning will each become entidled 1o a payment of one
times salary upon retirement as consideration for their agree-
ment not to compete with the company for a two-year period
following retirement. These agreements ensure thac their
knowledge and services will not be available to competitors for
two years following their respective retirement dates.

If Mr, Farrell is involuntarily terminated without cause
before he attains age 55, he will be entitled to participate in
the company’s retiree medical plan to the same extent as
retired employees under the terms of the plan offered to retired
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employees as of his involuntary termination date. In addition,
any unvested restricted stock granted to Mr. Farrell before he
became CEO will become vested on his involuntary termi-
nation date. These benefits were provided in connection with
his election as CEQ.

As discussed above in Employee and Executive Benefits,
under the terms of their letter agreements with the Company,
Mr. Farrell and Mr. Chewning who were recruited mid-career
as officers, will earn extra age and service credit for all non-
qualifted plans.

As part of his recruitment agreement, and for retention
purposes, Mr. Johnson will earn extra service credit under the
retirement plans described in Employee and Execurive Benefiss
above if he completes 10 years of service with the company.
He will also receive a lifetime benefit under the Executive
Supplemental Retirement Plan if he remains employed as an
officer for such 10-year period.

Mr. McGertrick will earn a lifetime benefit under the
Executive Supplemental Retirement Plan if he remains
employed until he reaches age 60. He has earned, under the
terms of a retention arrangement, five years of additional age
and service credit for purposes of computing his retirement
benefits and eligibility for benefits under the Executive
Supplemental Retirement Plan, long-term incentive grants,
retiree medical and life insurance plans. If Mr. MeGetrrick
terminates employment before he attains age 55, he will be
deemed to have retired for purposes of determining his vesting
credit under the terms of his restricted stock and performance
grant awards.

Pursuant o the terms of Mr. Radtke’s agreement, upon his
retirement on December 31, 2007, his benefit under the
Executive Supplemental Retirement Plans was calculated as a
life annuity (instead of a 10 year annuity).

In 2006 and 2007, in connection with the contemplated
divestiture of a substantial portion of our E&P assets, we
entered into special employment letters with Mr. Radtke and
each officer in our E&P business unit. These agreements were
intended to retain a management team through our strategic
divestiture process, and to offer protections and motivation to
help Dominion achieve the maximum shareholder value from
the process. The agreements provided the officers protections
that were substantially the same as the protections that would
have applied under their Employment Continuity Agreements
had the divestiture resulted in a change in control.

The divestiture of our E&P assets was successfully com-
pleted during 2007, resulting in a net after-tax gain in excess
of $2 billion and the successful implementartion of a strategic
change for the company. Despite the complexities of executing
a multiple transaction sale during a period when market con-
ditions were in a state of deterioration, the sales were com-
pleted within the established time frame. Mr. Radtke retired
from the company at the end of 2007 as a result of the divest-
itures. Mr. Radtke was entitled to several special benefits pur-
suant ro the terms of his letter agreement entered into in
January of 2007, and upon his redrement on December 31,

2007 he became eligible for the payments disclosed in the
Summary Compensation Table. Additionally, the CGN
Committee approved special, one-time bonuses for Messrs.
Farrell, Radtke and Chewning during 2007 in recognition of
their substantial contributions to the successful divestiture of
E&P assets. Mr. Farrell's award also recognizes his strategic
leadership of the company throughout the transition period.
These special, one-time bonuses related to the E&P divest-
itures are reported under the bonus column of the Summary
Compensation Table.

See also Employee and Executive Benefits above and Addi-
tignal Post Employment Benefits for Named Executive Officers on
page 35 for additional information on these benefits.

In addition, we have entered into Employment Continuity
Agreements with all execurives to ensure continuity in the
event of a change in control of the company. For purposes of
the Employment Continuity Agreements, a change in control
will oceur if (i) any person ot group becomes a beneficial
owner of 20% or more of the combined voting power of
Dominion voting stock or (ii) as a direct or indirect result of,
or in connection with, a cash tender or exchange offer, merger
or other business combination, sale of assets, or contested elec-
tion, the directors constituting the Dominion Board before
any such transactions cease to represent a majority of Domin-
ion or its successor’s Board within two years after the last of
such transactions. In determining the appropriate multiples of
compensation and benefits payable upon a change in control,
the company evaluated peer group and general practices, and
considered the levels of protection necessary to retain key offi-
cers in such situations,

The specific terms of the employment agreements for
named executive officers and Employment Continuity Agree-
ments for all officers are discussed below in the Potential
Payments Upon Termination or Change in Control.

SHARE OWNERSHIP REQUIREMENTS

The CGN Commirtee has established share ownership guide-
lines that apply to all officers. The guidelines require officers to
accumulate and hold a targeted amount of Dominion stock
within a specified time period (generally, five to seven years)
following their promotion to vice president or to a more senior
position. The guidelines emphasize stock ownership and
retention to align management interests with those of our

shareholders.

Targeted ownership levels are the lesser of the following:

Pasition Value/# of Shares
Chairman, President & Chief Executive Officer 8 x salary/145,000
Executive Vice President — Dominion 5 x safary/35,000
Senior Vice President — Dominion & Subsidiaries/

President — Dominion Subsidiaries 4 x salary/20,000
Vice President — Dominion & Subsidiaries 3 x salary/10,000

Shares (i} owned outright by an officer, spouse or depen-
dent child; (ii) owned by a trust over which an officer has
beneficial ownership; and (iii) held by an officer under the
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401(k) or the Deferred Compensation Plan count towards the
ownership targets. Management discourages executives from
directly hedging their Dominion shares and the guidelines
provide that shares held in margin accounts do not count
towards ownership targets. Restricted stock is not counted
until the restrictions lapse. The guidelines state that, with lim-
ited exceptions (discussed below), executives are expected to
retain ownership of their Dominion stock as long as they
remain employed by the company. Shares held by an officer in
excess of 15% of his or her ownership rarget are referred to as
“Qualifying Excess Shares.” Officers may sell up to 50% of
their Qualifying Excess Shares and all Qualifying Excess Shares
may be sold during the one-year period prior to an officer’s
retirement. Qualifying Excess Shares may also be gifted to 2
charitable organization or put into a trust outside of the offi-
cer’s control for estate planning purposes.

Executives whe have not achieved 50% of their target
ownership receive performance grant awards in the form of
goal-based stock. For executives whose ownership exceeds 50%
of their ownership target, performance grant awards are cash-
based. At least annually, the CGN Committee reviews the
share ownership guidelines and the number of shares owned
by Section 16 officers individually and the officer group as a
whole. Each of our named executive officers exceeds his
ownership target.

Executives who have not achieved their ownership target
may participate in Dominion’s Executive Stock Purchase Tool
Kit programs. Participants in the Tool Kit programs receive
bonus shares of up to 23% of the value of stock purchased
under one of cthe Tool Kit programs. The programs are: (i) a
bonus exchange program, where stock is issued in exchange for
bonus compensation payable under the company’s Annual
Incentive Plan; and (ii) a stock acquisition program, wich par-
ticipants making one-time or periodic purchases of company
stock through Deminion Direct®, Executives are not eligible
to participate in the Tool Kit programs once they reach their
stock ownership warget level.

DEDUCTIBILITY OF COMPENSATION

Under Section 162{(m) of the Internal Revenue Code, we may
not deduct certain forms of compensation in excess of $1 mil-
lion paid to our CEO or any of the next three highly compen-
sated executive officers named in the Summary Compensation
Table, excluding the CFO. Cettain performance-based com-
pensation is specifically exempt from the deduction limit.

It is our intent to provide compertitive executive compensa-
tion while maximizing Dominion’s tax deduction. The CGN
Commirttee considers the deduction limir imposed by
Section 162{m} when designing annual and long-term
compensation programs and approving payouts under such
programs.

The CGN Committee reserves the right to approve, and in
some cases has approved, non-deductible compensation if the
Committee members believe it is in the company’s best
interest.

ACCOUNTING FOR STOCK-BASED
COMPENSATION

We measure and recognize compensation expense in accor-
dance with Statement of Financial Accounting Standards
No. 123 (revised 2004}, Share-Based Payment (SFAS
No. 123R), which requires that compensation expense relating
to share-based payment transactions be recognized in the
financial statements based on the fair value of the equity or
liability instruments issued.

The CGN Committee considers the accounting treatment
of equity and performance-based compensation when approv-
ing awards.
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Executive Compensation

SUMMARY COMPENSATION TABLE — AN
OVERVIEW

The Summary Compensation Table is the principal source of
information regarding compensation earned by our named
execurive officers during 2006 and 2007, as well as amounts
accrued or accumulated during those years with respect to
retirement plans, past equity grants and other items. The
named executive officers include our CEO, our CFO and the
three most highly compensated executives other than our
CEQ and CFO.

The following highlights some of the disclosures contained
in this table for vur named executive officers during 2006 and
2007. Detailed explanations regarding certain types of
compensation paid to a named executive officer are included
in the footnotes to the Table.

Salary. The amounts in this column are the base salaries
earned by the named executive officers in 2006 and 2007.

Bonus. The amounts in this column reflect the one-time
bonuses paid wo three of our named executive officers for their
leadership and accomplishments in connection with the sale of
our E&T assets during 2007, and additianally, for Mr. Farrell,
his leadership during this transitional year. The past year was
an extraordinary one for Dominion, with a signiﬁcant change
in Virginia law with respect to the regulatory environment for
Dominion and the sale of a significant portion of our assets
resulting from che divestiture of substantially all of our E&P
business.

Stock Awards. This column discloses the expense recognized
for the fiscal year in accordance with SFAS 123R on all out-
standing restricted stock awards granted to the named execu-
tive officers. This column reflects the expense recognized for
four outstanding stock granes made to the named executive
officers, from grants awarded in 2003, 2004, 2006 and 2007.

Non-Equity Incentive Plan Compensation. This column includes
amounts earned under two performance-based plans, our
annual incentive plan and our long-term incentive plan. For
2007, the amounts include the payout of cash compensation
carned under the 2007 AIP as well as the payout of cash-based
performance grant awards made in 2006. For 2006, the
amounts include only the payout of cash compensation earned
under the 2006 AIP. In 20006, we cransitioned our long-term
incentive plan from a restricted stock only based program to a
program that was split between restricted stock grants and
performance grants. Qur first long-term performance granc

payout occurred for the 2006/2007 cycle and is reftected in
the 2007 amount. There was no long-term performance pay-
out reflected in the 2006 amount. These performance pro-
grams are based on pre-approved performance criteria, with
actual performance scored against the pre-set criteria by our
CGN Committee.

Change in Pension Value and Nongualified Deferred Compensation
Earnings. This column shows any year-over-year increases in the
annual accrual of pension and supplemental retirement bene-
fits for our executive officers. These are accruals for future
benefits that may be carned under the terms of our retirement
plans, and do not reflect acrual payments made during the year
to our named executive officers. The amounts disclosed reflect
the annual change in the actuarial present value of benefits
under defined benefit plans sponsored by the company, which
include the company’s tax-qualified Pension Plan, the Benefit
Restoration Plan, and the New Benefit Restoration Plan. The
annual change equals the difference in the accumulated
amount for the current fiscal year (2006 or 2007) and the
accumulated amount for the prior fiscal year, using the same
actuarial assumptions used for the company’s audited financial
statements for the applicable fiscal year, including assumed
retirement dates, life expectancy of our officers and other
assumptions.

All Other Compensation. The amounts in ¢his column disclose
compensation thar is not classified as compensation reportable
in another column, including perquisites and benefits with an
aggregate value of at least $10,000, the value of company-paid
life insurance premiums, the value of tax gross-up compensa-
tion for the payment of taxes on perquisites or personal bene-
fits, company matching contributions to an executive’s 401 (k)
plan account, company matching contributions paid directly
to the executive that would be credited to the 401 (k) if IRS
contribution limits did not apply, payment for unused vaca-
tion days not carried forward to the following year, dividends
paid on restricted stock and post-termination payments.

Total. The number in this column provides a single figure
that represents the total compensation cither earned by each
named executive officer in 2006 and 2007, or accrued benefits
payable in later years and required o be disclosed by SEC
rules in this Table. It does not reflect actual compensation
paid to the named executive officers during the year, but is the
sum of the dollar values of each type of compensation quanti-
fied in the other columns per SEC rules,
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SUMMARY COMPENSATION TABLE

The following table presents information concerning compensation paid or earned by our named executive officers for the years
ended December 31, 2007 and 2006 as well as annual accruals for outstanding equity awards and changes in pension value.

Change in
Pension Value
and Nonqualified

Mon-Equity Deferred
Name and Stock Incentive Plan Compensation All Other
Principat Position Year Salary Bonus™ Awards®? 1 Compensationt¥ Earnings®’ | Compensationt® Total

o F - B and Chief Executive | 2007 | $1.100,000 | $2,000,000 | $2,652,137 | $6,542,400 | $2,187.921 | $ 635,749 | $15,118,207

Officer 2006 | 1,000,000 — [ 1962,120] 1166000 2,616,339 | 560,071 | 7,304,530
Thomas N, SHEWNNR  + and Chisf 2007| 642,000 500000 | 1184260 2490018| 325855  349.341| 5491474
Financial Officer 2006 | 600,000 — | 1038680 572400 294209  374390| 2879679
Duane C. Radtke _ 2007| 615300 1000,000| 17258364 | 3,068,854 | 3,303,507 | 4,076,739 13322764
Executive Vice President 2006 | 575,000 —| 1177289 548550 814052 | 371,209 3,486,100
Mark £ Mtk 2007 | 567,000 —| e00140| 1772070|  781,765|  165942| 3886917
(President & CEQ - Dominion Generation)| 2006 | __ 525,000 — | a2007a| 428728 883,115 155448 | 2,421,365
oy L OO esident 2007 | 467,100 —| 475043] 1343604|  568505| 169,709 | 3,024,061
(CEQ - Dominion Virginia Power) 2006 436,500 — 391,579 370,152 401,052 193,888 1,793,171

(1) The amounts in this column represent special, one-time cash bonuses that were appraved by the CGN Committee for these executives for their contributions to the
successful divestiture of the E&P assets. Mr. Farrell’s award also recognizes his strategic leadership of the company thraughout the transition period.

{2) The amountts in this column reflect the compensation expense recognized in 2007 on all outstanding stock awards in accordance with SFAS 123R. Dominion did not
grant any options in 2007. The grant date fair value of restricted stock awards is equal to the market price of our stock an the date of grant in accordance with SFAS 123R.
The grant date fair value of each named executive officer's 2006 and 2007 restricted stack grant is disciosed in the Grants of Plan-Based Awards table. See also Note 21 to
the Consolidated Financial Statements in Dominion’s Annual 2007 Repert on Form 10-K for more information an the valuation of stock-based awards and the Quistanding
Equity Awards at Fiscal Year-End table for a listing of all outstanding equity awards as of December 31, 2007.

(3) The 2007 amounts in this column include the payout under Dominion’s 2007 AIP and 2006 Performance Grant Awards. All of the named executive officers except for
Mr. McGettrick received the full potential payout of their 2007 AIP target awards, reflecting 182% funding of the 2007 AIP and 100% payout for accomplishment of their
goals. Mr. McGetirick's payout was reduced due to less than 100% performance on a safety goal. The payout amounts were as follows: Mr. Farrell - $2,402,400;

Mr. Chewning - $1,110,018; Mr. Radtke — $1,063,854; Mr. McGettrick - $944,070; and Mr. Johnsan - $722,604. See Compensation Discussion and Analys:s for addi-
tional information on the 2007 AIP and the Grants of Plan Based Awards Tabie for the range of each named executive officer's potential award under the 2007 AIP. The
2006 Performance Grant Award was issued on April 1, 2006 and the payout amount was determined based on achievement of performance goals for the performance
period ended December 31, 2007. Payouts can range fram 0% to 200%. The actual payout was 138%. The payout amounts were as follows: Mr. Farrelt ~ $4,140,000;
Mr. Chewning — $1,380,000; Mr. Radtke - $1,380,000 {For Mr. Radtke, the amount in this column also includes $625,000 for his 2007 Performance Grant that vested
upon his retirement); Mr. McGettrick — $828,000; and Mr, Johnson — $621,000. The 2006 amounts reflect only 2006 AIP payments.

{4) All amounts in this column are for the aggregate change in the actuarial present value of the named executive officer’s accumulated benefit under our qualified pension
plan and nonqualified executive retirement plans. There are no above-market earmings on non-qualified deferred compensation plans. These accruals are not directly in
relation to final payout potentizl, and can vary significantly vear over year based on (i) promotions and corresponding changes in salary; (ii} other one-time adjusiments to
salary or incentive target for market or other reasons; (iii} actual age versus predicted age at retirement; and (iv} other retevant factors.

{5} All Other Compensation amounts for 2007 are as follows:

Life Employee Company Vacation Dividends Paid Total

Executive Insurance Tax 401(k) Match Above Soid Back o on Restricted Other Cash All Other
Name Perquisitesta Premiums Gross-up Plan Match(® IRS Limits & Company Stock Payments@? Compensation
Thomas F. Farrelt, Il $96,937 | $57,868| $23,050 $6,750 $26,250 $21,154 $403,740 —1] $ 635,749
Thomas N. Chewning 18,517 88,231 2,568 6,605 16,681 12,346 204,303 e 349,341
Duane C. Radtke 99,378 64,656 10,181 6,750 11,708 94,662 189,898 | $3,599,505 4,076,739
Mark F. McGettrick 25575 25,188 85 9,000 13,681 —_ 92,413 —_ 165,942
Jay L. Johnson 20,688 52,603 3,699 6,750 7.263 -_ 78,706 — 169,709
{a) Untess noted, the amounts in this column for all officers are comprised of the aircraft is for business purposes. Mr. Radtke received his company vehicle as a
following: personal use of a company vehicle; financial planning; health and well- gift upon retirement {taxable value of gift is $56,000).
ness aliowance and other benefits, For Messrs. Farrell and Radtke, $70,676 and (b} Paid under the terms of the company’s 401(k) Plan.
$20,102, respectively, for personal use of the corporate aircraft is also included.

) h . : h : (¢) Represents each payment of “lost” 401¢{k} Ptan matching contribution due to
For personal flights, all direct operating costs are included in calculating IRS Iir:ixs pay 6

aggregate incremenial cost, Direct operating costs include the following: fuel,
airport fees, catering, ground transportation and crew expenses {any food, lodging
and other costs). The fixed costs of owning the aircraft and employing the crew
are not taken into consideration, as more than 97% of the use of the corporate

(d} The amount in this column for Mr. Radtke represents payments made under
his Letter Agreement dated January 26, 2007, based upon his remaining with the
company through the sale of the E&P operations. Amounts include $1,199,835
for a Special Retention bonus and $2,393,670 for a Special Severance bonus,
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GRANTS OF PLAN-BASED AWARDS()

The following table provides information about stock awards and non-equity incentive awards granted to our named executive offi-

cers during the year ended December 31, 2007.

Estimated Future Payouts Under Non-Equity Alt Cther Stock Grant Date
Incentive Plan Awards Awards: Number Fair Value of
Grant Approval of Shares of Stock and
Name Date |  Grant Date® Threshald Target Maximum Stock or Units Options Award@
Thomas F. Farrelt, Il
2007 Annual Incentive Plant® $01 $ 1320000 | $ 2640000
2007 Performance Granti4 0 3,000,000 6,000,000
2007 Restricted Stock Grant 3/28/2007 4312007 67,048 | $ 3,000,063
Thomas N. Chewning
2007 Annual Incentive Plant® 0 609,900 1,219,800
2007 Performance Grantit 0 1,000,000 2,000,000
2007 Restricted Stock Grant@® 31282007 41372007 22,350 1,000,051
Duane C. Radtke
2007 Annual Incentive Plan® 0 584,535 1,169,070
2007 Performance Grant® 0 625,000 1,250,000
2007 Restricted Stock Grant® 3/2812007 43,2007 9,314 416,755
Mark F. McGettrick
2007 Annual Incentive Plant® 4] 538,650 1,077,300
2007 Performance Granti#! Y 750,000 1,500,000
2007 Restrictec Stock Grant!® 3/28/2007 4/3/2007 16,762 750,016
Jay L. Johnson
2007 Annuzl Incentive Plant 0 397,035 794,070
2007 Performance Grant4! 0 450,000 300,000
2007 Restricted Stock Granti® 3282007 41312007 10,058 450,045

{1) Share and per share amounts included in this table and related footnotes
reflect the company’s two-for-one stock split distributed in November 2007,

{2) Gn March 28, 2007, the CGN Committee approved the 2007 long-term
compensation awards for our officers, which consisted of a restricted stock grant
and a performance grant. The 2007 restricted stock award was granted on

April 3, 2007. The fair market value for the April 3, 2007 restricted stock grant
was determined by taking the average of the high and low prices of Dominion
stack on April 2, 2007 and was calculated 10 be $44,745 per share,

{3) The amounts in these rows include potential payouts under the 2007 AIP,
Actual payouts earned are reflected in the Non-Equity Incentive Plan Compensa-
tion column of the Summary Compensation Table. Under our annua! incentive
program, officers are eligible for an annual performance-based award. The CGN
Committee establishes target awards for each executive based on his or ber salary
level, expressed as a percentage of the individual executive's base salary, The
{arget award is the amount of cash that will be paid if the plan is funded to a spe-
cific target. For the 2007 AIP, funding is based on the achievement of ¢on-
solidated operating earnings goals with the maximum funding capped at 200%.

For our officers that are among the top most highly compensated group for
2007, which inciudes all of our named executive officers, pay-out under the 2007
AlP takes into consideration goal weightings assigned to all officers except that for
the CEQ and CFO goal-weighting is based solely on consolidated financial and Six
Sigma goals, with the CGN Comrnitiee having the discretion 10 lower actual

pay-cuts to ensure that such awards are consistent with those granted to other
plan participants. The 2007 target percentages of base salary far our named
executive cfficers are as follows: Mr. Farrell — 120%; Messrs, Chewning, Radtke
and McGettrick —95%; and Mr. Johnson - 85%.

(4) On March 28, 2007, the CGN Committee approved a long-term compensation
award for our officers, which consists of two components of equal value: a
restricted stock grant and a performance grant. The restricted stock fully vests at
the end of three years with dividends paid during the restricted period at the same
rate declared by the company for all shareholders, The restricted stock award also
provides for pro-rata vesting if an officer dies, become disabled, retires, is termi-
nated without cause or if there is a change in control.

The performance grant will be paid in cash in 2009 and can range from 0%
to 200% of the target award. The amount earned by our officers will depend on
the level of achievement of two equally weighted metrics: 1) our total shareholder
return (TSR} for the two-year period ended December 31, 2008 relative to the
TSR of a group of indusiry peers selected by the CGN Committee and 2) return on
invested capital (ROIC) for the two-year period ended December 31, 2008. The
payout percentages for TSR performance and targets and corresponding payout
percentages for ROIC are shown in CD&A under the 2007 Perfarmance Grants
sectiort of the CD&A.

Because of the proposed divestiture of gur E&P assets, Mr, Radtke's 2007
performance grant was a one-year grant with a target award value equal to one-
half of the two-year grani. Mr. Radtke’s restricted stock grant was one-third the
size of a three-year grant.
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END!D
The following table summarizes the equity awards we have made to our named execurive officers that were outstanding as of
December 31, 2007.
Option Awards Stock Awards
Number of Securities
Underfying Unexercised MNumber of Shares or Market Vaiue of Shares
Options Option Exercise {ptien Expiration Units of Stock That or 'Units of Stack That
Name Exercisablef® Price Date Have Nat Vested Have Not Vesteo®
Thomas F. Farrell, i 400,000 $ 29.98 1/1/2009 83,7204 $ 3,972,514
400,000 29.98 1/1/2010 44 86615 2,128,892
86,294© 4,094,650
67,0487 3,181,428
Thomas N. Chewning 300,000 2998 1/1/2009 60,466 2,869,112
300,000 2598 1/1/2010 27,1789 1,289,596
28,7666 1,364,947
22,3507 1,060,508
Duane C. Radtke 16,666 29.98 1/1/2009 60,466® 2,869,112
16,668 2998 1/1/2010 27,1788 1,289,596
200,000 31.638 1/1/2009 28,766E 1,364,947
200,000 31638 1/1/2010 9,314@ 441,949
525,000 33.53 4/3/2011
Mark F. McGetirick — — — 21,3964 1,015,240
9,616 456,279
17,260%® 218,987
16,7627 795,357
Jay L. Johnson — — — 21,396 1,015,240
9,616 456,279
12,946© 614,288
10,058@ 477,252
(1) All option, share, option exercise price and per share amounts included in this {4) Shares vest on February 24, 2008,
table and related footnotes reflect the company’s two-for-one stock split
distributed in November 2007. (5) Shares vest on May 11, 2009.
{2) All options presented in this table are fully vested and exercisable. There are (6} Shares vest on April 1, 2009,
na unexercisable options outstanding. (7} Shares vest on April 3, 2010.
(3) Based on ciosing stock price of $47.45 on December 31, 2007, which was (8) Mr. Radtke's restricted stock awards became fully vested in 2008 under the
the last day of our fiscal year on which Dominion stock was traded. terms of his retirement agreement.

OrTION EXERCISES AND STOCK VESTED(!)

The following table provides information abour the value realized by our named executive officers on option award exercises and
stock awards vesting during the year ended December 31, 2007.

Option Awards Stock Awards

Number of Value Realized Mumber of Shares Value Realized
Name Shares Acquired on Exercise'? on Exercise Acquired on Vesting on Vesting
Thomas F. Farrell, Il 400,000 $ 5,538,780 44,866 | $2,013,272
Thomas N. Chewning 200,000 2,895,955 27,176 1,219,469
Duane C. Radtke 216,666 3,748,343 40,458 1,765,292
Mark F. McGettrick 133,334 2,139,075 9,616 431,499
Jay L. Johnson 200,000 2,689,923 9,616 431,499
{1) Share amounts included in this table reflect the company’s two-for-one stock {2) All stock opticns were exercised pursuant te Rule 10b5-1 trading plans.

split distributed in November 2007.
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Execurive Compensation

PENSION BENEFITS()

The following table shows the present value of accumulated benefits payable to our named executive officers under the plans listed
in the table. No payments were made to any of the named executive officers during the year ended December 31, 2007 under any

of the plans listed in the rable.

Name Plan Name

Number of Years Present Value of
Credited Service®  Accumulated Benefit

Thomas F. Farrell, Il Pension Plan 12.00 $ 223,389
Benefit Restoration Plan (Pre-2005) 9.00 413,942
Supplemental Retirement Pian {Pre-2005) 9.00 4,264,245
New Benefit Restoration Plan (Post 2004) 21.43 2,491,961
New Supplemental Retirement Plan (Post 2004) 2143 5,842,372
Thomas N. Chewning Pension Plan 20.00 670,508
Benefit Restoration Plan {Pre-2005) 25.00 3,070,085
Supplemental Retirement Plan {Pre-2005) 25.00 3,875,100
New Benefit Restoration Plan {(Post 2004} 30.00 703,860
New Supplemental Retirement Plan (Post 2004} 30.00 951,085
Duane C. Radtke® Pension Plan 6.75 166,601
Benefit Restoration Plan (Pre-2005) 375 225,800
Supplementat Retirement Plan (Pre-2005) 375 0
New Benefit Restoration Ptan (Post 2004} 200 2,428,751
New Supplemental Retirement Plan (Post 2004) 200 5,132,513
Mark F. McGettrick Pension Plan 2350 357,206
Benefit Restoration Plan (Pre-2005) 20.50 239,904
Supplemental Retirement Plan (Pre-2005) 20.50 354,156
New Benefit Restoration Plan (Post 2004) 28.42 2,027,808
New Supplemental Retirement Plan (Post 2004} 28.42 1,753,381
lay L. Johnson Pension Plan 7.33 235,531
Benefit Restoration Plan (Pre-2005) 433 126,222
Supplemental Retirement Plan (Pre-2005) 4.33 1,170,012
New Benefit Restoration Plan {Post 2004) 14.10 779,742
New Supplemental Retirement Plan (Post 2004} 14.10 1,480,289

(1) The years of ¢rediled service and the present value of accumulated benefits
were determined by our plan actuaries, using the appropriate accrued service and
pay and other assumgptions similar to those used for accounting and disclosure
purposes.

(2} Years of credited service for the Pension Plan are actual years accrued by the
executive from his date of participation to December 31, 2007. Years of credited
service for the Pre-2005 Plans is accrued service from the date of participation up
ta December 31, 2004. Service far the Benefit Restoration Ptan Post-2004 and
the Supplemental Retirement Plan Post-2004 is the executive's potential total

Pominion Pension Plan

The Dominion Pensicn Plan is a tax-qualified defined benefit
pension plan. All executives are participants in the Pension
Plan.

The Pension Plan provides unreduced retirement benefits
at termination of employment at or after age 65 or, with three
years of service, at age 60. Reduced retirement is available after
age 55 with three years of service. For retirement berween ages
55 and 60, the benefit is reduced 0.25% per month for each
month after age 58 and before age 60 and 0.50% per month
for each month between ages 55 and 58. All named executive
officers have more than three years of service.

The Pension Plan basic benefit is calculated using a formula
based on (1) age at retirement; (2) final average earnings;

(3) estimated Social Security benefits; and (4) credited service.
Final average earnings are the average of the participant’s 60
highest consecutive months of base pay during the last 120
months worked. Earnings are limited to the IRS maximum
which was $225,000 for 2007. Bonuses are not included in
base pay. Credited service is measured in months, up to a

sarvice, including extra years of credited service granted to the executive by the
CGN Committee for purposes of caiculating benefits under these plans, times a
fraction equal to service from the date of participation until the age when max-
imum credited service would be earned. Please refer to the Employee and Execu-
tive Benefits section of the CD&A for information about the requirements far
receiving extra years of credited service and the amount credited for each named
executive officer.

(3) Mr. Radtke retired on December 31, 2007 and all pension benefits will be
paid or will commence to be paid in 2008.

maximum of 30 years of credited service. The estimated Social
Security benefit taken into account is the assumed Social
Security benefit payable starting at age 65 or acrual retirement
date, if later, assuming thart che participant has no further
employment after leaving Dominion.

These factors are then applied in a formula. The formula
has different percentages for credited service before 2001 and
after 2000, The benefit is the sum of the amounts from these
two formulas.

For Credited Service through December 31, 2000:

2.03% times Final Average Minus 2.00% times estimated
Earnings times Credited Social Security benefit times
Service before 2001 Credited Service

beiore 2001

For Credited Service on or after January 1, 2001:

1.80% times Final Average Minus 1.50% times estimated
Earnings times Credited Social Security benefit
Service after 2000 times Credited Service

after 2000
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Credited Service is limited to a total of 30 years for all parts
of the formula and Credited Service after 2000 is limited to 30
years minus Credited Service before 2001.

A vested participant who terminates employment before
age 55 can start receiving benefit payments at any time after
atraining age 55. If payments begin before age 65, then the
following reduction factors for the portion of the benefits
earned after 2000 apply: age 64 ~ 9%; age 63 — 16%; age 62 -
23%; age 61 — 30%; age G0 — 35%; age 59 — 40%; age 58 —
44%: age 57 — 48%; age 56 — 52%; and age 55 — 55%.

Benefit payment options are a (1} single life annuiry;

{2) 50% joint and survivor annuity; (3} 100% joint and survi-
vor annuity; and (4) Social Security leveling option with any
of the other three benefit forms. The normal form of benefit is
the single life annuity. All of the options are the actuarial
equivalent of the single life annuity. The Social Security level-
ing option pays a larger benefit equal to the estimated Social
Security benefits until the participant is age 62 and then
reduced payments after age 62.

The Pension Plan also includes a Special Retirement
Account {SRA), which is in addition to the pension benefi.
The SRA is credited with 2% of base pay each month begin-
ning in 2001 as well as interest based on the 30-year Treasury
bond rate. The SRA can be paid in a lump sum or paid as part
of an annuity with the other benefits under the Pension Plan.

Dominion Benefit Restoration Plans

Dominion sponsors the New Benefit Restoration Plan, effec-
tive as of January 1, 2005 (New BRP), and the Frozen Benefit
Restoration Plan, frozen as of December 31, 2004 (Frozen
BRP), which are discussed in the Employee and Executive Bene-
fits section of the CD&A. Neither plan is tax-qualified.

The Frozen BRP provides benefits accrued before 2005
that are intended to be exempt from Section 409A of the
Intetnal Revenue Code. The New BRP was adopted to
accommodate the enactment of and is intended to comply
with Section 409A of the Internal Revenue Code for benefits
accrued after 2004, The overall restoration benefic was not
changed by adoption of the New BRP.

The restoration benefic offers an additional incentive to
attract and retain ralented executives for Dominion by
compensating them for the reduction in their benefits under
Dominion’s Pension Plan resulting from the application of
limications on compensation and benefits imposed on
rax-qualified pension plans by the Internal Revenue Code.

A Dominion employee is eligible to participate in the New
BRP if he or she is 2 member of management or a highly
compensated employee, has had his or her benefit under the
Dominion Pension Plan reduced ot limited by the Internal Rev-
enue Code and has been designated as a participant by the CGN
Committee. The CGN Committee has designated all elected
officers as participants in the New BRP. The Frozen BRP has
been closed to new participants since December 31, 2004. A par-
ticipant remains 2 participant in either plan untl he or she ceases
to be eligible for any reason other than retirement or until his or
her status as a participant is revoked by Dominion.

Upon retirement, the New BRP provides a monthly restora-
tion benefit equal to the monthly benefit the participant
would have received under Dominion’s Pension Plan but for
the limitations imposed by the Internal Revenue Code,
reduced by the monthly benefit the participant actually
receives under Dominion’s Pension Plan, reduced further by
the monthly benefit the participant receives under the Frozen
BRP. Upon retirement, the Frozen BRP provides a monchly
restoration benefit equal to the monthly benefit the participant
would have received under Dominion’s Pension Plan but for
the limitations imposed by the Internal Revenue Code,
reduced by the monthly benefit the participant actually
receives under Dominion’s Pension Plan, in each case
determined as though the participant had separated from
service with Dominion no later than December 31, 2004.

As discussed above, the Internal Revenue Code limits the
amount of compensation that may be taken into account
under a qualified retirement plan to no more than a certain
amount each year. For 2007, the limit was $225,000. The
Internal Revenue Code also limits the total annual benefit thar
may be provided to a participant under a qualified defined
benefic plan. For 2007, this limitation was the lesser of
(i) $180,000 or (ii) the average of the participant’s compensa-
tion during the three consecutive years in which the partic-
ipant had the highest aggregate compensation.

In each plan, retirement means the participant’s termi-
nation of employment with Dominion at a time when the
participant is entitled to receive benefits under Dominion’s
Pension Plan. A participant who terminates employment prior
to retirement is generally not enticled to a restoration benefic.
However, a participant who becomes totally and permanently
disabled prior to retirement or who dies prior to reaching
retirement eligibility is entitled to the restoration benefit.

A participant’s accrued restoration benefit is calculated
based on the default annuity form under Dominion’s Pension
Plan. Under the New BRP, the restoration benefit is generally
paid in the form of a single cash lump sum, unless the partic-
ipant elects to receive a single life or 50% or 100% joint and
survivor annuity. Under the Frozen BRP, the restoration bene-
fit is usually paid in the form of a single cash lump sum, unless
the participant elects to receive a single life or 50% or 100%
joint and survivor annuity.

For purposes of these plans and the supplemental retire-
ment plans described below, the present value of the accumu-
lated benefit is calculated using actuarial and other factors as
determined by the plan actuaries and approved by Dominion’s
Administrative Benefit Committee, Actuarial assumptions
used for December 31, 2007 calculations include: discount
rate of 6.60%; Frozen BRP and Frozen ESRP lump sum rate
of 3.87%; New BRP and New ESRP lump sum rate of 5.85%;
Frozen BRP cost of living adjustment of 1.625%; and the
1994 Group Annuity Mortality tables for post-retirement
only.
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Dominion Executive Supplemental Retirement Plans
Dominion sponsors the New Executive Supplemental Retire-
ment Plan, effective as of January 1, 2005 (New ESRP), and
the Frozen Executive Supplemental Retirement Plan, frozen as
of December 31, 2004 (Frozen ESRP)}, which are discussed in
the Employee and Executive Benefits section of the CD&A.
Neither plan is tax-qualified.

The Frozen ESRP provides benefits accrued before 2005
that are intended to be exempt from Section 409A of the
Internal Revenue Code. The New ESRP was adopted specifi-
cally to accommodate the enacument of and is intended to
comply with Section 409A of the Internal Revenue Code for
benefits accrued after 2004. The overall supplemental retire-
ment benefic was not changed by adoption of the New ESRP,

The supplemental retirement benefit offers an additional
incentive 1o attract and retain ralented executives for Domin-
ion. In light of the competitive industry in which it does busi-
ness, Dominion feels chat the normal pension plan benefic
{even as increased by the Benefit Restoration Plan benefit) is
insufficient to fulfill this purpose on its own.

Any elected officer of the company is eligible to participate
in the New ESRP. Dominion designates an officer to partic-
ipate. The Frozen ESRP has been closed to new participancs
since December 31, 2004. A participant remains a participant
in either plan until he or she ceases to be an elected officer or
until participation is revoked by Dominion.

The New ESRT provides for an annual retirement benefic
equal to 25% of a participant’s final cash compensation, based
on his or her compensation and subject to age and years of
service as of retirement, reduced by the annual retirement
benefit provided under the Frozen ESRP. The Frozen ESRP
provides for an annual retirement benefit equal to 25% of a
participant’s final cash compensation, based on his or her
compensation and subject to age and years of service as of
December 31, 2004. The retirement benefit is only payable for
ten years unless Dominion designates the participant to receive
lifetime benefies as described below.,

A participant’s final cash compensation includes, as of the
relevant determination date, the participant’s annual rate of
base salary then in effect plus the target amount payable under
the company’s annual incentive plan for the year in which the
determination is made. Final cash compensation does not
include the value of equity awards, gains from the exercise of
stock options, long-term cash incentive awards, perquisites or
any other form of compensation.

A participant in either plan is entitled to the full retirement
benefit if he or she separates from service with Dominion after
reaching age 55 and achieving 60 months of service. Months
of service generally include any months of service with

Dominion, except thar, for new participants who join the New
ESRP on or afier December 1, 2006, months of service only
include months of service with Doeminion while a participant
in the New ESRP, Current named executive officers who are
entitled 1o a full ESRP retirement benefic are: Messrs. Chewn-
ing and Johnson. At the time of his retirement, Mr. Radtke
was also entitled to a full ESRP retirement benefic.

A participant who separates from service with Dominion
with at least 60 months of service but who has not yet reached
age 55 is entitled to a reduced retirement benefit, calculated by
muldiplying the full retirement benefir described above by a
fraction, the numerator of which equals the participant’s total
number of months of service since becoming a participant, and
the denominaror of which equals the total number of months
berween the date the participant became a participant and age
55. Partial months are disregarded in this calculation.

Mr. Farrell and Mr. McGettrick are the only named executive
officers who are not entitled to a full retiremens benefic. See
the discussion in the Employee and Executive Benefirs section of
the CD&A regarding additional months of service and years of
age.

A participant who separates from setvice with Dominion
with less than 60 months of service is generally not entitled to
a retirement benefit. However, a participant who becomes
totally and permanently disabled prior to separation from
service is entitled to a full retirement benefit, regardless of age
or months of service. In addition, the beneficiary of a partic-
ipant who dies prior to reaching retirement eligibility is enti-
tled to the participant’s full retirement benefit.

A participant’s accrued retirement benefit is inidally calcu-
lated as an annual amount payable in monthly installments for
a period of 120 months. However, the New ESRP allows
Dominion to designate certain participants as eligible for a
retirement benefit for cheir lifetimes. Messrs, Farrell and
Chewning will receive this benefit for their lifetime.

Mr. McGettrick will receive this benefit for his lifetime if he is
employed with the company at age 60. Mr. Johnson will
receive this benefit for his lifetime after he has completed 10
years of actual service with Dominion.

Under the New ESRP, the retirement benefit is generally
paid in the form of a single cash lump sum unless a participant
(ather than a lifetime participant) elects monthly installment
payments guaranteed for 120 months or a liferime participant
elects a single life annuity with 120 guaranteed monthly
payments. Under the Frozen ESRP, the retirement benefit is
usually paid in the form of a single cash lump sum unless the
participant elects monthly installments guaranteed for 120
months, or unless a lifetime participant elects a single life
annuity with 120 guaranteed monthly payments.
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NONQUALIFIED DEFERRED COMPENSATION

Aggregate

Aggregate Earnings Balance at Last

in Last FY FYE

Name (as of 12/31/07}  (as of 12/31/07)
Thomas F. Farrell, I $ 8548 $130,134
Thomas N. Chewning 2,735 18,814
Duane C. Radtke 126,519 882,229
Mark F. McGettrick 110,096 947,964
Jay L. Johnson 74,079 636,603

Dominion does not currently offer any nonqualified elec-
tive deferred compensation plans to its officers or other
employees.

The Nonqualified Deferred Compensation Table reflects,
in aggregate, the plan balances for two former plans offered to
Dominion officers and other highly compensated employees:
The Dominion Resources, Inc. Executives’ Deferred Compen-
sation Plan, which was frozen as of December 31, 2004
(Frozen Deferred Compensation Plan); and The Dominion
Resources, Inc. Security Oprion Plan, which was frozen as of
December 31, 2004 (Frozen DSOP). While the Frozen DSOP
was not a deferred compensation plan, but an option plan, we
are including information regarding the plan and any balances
in this table to make full disclosure about possible future
payments to officers under the employee benefit plans.

The Frozen Deferred Compensation Plan includes amounts
previously deferred from one of the following categories of
compensation: (i) salary; (ii) bonus; (iii) vesting restricred
stock; and (iv) gains from stock option exercises. The plan also
provided for company contributions of lost company 401(k)
Plan match contributions and transfers from several CNG
deferred compensation plans. The Frozen Deferred
Compensation Plan provides for 28 investment funds for the
plan balances, including a Dominion Stock Fund. Participants
may change investment elections on any business day. Any
vested restricred stock and gain from stock option exercises
that were deferred are kept in the Dominion Stock Fund.
Earnings are calculated based on the performance of the
underlying investment fund. No preferential earnings are paid,
and therefore no earnings from these plans are included in the
Summary Compensation Table.

The named executive officers invested in the following
funds with rates of returns for 2007 as noted below. The
Vanguard 500 Index Fund has the same rate of return as the
corresponding publicly available mutual funds.

Vanguard 500 Index Fund 5.4%
Dominion Resources Stock Fund 16.98%
Dominion Fixed Income Fund 4.85%

The Dominton Fixed Income Fund is an option thar pro-
vides a fixed return rare set prior to the beginning of the year.
The investment management department of Dominion
determines the rate based on its estimate of the rate of return

on Doeminion assets in the trust for the Frozen Deferred
Compensation Plan,

Under the terms of the Frozen Deferred Compensation
Plan, participants have the ability to change their distribution
schedule for benefits under the plan with six months notice to
the plan administrator. Participants may elect the following
Benefit Commencement Dates:

» In February after the calendar year in which they terminate
employment due to retirement;

* In February after the calendar year in which they terminate
employment due to retirement, but not before February of

a specific calendar year; or
* In February of a specific calendar year.

The default Benefit Commencement Date is February 1
after the year in which the participant retires. Participants may
elect multiple Benefit Commencement Dates; however, all
new elections must be made ar least six months before an
existing Benefit Commencement Date. Withdrawals less than
six months prior to an existing Benefit Commencement Date
are subject to a 10% early withdrawal penalty. Account
balances must be fully paid out no later than February 28, ten
calendar years after a participant retires or becomes disabled. If
a participant retires from the company, he or she may
continue to defer an account balance provided thar the total
balance is distributed by this deadline. In the event of
termination of employment, for reasons other than death,
disability or retirement, before an elected Benefit
Commencement Date, benefit payments will be distribured in
a lump sum as soon as administratively pracricable. Hardship
distributions, prior to an elected Benefit Commencement
Date, are available under certain limited circumstances.

Participants may elect to have their benefit paid in a lump
sum payment or equal annual installments over a period of
whole years from one to ten years. Once they begin receiving
annual installment payments, they can make a one-time elec-
tion to either 1) receive their remaining account balance in the
form of a lump sum distribution or 2) change their remaining
installment payment period. Any election must be approved
by the company before it is effective. All distributions are
made in cash with the exceprion of the Deferred Restricted
Stock Account and the Deferred Stock Option Account,
which are distributed in the form of Dominion common
stock.

The Frozen DSOP enabled employees to defer all or a por-
tion of their salary and bonus and receive options on various
mutual funds. Participants also received lost company match-
ing contributions to the 401(k) Plan in the form of options
under this plan. DSOP Options can be exercised at any time
before their expiration date. On exercise, the participant
receives the excess of the value, if any, of the undertying
mutual funds over the strike price. The participant can cur-
rently choose among options on 26 mutual funds, and there is
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not a Dominion stock alternative or a fixed income fund. Par-

ticipants may change options among the mutual funds on any

business day. Benefits grow/decline based on the total return

of the mutual funds selected. Any options that expire do not

have any value. Options expire under the following terms:

+ Options expire on the last day of the 120 month after
retirement or disability;

» Options expire on the last day of the 24™ month after the
participant’s death {while employed);

* Options expire on the last day of the 12 month affer the
participant’s severance;

+ Options expire on the 90t day after termination with cause;
and

+ Options expire on the last day of the 120% month after
severance following a change in control.
The named executive officers held options on the following

publicly available mutual funds, which had the rates of returns

for 2007 as noted.

Vanguard Short-Term Bond Index 7.2%
Vanguard Small Cap Growth Index 9.6%
Vanguard Small Cap index 1.2%
Vanguard Extended Market Index 4.3%
Vanguard U.S. Value 0.7%
Artisan International Investor 19.7%
Harbaor International Fund 21.8%
Janus Growth & income Fund 8.7%
Janus Mid Cap Value Investor 7.4%

POTENTIAL PAYMENTS UPON TERMINATION
OR CHANGE IN CONTROL

Under certain circumstances, the company provides benefits to
eligible employees upon termination of employment,
including a termination of employment involving a change in
contral of the company, thac are in addition to termination
benefits for employees in the same situartion. This section
describes and explains these benefits generally, and specifically
the incremental befiefits that pertain to our named executive
officers,

Review of Executive Benefits

As described in the Employee and Executive Benefits section of
the CD&A, an officer who terminates employment after he or
she has attained age 55 is eligible to receive payment of vested
benefits under the Benefit Restoration Plans (the “Frozen
BRP” and the “New BRP”) and the Executive Supplemental
Retirement Plans (the “Frozen ESRP” and the “New ESRP”),
If an officer becomes disabled or dies before age 55, the officer
or his beneficiary will be entitled to payment of benefits as if
the officer had attained age 53, was fully vested in the benefits,
and retired. An officer who voluntarily terminates employment
before attaining age 55 and who is vested is entitled to a pro-
rated benefit under the Frozen ESRP and New ESRP. In con-

sideration for these benefits, officers agree 10 a one-year non-
competition and non-solicitation agreement with the
company.

Certain officers have been designated by the CGN Commit-
tee as “life participants” for purposes of calculating their bene-
fits under the Frozen ESRP and New ESRP; this means the
benefit is calculated as a benefit payable for life, instead of as a
benefit payable for 120 months. Mr. Farrell, Mr. Chewning
and Mr. Radtke are life participants. The actuarial present
value of the Frozen BRP, New BRP, Frozen ESRP and New
ESRP benefits (using unreduced normal retirement age
assumptions) for the named executive officers is disclosed in
the Pension Benefits table.

Restricted stock awards granted to officers before 2006
become fully vested when the officer retires with eligibility for
benefits under the company’s Pension Plan. Restricted stock
and performance-based awards granted in 2006 and 2007 will
become vested on a pro-rated basis if the officer terminates
employment before the vesting date due to death, disabiliry,
retirement, ot an involuntary termination without cause.
Upon a change in control, the awards will become vested on a
pro-rated basis at the time the change in control occurs and
fully vested if the officer terminates employment following the
change in control due to death, disability, retirement, or an
involuntary termination without cause.

All employees (officers and other employees) who have
both (i) completed 10 years of service and (ii) attained age 55
are eligible to participate in the company’s retiree medical plan
and retiree life insurance plan.

Change in Gontrol

Dominion has entered into an Employment Continuity Agree-
ment with each of its officers, including the named executive
officers. While Dominion has determined these agreements are
consistent with the practices of its peer companies, the most
important reason for these agreements is 1o proteet the com-
pany in the event of an anticipated or actual change in control
at Dominion (“change in control” is defined in the Other
Agreements and Special Payments section of the CD&A). In a
time of transition, it is critical to protect shareholder value by
retaining and continuing to motivate the company’s core
management team. In a change of control situation, workloads
typically increase dramatically, outside competitors are more
likely to attempt to recruit top performers away from the
company, and officers and other key employees may consider
other apportunities when faced with uncertainties at their own
company. Therefore, the Employment Continuity Agreements
provide security and protection to officers in such circum-
stances for the long-term benefit of the company and irs
shareholders. Each agreement has a three-year term and is
auromatically extended annually for an additional year, unless
cancelled by Dominion.
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The Employment Continuity Agreements require two trig-
gers for the payment of benefits:

+ There must be a change in control; and

+ The executive must either be terminated without cause, or
terminate his or her employment with the surviving com-
pany after a “constructive termination”. Constructive
termination means the executive’s salary, incentive
compensation or job responsibility is reduced after a change
in control, or the executive’s work location is relocared
more than 50 miles without his or her consent.

If an executive’s employment following a change in control
is terminated without cause or due to a constructive termi-
nation, the execurive will become entitled to the following
termination benefits:

+ Lump sum severance payment equal to three times base
salary plus annual bonus (larger of target bonus or actual
bonus paid in previous three years).

» The provisions of each incentive stock award will control
the vesting provisions of each award.

+  Full vesting of benefits under ESRP and BRP Plans with
five years of additional credited age and five years of cred-
ited additional service from the change in control date.

*  Group-Term life insurance: If executive elects to convert
group-term insurance to an individual policy, the company
pays the premiums for 12 months.

+ Executive life insurance: Premium payments will continue
to be paid by the company until the carlier of: (1) the fifth
anniversary of the termination date, or (2) the later of the
tenth anniversary of the policy or the date the executive
attains age 64,

* Retiree medical coverage will be determined under the rele-
vant plan with additional age and service credited as pro-
vided under executive’s employment agreement (if any) and
including five additional years credited to age and five addi-
tional years credired to service.

» Qutplacement services for one year (or $25,000).

+ If any payments are classified as “excess parachute pay-
ments” for purposes of Internal Revenue Code Section
280G and the executive incurs the excise tax, the company
will pay the executive an amount equal to the 280G excise
tax plus a gross-up multiple.

The table below provides the payments that would be
carned by each named cxecutive officer if his employment was
terminated, or constructively terminated, as of December 31,
2007 as a result of a change in control. For officers thar are
retirement eligible (Messrs. Chewning and Johnson), these
benefits would be in addition to the retirement benefits
disclosed in the Pension Benefits table. For executives that are
not retirement eligible (Messts. Farrell and McGeurrick), these
benefits are in addition to the benefits they would reccive for a
termination without cause discussed below. All stock options
held by our named executive officers are vested. In the event of
a change in control, outstanding options could be exercised or
the CGN Committee may take actions with respect to
unexercised options that it deems appropriate.
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Additional Post Employment Benefits for Named Executive
Dfficers

Under the terms of letter agreements with our named execu-
tive officers, the following benefits are available in addition to
the benefits described above. These benefits are quantified in
the table below, assuming the triggering event set forth in the
table occurred on December 31, 2007.

Mr. Farrell. Pursuant to his letter agreement dated February
27, 2003, as amended effective as of January 1, 2006, if Mr.
Farrell’s employment is involuntarily terminated without cause
before he attains age 55, Mr. Farrell will be entitled to
participate in the company’s retiree medical plan to the same
extent as retired employees under the terms of the plan offered
to retiring employees as of his termination date. In addition,
any unvested restricted stock granted to Mr. Farrell before
2006 shall vest upon the involuntary termination dare.

Mr. Farrell’s benefits under the Frozen BRP, New BRP,
Frozen ESRP, and new ESRP are disclosed in the Pension
Benefits table. With the exception of benefits payable upon 2
termination due to death or disability or following a change in
control, as of December 31, 2007 Mr. Farrell is not entitled to
any enhanced benefits under these plans. The incremental
benefits payable under these plans as of December 31, 2007 if
Mr. Farrell had died or become disabled ot terminared
employment following a change in control are disclosed in the
table below.

Mr. Chewning. Mr. Chewning has attained retirement age
under the company’s tax-qualified Pension Plan and is cligible
for benefits under the Frozen BRP, New BRP, Frozen ESRP,
and New ESRP. If Mr. Chewning had retired as of December
31, 2007, he would not have been entitled to any enhanced
benefits under these plans.

Pursuant to the non-compete and non-solicitation provi-
sions of his letter agreement dated February 28, 2003, Mr.
Chewning will be entitled to a lump sum cash payment upon
his retirement equal to one time his annual base salary in effect
at his retirement date. The payment serves as consideration for
Mr. Chewning's agreement to honor the non-compete and
non-solicitation terms of the agreement for a two-year period
following his retirement.

Mr. McGettrick. Pursuant to his letter agreement dared Febru-
ary 13, 2007, Mr. McGertrick is entitled 1o five additional
years of credited age and five additional years of credited serv-
ice for purposes of computing his benefits under the Frozen
BRP, New BRP, Frozen ESRP, New ESRP, and the compa-
ny’s tax-qualified Pension Plan, as well as his eligibility for
benefits under the company’s retiree medical and retiree life
insurance plans. Any additional Pension Plan benefit will be
paid from company assets, and not from the trust established
for the Pension Plan. Mr. McGettrick’s benefit under the
Frozen BRP, New BRP, Frozen ESRP, and New ESRP as
calculated with his additional credited years of age and service
are disclosed in the Pension Benefits table. With the exception
of benefits payable upon a termination following a change in
control, as of December 31, 2007 Mr. McGertrick is not
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entitled to any enhanced benefits under these plans. The
incremental benefits payable under these plans as of
December 31, 2007 if Mr. McGettrick had terminated
employment following a change in control are disclosed in the
table below. If Mr. McGettrick terminates employment before
he attains age 55, he will be deemed to have retired for pur-
poses of determining vesting credit under the terms of his
outstanding restricted stock and performance grant awards.

Mr. Jehnson. Mr. Johnson has attained retirement age under
the company’s tax-qualified Pension Plan and is eligible for
benefits under the Frozen BRP, New BRP, Frozen ESRP, and
New ESRP. If Mr. Johnson had retired as of December 31,
2007, he would not have been entitled ro any enhanced bene-
fits under these plans.

Mr. Radtke. Mr. Radtke retired on December 31, 2007 and
therefore, he is not included in the table below. Under the
terms of his letter agreement entered into in contemplation of
his termination of employment following the divestiture of
substantially all of our E&P assets, upon his retirement Mr.
Radtke became entitled to payment of a special retention
bonus and a special severance bonus. The amounts of these
payments are disclosed in the “All Other Compensation”
column of the Summary Compensation Table. In addition,

Mr. Radtke was credited with 20 years of service and deemed
to be age 62 for purposes of calculating his retirement benefits
under the nonqualified plans; the amounts of these benefits are
disclesed in the Pension Benefits table. The agreement also
entitled Mr. Radtke to payment of his 2006 and 2007
Performance Grants (according to the terms of his grant
agreements) and full vesting of his outstanding restricted stock
awards, as disclosed in the Non-Equity Incentive Plan Com-
pensation column of the Summary Compensation Table and
the Quistanding Equity Awards at Fiscal Year-End table.
Finally, Mr. Radcke became entitled to retiree medical and
executive life insurance benefits upon his retirement. The
present value of his retiree medical benefits (based on assump-
tions used for financial accounting purposes) is $120,136. The
annual premium for his life insurance coverage is $65,280 and
will be paid until Mr. Radtke attains age 64. These benefits
were consistent with the benefits provided under the
Employment Continuity Agreement and were put in place to
incent Mr. Radtke to temain with Dominion through the
divestiture of the E&P assets, forgoing other opportunities and
remaining with Dominion until the company determined that
the divestitures had been successfully completed and transi-
tional issues addressed.

Incremental Payments Upon Termination and Change in Control (assuming December 31, 2007 termination)

Retiree Medical Excise
Non-Qualified Restricted Perfarmance | Non-Compete Severance | & Executive Life | Outplacement Tax & Tax
Plan Payment Stockil Grant Paymentst2) Payments Insurancet Services Gross-Up Total
Thomas F. Farretl, It
Termination Without Cause - | 99,279,702 | $1,278,997 — — $123,572 — — | $10,682,271
Voluntary Termination/

Termination With Cause — — — — — — — — 0
Death / Disability $1,570,313 | 3,176,852 1,278,997 — — — — — 6,026,162
Change In Controt#! 5989,298 | 4,097,783 1,721,003 — | $7,260,000 57,868 $25,000 | $8,041915 | 27,192,867

Thomas N. Chewning
Retirementi® —_ 1,058,995 426,332 $642,000 — 195,305 — — 2,322,632
Change |n Control® — | 1,366,459 573,668 — | 3,755,700 — — — 5,695,827
Mark F. McGettrick
Termination Without Cause — 674,881 319,749 — — 135,456 — — 1,130,086
Voluntary Termination/

Termination With Cause — — — — — — — — 0
Death / Disability — 674 881 319,749 — — — — — 994 630
Chan_ge In Control™? 1,934,760 939,462 430,251 — 3,316,950 25,188 25,000 2,898,784 9,570,395

Jay L. Johnson
Retirementis — 476,590 191,850 — — -— — — 668,440
Change In Controi® 565,862 614,950 258,150 — | 2,592,405 152,031 25,000 | 1,835,071 6,043,469

(1) Grants made prior to 2006 are fully vested upon retirement. Grants made in
2006 and 2007 vest pro-rata upon retirement.

(2} Pursuant to a letter agreemeny dated February 28, 2003, Mr. Chewning will be
entitled to a special payment of one times salary in exchange for a two year non-
compete requirement.

(3) Amounts in this cclumn represent the value of the incremental benefit that the
executives would receive for execulive life insurance and retiree medical cover-
age. Executive life insurance for Messrs. Farrell, McGettrick and Johnson is only
available upan a change in contral. Mr. Johnson's annuat executive life insurance
premium is $53,119. The premium for these threa executives would be paid for
five years. Under terms of their agreements, Messrs, Farrelt and McGettrick are
eligible for retiree medical if terminated without cause. Mr. Johnson has not
completed 10 years of service and therefore is anly eligible for retiree medical

upon a change in control. Mr. Chewning is entitled to executive life insurance
coverage and retiree medical benefit upon any termination since he is retirement
eligible and he has completed 10 years of service. His anaual executive life
insurance premium is $88,741 and is payable untit May 2010, Retiree health
henefits have been quantified using assumptions used for financial accounting
QUIPOSES.

(4} The amounts indicated upon a change in control are the incremental amounts
that each executive would receive over the amounts payable upon a retirement
{Messrs. Chewning and Johnson), veluntary termination or termiratien without
cause {Messrs, Farrell and McGettrick).

(5) For those executives eligible for retirement, the table above assumes execu-
tives would retire in connection with any termination event, inctuding death or
disability. Mr. Chewning would not be entitled to the non-compete payment in the
event of his death,
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Share Ownership and Equity Compensation Plan Information

DIRECTOR AND OQFFICER SHARE OWNERSHIP

Beneficial Share Ownership of Commen Stock as of February 29, 2008

Name of Deferred Stock Restricted Exercisable Stock

Beneficial Owner Shares Accountstt) Shares Options Total
Peter W. Brown 23,224 2,167 — — 25,391
George A. Davidson, Jr. 211,834 4977 — 14,000 230,811
Thomas F. Farrell, 112 339,924 — 198,208 700,000 | 1,238,132
John W, Harris 79,990 25,246 — - 105,236
Roberi S. Jepson, Jr. 113,730 2,167 — —— 115,897
Mark J. Kington 50,621 6,627 — — 57,248
Benjamin J. Lambert, [l 5,373 11,284 — 36,000 52,657
Margaret A. McKenna 3,980 20,742 — — 24,722
Frank 8. Royal 10,458 12,097 — 12,000 34,555
David A, Wollard 15,174 — — 34,000 49,174
Thomas N. Chewning 279,893 — 78,294 525,000 883,187
Jay L. Johnson 78,462 — 32,620 — 111,082
Mark F. McGettrick 69,942 — 43,638 — 113,580
Duane C. Radtke®® 84,126 — 125,724 958,334 | 1,168,184
All directors and executive officers as a group {22 persons)@® 1,751,161 85,307 | 633,888 2,359,334 | 4,829,690

(1) Shares in trust for which a director has voting rights. Amounts include shares
issued to a trust for certain directors from their frozen Deferred Cash Compensa-
tion Plan accounts.

{2) Mr. Farrell disclaims ownership for 798 shares,

(3) Mr. Radtke retired in 2007. Amounts as of December 31, 2007,

(4} Neither any individual director or executive officer, nor all of the directors or
executive officers as a group, own more than one percent of the shares out-
standing at February 29, 2008.

SIGNIFICANT SHAREHOLDER

Beneficial Cwnership of
Common Stock
{based on 13G fifing)

Name and address
of Beneficial Owner

Capital Research Global Investors
333 South Hope Street
Los Angeles, CA 90071

Percentage of Common
Shares Qutstanding

37,248,080 6.5%

The shareholder disclaims beneficial ownership of the shares reported, The awner-
ship results from the shareholder acting as an investment advisor to various
investrnent companies.

EQUITY COMPENSATION PLANS

Securities 1o be issued Weightad average Securities

As of December 31, upon exercise of exercise price of available for
2007 outstanding optienst!  outstanding optionst  future issuance
Plans approved

by shareholders 3,337,328 $29.90 29,48947123
Plans not approved

by shareholders 3,683,964 3097 9528124
Total 7,021,292 3046 30,442,283

(1) Share amounts and weighted average exercise prices reflect the company’s
two-for-one stock split distributed in November 2007.

(2) Amount includes shares that may be issued under an eguity compensation
plan other than Lpon the exercise of an option, warrant or right as follows: Direc-
tors' Stock Accumulation Plan, 251,275 shares, and Directors’ Deferred Cash
Compensation Plan, 377,582 shares.

(3) Amount also includes 8,400,742 shares available for issuance under the 2005
Incentive Compensation Plan either (i) upon the exercise of an option or right or
{if) as restricted shares or performance awards, Shares for expired or forfeited
awards become available for new awards.

{4) Amount represents shares available for issuance te directors who have shares
held in trust under the frazen Directors’ Stock Compensation Plan.

Ptans Not Approved by Shareholders. Dominion’s Leader-
ship Stock Option Plan (LSOP) for Salaried Employees and
the Directors’ Stock Compensation Plan, under which

10 million and one million shares, respectively, were made
available for issuance, did not require shareholder approval
when adopted. The LSOP was a program used by Dominion
to motivate, ateract and retain key non-executive salaried
employees through the award of stock options, as well as to
encourage ownership of Dominion stock. This plan was frozen
in 2005 and no future awards will be made under this plan, as
any new awards will be made under the shareholder approved
2005 Incentive Compensation Plan. The Directors’ Stock
Compensation Plan was also amended to freeze participation
and prohibit deferral of compensation and grant of new bene-
fits after December 31, 2004. Addirional information regard-
ing the Directors’ Stock Compensation Plan may be found
under Frozen Directors Plans.
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Dominion Resources, Inc.

P.0. Box 26532
Richmond, Virginia 23261-6532

www.dom.com

2007 Form 10-K

You may request, without charge, a copy of
Dominion’s Annual Report filed with the SEC for
2007 on Form 10-K by:

1. Writing
Write to us at
Corporate Secretary
Dominion Resources, Inc.
P.0. Box 26532
Richmond, Virginia 23261;

2. E-mailing
E-mail us at
sharehoider.services@dom.com; or

3. Calling
Call us at (804) 819-2000.

Or you may view our Form 10-K on our website at
www.dom.com/investors/index.jsp




Corporate Street Address
Dominion Resources, Inc.
120 Tredegar Street
Richmend, Virginia 23219

Mailing Address

Dominton Resources, Inc.

PO. Box 26532

Richmond, Virginia 23261-6532

Web Site

www.dom.com

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

Shareholder Inquiries
Shareholder.Services @dom.com

Dominion Resources Services, Inc.
Shareholder Services

PO. Box 26532

Richmond, Virginia 23261-6532

Additional Information

Copies of Dominion’s Annual Report, Proxy Statemenc and
reports on Form 10-K, Form 10-Q and Ferm 8-K are
available without charge. These items can be 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 Dominien’s Investor site at www.dom.com/investors.

On this site, you can view financial documents including our
Annual Report and Proxy Statement.

¢ Mixed Sources
Product group from well-managed
farests, cantralled sources and
recycled wood ar fiber

FSC www.fscorg Cert no. SW-COC-1530
© 1956 Forest Stawardship Council

The Forest Stewardship Council (FSC) is an international organization that
brings people together to find sclutions which promete responsible steward-
ship of the world's forests. The FSC has a set of 10 principles that define
responsible forest management and address issues such as indigenous
people's rights, community relations and labor rights, legal concerns, and
environmental impacts surrounding forest management. Its product label
allows consumers worldwide to recognize preducts that support the growth
of responsible forest management.
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