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Reports 3Q16 earnings results
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3Q16 operating earnings $1.14/share vs. $1.03/share during 3Q15
Earnings helped by weather, lower expenses, & project revenues
Operating income rose in 2 of 3 units
Affirmed 2016 operating earnings guidance of $3.60-$4.00/share
Maintain HOLD rating
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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 10,900 miles of natural gas transmission, gathering and
storage pipelines.
Since 2003 the dividend has grown from $1.29/share to
$2.80/share and operating earnings for 2015 improved to $3.44/share from
$3.43/share during 2014.
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Recent Earnings
D reported 3Q16 operating earnings of $1.14/share vs. $1.03/share during 3Q15. The improvement in quarterly
results was due to an increase in electric sales, lower capacity expenses, revenues from regulated growth projects,
and a lower tax rate. These were partly offset by the absence of farmout transactions and an increase in outstanding
shares. Both operating revenues and operating expenses rose to $3.13 billion, from $2.97 billion, and to $1.99
billion from $1.85 billion, respectively. Income from operations increased to $1.15 billion from $1.12 billion and
EBIT improved to $958 million from $904 million. Operating income rose at the Dominion Virginia Power and
Dominion Generation units while declining at the Dominion Energy unit. 3Q16 GAAP earning increased to
$1.10/share from $1.00/share.

SEGMENT RESULTS

DVP reported operating income of $281 million vs. $252 million. The positive of warmer-than-normal weather
during 3Q16 and was partly offset high storm restoration expenses. Revenues rose to $620 million from $543
million and operation expenses increased to $339 million from $291 million. Increased storm restoration costs,
higher DD&A/tax expenses during 3Q16 caused higher total operating expenses. DVP’s contribution to overall
earnings rose to $0.22/share from $0.21/share.
Total delivered retail electrical GWh rose 7.2% to 23,307 GWh from 21,743 GWh. This occurred from increases in
Residential (+10.0%), Commercial (+7.2%), Governmental/Other (+5.4%) and was partly offset by Industrial
(-1.7%). Wholesale resale of electricity decreased 14.9% to 758 GWh.
DE’s 3Q16 operating income fell to $196 million from $248 million. Lower operating income was a result of higher
operating expenses ($368 million vs. $288 million) and more than offset higher revenues ($564 million vs. $536
million). The primary drivers of higher operating expenses were increased storm related and other
operations/maintenance costs ($166 million vs. $96 million), DD&A ($77 million vs. $65 million), and other taxes
($48 million vs. $44 million). Partly offsetting these were lower purchased gas costs ($73 million vs. $79 million).
EBIT decreased to $233 million from $269 million. DE’s contribution to overall earnings fell to $0.21/share from
$0.26/share.
Total regulated gas revenues decreased to $18 million from $21 million while regulated gas transmission/storage
revenues rose to $128 million from $118 million. Natural gas deliveries increased 19.1% to 107,191 mmcf due to
growth of deliveries in Industrial (+17.9%) and Others (+25.8%) and were partly offset by declines in Residential (9.2%) and Commercial (-5.4%).
DG reported operating income of $739 million vs. $635 million. The improvement was due to favorable weather
conditions while being partly offset by an unplanned outage at DG’s Millstone power plant. Operating revenues
rose to $1.95 billion from $1.90 billion and operating expenses decreased to $1.21 billion from $1.26 billion.

Several expense categories registered decreases such as electric fuel/other energy-related purchases (-$32 million),
and excess electricity (swinging to +$6 million from -$75 million). These positives were partly offset by higher
costs in Other operations/maintenance (+ $36 million), DD&A (+$23 million), and other taxes (+$5 million). EBIT
increased to $744 million from $640 million. DG’s contribution to overall earnings grew to $1.04/share from
$0.66/share. Total electric sales to NEPool decreased 3.2% to 4,908 GWh and sales to PJM rose 14.3% to 2,415
GWh.

“Corporate and Other” for D includes costs/expenses not attributable to the company’s three operating units. This
segment’s total operating expenses increased to $217 million from $141 million and revenues grew to $146 million
from $128 million. The overall contributions to earnings was ($0.37)/share vs. ($0.13)/share.

RECENT DEVELOPMENTS
D received regulatory approval from Wyoming for its purchase of Questar allowing the completion of the merger
between the two companies.
Dominion Midstream (DM-$25.90) agreed to purchase Questar Pipeline, from D, for approximately $1.73 billion,
including debt. Related to this purchase DM did a 12 million unit public offering.
Duke Energy (DUK-$74.35) will sell some of its Atlantic Coast Pipeline to D, giving D a 48% ownership in the
pipeline project. Pipeline construction is expected to commence during 3Q17 and be operational by 4Q19. The
Atlantic Coast Pipeline chose its lead construction company, Spring Ridge Constructors comprised of Quanta
Services (PWR-$32.88) and Primoris Services (PRIM-$23.70).
D lost funding from the US Department of Energy for the proposed 6 MW wind turbines offshore from VA Beach
VA. The loss was the result of D’s inability to guarantee the project being operational by 2020.
D recently raised approximately $750 million of capital through a 10.2 million share offering whose proceeds will
be used for general corporate purposes, including the ability to fund its Questar acquisition.
.

Our Thoughts
Benefitting from warmer weather, lower capacity expenses/taxes, and a new revenue stream from its regulated
growth project, D generated 3Q16 operating earnings of $1.14/share vs. $1.03/share and adjusted earnings of
$1.10/share vs. $1.00/share. Operating profit improved at the DG (+ $104 million) and DVP (+ $29 million) and
decreased at DE (- $52 million). During the past few months the company moved forward with its acquisition of
Questar and sold the Questar pipeline to Dominion Midstream (DM-$25.90). Additionally, D raised $750 million in
capital to help fund the Questar acquisition. Although not contiguous to its service territory, D believes this purchase
will give it strategic natural gas assets which could benefit its overall energy portfolio. During the quarterly
conference call D affirmed 2016 earnings guidance of $3.60-$4.00/share. We continue to rate D a HOLD given its
relative high book value per share of 3.5x book, one of the highest in the utility sector, and trading at 20.5x our 2016
earnings estimtae

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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