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Reports 2Q15 earnings results
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2Q15 operating earnings $0.73/share vs. $0.62/share during 2Q14
Improved operating results at DG
May consider acquisitions in depressed MLP asset sector
Non-reg energy assets contributing to D’s profit stream
Rated HOLD
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Dominion Resources, headquartered in Richmond VA, is one of the largest US
electric utilities. The company has three operating units: Dominion Virginia
Power, Dominion Generation, and Dominion Energy. Dominion Virginia Power
(DVP) operates D’s regulated electric distribution, transmission and un-regulated
retail business (gas & electric).
The electric distribution business
provides electricity to 2.4 million customers in VA/NC, and 1.6 million unregulated retail energy customer accounts in 12 states. Dominion
Generation (DG) operates the electric generation plants for D. This unit has
24,600 megawatts of generation capacity and 67% of this generation goes to D's
regulated electric customers in VA/NC with the remaining 33% allocated to the
non-regulated customers in the northeast US and the Mid-Atlantic areas.
Dominion Energy (DE) operates the natural gas pipeline/storage business, a
liquefied natural gas terminal at Cove Pt. Maryland, and Dominion East Ohio.
Energy assets include 12,200 miles of natural gas transmission, gathering and
storage pipelines.
Since 2003 the dividend has grown from $1.29/share to
$2.59/share and operating earnings for 2014 improved to $3.43/share from
$3.25/share during 2013.
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Recent Earnings
D reported 2Q15 operating earnings of S0.73/share vs. $0.62/share during 2Q14. The improvement was due to the
absence of an expected refueling outage at the Millstone Power Station, contributions from new projects, and
comparatively warmer weather. These positives were partly offset by higher operating expenses. DG’s contribution
to overall earnings rose to $0.42/share from $0.27/share, while both DVP’s and DE’s were flat at $0.20/share and
$0.22/share, respectively. When comparing the two quarters, operating revenues declined to $2.75 billion, from
$2.81 billion, and total operating expenses fell to $1.93 billion from $2.11 billion. 2Q15’s GAAP earnings rose to
$0.70/share from $0.24/share. 1H15’s operating earnings rose to $1.71/share from $1.66/share and GAAP earnings
increased to $1.61/share from $0.92/share.

SEGMENT RESULTS

DVP’S 2Q15 operating income increased to $236 million from $227 million during 2Q14. This occurred as a rise in
operating income ($505 million from $450 million) outpaced higher operating expenses ($269 million vs. $223
million). The higher operating expenses came from increases in other operations/maintenance (+$34 million),
DD&A (+$9 million), other taxes (+$2 million), and electric fuel/other energy related purchases (+$1 million).
DVP’s contribution to D’s overall earnings was flat at $0.20/share.
Total delivered retail electric GWh rose 4.1% to 19,274 GWh with increases in residential (+ 3.5%), commercial
(+3.1%), industrial (+10.3%), and governmental (+1.3%). Wholesale/sales for resale GWh decreased to 823 GWh
from 829 GWh.
DE’s operating income rose to $204 million during 2Q15 from $192 million recorded in 2Q14. The improvement
was due a decline in operating expenses ($352 million vs. $489 million) and more than offset a decrease in revenues
($556 million vs. $681 million). Lower operating expenses and hgher gas distribution margins helped operating
results. The decrease in operating expenses came from lower purchased gas expense ($91 million vs. $255 million)
and was partly offset by a rise in other operations/maintenance expense ($144 million vs. $127 million), DD&A
($64 million vs. $58 million), and other taxes ($46 million vs. $42 million). Other income fell to $17 million from
$23 million. DE’s contribution to D’s overall earnings was flat at $0.22/share.
Regulated gas revenues decreased to $31 million from $40 million while total gas transportation/storage revenue
rose to $134 million from $114 million. Total LDC natural gas deliveries increased to 93,443 mmcf from 61,212
mmcf produced by higher deliveries from Other (42,911 mmcf vs. 8,531 mmcf) and industrial (28,141 mmcf vs.
27,801 mmcf). The large increase in others was due to D’s non-regulated energy ventures coming online during
2Q15.These were partly offset by lower results from residential (13,852 mmcf vs. 15,719 mmcf) and commercial
(8,539 mmcf vs. 9,161 mmcf).

DG’s operating income improved to $391 million from $294 million when comparing 2Q15 with 2Q14. The
improvement was due to favorable weather conditions in utility generation and lower operating expenses in the
merchant generation business. Operating revenues rose to $1.71 billion from $1.70 billion and total operating
expenses fell to $1.32 billion from $1.41 billion. The decrease in lower operating expenses resulted from lower
electric fuel/other energy related purchases ($574 million vs. $621 million), purchased gas ($50 million vs. $89
million), other operations/maintenance ($420 million vs. $433 million), and other taxes ($45 million vs. $52
million). These were partly offset by higher purchased electric capacity ($90 million vs. $87 million) and DD&A
($142 million vs. $128 million). DG’s contribution to D’s overall earnings rose to $0.42/share from $0.27/share.
DG’s merchant generation total electric sales to NEPOOL Merchant fleet increased to 4,920 GWh from 3,737 GWh,
while PJM Merchant Fleet sales decreased to 1,274 GWh from 1,781 GWh. Natural gas sales rose to 13,998 mmcf
from 13,812 mmcf.

RECENT DEVELOPMENTS
During 2Q15 Dominion Midstream (DM-$37.09) acquired Dominion Gas Transmission from Dominion Resources.
D raised approximately $500 million through the sale of $6.8 million shares of its common stock. Additionally,
Virginia Power issued $700 million in debt through two traunches and Dominion issued $500 million in three-year
notes.
The company said the construction of its 1,358-megawatt combined cycle facility in Brunswick County is threequarters complete as of 6/30/15.
A request for a CPCN and Rate Rider for D’s proposed 1,588-megawatt Greensville County project was filed on
7/1/15. If approved the company believes this facility could be in commercial operation by 4Q18.
During 2Q15 five contracted merchant solar projects were placed into service totaling 81 megawatts. An additional
90 megawatts have been acquired, or, are under construction for completion by year end 2015. D also acquired a
50% interest in a 320-megawatt solar facility being built in Utah.
D reported its Cove Point LNG facility is approximately 31% complete and on-budget, and expects it to be finished
according to schedule.

Our Thoughts
D reported 2Q15 operating earnings of $0.73/share vs. $0.64 during 2Q14. The increase came from improved
Generation unit results which contributed $0.42/share to D’s overall earnings during 2Q15 vs. $0.27/share during
2Q14. The other two units’ (Dominion Energy & Dominion Virginia Power) contributions were flat. During the
quarterly earnings conference call management noted its non-regulated energy units were beginning to add to D’s
profit stream and expect more in the future. Further, D mentioned the possibility of making acquisitions in the MLP
sector given the dramatic downturn in asset valuations in that area. Management affirmed 3Q15 operating earnings
guidance of $0.95-$1.10/share in earnings despite the likelihood of rising operating costs during 2H15. We continue
to rate D a HOLD given it is trading at 20x our 2015 earnings estimate.

Risks
There is no guarantee D will improve earnings/cash flow. Declining US electric sales volumes may hurt the
company's revenues and profits. Rising interest rates, higher fuel prices, negative rate case decisions, tax issues, or
rising operating costs could negatively impact D's earnings. D's stock may be adversely impacted by negative
equity/credit markets, terrorist attacks, and failure to comply with Sarbanes Oxley guidelines.
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