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Part

Item 1. Business

THE COMPANY

Dominion Resources, Inc. {Dominion}, headquartered in Rich-
mond, Virginia and incorporated in Virginia in 1983, is onc of
the nation’s largest producers and transporters of energy. Qur
stratepy is to be a leading provider of electricity, natural gas and
refated services to customers primarily in the eastern region of the
U.S. Our portfolio of assets includes approximately 27,000 Mw
of generation, 6,000 miles of electric transmission fines, 56,000
miles of electric distribution lines in Virginia and Norch Carolina,
14,000 miles of natural gas transmission, gathering and storage
pipeline, 28,000 miles of gas distribution pipeline, exclusive of
service lines of two inches in diameter or less, and 1.2 willion
cubic feet equivalent (T'cfe) of natural gas and oil reserves,
Dominion also owns the nation’s [argest underground natural gas
stotage system and operates aver 975 bcf of starage capacity and
serves retail enetgy customers in cwelve states.

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

Our principal direct legal subsidiaries are Virginia Electric and
Power Cornpany (Virginia Power), Dominicn Energy, Inc.
(DEI), Dominion Transmission, Inc, (DTI), Virginia Pawer
Energy Marketing, Inc. (VPEM), Dominion Exploration and
Production, Inc. (DEPT), The East Ohio Gas Company
{Dominion East Ohio), Dominion Field Services, Inc. (DES),
Dominion Retail, Inc. {Dominion Retail) and Dominion
Resources Services, Inc. (DRS). Virginia Power is a regufated
public utility that generates, transmits and distributes electricity
for sale in Virginiz and northeastern North Carolina. As of
December 31, 2008, Vitginia Power served approximately
2.4 million retail customer accounts, including governmental
agencies, as well as wholesale customets such as rural electric
cooperatives and municipalities. DEI is involved in merchant
generation, energy martketing and price risk management activ-
ities and natural gas and oil exploration and production in the
Appalachian basin of the U.S, DTI operaces a regulated interstate
natural gas transmission pipeline and underground storage system
in the Northeast, mid-Atlantic and Midwest states and is engaged
in the production, gathering and extraction of natural gas in the
Appalachian basin. VPEM provides fuel, gas supply management
and price risk management services to other Daminion affiliates
and engages in energy rrading activities. DEPI explores for,
develops and produces natural pas and oil in the Appalachian
basin of the U.S. DFS is involved in the gathering and
aggregation of Appalachian natural gas supply and provides
variaus marketing-related services to its customers. Dominion
Rerail markets gas, electricity and relaced products and services to
residential and small commercial and industrial customers. As of
December 31, 2008, these nonregulated retail energy marketing
operations served approximately 1.6 million residential and small
commercial and industrial customer accounts in the Northeast,
mid-Atancic and Midwest regions of the U.S and in Texas. DRS
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provides accounting, legal, finance and certain administrative and
technical services to our subsidiaries. In addition, all of our
officers are employees of DRS.

As of December 31, 2008, our regulated gas distribution sub-
sidiaties, Dominion Fast Ohio, Peoples Natural Gas Company
{Peaples) and Hope Gas, Inc. {Hope), served approximarely
1.7 willion residential, commercial and industrial gas sales and
transportation customer accounts in Ohio, Pennsylvania and
West Virginia, Of these customers, approximately 500,000 are
served by Peoples and Hope, which are held for sale as discussed
in Aequisitions and Dispositions. We also operate a liquefied natu-
ral gas (LING) import and storage facility in Maryland.

As of December 31, 2008, we had approximately 18,000 full-
time employees. Approximately 6,700 employees are subject to
collective bargaining apreements,

Our principal executive offices are located at 120 ‘T'redegar
Streer, Richmond, Virginia 23219 and our telephone number is
(804) 819-2000.

WHERE YOoU CAN FIND MoORE INFORMATION
ABOUT DOMINION

We file our annual, quarterly and current reports, proxy state-
ments and other information with the SEC. Our SEC filings are
available to the public over the Internet ar the SEC’s website at
hitpi/Awww.sec.gov (File No. 001-08489). You may also read and
copy any document we file at the SEC’s public reference room at
100 F Streer, NLE., Washington, D.C. 20549, Please call the SEC
at 1-800-SEC-0330 for further information on the public refer-
ence room.

Our website address is www.dom.com. We make available,
free of charge thraugh our website, our annual report on Form
10-X, quarterly reports on Form 10-Q, cutrent reports on Form
8-K and any amendments to those repotts as soon as pracricable
after filing or furnishing the material to the SEC. You may also
request 2 copy of these filings, at no cost, by writing or tele-
phoning us at: Corporate Secretary, Dominion, 120 Tredegar
Street, Richmond, Virginia 23219, Telephone {804) 819-2000.
Information contained on our website is not incorporated by
reference in this reporr.

ACQUISITIONS AND DISPOSITIONS

Following are significant acquisitions and divestitures during the
last five years.

AcQUISITION OF PaBLO ENERGY, LLC

In February 2006, we completed the acquisition of Pablo Energy,
LLC {Pablo) for approximately $92 million in cash, Pablo held
producing and other properties located in the Texas Panhandle
area. Following the disposition of these, and all of our other
non-Appalachian E&P operations during 2007, the historical
results of these operations are included in our Corporate and
Other segment.

ACQUISITION OF KEWAUNEE NUCLEAR POWER STATION

In July 2005, we completed the acquisition of the 556 Mw
Kewaunee nuclear power station {Kewaunee), located in




contractual arrangements. Approximately ten to twenty percent of
these agreements are subject to renewal each year.

In October 2008, Dominion East Ohio implemented a rate
case settlement which begins the transition to Straight Fixed
Variable (SFV) rate design, Under che SFV rate design, Domin-
ion East Ohio will recover a larger portion of iss fixed operating
costs through a flac monthly charge accompanied by a reduced
volumetric base delivery rate. Accordingly, Dominion East Ohio’s
revenue will be less impacted by weather-related fluctuations in
narural gas consumption than under che traditional rate design.

Our Appalachian E&P business generates income from the
sale of natural gas and oil we produce from our reserves, including
fixed-term overriding royalty interests formerly associated with
our volumetric production payment (VPP) agreements discussed
in Note 12 to our Consolidated Financial Statements, Variability
in earnings relates to changes in commodity prices, which are
largely market based, production volumes, which are impacted by
numerous factors including drilling success and timing of
development projects, and drilling costs which may be impacted
by drilling rig availability and other external factors. Production
from {ixed-term overriding royalty interests formerly associated
with our VPP agreements is expected to decline 87% in 2009,
reflecting the expiration of these interests in February 2009. We
manage commodity price volatility by hedging a substantial por-
tion of our near-term expected production, which should help
mitigate the adverse impact on earnings from recent declines in
gas and oil prices, such as those experienced in fate 2008. These
hedging activities may requite cash deposits to satisfy collateral
requirements. Our Appalachian E8P business added 149 befe to
its gas and oil reserves as a result of its drilling program during
2008, as compared to production of 46.9 befe in 2008, excluding
production from fixed-term overriding royalty interests.

Earnings from Dominion Enetgy’s other nonregulated busi-
ness, producer services, are subject to variability associared with
changes in commodity prices. Producer services uses physical and
financial arrangemencs to hedge this price risk.,

COMPETITION

Domipion Energy’s gas transmission operatians compete with
domestic and Canadian pipeline companies, We also compete
with gas marketers seeking to provide or arrange transporiation,
storage and other services. Alternative energy souxces, such as oil
or coal, provide another level of competition, Although competi-
tion is based primarily on price, the atray of services that can be
provided to customers is also an imporrant factor. The combina-
tion of capacity rights held on certain long-line pipelines, a large
storage capability and the availability of numerous receipt and
delivery points along our own pipeline system enables us to tailar
our services to meet the needs of individual customers.

With respect to our Ohio narural gas distribution subsidiary,
there has been no legislation enacted to require supplier choice for
residential and commercial natural gas consumers, However, we
have offered an Energy Choice program to customers, in coopera-
tion with the Ohio Commiission, See Regulztion—State Regu-
tations—Gas for additional information,

REGULATION

Dominion Energy’s natural gas transmission pipeline, storage and
LNG operations are regulated primarily by FERC. Dominion
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Energy’s gas distribution service, including the rates that it may
charge customers, is regulated by the Ohio Commission. See Stare
Regulations and Federal Regulations in Regniation for more
information.

PROPERTIES

Dominion Energy’s gas distribution: network is located in the
state of Ohio. This network involves approximately 18,500 miles
of pipe, exclusive of service lines of two inches in diameter or less.
“The rights-ofway grants for many natural gas pipelines have been
obrained from the actual owner of real estate, as underlying dtles
have been examined. Where rights-of-way have not been
abrained, they could be acquired from private owners by con-
demnation, if necessary. Many natural gas pipelines are on
publicly-owned property, where company rights and actions are
derermined on a case-by-case basis, with results that range from
reimbursed relacation to revocation of permission to operate,

Dominion Energy has approximately 11,890 miles of gas
transmission, gathering and storage pipelines located in the states
of Maryland, New York, Ohio, Pennsylvania, Virginia and West
Virginia. Dominion Energy operates 20 underground gas storage
fields located in New York, Ohio, Pennsylvania and West Virgin-
ia, with almost 2,000 storage wells and approximately 345,600
acres of operated leaseholds,

The total designed capacity of the uaderground starage fields
operated by Dominion Energy is approximately 942 bef. Certain
storage fields are jointly-owned and operated by Dominion
Energy. The capacity of those fields owned by our pareners torals
about 242 bef. Dominion Energy also has about 8 bef of abave-
ground storage capacity at its Cove Point LNG facility. Domin-
ion Energy has about 123 compressor stations with more than
706,000 installed compressar horsepower.

Dominion Energy also awns about 1.2 Tcfe of proved natural
gas and ail reserves and produces approximarely 128 mitfion cubic
feet equivalent of natural gas and oil per day from its leasehold
acreage and facility investments in Appalachia.

In 2006, FERC approved the proposed expansion of our
Cove Point terminal and DTT pipeline and the commencement
of construction of such project. Such expansion included the
installation of two new LNG storage tanks at our Cove Point
terminal, each capable of storing 160,000 cubic meters of LNG
and expansion of our Cave Point pipeline to approximately
1,800,000 dekatherms per day. In addition, our DTI gas pipeline
and starage system would be expanded by building 81 miles of
pipeline, two compressor stations in Pennsylvania and other
upgrades.

In 2007, Washington Gas Light Company {WGL) peritioned
the TS, Court of Appeals for the Districr of Columbia (D.C.
Appeals Courrt) for review of FERC’s orders, Prier 1o FERC's
final order approving the Cove Point expansion, WGL had asked
FERC to delay its appraval based on its assertion that leaks on its
systemn were caused by the composition of gas received from the
Cove Point pipeline, FERC rejected WGL's claims, concluding
that the leaks were a result of other defects in WGL’s system, not
the composition of the LNG received from Cove Point. In July
2008, the D.C. Appeals Court affirmed FERC's rulings on a
number of important issues, including FERC's findings that the
leaks were the result of defects on WGL's systern and chat we are
not responsible for repairs. However, the court vacated FERC's




Conservation and Load Management Programs

We have conducted a series of short-term pilot programs focused

on energy conservation and demand response. The pilots were

offered 10 a selection of 4,550 customers in our electric utility’s
central, eastern and northern Virginia service areas. To help
ensure that the results were representative, solicications were given
to select customers, No customer could participate in mare than
ane pilot. We reported results from the pilots ar least quarterly to
the Vicginia Commission staff to help evafuare their effectiveness.

Most of these pilots had ended as of December 31, 2008.

The pilots approved by the Virginia Commission included:

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

*  Pree energy audits and energy efficiency kits to 150 existing
residential customers, 100 new hotnes meeting energy effi-
ciency puidelines set by the EPA, and 50 small commercial
customers. In addition, 250 new customer accounts received
energy efficiency welcome lits.

*  Incentives for commercial customets to reduce load during
petiods of peak demand by running their generarors to pro-
duce up to 100 Mw of electricity. This is in addition to exist-
ing Dominien optiens in which commercial and industrial
customers have reduced demand by more than 300 Mw dut-
ing peak-demand periods.

In June 2008, we announced an energy conservation and load
management plan that, if implemented, is expecred to produce
long-term environmental benefits while providing our electric
uiility customers with cost savings. The plan is part of our Power-
ing Virginia strategy vo meet the future needs of cusiotmets. We
expect to launch the plan in early 2010, subject to approval by the
Virginia Commission and the North Carolina Commission, as
applicable.

A key component of the plan is the potential installation of
“smarc grid” technologies that are designed to enhance our elec-
tic distribution system by allowing energy to be delivered mare
efficiently. Dependent upon the outcome of demonstration proj-
ects taking place in 2009, we expect to make a significant invest-
ment in replacing all of our existing meters with Advanced
Metering Infrascructure. The technology is expected o lead to
improvements in service reliability and the ability of customers ta
monitor and control their energy use, Additionally, programs in
the conservation plan include:

*  Incentives for construction of energy-efficient homes that
meet the federal government’s Energy Star® standards;

*  Incentives for residential and commercial customets to install
energy-efficient lighting;

*  Energy audits and improvements for homes of low-income
customers;

*  Incentives far residential customers who voluntarily enroll o
allow the Campany to cycle their air-condirioners and heat
pumps during periods of pealk demand,;

*  In-home display devices that display the amouns and cost of
electricity customers are using; and
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* Incentives for residential and commercial customers to
improve the energy efficiency of their heating and/or cooling
units.

REGULATION

We are subject to regulation by the Virginia Commission, North
Carolina Commission, SEC, FERC, EPA, DOE, NRC, Army
Corps of Engineers and other federal, state and local aurhorities.

State Regulations
ELECTRIC

Our electric utility retail service is subject to regulation by the
Virginia Commission and the Notth Carolina Commission.

Our elecrric utility subsidiary halds eertificates of public
convenience and necessity which authorize it to maintain and
operate its electric facilities now in operation and to sell electricity
to customers. However, this subsidiary may not construct or incur
financial commitments for construction of any substantial
generating facilities or large capacity transmission lines without
the prior approval of varios state and federal government agen-
cies. In addition, the Virginia Commission and the North Caro-
Fina Commission regulate vur electric utility subsidiary’s
transactions with affiliates, transfers of certain facilities and issu-
ance of securities,

Status of Efectric Regulation in Virginia
2007 Virginia Regulation Act and Fuel Factor Amendments

On July 1, 2007, legislation amending the Virginia Electric
Utility Rescructuring Act {the Regulation Act) and the fuel facror
statute became effective, which significantly changed electricity
regulation in Virginia. Prior to the Regulation Act, our base rares
in Virginia were to be capped at 1999 levels until December 31,
2010, at which time Virginia was to convert to retail competition
for its electric supply service, The Regulation Act ended capped
rates two years early, on December 31, 2008, at which time retail
competition would be available only to individual rerail customers
with a demand of more than 5 Mw and non-residential rerail
customers who obtain Virginia Commission approval to aggregace
their [oad to reach the 5 Mw threshold. Individual retail custom-
ers will also be permitted to purchase renewable energy from
competitive suppliers if their incumbent electric utility does noc
offer a 100% renewable enepy tariff,

Pursuant to the Regulation Act, the Virginia Commission
entered an order in January 2009 initiating reviews of the base
rates and terms and conditions of all investor-owned utilities in
Virginia, The Company must submit its filing and accompanying
schedules on or before April 1, 2009, and it anticipates that its
filing will support an increase in base rates. The ROE in that race
review will be no lower than thar reported by not less than a
majority of comparable utilities within the sourheastern U.S.,
with certain limitations, as described in the Acr, Possible cut-
comes of the 2009 rate review, according to the Regulation Act,
include a rate increase, a rate decrease, and a refund of earnings
more than 50 basis points above the anthorized ROE. We are
unable to predict the outcome of future rate actions at this time,
However, an nnfavorable outcome could adversely affect our
results of operations, financial condition and cash flows,




Afier the 2009 rate review, the Virginia Commission will
conduct biennial reviews of our rates, terms and conditions
beginning in 2011. As in the 2009 rate review, our ROE in the
biennial reviews can be no lower than that reported by not less
than a majority of comparable utilities within the southeastern
U.S., with certain l[imitations, as described in the Act. The
Commission shall be authorized to increase our base rates if our
carnings are more than 50 basis points below the authorized level.
If our earnings are more than 50 basis points above the authorized
level, such earnings will be shared with customers. If over-earning
persists for two consecutive biennial periods, in addition to earn-
ings sharing, rates may also be reduced.

Separace from base rates, the Regnlation Act also authorizes
stand-alone rate adjustment clauses for recovery of costs for new
generation projects, environmental compliance, FERC-approved
transmission costs, conservation and energy efficiency programs,
and renewables programs. The Act also pravided for enhanced
reeurns on capital expenditures on specific new generarion proj-
ects, including but not limited to nuctear generation, clean coal/
carbon capture compatible generation, and renewable generation
projects.

The Regulation Act also continues statutory provisions direct-
ing us to file annual fuel cost recovery cases with the Virginia
Cammission beginning in 2007 and continuing thereafter, as
discussed in Virginin Fuel Expenses.

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 increased considerably during that period,
which resulted in our fuel expenses being sipnificantly 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 aver- or under-recoveries of fuel
costs, werte re-instituted beginning July 1, 2007, While the 2007
amendments did not allow us to collect any unrecovered fisel
expenses that were incurred prior o July 1, 2007, once our fuel
facror was adjusted, this mechanism ensures dollar-for-doflar
recovery for prudently incutred 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 recavery statute,
which limited the increase to an amount that resulted in the resi-
dential customer class not receiving an increase of more than 4%
of total rates in effect as of June 30, 2007. The Virginia Commis-
sion approved a fuel factor increase for Virginia jurisdictional
customers of approximarely $219 million, effective July 1, 2007,
with the balance of approximarely $443 million deferred for sub-
sequent recovery subject to Virginia Commission approval, with-
out interest, during the period commencing July 1, 2008 and
ending June 30, 2011,

In May 2008, we filed an application to revise our fuel factor
with the Visginia Commission chat would have resulted in an
annual increase from 2.232 cents per kWh to 4.245 cents per
JeWh, effective July 1, 2008, This revised factor included $231
million of prior year under-recovered fuel expense out of a total

estimated prior year under-recovered balance of $697 million

with the remaining deferred fuel balance expected to be recovered

over the next two fuel rate years beginning July 1, 2009, As part
of the application, we proposed adoption of a rule that would
limit the fuel factor to 3.893 cents per kWh for the cutrent firel
period of July 1, 2008 through June 30, 2009. In order to achieve
this lower fuel factor increase, the proposal would have delayed
recovery of the prior year under-recovered fuel balance of $697

million o be collected over a three-year period beginning July 1,

2009.

The Virginia Commission approved z settlement proposed by
us and other parties, which provided for the following effective
July 1, 2008:

) an increase of our fuel wriff to 3.893 cents per KWh for the
collection of the current petiod and partial recovery of the
prior year under-tecovered fuel balance;

i) the recovery of $231 million of the approximately $697 mil-
lion prior yeat under-recovered fuel balance, with the bal-
ance to be recovered in subsequent fuel periods as provided
by Virginia law;

iii)  the fuel tariff of 3.893 cents per k'Wh is estimated to result
in an under-recovery of $231 million of projected fuel
expenses during the current period; and

iv) wewill not propose to recover 4 return or interest or any
other form of carrying costs on the balance of uncellecred
fuel expenses described in subsection (i) abave, including
the estimarted $231 million under-recovery of current period
expenses described in subsection (jii), provided that the total
amount on which we will not propose to recover interest or
any other form of cartying costs is limited to $697 million,

The resulting increase in a 1,000 kWh Vitginia jurisdictional
residential customer’s monthly bill is approximately 18% for the
2008 through 2009 fuel period.

North Carclina Regulation

1n 2004, the North Carolina Commission commenced a review
of our North Carolina base rates and subsequently ordered us to
file a general rate case to show cause why our North Carolina
jusisdictional 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 prospecrive
$12 millien annual reduction in currenc base rates and a five-year
base rate moratorium, effective as of April 2005. Fuel rates are
still subject to annual fuel rate adjustments, with deferred fuel
accounting for over- or under-tecoveries of fuel costs,

In September 2008, our electric tility subsidiary filed an
application to revise our fuel factor with cthe Narth Carolina
Commission, requesting an annual increase in eur North Caro-
lina fuel factor from 2.221 cents per kWh to 3.825 cents per
kWh to be effective January 1, 2009. The proposal would result
in an annual increase in fuel revenue of appraximately $69 mil-
lion for the North Carolina jurisdiction. In December 2008, our
electric utility subsidiary, the Public Staff of the North Carolina
Commission and other parties filed a proposed settlement thac
would increase our North Carolina fuel factor from 2.221 cents
per kWh to 3.206 cents per k'Wh. The North Carolina Commis-
sion approved the settlement in December 2008. The resulting
increase in annual fuel revenue is approximately $42 million for
the North Carolina jurisdiction.
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