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Dominion Resources, Inc.
Consolidated Statements of Income

Year Ended December 31, 2011 2010 2009
{millicns, except per share amounts)
Qperating Revenus $14,379 $15,197 $14,798
Operating Expenses
Electric fuel and other energy-related purchases 4,194 4,150 4,285
Purchased electric capacity 454 453 411
Purchased: gas 1,764 2,050 2,200
Other operations and maintenance 3,483 3,724 3712
Depreciation, depletion and amortization 1,069 1,055 1,138
Other taxes 554 532 . 483
Total operating expenses 11,518 11,964 = 12229
(ain on sale of Appalachian E&P operations — 2,467 —
Income from operations 2,861 5,700 2,569
Qther income 179 169 194
Interest and related charges 869 832 889
Incorme from continuing operations including noncontrolling interests before income taxes 2,17 5,037 1,874
Income fax expense 745 2,057 596
Income from continuing operations including noncentrolling interests 1,426 2,980 1,278
Income (loss) from discentinued operations(® — (155) 26
Net income including noncontrolling interests 1,426 2,825 1,304
Noncontrolling interests 18 17 17
Net income attributable to Dominion 1,408 2,808 1,287
Amounts attributable to Dominion:
Income from continuing operations, net of tax 1,408 2,963 1.261
income (loss) from discontinued operations, net of tax — {155) 26
Net income 1,408 2,808 1,287
Earnings Per Common Share-Rasic:
Income from continuing operations $ 246 $ 503 ¢ 213
Income (loss) from discontinued operations — {0.26) 0.04
Net income $ 246 $ 477 § 217
Earnings Per Common Share-Diluted:
Income from continuing operations $ 245 $ 502 $ 213
Income (loss} from discontinued operations ‘ — {0.26) 0.04
Met income $ 245 $ 476 % 217
Dividends paid per common share $ 197 $ 183 § 175

(D) Includes income tax expense of $21 million and $16 million in 2010 and 2009, respectively.

The accormpanying nates are an invegral part of Dominion’s Consolidated Financial Statements,
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Dominion Resources, Inc.

Consolidated Balance Sheets

At December 31, 201 2010
{mitlions)

ASSETS

Current Assets .

' Cash and cash equivalents $ 102 § 62
Customer receivables (less allowance for doubtful accounts of $29 and $26) 1,780 2,158
Other receivahles (less allowance for doubtful accounts of $8 and $9) 255 88
Inventories: :

Materials and supplie 641 609
Fossil fuel 541 354
Gas stored 166 200
Derivative assets 705 739
Margin deposit assets 319 244
Regulatory assets 541 407
Prepayments 262 277
Other 118 262
Total current assets 5,430 5,400
Investments
Nuclear decommissioning trust funds 2999 2,897
Investment in equity method affitiates 553 571
Restricted cash equivalents 141 400
Other 292 283
Total investments 3,985 4,151
. Property, Plant and Equipment
Property, plant and equipment 42,033 39,855
Property, plant and equipment, VIE . 857 —
Accumulated depreciation, depletion and amortization {13,320 (13,142)
Total property, plant and equipment, net 29,670 26,713
Deferred Charges and Other Assets
Goodwill 314 3,141
Pension and other postretirement bensfit assets 681 712
Intangible assets 637 642
Regulatory assets 1,382 1,446
Qther 688 612
-Total deferred charges and other assets 6,529 ' 6,553
Total assets ' $ 45,614
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At December 31, : 2011 2010

(miilions)

Li1ABILITIES AND EQUITY
Current Liabilities

Securities due within one year $ 1479 & 497
Short-term debt . 1,814 1,386
Accounts payable 1,250 1,562
Accrued interest, payroll and taxes 648 849
Derivative liabilities 951 633
Regulatory liabilities 243 135
Accrued severance 30 132
Other . 547 579
Total current liabilities 6,962 5,773
Long-Term Debt
Long-term debt . 14,785 14,023
Long-term debt, VIE 890 —
Junior subordinated notes payable to affiliates 268 268
Enhanced junior subordinated notes 1,451 1,467
Total long-lerm debt 17,394 15,758
Deferred Credits and Other Liabilities
Deferred income taxes and investment tax credits 5,216 4,708
Asset retirernent obligations 1,383 1,577
Pension and other postretirement benefit liabilities 962 765
Regulatory fiabilities 1,324 1,392
Cther 613 590
Total deferred credits and other liabilities 9,498 9,032
Total liabilities 33,854 30,563
Commitments and Contingencies (see Note 23) :
Subsidiary Preferred Stock Not Subject To Mandatory Redemption 257 257
Equity ‘
Common stock-no partl: 5,180 5,715
Other paid-in capital 179 194
Retained earnings 6,697 6,418
Accumulated other comprehensive loss (610) (330)
Total common shareholders’ equity 11,446 11,997
Noncontrolling interest 57 - —
Total equity ‘ 11,503 11,997
Total liabilities and equity ) $45,614 342817

(1) 1 billion shares authorized: 570 million shares and 381 million shares outstanding at December 31, 2011 and 2010, respectively.
The accompanying notes ave an integral pavt of Dominion’s Consoliduted Financial Statements.
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Dominion Resources, Inc.
Consolidated Statements of Equity

Common Stock

Dominicn Sharehelders

Accumulated
Other Other  Total Commeon
Paid-In Retained  Comprehensive Shareholders’  Nongontrolling
Shares Amourt Capital Earnings Income (Loss) Ecjuity Interests  Total Equity

(miltions}
December 31, 2008 583 $5994 $182 %4170 $(269) $10,077 $— $10,077
Net incomeincluding noncontrolling

inferests - 1,304 1,304 1,304
Issuance of stock-employee and direct

stock purchase plans 6 212 212 212
Stock awards and stock options

exercised (net of change in .

unearned compensation) 2 70 70 70
Other stock issuancest? 8 249 249 249
Tax benefit from stock awards and

stock options exercised 3 3 3
Cumulative effect of change in

accounting principle®@ 12 (12) L= —
Dividends® (800} (800} (800}
Other comprehensive income, net of '

tax 70 70 70
December 31, 2009 599 6,525 185 4,686 211) 11,185 — 11,185
Net income including noncontrolling ‘

interests 2,825 2,825 2,825
tssuance of stock-employee and direct .

stock purchase plans 1 10 10 . 16
Stock awards and stock options

exercised (net of change in

unearned compensation) 2 80 80 80
Stock repurchases (1) {900) (900) (200) .
Tax benefit from stock awards and

stock options exercised 9 9 9
Dividends!3! {(1,093) {1,093) (1,093)
Other comprehensive loss, net of tax (119} {119) (119)
December 31, 201C h81 5715 194 6,418 (330) 11,997 — 11,997
Net income including noncontrolling

interests 1,425 1,425 1 1,426
Consolidation of noncontrolling

interests@® ) — 61 61
Stock awards and stock options

exercised {net of change in

unearned compensation) 1 49 49 49
Stock repurchases (13) {601) (601) (601)
Other stock issuances® : 1 17 (7 —_ —_
Tax benefit from stock awards and

stock options exercised 2 2 2
Dividends (1,146)® (1,146) 5} (1,151)
Other comprehensive loss, net of tax (280) (280) (280)
December 31, 2011 570 $5,180 $179 $6,697 $(610) $11,446 $57 $11,503

(1) Includes av-the-market issuances and a debt-far-common stock exchange.
(2) See Note 3 for additional information.

{3) Includes subsidiary preferred dividends related to noncontrolfing inveresis of $17 million in 2011, 2010 and 2009.

(4) See Note 16 for consolidation of @ VIE in October 2011,

(5) Shares issued in excess of principal amounts related to converted securities, See Note 18 for further information on convertible securities.

The dccompanying notes are an integral part of Dominion’s Conselidaied Financial Statements
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Dominion Resources, Inc.
Consolidated Statements of Comprehensive Income

Year Ended December 31, 2011 2010 - 20090
{millions}
Net income including noncontrolling interests $1426 $2825 $1,304
Other comprebensive income (loss), net of taxes:
Net deferred gains {losses) on derivatives-hedging activities, nat of $48, $(52) and $(195) tax 67) 84 323
Changes in unrealized net gains (losses) on investment securities, net of $(73, $(54) and ${BS) tax i 89 134
Changes in net unrecognized pension and other postretirement benefit costs, net of $147, $40 and $(99) tax 231 (18) 136
Amounts reclassified to net income:
Net derivative (gains}-hedging activities, net of $28, $193 and $336 tax (38) (314). (49
Net realized {gains) losses on investment securities, net of $(4), $9 and ${1} tax 8 (14 2
Net pension and other postretirement benefit costs, net of $(25), $(38) and $(19) tax 39 54 24
Total other comprehensive income (loss} {280) (119) 70
Comprehensive income including nancontrolling interests 1,146 2,706 1,374
Comprehensive income atiributable to noncontrolling interests 18 17 17

Comprehensive income attributable to Dominion

$1,128  $2689  $1,357

(1) Other comprehensive income for the year ended December 31, 2009 excludes a 320 million (312 million afier-tax) adjusiment to AOCI representing the
cumulative effect of the change in accounting principle related to the recognition and presentation of other-than-temporary impairmenis.

The accompanying rotes are an integral part of Dominion’s Conselidated Financial Statements.
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Dominion Resources, Inc.
Consolidated Statements of Cash Flows

Year Encled December 31, 2011 2010 2009
fmillions)
Dperating Activities
Net income including noncontrelling interests $1426 $2825 §$1,304
Adjustments to reconcile net income including noncontroliing interests to net cash provided by operating activities: i
Gain from sale of Appalachian E&P operations ! — (2,467) —
Loss from sale of Peoples i - 113 —
Charges [payments) related to workforce reduction program {115) 229 —
Impairment of generation assets 283 194 —
Impairment of gas and oil properties —_ 21 455
Net reserves (payments) related to rate cases 3 (500) 794
Contributions to pension plans - (650) —
Depreciation, depletion and amortization linciuding nuclear fuel) 1,288 1,258 1,319
Deferred income taxes and investment tax credits, net 156 682 (494)
Other adjustments (92} {61) (137)
Changes in:
Accounts receivable 365 (60} 458
inventories (185) 35 {10}
Prepayments (19 139 (234)
Deferred fuel and purchased gas costs, net 3) (248) 802
Accounts payable 413) 119 {156)
Accrued interest, payroli and taxes (216) 166 {81}
Margin deposit assets and liabilities {11} (147) {273}
Cther operating assets and liabilities (24) 175 39
Net cash provided by operating activities 2,983 1,825 3,786
Investing Activities I
Plant construction and other property additions {including nuclear fuel) | (3,652) (3422) (3837
Proceeds from saie of Appaiachian E&P aperations — 3450 —
Proceeds from sale of Peoples - 7A1 —
Proceeds from sales of securitias 1,757 2,814 1,478
Purchases of securities (1,824) (2,851) (l,611)
Investment in affitiates and partnerships 4) (2} (43)
Distributions from affiliates and partnerships 43 47 174
Restricted cash equivalents 259 (396) 1
Cther 100 38 43
Net cash provided by (used in) investing activities (3,321} 419 (3,695)
Financing Activities
issuance (repayment) of short-term debt, net 429 9l (735)
issuance and remarketing of long-term debt 2,320 1,090 1,695
Repayment and repurchase of long-term deabt 637y {1,492) (447)
Issuance of common stack 38 74 456
Repurchase of comman stock {801) (900) —
Common dividend payments (1,129) (1,076) (1,039)
Subsidiary preferred dividend payments (17 (17 (17)
Other (25) (2) (25)
Net cash provided by (used in) financing activities 378 (2,232) (112)
Increase (decrease) in cash and cash equivalents 40 12 21)
Cash and cash equivalents at beginning of year( €62 a0 71
Cash and cash equivalents at end of year $ 102 $ 62 % 80
Supplemental Gash Flow Information
Cash paid during the year for:
Interest and related charges, excluding capitalized amounts $ 820 % 894 & 890
Income taxes 166 591 1,480
Significant noncash investing and financing activities:
Accrued capital expenditures 328 240 240
Consalidation of VIE—assets at fair value 957 — e
Consolidation of VIE—debt 806 — —
Debt for equity exchange — — 56

(1) 2009 amount includes $5 million of cash classified as held for sale in Dominion’s Consolidated Balance Sheer.
(2) 2009 amaunt includes §2 miflion of cash classified as beld for sale in Dominion’s Consolidated Balance Sheet.

The accompanying notes are an integral part of Dominion’s Consolidated Financial Statements,
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholder of
Virginia Electric and Power Company
Richmond, Virginia

We have audited the accompanying consolidated balance sheets of Virginia Electric and Power Company (a wholly-owned subsidiary of
Dominion Resources, Inc.) and subsidiaries (“Virginia Power”) as of December 31, 2011 and 2010, and the related consolidated state-
ments of income, common shareholder’s equity, comprehensive income, and cash flows for each of the three years in the period ended
December 31, 2011. These financial statements are the responsibility of Virginia Power's management. Our responsibility is ro express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assarance about whether the financial statements
are free of material misstatement. Virginia Power is not required to have, nor were we engaged to perform, an audit of its incernal control
over financial reporting. Gur audits included consideration of internal control over financial reporting as a basis for designing audic proce-
dures char are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of Virginia Power’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evi-
dence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the {inancial position of Virginia Electric
and Power Company and subsidiaries as of December 31, 2011 and 2010, and the results of their operations and their cash flows for each
of the three years in the period ended Drecember 31, 2011, in conformity with accounting principles generally accepted in the United
States of America,

s/ Deloitte & Touche LLP

Richmond, Virginia
February 27, 2012
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Virginia Electric and Power Company
Consolidated Statements of Income

Year Ended Cecember 31, 011 2010 2008
{millions}
Operating Revenue $7.246 $7,219 $6,584
Operating Expenses -
Efectric fuel and other energy-related purchases 2506 2495 2972
Purchased electric capacity 452 449 409
Other operations and maintenance:
Affiliated suppliers 306 384 324
Other 1,437 1,361 1,299
Depreciation and amortization 718 671 641
Other taxes 222 218 191
Total operating expenses 5,641 5578 5,836
Income from operations 1,605 1641 748
Other income 88 100 104
Interest and related charges 331 347 349
Income from operations before income tax expense 1,362 1,394 503
income tax expense 540 842 147
Net Income 822 - 852 356
Preferred dividends 17 17 17
Balance available for common stock $ 805 $ 835 $ 339

The accompanying notes are an integral part of Virginia Power’s Consolidated Financial Statements.
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Virginia Electric and Power Company

Consolidated Balance Sheets

At December 31, 2011 2010
(milifons)
ASSETS
Current Assets
Cash and cash equivalents $ 29 % 5
Customer receivables (less allowance for doubtful accounts of $11 at both dates) 892 905
Other receivables {Jess allowance for doubtful accounts of $7 and $6) 145 54
Inventories {average cost method):
Materials and suppfies 359 314
Fossil fuel 438 283
Prepayments 41 65
Regulatory assets 479 318
Other 53 37
Total current assets 2,436 1,981
investments
Nuclear decommissioning trust funds 1,370 1,319
Restricted cash equivaients 32 169
QOther 4 4
Total investments 1,406 1,492
Property, Plant and Equipment
Property, plant and equipment 28,626 27,607
Accumulated depreciation and amortization (9,615} (9,712)
Total property, plant and equipment, net 19,011 17,895
Deferred Charges and Dther Assets
Intangible assets 183 212
Regulatory assets 399 370
Other 109 312
Total deferred charges and other assets 691 894
Total assets $23,544 $22,262




At December 31, 2011 2010

{millicns)

LIABILITIES AND SHAREHOLDER’S EQUITY

Current Liabilities
Securities due within one year , . $ 616 5 15
Short-term debt 894 600
Accounts payable 405 499
Payables to affiliates ) 108 76
Aftiliated current borrowings ‘ 187 - 103
Accrued interest, payroll and taxes o 226 214
Derivative liabilities 135 3
Customer deposits ' ~ _ _ : 106 116
Regulatory liabilities 178 109
- Deferred income taxes a1 83
Accrued severance ' 4 58
Other . 171 202
Total current liabilities 3,121 2,078
Long-Term Deht 6,246 6,702
Deferved Gredits and Other Liabilities
Deferred income taxes and investment tax credits : 3,180 2,672
Asset retirement obligations . B24 669
Regulatary liabilities 1,095 1,174
Other : ' . : S - 2M - 203
Total deferred credits and other liabilities ; 5,170 4,718
Total liabilities 14,537 13,498
Commitments and Contingencies (see Note 23)
Preferred Stock Not Subject to Mandatory Redemption - 257 257
Common Shareholder's Equity
Commaon stock-no part) 5,738 5,738
Other paid-in capital 1,11 1,111
Retained earnings 1,882 1,634
Accumulated other comprehensive income 19 24
Total common shareholder’s equity 8,750 8,507
* Total liabilities and sharenolder's equity $23,544 $22,262

(1) 500,000 shaves and 300,000 shares authorized at December 31, 2011 and 2010, vespectively; 274,723 shares antstanding at December 31, 2011 and
2010.

The accompanying notes are an integral part of Virginia Power’s Consolidated Financial Statements.
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Virginia Electric and Power Company
Consolidated Statements of Common Sharcholder’s Equity

Accumudated
Cther | Cther
Common Stock Paid-In Retained  Comprehensive
Shares Amount Capital  Earrings Incomg (Loss) Total
(millions, except for shares) . (thausands) I ) '
Balance at December 31, 2008 - 210 $3,738  $1,110  $1.421 $§5 %6274
Net income 356 356
issuance of stock to Dominion 32 1,000 1,000
Dividends ' (480) (480)
Cumulative effect of change in accounting principlet1} 2 (2} —
Other comprehensive income, net of tax 23 23
Balance at Décember 31, 2009 242 4738 1,110 1,299 26 7,173
Net income 852 852
Issuance of stock to Dominicn 33 1,000 | 1,000
Dividends {517) {517)
Tax benefit from stock awards and stock options exercised 1 i 1
Other comprehensive loss, net of tax ! (2) {2)
Batance at December 31, 2010 275 5,738 1,111 1,434 24 . 8507
Net income 822 822
Dividends (574) - (5714)
Other comprehensive loss, net of tax (5} - (5)
Balance at December 31, 2011 275 $5,738 $1,111 $1,882 $19 $8,750

(1) See Noze 3 for additional information.
The accomparnying notes are an integral part of Virginta Power’s Consolidated Financial Statements.



Virginia Eleciric and Power Company
Consolidated Statements of Comprehensive Income

Year Ended December 31, 2011 2010  2009m
{mlllions)
Net income $822 %852 $356
Other comprehensive income (loss), net of taxes:
Net deferred gains (Josses) on derivatives-hedging activities, net of $3, $1 and ${(4) tax . (B) (1 8
Changes in unrealized net gains {losses) on nuclear decommissioning trust funds, net of $(1), $(6) and ‘
$(8) tax . 2 g 12
Amounts reciassified to net income:
Net realized (gains) losses on nuclear decommissioning trust funds, net of $—, $2 and $(1) tax — (2} 2
Net derivative (gains) losses-hedging activities, net of $—, $4 and $(1) tax {1) (8 1
{Other comprenensive income {lcss) (5) (2) 23
Comprehensive income $817 5850 %379

(1) Other comprebensive income for the year ended December 31, 2009 excludes a $3 million (32 million afier-tax) adjustment to AOCI representing the cumu-
lative effect of the change in accounting principle related to the recognition and presentation of other-than-temporary impairments.

The accompanying notes are an integral pare of Virginia Powers Consolidated Financial Staremenss.
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Virginia Electric and Power Company
Consolidated Statements of Cash Flows

Year Ended December 31, 201

2010 2009

(miliions)

Operating Activities

Net income : ' $ 822 ¢ 82 $ 356
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization {including nuclear fuel) ) 838 782 747
Deferred income faxes and investment tax credits, net 496 609 (409}
Impairment of generation assets 228 — —_
Net reserves {payments) related lo rate cases : 3 (500) 782
Contributions to pension plans o —_ (302} —
Charges (payments} refated to workforce reguction program ' {53) 98 —
Other adjustments {40) (40) (58)
Changes in: :
Accounts receivable 716 9) 58
Affiliated accounts receivabie and payable ! 7} 11 (13)
Deferred fuel expenses, net . 12 (213} 639
Inventories (200) 17 (67}
Prepayments 24 (10) (24}
Accounts payable (117} 108 (58}
Accrued interest, payroll and taxes 12 1 (24;
Other operating assets and Yabilities (70 5 41
Net cash provided by operating activities 2,024 1,409 1,970
Investing Activities '
Plant construction and other property additions (1,885) (2,113} (2,338}
Purchases of nuclear fuel {205} {121) {150)
Purchases of securities (1,057) (1,211} (731}
Proceeds from sales of securities 1,030 1,192 715
Restricted cash equivalents 137 (168) 1
" Other 33 (7) (65)
Net cash used in investing activities (1,847} (2425} (2,568}
Financing Activities
Issuance of short-term debt, net 294 158 145
Issuance of affiliated current borrowings, net 85 1,101 585
Issuance and remarketing of long-term debt 235 605 460
Repayment and repurchase of iong-term debt ' (91) (347) (126)
Common dividend payments (557) (500} (463)
Preferred dividend payments an (17) (17}
Other (2) 2 6
Net cash provided by (used in) financing activities (53) 1,002 550
increase {decrease) in cash and cash equivalents 24 (14) 8
Cash and cash equivalents at beginning of year 5 19 27
Cash and cash equivalents at end of year $ 29 % 5 % 19
Supplemental Cash Flow Information
Cash paid (received) during the year for:
Interest and related charges, excluding capitalized amounts $ 376 § 349 $ 353
Income taxes 27 (101) 630
Significant noncash investing and financing activities:
Accrued capital expenditures 199 136 133
Settlement of debt and issuance of common stock to Dominion — 1,000 1,000

The accompanying notes are an integral part of Virginia Power’s Consolidated Finarncial Statements.



Combined Notes to Consolidated Financial Statements

NOTE 1. NATURE OF OPERATIONS

Dominion, headquartered in Richmond, Virginia, is one of the
nation’s largest producers and transporters of energy. Dominion's
operations are conducted through various subsidiaries, including
Virginia Power, a regulated public utility that generates, transmits
and distributes electricity for sale in Virginia and North Carolina,
Virginia Power is 2 member of PJM, an RT'O, and ‘its electric
transmission facilities are integrated into the PJM wholesale elec-
tricity markets. All of Virginia Power’s common stock is owned
by Dominion. Dominien’s operations also include a regulated
interstate natural gas transmission pipeline and underground
storage system in the Northeast, mid-Adantic and Midwest states,
an LNG import and storage facility in Maryland and regulated -
gas transportation and distribution operations in Ohio and West
Virginia. Dominion’s nenregulated operations include merchant
generation, energy marketing and price risk management activ-
ities and retail energy markering operations.

Dominion manages its daily operations through three primary
operating segments: DVP, Dominion Generation and Dominion
Energy. Dominion also reports a Corporate and Other segment,
which includes its corporate, service company and other functions
(including unallocated debt) and the net impact of the operations
and sale of Peoples, which is discussed in Note 4. In addition,
Corporate and Other includes specific items attributable to
Dominion’s operating segments that are not included in profit
measures evaluated by executive management in assessing the
segments’ performance or allocating resources among the seg-
ments,

Virginia Power manages its daily operations through two
primary operating segments: DVP and Dominion Generation, It
also reports a Corporate and Other segment that primarily
includes specific items attributable to its operating segments chat
are not included in profit tneasures evaluated by executive
management in assessing the segments’ performance or allocating
resources among the segments. See Note 26 for further discussion
of Dominion’s and Virginia Power’s operating segments.

NOTE 2. SIGNIFICANT ACCOUNTING
POLICIES

General

Dominion and Virginia Power make certain estimartes and
assumptions in preparing their Consolidated Financial Statements
in accordance with GAAP. These estimates and assumptions
affect the reporred amounts of assets and liabilities, the disclosure
of contingent assets and liabilities at the date of the financial
statements and the reported amouncs of revenues and expenses for
the periods presented. Actual results may differ from those esti-
mates,

Dominion’s and Virginia Power’s Consolidated Financial
Staternents include, after eliminating intercompany transactions
and balances, the accounts of their respective majority-owned
subsidiaties and those VIEs where Dominion has been
determined to be the primary beneficiary.

Dominion and Virginia Power report certain contracts, instru-
ments and investments at fair value. See Note 7 for further
information on fair value measurements,

Dominion maintains pension and other postretirement bene-
fit plans. Virginia Power participates in certain of these plans. See
Note 22 for further information on these plans.

Certain amounts in the 2010 and 2009 Consolidated Finan-
cial Statements and foormotes have been reclassified to coriform to
the 2011 presentation for comparative purposes. The
reclassifications did not affect the Companies’ net income, total
assets, liabilities, equity or cash flows.

Amounis disclosed for Dominion are inclusive of Virginia-
Power, where applicable.

Gperating Revenue

Operating revenue is recorded on the basis of services rendered,

commodities delivered or contracts settled and includes amounts

yet to be billed to customers. The Companies collect sales, con-
sumption and consumer utility taxes; however, these amounts are
excluded from revenue. Dominion’s customer receivables at

December 31, 2011 and 2010 included $423 million and $466

million, respectively, of accrued unbilled revenue based on esti-

mated amounts of electricity and natural gas delivered but not yer
billed to its utility customers. Virginia Power’s customer receiv-
ables at December 31, 2011 and 2010 included $360 million and
$397 million, respectively, of accrued unbilled revenue based on
estimated amounts of elecericity delivered but not yet billed to its
custormers.

The primary types of sales and service acrivities reported as
aperating revenue for Dominion are as follows:

*  Regulated efectric 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-
tricity at market-based rates and contracred fixed rates, and
associated derivative activity;

* Regulated gas sales consist primarily of state-regulated retail
natural gas sales and related distribution services;

*+ Nonregulated gas sales consist primarily of sales of natural gas
production at market-based rates and contracted fixed prices,
sales of gas purchased from third parties, gas trading and
marketing revenue and associated derivative activity. Revenue
from sales of gas production is recognized based on actual
volumes of gas sold to purchasers and is reported net of royal-
ties;

*  Gas transportation and storage consists primarily of regulated
sales of gathering, transmission, distribution and storage serv-
ices and associared derivative activity. Also included are regu-
lated gas distribution charges to retail distriburion service
customers opting for alternate suppliers; and

= Other revenue consists primarily of sales of il and NGL pro-
duction and condensate, extracted products and associated
derivative activity. Other revenue also includes miscellaneous
service revenue from electric and gas distribution operations,
and gas processing and handling revenue.

The primary types of sales and service activities reported as
operating revenue for Virginia Powet are as follows:

* Reguiated electric sales consist primarily of state-regulated
retail electric sales and federally-regulated wholesale electric -
sales and electric rransmission services; and

Other revenue consists primarily of miscellaneous service rev-
enue fram electric distribution operations and miscellaneous
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Combined Notes to Consolidated Financial Statements, Continued

revenue from generation operations, including sales of
capacity and other commeodities.

Electric Fuel, Purchased Energy and Purchased
Gas-Deferred Costs
Where permitted by regulatory. authontles the differences
between Virginia Power’s actual electric fuel and purchased
energy expenses and Dominion's purchased gas expenses and the
related levels of recovery for these expenses in current rates are
deferred and matched against recoveries in future periods. The
deferral of costs in excess of carrent period fuel rate recovery is
recognized as a regulatory asset, while rate recovery in excess of
current petiod fuel expenses is recognized as a regulatory liability.
Of the cost of fuel used in electric generation and energy
purchases to serve utility customers, approximately 84% is cur-
rently subject to deferred fuel accounting, while substandially all
of the remaining amount is subject to recovery through similar
mechanisms.

Income Taxes

A consolidated federal income tax retuen is filed for Dominion
and its subsidiaries, including Virginia Power. In addition, where
applicable, combined income tax returns for Dominion and its
subsidiaties are filed in various states; otherwise, separate state
income tax returns are filed. Virginia Power participates in an
intercompany tax sharing agreement with Dominion and its sub-
sidiaries, and its current income taxes are based on its taxable
income or loss, determined on a separate company basis.

Accounting for income taxes involves an asset and liability
approach. Deferred income tax assets and liabilities are provided,
representing future effects on income taxes for temporary differ-
ences between the bases of assers and liabilities for financial
reporting and tax purposes. Dominion and Virginia Power estab-
lish 2 valuation allowance when it is more-likely-than-not thar all,
or 3 portion, of a deferred tax asset will not be realized. Where the
treatment of temporary differences is differenc for rate-regulared
operations, a regulatory asset is recognized if it is probable that
future revenues will be provided for the payment of deferred tax
liabilities.

Dominion and Virginia Power recognize positions taken, or
expected to be taken, in income tax returns that are more-likely-
than-not to be realized, assuming thar the position will be exam-
ined by tax authorities with full knowledge of all relevant
information.

If it is not more-likely-than-not that a rax position, or some
portion thereof, will be sustained, the related tax benefits are not
recognized in the-financial statements. Unsecognized tax benefits
may result in an increase in income taxes payable, a reduction of
income tax refunds receivable or changes in deferred taxes. Also,
when uncertainty about the deductibility of an amount is limiced
to the timing of such deducribility, the increase in income taxes
payable (or reduction in tax refunds receivable) is accompanied by
a decrease in deferred tax liabilities. Noncurrent income taxes
payable related to unrecognized tax benefits are classified in other
deferred credits and other Labilities on the consolidated balance
sheets and current payables are included in accrued interest, pay-
roll and taxes on the consolidated balance sheets, except when
such amouncs are presented net with amounts receivable from or
amounts prepaid to tax authorities.
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Dominion and Virginia Power recognize changes in estimared
interest payable on net underpayments of income taxes in interest
expense. Changes in interest receivable related to net overpay-
ments of income taxes and estimaced penalties that may result
from the settlement of some uncertain tax positions are recog-
nized in other income. In its Consolidated Statements of Income
for 2011, Dominion recognized interest income of $12 million
and interest expense of $7 million and a reduction in penalties of
less than $1 million. In 2010, Dominion recognized a reduction
in interest expense of $18 million and a reduction in penalties of
less than $1 million; in 2009, Dominion recognized a reduction
in interest expense of $19 million and a reduction in penalties of
$2 million. Dominion had accrued interest receivable of $48 mil-
lion, interest payable of $10 million and penalties payable of less
than $1 million at December 31, 2011 and interest receivable of
$27 million and interest and penalties payable of less than $1.
million at December 31, 2010,

In 2011, Virginia Power recogmied interest income of $12
milkion, and penalties were immaterial. Virginia Power had
accrued interest receivable of $17 million at December 31, 2011.
Virginia Power’s interest and penalties were immaterial in 2010
and 2009,

At December 31, 2011, Virginia Power’s Consolidated Bal-
ance Sheet included $18 million of clarrent federal income taxes
receivable, $34 million of current state income taxes payable and
$110 million of noncurrent federal and state income taxes pay-
able. Av December 31, 2010, Virginia Power’s Consolidated
Balance Sheer included $46 million gf prepaid federal and state
income taxes and $102 million of noncurtent federal and state
income taxes payable. |

Investment tax credits are rccogmzed by nonrcgulated oper-
ations in the year qualifying property is placed in service. For
regulated operations, investment tax credits are deferred and
amortized over the service lives of the properties giving rise to the
credits. Production tax credits are recognized as energy is gen-
erated and sold.

Cash and Cash Equivalents

Current banking arrangements generally do not require checks to
be funded until they are presented for payment. At December 31,
2011 and 2010, Dominion’s accounts payable included $75 mil-
lion and $56 million, respectively, of checks outstanding but not
yet presented for payment. At December 31, 2011 and 2010, Vir-
ginia Power’s accounts payable included $40 million and $28 mil-
lion, respectively, of checks outstanding but not yet presented for
payment. For purposes of the Consolidated Statements of Cash
Flows, cash and cash equivalents include cash on hand, cash in
banks and temporary investments purchased with an original
maturity. of three months or less,

Derivative Instruments

Dominjon and Virginia Power use derivative instruments such as
futures, swaps, forwards, options and FTRs to manage the
commodity, currency exchange and financial macket risks of cheir
business operations. '

All detivatives, other than those for which an exception
applies, are reported in the Consolidated Balance Sheets at fair
value. Derivative contracts representing unrealized gain positions
and purchased options are reported as derivative assets. Derivative
contracts representing unrealized losses and options sold are



reported as derivative liabilities. One of the exceptions to fair

value accounting, normal purchases and normal sales, may be

elected when the contract satisfies certain criteria, including a

requirement that physical delivery of the underlying commodity

is probable, Expenses and revenues resulting from deliveries under
normal purchase contracts and normal sales contracts,
respectively, are included in earnings at the time of contract per-
formance.

Dominion and Virginia Power do not offset amounts recog-
nized for the right to reclaim cash collateral or the obligation to
return cash collateral against amounts recognized for derivative
instruments executed with the same counterparty under the same
master netting arrangement. Dominion had margin assets of $319
million and $244 million associated with cash collateral at
December 31, 2011 and 2010, respectively. Dominion had mar-
gin }abilities of $66 million and $62 million associated with cash
collateral at December 31, 2011 and 2010, respectively. Virginia
Power had margin assets of $41 million associated with cash
collateral at December 31, 2011. Virginia Powet’s margin assers
associated with cash collateral were not material at December 31,
2010. Virginia Power’s margin liabilities associated with cash col-
lateral were not material ac December 31, 2011 and 2010.

To manage price risk, Dominion and Virginia Power hold
certain derivative instruments that are not held for trading pur-
poses and are not designated as hedges for accounting purposes..
Howevet, to the extent the Companies do not hold offsetting
positions for such derivatives, they believe these inscruments
represent economic hedges thar mitigate their exposure to fluctua-
tions in commodity prices, interest rates and foreign exchange
rates. As part of Dominion’s strategy to market energy and man-
age related risks, it also manages a portfolio of commodity-based
financial derivative instruments held for trading purposes.
Dominion uses established policies and procedures to manage the
risks associated with price fluctuations in these energy commod-
ities and uses various derivative insruments to reduce risk by
creating offsetring market positions.

Statement of Income Presentation:
¢ Derivatives Held for Trading Purposes: All income statement

activity, including amounts realized upon settlement, is pre-

sented in operating revenue on a net basis.

*  Derivatives Not Held for Trading Purposes: All income statement
activity, including amounts realized upon settlement, is pre-
sented in operating revenue, operating expenses or interest
and felated charges based'on the nature of the underlying risk.

In Virginia Power’s generation operations, changes in the fair
value of derivative instruments result in the recognition of regu-
latory assets or regulatory liabilities for jurisdictions subject to
cost-based rare regulation. Realized gains or losses on the
derivative instraments are generally recognized when the related
transactions impact earnings.

DERIVATIVE INSTRUMENTS DESIGNATED AS HEDGING
INSTRUMENTS

Dominion and Virginia Power designate a portion of their
derivative instruments as either cash flow or fair value hedges for
accounting purposes. For all derivatives desigriated as hedges,
Dominion and Virginia Power formally document the relation-
ship berween the hedging instrument and the hedged item, as
well as the risk management objective and the strategy for using

the hedging instrument. The Companies asséss whether the hedg-
ing relationship between the derivative and the hedged item is
highly effective at offsetting changes in cash flows or fair values
both at the inception of the hedging relationship and on an
ongoing basis. Any change in the fair value of the derivative that.
is not effective at offsetting changes in the cash flows or fair values
of the hedged item is recognized currently in earnings. Also, the
Companies may elect to exclude certain gains or losses on hedging
instruments from the assessment of hedge effectiveness, such as
gains ot losses attributable to changes in the time value of options
or changes in the difference between spot prices and forward
prices, thus requiring that such changes be recorded currently in
earnings. Hedge accounting is discontinued prospectively for
derivatives that cease to be highly effective hedges.

Cash Flow Hedges—A majority of Dominion’s and Virginia
Power's hedge strategies represents cash flow hedges of the varia-
ble price risk associated with the purchase and sale of elecuiciey,
natural gas and other energy-related products. The Companies
also use foreign currency contracts to hedge the variability in for-
eign exchange rates and interest rate swaps to hedge their exposure
to variable interest rates on long-term debt. For transactions in
which Dominion and Virginia Power are hedging the variability
of cash flows, changes in the fair value of the derivatives are
reported in AQCI, to the extent they are effective at offsetting
changes in the hedged item. Any derivative gains or losses .
reported in AQOCI are reclassified to earnings when the forecasted
item is included in earnings, or earlier, if it becomes probable that
the forecasted transaction will not occur. For cash flow hedge
transactions, hedge accounting is discontinued if the occurrence |
of the forecasted transaction is no longer probable.

Fair Value Hedges—Dominion also uses fair value hedges to
mitigate the fixed price exposure inherent in certain firm _
commodity commitments and commodity inventory. In addition,
Dominion and Virginia Power have designated interest rate swaps
as fair value hedges on certain fixed-rate Jong-term debt to man-
age interest rate exposure. For fair value hedge transactions,
changes in the fair value of the derivative are generally offset cur-
rently in earnings by the recognition of changes in the hedged
item’s fair value. Detivative gains and losses from the hedged item
are reclassified to earnings when the hedged item is included in
earnings, or earlier, if the hedged item no longer qualifies for
hedge accounting, Hedge accounting is-discontinued if the
hedged item no longer qualifies for hedge accounting.

See Note 7 for further informatien about fair value measure-
ments and associated valuation methods for detivatives. See Note
8 for furcher information on derivatives.

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  ocher direct and indirect costs such as asset retirement
costs, capitalized interest and, for certain operations subjecr to
cost-of-service rate regulation, AFUDC and overhead costs. The
cost of repairs and maintenance, including minor additions and
replacements, is charged to expense as it is incurred.

In 2011, 2010 and 2009, Dominion capitalized interest costs
and AFUDC to property, plant and equipment of $85 million,
$102 million and $76 million, respectively. In 2011, 2010 and
2009, Virginia Power capitalized AFUDC to property, plant and
equipment of $31 million, $61 million and $47 million,
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respectively. Under Virginia law, certain Virginia jurisdictional
projects qualify for current recovery of AFUDC through rate
adjustment clauses. AFUDC on these projects is calculated and
recorded as a regulatory asset and is not capitalized to propetty,
plant and equipment. In 2011, 2010 and 2009, Virginia Power
recorded $20 million, $13 million and $34 million of AFUDC
related to these projects, respectively.

For Virginia Power property subject to cost-of-setvice rate
regulation, including eleceric discribution, electric transmission,
and generation property and for certain Dominion natural gas
property, the undepreciated cost of such property, less salvage
value, is generally charged to accumulated depreciation at retire-
ment, with gains and losses recorded on the sales of property.
Cost of removal collections from utility customers not represent-
ing ARO:s are recorded as regulatory liabilities. For property sub-
ject to cast-of-service rate regulation that will be retired or
abandoned significantly before the end of their useful lives, the
net carrying value is reclassified from plant-in-service when it
becomes probable they will be retired or abandoned.

For Dominion and Virginia Power property that is not subject
to cost-of-service rate regulation, including nonutility property, cost
of removal not associated with AROs is charged to expense as

_incurred, The Companies also record gains and losses upon retire-
ment 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.
Dominion’s and Virginia Power’s depreciation rates on utility
property, plant and equipment are as follows:

Year Ended December 31, 2011 2010 2008
(percent)

Dominion

Generation 268 259 262
Transmission 226 224 227
Distribution 319 320 321
Storage ' 2684 275 283
Gas gathering and processing 252 236 218
General and other 466 460 433
Virginia Pawer

Generation 268 259 262
Transmission 203 194 192
Distribution - 333 333 333
General and other 438 428 395

Dominion’s nonutility property, plant and equipment is
depreciated using the straight-line method over the following
estimared useful lives:

Assat Estimated Useful Lives
Merchant generation—nuciear 29-44 years
Merchant generation—other 27-40 years
General and other 3-25 years

Nuclear fuel used in eleciric generation is amortized over its
estimated service life on a unirs-of-production basis. Dominion
and Virginia Power report the amortization of nuclear fuel in
electric fuel and other energy-related purchases expense in their
Consolidated Statements of Income and in depreciation and
amortization in their Consolidated Statements of Cash Flows.

Dominion follows the full cost method of accounting for its
gas and oil E&P activities, which subjects capitalized costs to a
quarterly ceiling test using hedge-adjusted prices. Due to the April
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2010 sale of substantially.all of its Appalachian E&P operations
Dominion no longer has any significant gas and oil properties
subject to the ceiling test calculation.

In 2010, Dominion recorded a‘ceiling test impairment charge
of $21 million ($13 million after-tax) in other operations and
maintenance expense in its Consolirlatecl Statement of Income
primarily due to a decline in hedgetadjusted prices reflecting the
discontinuance of hedge accounting for certain cash flow hedges,
as discussed in Note 4.

In 2009, Dominion recorded a ceiling cest impairment charge
of $455 million {$281 million after-tax) in other operarions and
maintenance expense in its Consolidared Statement of Income.
Excluding the effects of hedge-adjusted prices in calculating the
ceiling fimitation, the impairment would have been $631 million
($387 million after-tax).

In 2010, Dominion recognized a gain from the sale of sub-
stantially all of its Appalachian E&P operations as discussed in
Note 4.

Emissions Allowances

Emissions allowances permit the holder of the allowance to emit
certain gaseous by-products of fossill fuel combustion, including
S0, NOy and CO,. SO, and NOy emissions allowances are
issued to Dominion and Virginia Power by the EPA and may also
be purchased and sold via third parcy contracts. CO, emissions
allowances are available for purchase by Dominion through quar-
terly auctions held by parricipating RGGI states, Compliance
with the RGGI requirements only applies to certain of Domin-
ion’s merchant power stations located in the Northeast.

Allowances held may be transacted with third parties or con-
sumed as these emissions are generated. Allowances allocated to or
acquired by the Companies’ generation operations are held pri-
marily for consumption.

Allowances held for consumption are classified as intangible
assets in the Consolidated Balance Sheets. Carrying amounts are
based on the cost to acquire the allowances or, in the case of a
business combination, on the fair values assigned to them in the
allocation of the purchase price of the acquired business. A por-
tion of Dominion’s and Virginia Power’s SO; and NOx allow-
ances are issued by the EPA at zero cost.

These allowances are amortized in the periods the emissions
are generated, with the amortization reflected in DD&A in the
Consolidated Statements of Income. Purchases and sales of chese
allowances are reported as investing activities in the Consolidated
Statements of Cash Flows and gains or losses resulting from sales
are reported in other operations and maintenance expense in the
Consolidated Statements of Income, See Note 7 for discussion of
impairments related to emissions allowances.

Long-Lived and Intangible Assets

Dominion and Virginia Power perform an evaluation for impair-
ment whenever events or 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 che sum of its expected future
undiscounted cash flows is less than its carrying amount.
Intangible assets with finite lives are amortized over their esti-
mated useful lives. See Note 7 for a discussion of impairments
related to certain long-lived assets and intangible assets with finite
lives.



Regulatory Assets and Liabilities

The accounting for Dominion’s regalated gas and Virginia Pow-
er’s regulated electric operations differs from the accounting for
nonregulated operations in that they are required to reflect the
effect of rate regulation in their Consolidated Financial State-
ments. For regulated businesses 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 recovety of current costs through
future races charged to customers, these costs that otherwise
would be expensed by nonregulated companies are deferred as
regulatory assets. Likewise, tegulatory liabilities are recognized
when it is probable that regulators will require customer refunds
through future rates or when revenue is collected from customers
for expenditures that have yet to be incurred. Generally, regu-
latory assets and liabilities are amortized into income over the
period authorized by the regulator.

The Companies evaluate whether or not recovery of their
regulatory assets chrough fucuse rates is probable and make vari-
ous assumptions in their analyses. The expectations of future
recovery are generally based on orders issued by regulatory com-
missions or historical experience, as well as discussions with appli-
cable regulatory authorities. If recovery of a regulatory asset is
determined to be less than probable, it will be written off in the
period such assessment is made.

Asset Retirement Obligations

Dominion and Virginia Power recognize AROs at fair value as
incurred or when sufficient information becomes available to
determine a reasonable estimate of the fait value of futute retire-
ment activiries to be performed. These amounts are generally
capitalized as costs of the related tangible long-lived assets. Since
relevant market information is not available, fair value is esti-
mated using discounted cash flow analyses. Dominion reports
accretion of AROs associated with its natural gas pipeline and
storage well assets as an adjustment to the related regulatory liabi-
lities when revenue is recoverable from customers for AROs. Vir-
ginia Power reports accretion of AROs associated with
decommissioning its nuclear power stations as an adjustment to
the regulatory liability for certain jurisdictions. Accretion of all
other AROs is reported in other operations and maintenance
expense in the Consolidated Statements of Income.

Amortization of Debt Issuance Costs

Dominion and Virginia Power defer and amortize debt issuance
costs and debt premiums or discounts over the expected lives of
the respective debt issues, considering maturity dates and, if
applicable, redemption rights held by others. As permitted by
regulatory authorities, gains or losses resulting from the refinanc-
ing of debt allocable to utility operations subject to cost-based rate
tegulation have also been deferred and are amortized over the lives
of the new issuances.

Investments

MARKETABLE EQUITY AND DEBT SECURITIES

Daominion accounts for and classifies investments in marketable
equity and debt securities as trading or available-for-sale securities,

Virginia Power classifies investments in marketable equity and

debt securities as available-for-sale securities.

*  Trading securities include markerable equity and debt secu-
rities held by Dominion in rabbi trusts associated with certain
deferred compensation plans. These securities are reported in
other investments in the Consolidated Balance Sheets at fair
value with net realized and unrealized gains and losses
included in other income in the Consolidated Statements of
Income.

v Available-for-sale securities include all other marketable equity
and debt securities, primarily comprised of securities held in
the nuclear decommissioning trusts. These investments are
reported at fair value in nuclear decommissioning trust funds
in the Consolidared Balance Sheets. Net realized and unreal-
ized gains and losses (including any other-than-temporary
impairments) on investments held in Virginia Power’s nuclear
decommissioning trusts are recorded to a regulatory liability
for certain jurisdictions subject to cost-based regulation. For
all other available-for-sale securities, including those held in
Dominion'’s merchant generation nuclear decommissioning
trusts, net realized gains and losses (including any other-than-
temporary impairments) are included in other income and
unrealized gains and losses are reported as a component of
AQCI, after-tax.

In determining realized gains and losses for markerable equity
and debt securities, the cost basis of the security is based on the
specific identification method,

NON-MARKETABLE INVESTMENTS

Dominion and Virginia Power account for illiquid and privately
held securities for which market prices or quotations are not read-
ily available under either the equity or cost method.
Non-marketable investments include:

*  Eguity method investments when Dominion and Virginia
Power have the ability to exercise significant influence, but
not control, over the investee. Dominion’s investments are
included in investments in equity method affiliates and
Virginia Power’s investments are included in other invest-
ments in their Consolidated Balance Sheets. Dominion and
Virginia Power tecord equity method adjustments in ather
income in the Consolidated Statements of Income including:
their proportionate share of investee income or loss, gains or
losses resulting from investee capital transactions, amor-
tization of certain differences between the carrying value and
the equity in the net assets of the investee at the date of
investment and other adjustments required by the equity
method.

*  Cost method investents when Dominion and Virginia Power
do not have the ability to exercise significant influence over
the investee. Dominion’s and Virginia Power’s investments
are included in other investments and nuclear decommission-
ing trust funds.

OTHER-THAN-TEMPORARY IMPAIRMENT

Dominion and Virginia Power periodically review their invest-
ments to determine whether a decline in fair value should be
considered other-than-temporary. If a decline in fair value of any
security is determined to be other-than-temporary, the secutiry is
written down to its fair value at the end of the reporting period.
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Decommissioning Trust Investments—Special Considerations

» The FASB amended its guidance for the recognition and pre-
sentation of other-than-temporary impairments, which
Dominion and Virginia Power adopted effective April 1,
2009. The recognition provisions of this guidance apply only
to debt securities classified as available-for-sale or
held-to-maturity, while the presentation and disclosure
requirements apply to both debrt and equity securicies, Prior to
the adoption of this guidance, Dominion and Virginia Power
considered all debt securities held by their nuclear decom-
missioning trusts with market values below their cost bases to
be other-than-temporarily impaired as they did not have the
ability to ensure the investments were held through the
anticipated recovery period.

*  Debt Securitie—Effective with the adoption of this guidance,
using information obrained from their nuclear decommission-
ing trust fixed-income investment managers, Dominion and
Virginia Power record in carnings any unrealized loss for a
debt security when the manager intends to sell the debt secu-
rity or it is more-likely-than-not that the manager will have to
sell the debt security before recovery of its fair value up to its
cost basis. If that is the case, but the debr security is deemed
to have experienced a credit loss, the Companies record the
credit loss in earnings and any remaining portion of the unre-
alized loss in other comprehensive income. Credit losses are
evaluated primarily by considering the credit ratings of the
issuer, prior instances of non-performance by the issuer and
other factors.

*  Eguity securisies and other investmensi—Dominion’s and Vir-
ginia Power's method of assessing other-than-temporary
declines requires demonstrating the ability to hold individual
securities for a period of time sufficient to allow for the
anticipated recovery in their market value prior to the consid-
eration of the other criteria mentioned above. Since the
Companies have limited ability to oversee the day-to-day
management of nuclear decommissioning trust fund invest-
ments, they do not have the ability to ensure investments arc
held through an anticipated recovery period. Accordingly,
they consider all equity and other securities as well as
non-matkerable investments held in nuclear decommissioning
trusts with market values below their cost bases to be other-
than-temporarily impaired.

Inventories

Materials and supplies and fossil fuel inventories are valued pri-
matily using the weighted-average cost method. Stored gas
inventory used in East Ohio gas distribution operations is valued
using the LIFQ method. Under the LIFO method, stored gas
inventory was valued at $48 million at December 31, 2011 and
2010. Based on the average price of gas purchased during 2011
and 2010, the cost of replacing the current portion of srored gas
inventory exceeded the amount stated on a LTFO basis by approx-
imately $86 million and $107 million, respectively. Stored gas
inventory held by Hope and certain nonregulated 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
facility differs from the contractual amount of nacural gas deliv-
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ered or received. Dominion values these imbalances due to, or
from, shippers and operators at an appropriate index price at
petiod end, subject to the terms of ifs tariff for regulated entities.
Imbalances are primarily settled in-kind. Imbalances due to
Dominion from other parties are reported in other current assets
and imbalances that Dominion owes to other parties are reported
in other currencliabilities in the Cohsolidated Balance Sheets.

Goodwill

Dominion evaluates goodwill for impairment annually as of
April 1 and whenever an event occurs or citcumstances change in
the interim that would more-likely-than-not reduce the fair value
of 2 reporting unit below its carrying amount.

NOTE 3. NEWLY ADOPTED ACCOUNTING
STANDARDS.

2009

RECOGNITION AND PRESENTATION OF OTHER-THAN-
TEMPORARY IMPAIRMENTS

The FASB amended its guidance for the recognition and pre-
sentation of other-than-temporary impairments, which Dominion
and Virginia Power adopted effective April 1, 2009. The recog-
nition provisions of this guidance apply only to debt securities
classified as available-for-sale or held-to-maturity, while the pre-
sentation and disclosure requirements apply to both debt and
equity securities, Prior to the adoption of this guidance, as
described in Note 2, the Companies considered all debt securities
held by their nuclear decommissionihg trusts with market values
below their cost bases to be other-than-temporarily impaired as
they did not have the ability to ensure the investments were held
through the anticipated recovery period.

Upon the adoprion of this guidance for debt investmencs held
at April 1, 2009, Dominion recorded 2 $20 million ($12 million
after-tax) and Virginia Power recorded a $3 million ($2 million
after-tax) cumulative effect of a change in accounting principle to
reclassify the non-credit related portion of previously recognized
other-than-temporary impairments from retained earnings to
AQOCI, reflecting the fixed-income investment managers’ intent
and ability to hold the debt securities until recovery of their fair
values up to their cost bases.

SEC FINAL RULE, MODERNIZATION OF QIL AND (GAS
REPORTING

Effective December 31, 2009, Dominion adopted the SEC Final
Rule, Modernization of Oil and Gas Reporting, which revised the
existing Regulation $-K and Regularion 5-X reporting require-
ments. Under the new requirements, the ceiling test is calculated
using an average price based on the prior 12-month period rather
than petiod-end prices. Due to the April 2010 sale of substantiaily
all of its Appalachian E&P operations, Dominion no longer has
any significant gas and oil properries subject to the ceiling test
caleulation.



NOTE 4. DISPOSITIONS

$Sale of Appalachian E&P Operations

In Aptil 2010, Dominion completed the sale of substancially all of
its Appalachian E&P operations to a newly-formed subsidiary of
CONSOL for approximately $3.5 billion, The transaction :
includes the mineral rights to approximartely 491,000 acres in the
Marcellus Shale formation. Dominion retained certain oil and
natural gas wells located on or near its narural gas storage fields.
The transaction generated after-tax proceeds of approximately
$2.2 billion and resulted in an after-tax gain of approximately
$1.4 billion, which includes a $134 million write-off of goodwill,
recorded in the second quarter of 2010.

The results of operations for Dominion’s Appalachian E&P
business are not reported as discontinued operations in the Con-
solidated Sratements of Income since Dominion did not sell its
entire U.S, cost pool.

Dhue to the sale, hedge accounting was discontinued for cer-
tain cash flow hedges since it became probable that the forecasted
sales of gas would not occur. In connection with the dis-
continuance of hedge accounting for these contracts, Dominion
recognized a $42 million ($25 million after-tax) benefit, recorded
in operating revenue in its Consolidated Statement of Income,
reflecting the reclassification of gains from AQCI to earnings for
these contracts in March 2010.

Sale of Peoples
In February 2010, Dominion completed the sale of Peoples to
PNG Companies LLC and netied afier-tax proceeds of approx-
imately $542 million. The sale resulted in an after-rax loss of
approximately $140 million, including post-closing adjustments,
and a $79 million write-off of goodwill. The sale also resulted in
after-tax expenses of approximarely $27 million, including trans-
action and benefit-related costs. Prior to the sale, Peoples had
income from operations of $12 million after-tax during 2010.
The following table presents selected information regarding
the results of operations of Peoples, which are reported as dis-
cantinued operations in Dominion’s Consolidated Statements of
Income:

Year Ended December 31, 2010 2009
{millions) )

Operating revenue $ 67 $432
Income (loss) before income taxes {134y 42@

(1) Includes a loss and other charges relaved to the sale of Peoples.

(2) ncludes the impact of & $22 million charge due to a reduction of the
previously established regulatory asser and a loss and other charges related
to the sale.

NOTE 5. OPERATING REVENUE

Dominion’s and Virginia Power’s operating revenue consists of
the following:

Year Ended December 31, 2011 2010 2009
(millions)
Dominion
Electric sales:
Reguiated $7114 $ 7123 $ 6477
Nonregulated 3,334 3,82¢ 3,802
Gas sales:
Reguiated 287 308 494
Nonregulated 1,635 2,010 2,315
Gas transportation and storage 1,506 1,493 1,268
Other 503 434 442
Total operating revenue $14,379 $15,197 $14,798
Virginia Power )
Regulated electric sales $7114 $ 7123 $ 6477
Other 132 96 107

Total operating revenue $7246 %7219 %6584

NOTE 6. INCOME TAXES

Judgment and the use of estimates are required in developing the
pravision for income taxes and reporting of tax-related assets and
liabilities. The interpretation of tax laws involves uncertainty,
since tax authorities may interpret the laws differently. Dominion
and Virginia Power are routinely audired by federal and state tax
authorities. Ultimare resolution of income tax matters may result
in favorable or unfavorable impacts to net income and cash flows,
and adjustments to rax-related asscts and liabilities could be mate-
rial, )

In 2010, U.S. federal legislacion was enacted that allows tax-
payers to fully deduct qualifying capital expenditures incurred
after Seprember 8, 2010, through the end of 2011, when placed
in service before 2013, and otherwise provides an extension of the
fifty percent bonus depreciation allowance for qualifying capital
expenditures through 2012.

In December 2011, the IRS issued temporary regulations that
provide guidance to taxpayers on the treatment of amounts paid
to acquire, produce or improve rangible property and of dis-
positions of such properry. The tempotary regulations generally
are effective for expenditures made on or after January 1, 2012.
Any changes for tax treatment elected by Dominion or required
by the reguladions will be effective prospectively; however,
implementation will require a calculation of the cumulative effect
of the changes on prior years, and it is expected that such amount
will have to be included in the determination of Dominion’s
taxable income in 2012, or possibly over a four-year period
beginning in 2012. The IRS is expected to issue additional
procedural guidance regarding 2012 tax return filing require-
ments and how the requirements may he implemented for electric
generation operations and gas rransmission and distribution sys-
tems.

Dominion believes the evaluation and implementation of the
temporary regulations will require an extensive effort and may
permit, or require, changes to how Dominion determines whether
expenditures incurred related to plant and equipment should be
deducted as repairs or capitalized and depreciated on its rax
returns. Since changes will be concerned with the timing for
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deducting expenditures for tax purposes, the impact of
implementation will be reflected in the amount of income taxes
payable or receivable, cash flows from operations and deferred
taxes, Except to the extent the implementation impacts deferred
taxes and, therefare, the rate base used to establish customer rates
for regulated udilicies, results of operations should not be materi-
ally affecred. Pending the issuance of additional procedural guid-

ance from the IRS and progress of the evaluation process,

For continuing operations including noncontrolling interests,
the staturory U.S. federal income tax rate reconciles to Domin-
ion’s and Vitginia Power’s effective income tax rate as follows:

I.'lqmininll Virginia Power
Year Ended December 31, 2011 2010 2009 2011 2010 2009
35.0% 35.0% 35.0% 35.0% 35.0% 35.0%

U.S. statutory rate
Increases (reductions)

. . . . ) resuiting from:
Dominion cannot estimate the impact of implementing the State taxes, ret of federal _
temporary fegulations- benefit 16 50 24 44 3.8 2.8
L. . Valuztion allowances 02 o011 04 — — —
Continuing Operations Investment and production :
Details of income tax expense for continuing operations including tax credits 06) (0.3} (15} — — (02
noncontrolling interests were as follows: Amoriization of investment .
— — tax credits @1 — © O 0D 02
Bominion‘* Virginia Power® AFUDC - equity 08 ©4 (10 08 (11 (34
Year Ended December 31, 2011 2010 2009 2001 2010 2009 Empioyee stock ownership
{rnifiions) plan deduction 0.7 03 08 — — —
Current: Pension and other benefits  (0.1) — (C6) — — (06}
Federal $(11) $ 891 % 952 ${3%) $I7B) $465 Domestic production
State — 08 129 79 10 =11 activities deduction — C4 299 — (03 @5
Total current (1) 1199 1081 44  (68) 556 Goodwil sate of U.S.
Appalachian E&P
Deferred: business — 09 — — — -
Federal 695 764 (424) 484 537  (339) Legislative change — 11 ¢4 — 11 —
State . 63 o6 5% 13 74 {69) Other, net 0.4y 01 13 1.2 05 04
Total deferred 758 860 (483) 497 611 (408) Fffective tax rate 34.3% 40.8% 31.8% 39.7% 38.9% 29.3%
Amortization of
deferrad Dominion’s and Virginia Power’s effective tax rates in 2010
investment tax reflect reductions of deferred tax assets of $57 million and $17
credits (2) @ & @M W (n million, respectively, resulting from the enactment of the Pacient
Total income Protection and Affordable Care Act and the Health Care and
tax expense $745 32057 § 506 $540 3$542 ¢ 147 Education Affordability Reconciliation Act of 2010, which elimi-

(1) In 2011, Dominion’s federal income tax expense includes a $346 mit-
lion benefit related to its current year operating loss that is expected to be
used in future years, and state income tax expense reflects changes in the
arount of income appovtioned among states, higher tax cvedits, claims

for refunds and previously unrecognized tax benefits due to the expira-
tion of statutes of limitations.

(2) In 2011, Virginia Power’s federal income tax expense includes a $54
million benefis related 1o a portion of its current year operating loss that
is expecied to be used in future years. Also, in 2011 and 2010, Virginia
Power’s federal income tax expense veflecis the amounts of current year
operating losses realized through its parsicipation in 4 tax sharing agree-
ment with Dowinion and its subsidiaries.

76

nated the employer’s deduction, beginning in 2013, for that por-
tion of its retiree prescription drug coverage cost that is being
reimbursed by the Medicare Parc D subsidy. In addition, Domin-
ion’s effective tax rate in 2010 includes higher state income taxes
and the impact of goodwill written off that is not deductible for
rax purposes associated with the sale of the Appalachian E&P
operations.

Deferred income taxes reflect the net tax effects of temporaty
differences between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for income

tax purposes.



The Companies’ deferred income taxes consist of the following:

Gominion Virginia Power
At December 31, 2011 2010 201t 2010
{millions)
Deferred income taxes:
Total deferred income tax
assets $2,229 %1642 $ 503 ¢ 402
Total deferred income tax
liabilities 7.424 6,233 3,759 3,139
Total net deferred income :
tax liabilities $5,195 $4,591 $3,256 2,737
Total deferred income taxes:
Plant and equipment,
primarily depreciation
method and basis
differences $4,008 $3027 $2,758 32,108
Nuclear decommissioning 913 749 74 343
Deferred state income taxes 493 446 243 228
Federal benefit of deferred
state income taxes {173) (156) (85) (80
Deferred fuel, purchased
energy and gas costs 161 120 144 111
Pension benefits 3% 521 B 26

Other postretirement benefits (167) (186) (13) (14)
Loss and credit carryforwards 577} {181) (5%)

Reserve for rate proceedings 54) {56} 54) (56)
Partnership basis differsnces 274 265 — —
Valuation allowances 46 68 — —
Other {175) (26) (64) 70
Tota! net deferred income
tax liabilities $5,195 34,591 $3,256 $2,737

At December 31, 2011, Dominion had the following deductible

loss and credit carryforwards:

*  Federal loss carryforwards of $1.0 billion that expire if unuril-
ized during the period 2021 through 2031;

¢ Federal production tax credits of $13 million that expire if
unutilized through 2031;

*  State loss carryforwards of $1.1 billion that expire if unutil-
ized during the period 2014 through 2031, A valuation
allowance on $866 million of these carryforwards has been
established;

*  State minimum tax credits of $101 million that do not expire;

*  Stare investment tax credits of $6 million that expire if unutil-
ized through 2014; and

¢ Stare investment tax credits of $3 million that do not expire.

At December 31, 2011, Vitginia Power had the following
deductible loss and credit carryforwards:
*  Federal loss carryforwards of $157 million that expire if unutil-
ized through 2031; and

*  State minimum tax credits of $1 million chac do not expire.

Positions taken by an entity in its income tax returns char 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 knowledge of all relevant
information. The amount of tax return positions that are not
recognized- in the financial starements is disclosed as unrecognized
tax benefits. These unrecognized tax benefits may impact the
financial statements by increasing income taxes payable, reducing
tax refunds receivable or changing deferred taxes. Also, when
uncertainty about the deductibility of an amount is limited to the
timing of such deductibility, an increase in taxes payable (or
reduction in tax refunds receivable) is accompanied by a decrease
in deferred tax liabilites.

A reconciliation of changes in the Companies’ unrecognized
tax benefits follows:

Dominion Virginia Power

2011 201C 2009 2011 2010 2009

{miilions)

Balance at January 1
Increases—prior period

$307 $291 $404 $117 $121 $18O

. pusitions 127 34 51 22 4 11
Decreases—prior period

positians 107y (89} (142) (@48} (28) (71
Increases—current

period positions 64 61 43 47 25 22
Decreases—current

period positions 21y, — — 21y — —

Prior period positions
becoming otherwise
deductible in current

period (12) (18} (36) (5) (5} (9
Settlements with tax

authorities — — (13 - — 9
Expiration of statutes of '

limitation {11 4 () — - (3)

Balance at December 31 $347 $307 $201 $114 3117 %121

Certain unrecognized tax benefits, or portions thereof, if recog-
nized, would affect the effective tax rate, Changes in these
unrecognized tax benefits may result from claims for tax benefits,
or portions thereof, that may not be realized, remeasurement of
amounts expected to be realized, settlements with tax authorities
and expiration of statutes of limitation. For Dominion and its
subsidiaries, these unrecognized tax benefits were $184 million,
$133 million and $95 million at December 31, 2011, 2010 and
2009, respectively. For Dominion, the change in these unrecog-
nized tax benefits increased income tax expense by $51 million in
2011 and $38 million in 2010 and decreased income tax expense
by $26 million in 2009. For Virginia Power, these unrecognized
tax benefits were $20 million at December 31, 2011 and $14
million at December 31, 2010 and 2009. For Virginia Power, the
change in these unrecognized tax benefits increased income tax
expense by $6 million in 2011 and by less than $1 million in
2010 and decreased income tax expense by $7 million in 2009.

A portion of Dominion’s and Virginia Power’s unrecognized
tax benefits balances at December 31, 2011 represents tax posi-
tions for which the ultimare deduceibiliry is highly certain; how-
ever, there is uncertainty about the timing of such deductibility.
When uncertainty about the deductibility of amounts is limited
to the timing of such deductibility, any tax labilities recognized
for prior periods would be subject to offset with the availability of
refundable amounts from later periods when such deductions
could otherwise be taken. Pending resolution of these
uncertainties, interest is accrued until the period in which the
amounts would become deductible.

For Dominion and its subsidiaries, the U.S. federal statute of
limitations has expired for years prior ta 2006, except that
Dominion has reserved the right to pursue refunds related to the
calculation of interest to be capitalized in connection with
improvements to in-service plant and equipment for the years
1995 through 2005. The IRS position provides that capitalized
interest must also be computed on the adjusted tax basis of
in-service assets thart are idled while making improvements to
them. In response to litigation initiated by Dominion in March
2008, the United States Court of Federal Claims ruled in Febru-
ary 2011, sustaining the IRS position. In July 2011, Dominion
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filed an appeal with the United States Court of Appeals for the
Federal Circuit. Dominion believes the ultimate resolution of this
marter will not have 2 material impact on its cash flows, results of
operations or financial condition.

1n January 2012, the Appellate Division of the IRS informed
Dominion that the Joint Committee had completed its review of
the settlement of rax years 2004 and 2005 for Dominion and its
consolidated subsidiaries. Since the measurement of unrecognized
tax benefits in 2011 considered the results of completed settle-
ment negotiations, Dominion’s results of operations in 2012 will
not be affected.

In 2011, the IRS completed its fieldwork in the examination
of Dominion's consolidated tax returns for tax years 2006 and
2007. Dominion and the IRS have resolved all issues, except
Dominion is reserving the right to pursue a refund related to the
capitalized interest issue that is currently being litigated.

The IRS examination of tax years 2008, 2009 and 2010 will
begin in the first quarter of 2012.

It is reasonably possible that resolurion of the litigation related
to capitalized interest and settlements with and payments to tax
authorities in 2012 could reduce unrecognized tax benefics for
Daominion and Vitginia Power by $24 million and $15 miltion,
respectively. Dominion’s unrecognized tax benefits could also be
reduced by up to $18 million, including $8 million for Virginia
Tower, to recognize prior period amounts becoming otherwise
deductible in 2012 and the expiration of statutes of limitations. If
such changes were to occur, other than revisions of the accrual for
interest on tax undetpayments and overpayments, Dominion’s
earnings could increase by up to $7 million with no material
impact an Virginia Power’s earnings.

Otherwise, with regard to 2011 and prior years, Dominion
and Virginia Power cannot estimate the range of reasonably
possible changes to unrecognized tax benefits that may occur in
2012.

For each of the major states in which Dominion operates, the
eatliest tax year remaining open for examination is as follows:

Earliest

Open Tax

State Year
Pennsylvania 2008
Connacticut 2007
Massachusetts 2007
Virginia™® 2008
West Virginia 2008

(1) Virginia is the only state considered major for Virginia Power’s aper-
arions.

Dominion and Virginia Power are also obligated to report
adjustments resulting from IRS settdements to state rax author-
itics. In addition, if Dominion utilizes operating losses or tax
credits genetated in years for which the statute of limitations has
expired, such amounts are subject to examination.

Discontinued Operations

Income tax expense in 2010 for Dominion’s discontinued oper-
ations primatily reflects the impact of goodwill written off in the
sale of Peoples that is not deductible for tax purposes and the
reversal of deferred taxes for which the benefit was offset by the
reversal of income tax-related regulatory assets.
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NOTE 7. FAlR VALUE MEASUREMENTS

Fair value is defined as the price that would be received to sell an
asset or paid to transfer a liability (exit price) in an orderly trans-
action between market participants at the measurement date.
However, the use of a mid-market pricing convention (the
mid-point between bid and ask prices) is permitced. Fair values
are based on assumptions that market participants would use
when pricing an asset or [iability, including assumptions about
tisk and the risks inherent in valuation techniques and the inputs
to valuations. This includes not only the credit standing of coun-
terparties involved and the impact of credit enhancements buc
also the impact of Dominion’s and Virginia Power’s own non-
performance risk on their liabilities. Fair value measurements
assurne that the transaction occurs in the principal market for the
asset or liabilicy (the market with the most volume and activity for
the asset or liability from the perspective of the reporting entity),
or in the absence of a principal markq;t, the most advantageous
market for the asset or liability (the market in which the reporting
entity would be able to maximize the amount received or mini-
mize the amount paid). Dominion and Virginia Power apply fair
value measurements to certain assets and liabilicies including
commadity and interest rate detivative instruments, and nuclear
decommissioning trust and other investments including those
held in Dominion’s rabbi, pension and other postretirement
benefit plan crusts, in accordance with the requirements described
above. The Companies apply credit adjustments to their
derivative fair values in accordance wirh the requirements
described above. These credit adjustmlents are currently not mate-
rial to the derivative fair values.

The Companies maximize the use of observable inputs and
minimize the use of unobservable inputs when measuring fair
value. Fair value is based on actively-quoted market prices, if
available. In the absence of actively-quoted market prices, they
seck price information from external sources, including broker
quotes and industry publications. When evaluating pricing
information provided by brokers and other pricing services, they
consider whether the broker is willing and able to trade at the
quoted price, if the broker quotes are based on an active market
or an inactive market and the extent to which brokers are utilizing
a particular model if pricing is not readily available. If pricing
information from external sources is not available, or if the
Companies believe that observable pricing is not indicative of fair
value, judgment is required to develop the estimates of fair value.
In those cases they must estimate prices based on available histor-
ical and near-term future price information and certain statistical
methods, including regression analysis, char reflect their market
assumprions.

For options and contracts with option-like characteristics
where observable pricing information is not available from
external sources, the Companies generally use a modified Black-
Scholes Model that constders time value, the volatility of the
underlying commodities and other relevant assumptions when
estimating fair value. The Companies use other option models
under special circumstances, including a Spread Approximation
Model when contracts include different commedities or
commodity locations and a Swing Option Model when contracts
allow either the buyer or seller the ability to exercise within a
range of quantities.. For contracts with unique characteristics, the



Companies may estimate fair value using a discounted cash flow
approach deemed appropriate in the circumstances and applied
consistently from period to period. For individual contracts, the
use of different valuation models or assumptions could have a
significant effect on the contract’s estimated fair value.

The inputs and assumptions used in measuring fair value
include the following:

For commodity and foreign currency derivative contracts:

»  Forward commodity prices

*  Forward foreign currency prices

*  Price volatility

*  Volumes

+  Commodiry location

= Interest rates

*  Credit quality of counterparties and Dominion and Vir-
ginia Power

*  Credit enhancements

*  Time value

For interest rate derivative contracts:

+ Interest rate curves

*  Credit quality of counterparties and Dominion and Vir-
ginia Power

»  Credit enhancements

+  Time value

For investments:

*  Quoted securities prices and indices

*  Securities trading information including volume and
restrictions

«  Marurity

* Inrterest rates

+  Credit quality

»  NAYV (only for alternative investments)

Dominion and Virginia Power regularly evaluate and validate
the inputs used to estimate fair value by a number of methods,
including review and verification of models, as well as various
marker price verificarion procedures such as the use of pricing
services and multiple broker quotes to support the market price of
the various commodities and investments in which the Compa-
nies transace.

The Companies also utilize che following fair value hierarchy,
which prioritizes the inputs to valuation techniques used to
measure fair value, into three broad levels:

*  Level 1—Quoted prices (unadjusted) in active markets for
identical assets and liabilities that they have the ability w
access at the measurement date. Instruments caregorized in
Level | primarily consist of financial instruments such as the
majority of exchange-traded derivatives, and exchange-listed
equities, mutual funds and certain Treasury securities held in
nuclear decommissioning trust funds for Dominion and Vir-
ginia Power and rabbi and benefit plan trust funds for
Dominjon.

*  Level 2—Inputs other than quoted prices included within
Level 1 that are either directly or indirectly observable for the
asset or liability, including quoted prices for similar assets or
liabilities in active markets, quoted prices for identical or sim-
ilar assets or liabilities in inactive markets, inputs other than
quoted prices that ate observable for the asset or liability, and

inputs that are derived from observable market data by correla-
tion or other means. Instruments categorized in Level 2 pri-
marily include non-exchange traded detivatives such as
over-the-councer commodicy forwards and swaps, interest rate
swaps, foreign currency forwards and options, certain Treas-
ury securities, money market funds, and corporate, state and
municipal debt securities held in nuclear decommissioning
trust funds for Dominion and Virginia Power and rabbi and
benefir plan trust funds for Dominion.

* Level 3—Unobservable inputs for the asser or liability, includ-
ing situations where chere is little, if any, market activicy for
the asset or liability. Instruments categorized in Level 3 for
Dominion and Virginia Power consist of long-dated
commodity derivatives, FIRs and other modeled commodicy
derivatives, Additional instruments categorized in Level 3 for
Dominion include NGLs and natural gas peaking options and
aleernative investments, consisting of investments in partner-
ships, joint ventures and other alternative investments, held in
benefit plan trust funds.

The fair value hierarchy gives the highest priority to quoted
prices in active markets (Level 1) and the lowest priority 1o
unobservabie data (Level 3). In some cases, the inputs used to
measure fair value might fall in different levels of the fair value
hierarchy, In these cases, the lowest level inpur that is significant
to a fair value measurement in its entirety determines the appli-
cable level in the fair value hierarchy. Assessing the significance of
a particular input to the fair value measurement in its entirety
requires judgment, considering factors specific to the asset or
liabilicy.

Fair value measurements are categorized as Level 3 when a
significant amount of price or other inputs that are considered to
be unobservable are used in their valvuations. Long-dated
commaodity derivatives are generally based on unobservable inputs
due to the length of time to settlement and the absence of market
activity and are therefore categorized as Level 3. For NGL
derivarives, market illiquidity requires 2 valuation based on proxy
markets that do not always correlate to the actual instrument,
therefore they are categorized as Level 3. FTRs are categorized as
Level 3 fair value measurements because the only relevant pricing
available comes from 18O auctions, which are generally not con-
sidered to be liquid markets. Other modeled commeodity
derivatives have unobservable inpurs in their valuation, mostly
due to non-transparent and illiquid markets. Alternative invest-
ments are categorized as Level 3 due to the absence of quoted
market prices, illiquidity and the long-term nature of these assets.
These investments are gencrally valued using NAV based on the
proportionate share of the fair value as determined by reference 1o
the most recent audited fair value financial statements or fair
value statements provided by the investment manager adjusted for
any significant events occurring between the investment manag-
er’s and the Companies’ measurement date.

For derivative contracts, Dominion and Virginia Power recog-
nize transfers among Level 1, Level 2 and Level 3 based en fair
values as of the first day of the month in which the transfer
occurs. Transfers out of Level 3 represent assets and liabilities that
were previously classified as Level 3 for which the inpucs became
observable for classification in either Level 1 or Level 2. Because
the activity and liquidity of commodity markets vaty substantially
between regions and time periods, the availability of observable
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inputs for substantially the full term and value of the Companies’
over-the-counter derivative contracts is subject to change.

At December 31, 2011, Dominion’s and Virginia Power’s net
balance of commodity derivatives categorized as Level 3 fair value
measurements was a net liability of $71 million and $28 millien,
respectively, A hypothetical 10% increase in commodity prices
would increase Dominion’s and Virginia Power’s net liability by
$73 million and $2 million, respectively. A hypothetical 10%
decrease in commodity prices would decrease Dominion’s and
Virginia Power’s net liability by $74 million and $2 million,
respectively.

Nonrectrring Fair Value Measurements

MERCHANT POWER STATIONS

In June 2010, Dominion evaluated State Line for impairment
due to the station’s relatively low level of profitability combined
with the EPA’s issuance of a new stringent 1-hour primary
NAAQS for SO, thar would likely require significant environ-
mental capital expenditures in the future. As a result of this
evaluation, Dominion recorded an impairment charge of $163
million {$107 million after-tax) in other operations and main-
tenance expense in its Consolidated Statement of Income, to
write down State Line’s long-lived assets to their estimated fair
value of $59 million.

During March 2011, Dominion determined that it was
unfikely that State Line would participate in the May 2011 PJM
capacity base residual auction thar would commic State Line’s
capacity from June 2014 through May 2015. This determination
reflected an expectation that margins for coal-fired generation will
rernain compressed in the 2014 and 2015 period in combination
with the expectation that State Line may be impacted during the
same time period by environmental regulations that would likely
require significant capital expenditures. As a resulr, Dominion
evaluated State Line for impairment since it was more likely than
not that State Line would be rerired before the end of its pre-
viously estimated useful life. As a result of this evaluation,
Dominion recorded an impairment charge of $55 million ($39
million after-tax) reflected in other operations and maintenance
expense in its Consolidated Statement of Income, to write down
State Line's long-lived assets to their estimated fair value of less
than $1 million.

In December 2010, Dominion recorded an impairment
charge of $31 million ($20 million after-tax) in other operations
and maintenance expense in its Consolidated Statement of
Income, to write down the long-lived assets of Salern Harbor to
their estimated fair value of less than $1 million as a result of
profitability issues.
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As management was not aware of any recent market trans-
actions for comparable assets with sufficient transparency to
develop a market approach to fair valpe, Dominion used the
income approach (discounted cash fléws) to estimate the fair
value of State Line’s and Salem Harbor’s long-lived assets in these
impairment tests. These were considered Level 3 fair value meas-
urements due to the use of significant unobservable inputs includ-
ing estimaces of future power and other commodity prices.

EMISSIONS ALLOWANCES

In September 2010, Virginia Power evaluated its SO, emissions
allowances not expected to be consumed by its generating units
for potential impairment due to the significant decline in market
prices since the July 2010 release of the EPA’s proposed replace-
ment rule for CAIR, ultimately known as CSAPR. As a result of
this evaluation, Virginia Power recorded an impairment charge of
$13 million ($8 million after-tax) in other operations and main-
tenance expense in its Consolidated Statement of Income, to
write down its SO, emissions allowances not expected to be con-
sumed to their estimated fair value of less than $1 million.

In the third quarter of 2011, Daminion and Virginia Power
evaluated their §O, emissions allowances not expected to be
consumed by generating units for potential impairment due to
the EPA’s issuance of CSAPR as discussed in Note 23. Prior to
the issuance of CSAPR, Dominion and Virginia Power held $57
million and $43 million, respectively, of SO, emissions allaw-
ances obtained for ARP and CAIR compliance. Due to CSAPR’s
establishment of a new altowance program and the elimination of
CAIR, Dominion and Virginia Power have more SO, emissions
allowances than needed for AR compliance, As a result of this
evaluation, Dominion and Virginia Power recorded an impair-
ment charge of $57 million ($34 million after-tax) and $43 mil-
Yion {$26 million after-tax), respectively, in other operations and
maintenance expense in their Consolidated Statements of
Income, to write down these emissions! allowances to their esti-
mated fair value of less than $1 miliion.

To estimate the value of these emissions allowances in both
impairment tests, Dominion utilized a imarket approach by
obtaining broker quotes to validate CSAPR’s impact on emissions
allowance prices. However, due to limited marker activity for
firture SO, vintage year allowances, these are considered a Level 3
fair value measutement.

Recurring Fair Value Measurements

Fair value measurements are separately disclosed by level within
the fair value hierarchy with a separate reconciliation of fair value
measurements categorized as Level 3. Fair value disclosures for
assets held in Dominion’s pension and other postretirement bene-
fit plans are presented in Note 22.



The following table presents Dominion’s assets and liabilities that
are measured at fair value on a recurring basis for each hierarchy
1evel,‘including bath current and noncurrent portions:

Level 1 Level 2 Level 3 Total
(millions)
At December 31, 2011
Assets:
Derivatives:
Commuodity $ 4 $ 828 $93 $ 965
Interest rate — 105 - 105
Investments):
Equity securities:
U.s.:
Large Cap 1,718 — — 1,718
QOther 51 — —_ 51
Non-U.8.: ‘
Large Cap 10 — — 10
Fixed income:
Corporate debt
instruments —_ 332 — 332
U.S, Treasury securities :
" and agency debentures 277 181 - 458
State and municipa! — 329 — 328
Other — 23 — 23
Cash equivalents and other - — 60 — 60
Restricted cash eguivalents — 141 — 141
Total assets $2,100 $1,899 $ 93 $4,192
Liabilities:
Derivatives:
Commadity $ 10 % 714 %164 §$ BS8
tnterest rate — 269 — 269
Total liabilities : $ 10 % 983 $184  $1,157
At December 31, 2010
Assets:
Derivatives:
Commodity $ 62 % 734 $47 § 843
Interest rate — 54 — 54
Investments®:
Equity securities:
.S,
Large Cap 1,709 — — 1,709
Other 56 — — 56
Non-U.S.:
Large Cap 12 — o — 12
Fixed Income:
Corporate debt
instruments — 327 — 327
U.S. Treasury securities )
and agency debentures 228 165 — 393
State and municipal — 286 — 286
Other — 19 — 19
Cash eguivalents and other 25 97 — 122
Restricted cash equivalents — 400 — 400
Total assets $2,092 $2082 $ 47 $4.221
Liabilities:
Derivatives:
Commeadity $ 12 $ 7186 $97 § 825
Interest rate — 5 — 5
Total liabilities $ 12 $ 721 $97 & 83C

(1} Includes investments held in the nuclear decommissioning and rabbi
trusts.

The following table presents the net change in Dominion’s
assets and liabilities measured at fair value on a recurring basis and
included in the Level 3 fair value category:

2011 2010 2009

{millions)

Balance at January 1, $(50) $(66) $ 99

Total realized and unrealized gains (losses):
Included in earnings n 43 (148}

Included in ather comprehensive income
(loss) 14 (49) (188}
tncluded in regulatory assetsfliabifities {42) 24 52
Settlements 88 (38) 126
Transfers out of Level 3 @) 36 7
Balance at December 31, $(71) $(50} § (66}

The amount of total gains {losses) for the period
included in earnings attributable to the
change in unrealized gains (losses) relating to
assets still held at the reporting date $22 34 % B

The following table presents Dominion’s gains and losses
included in earnings in the Level 3 fair value category:

Eleciric Fuel
Operating  and Energy  Purchasad
Revenue  Purchases Gas Total

(mfllians)

Year Ended December 31, 2011

Total gains (losses) included in
earnings $(32) § (45

The amount of total gains {losses}
for the period included in
eamnings attributable o the
change in unrealized gains
{losses) relating to assets still
held at the reporting date

Year Ended December 31, 2010
Tetal gains {losses} included in

earnings 3 (4] $ 51
The amount of total gains {losses)

for the peried included in

earnings attributable to the

change in unrealized gains

{losses) relating to assets still

held at the reporting date (CH — — 4)

Year Ended December 31, 2009

Total gains (losses) included in
earnings $20 $(165}

The amount of total gains {losses)
for the period included in
earnings attributable to the
change in unrealized gains
{lnsses) relating 1o assets still
held at the reporting date

$— $07

3% 43

$(12) $(148)

1 — “y 3
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ViraiNIA POWER

The following table presents Virginia Power’s assets and liabilities
that are measured at fair value on a recurring basis for each hier-
archy level, including both current and noncurrent portions:

Levei 1 Level 2 leval 3 Total
{millions} '
At December 31, 2C11
Assets:
Derivatives:
Commodity $— 3 — $2 $ 2
Investmentsh:
Equity securities:
us.
Large Cap - 679 — —_ 679
Other 23 _ —_ 23
Fixed Income: )
Corporate debt instruments — 214 —_ 214
U.S. Treasury securities and
agency debentures 107 63 — 170
State and municipal —_ 125 — 125
Other — 16 —_ 16
Cash equivalents and other — 40 — 40
Restricted cash equivalents _ 32 —_ 32
Total assets $809  $490 $2 %$1,301
Liabilities:
Derivatives:
Commodity $— $17 $30 % 47
Interest rate —_ 100 — 100
Total Liabilities $— 3117 $30 $ 147
At December 31, 2010
Assets:
Derivatives:
Commadity $ — §12 $15 ¢ 27
Investments(ik
Equity securities:
Us.:
Large Cap 676 — — 676
Other 25 — — 25
Fized Income:
Corporate debt instruments — 215 — 215
U.8. Treasury securities and
agency debentures 80 63 —_ 143
State and municipai — 102 — 102
Other — 15 — 15
Cash equivalents znd ather 10 61 —_ 71
Restricted cash equivalents en 169 — 169
Total assets $791  $637 $15  $1,443
Liabilities:
Derivatives:
Commodity $— $ 5 $1 % 6
Total Liabilities $— $ 5 $1 % 6

(1) Includes investments held in the nuclear deconvmissioning trusts.
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The following table presents the net change in Virginia Pew-
er’s assets and liabilities measured at fair value on a recurring basis
and included in the Level 3 fair valye caregory:

| 2011 . 2010 2009

{millipns}

Balance at January 1,
Total realized and unrealized gains {losses):

$14 H10Y $ (69

Included in earnings (45) 51 (165)
Included in regulatory assels/liabilities 42) 24 53
Settlements 45 (51 170
Transfers out of Leve! 3 — — 1

Balance at December 31, $(28) $14 §$ O

The gains and losses included in earnings in the Level 3 fair
value category, including thase atcributable w the change in
unrealized gains and losses relating to assets still held at the
reporting date, were classified in electric fuel and other energy-
related purchases expense in Virginia Power’s Consolidated
Statements of Income for the years ended December 31, 2011,
2010 and 2009, There were no unrealized gains and losses
included in earnings in the Level 3 fair value category relating to
assets/liabilities still held at the reporting date for the years ended
2011, 2010 and 2009.

Fair Value of Financial Instruments

Substantially all of Dominion’s and Virginia Power’s financial
instruments are recorded at fair value, with the exception of the
instruments described below that are reported at historical cost.
Estimated fair values have been determined using available market
information and valuation methodologies considered appropriate
by management, The carrying amount of cash and cash equiv-
alents, customer and other receivables, short-tertn debt and
accounts payable are representarive of fair value because of the
short-term nature of these instruments. For Dominion’s and Vir-
ginia Power’s financial inscruments that are not recorded at fair
value, the carrying amounts and fair values are as follows:

At December 31, 201 2016
Canying Estimated Carrying Estimated
Amount - Fair Value!!t Amgunt  Fair Value®
{millions)
Dominion

Long-term debt, including
securities due within one

yeari2 $16,264 | $18,936 $14,520 $16,112
Long-term debt, VIC@ 890 | 892 — —
Junior subordinated notes ;

payable to affiliates 268 268 268 261
Enhanced juniar

suberdinated notes 1,451 1518 1,467 1,560
Subsidiary preferred stock4 257 256 257 249

Virginia Power

Long-ierm debt, including
securities due within one :
year® $6862 $8281 $6717 $ 7429

Preferred stock® 257 256 257 249

(1) Fair value is estimated using market prices, where available, and interest
vates currently avatlable for issuance of debt with similar tevms and
remaining marurities. The carrying amonnt of debt issues with shor¢-
term maturities and variable rates refinanced at curvent market rates is a
reasonable estimate of their fair value.



———

(2} Includes amounts which represent the unamortized discount and pre-
mium. At December 31, 2011, and 2010, includes the valuation of
certain fair value hedges associated with Dominion’s fixed rate debt, of
approximately $105 million and 349 million, respectively.

(3) Includes amounts which represent the unamortized premium.

(4) Includes issuance expenses of $2 million ar December 31, 2011 and
2010. ) '

NOTE 8. DERIVATIVES AND HEDGE
ACCOUNTING ACTIVITIES

Dominion and Virginia Power are exposed to the impact of
market fluctuations in the price of electricity, natural gas and
other energy-related products they market and purchase, as well as
currency exchange and interest rate risks of their business oper-
ations. The Companies use derivative instruments to manage
cxposure to these risks, and designate certain derivative instru-
ments as fair value or cash flow hedges for accounting purposes.
As discussed in Note 2, for jurisdicrions subject to cost-based rate
regulation, changes in the fair value of derivatives are deferred as
regulatory assets or regulatory liabilities until che related trans-
actions impact earnings. See Note 7 for further information about
fair value measurements and associated valuation methods for
derivatives.

DominiaN

The following table presents the volume of Dominion’s derivative
activity as of December 31, 201 1. These volumes are based on
open derivative positions and represent the combined absolute
value of their long and short positions, except in the case of off-
setting transactions, for which they represent the absolute value of
the net valume of their long and short positions.

Current Noncurrent

Natural Gas {hcf):
Fixed price!l? 279 79
Basis® 822 400

Electricity (MWh):
Fixed pricetl) 18,955,507 20,056,109
FTRs ’ 50,859,364 1,277,239
Capacity (MW) 109,418 281,185
Liquids (gallons)2 140,658,000 248,220,000

Interest rate

(1) Includes options.
(2) Includes NGLs and oil.

$2,200,000,000  $2,080,000,000

Selected information about Dominion's hedge accounting
activities follows:

Year Ended December 31, 201 2010 2008
(millions)
Portion of gains (losses) on hedging instruments

determined to be ineffective and inciuded in net

income: )

Fair value hedgestti $68 $3 $@4
Cash flow hedges® 4 (1) —
Net ineffectivenass $9 $2 &

Gains (lossas) attributable to changes in the time
value of options and change in the differences
between spot prices and forward prices and
excluded from the assessment of

effectivenesstk
Fair value hedges® $6 $— $23
Total ineffectiveness and excluded amounts $3) $2 %19

(1) For the year ended December 31, 2011, includes $(1) million recorded
in purchased gas and $(4) million recorded in operating revenue in
Dominion’s Consolidated Statement of Income. For the year ended
December 31, 2010, includes $(1) million recorded in puvchased gas
and 34 million recorded in operaring revenune in Dominion’s Con-
solidated Statement of Income. For the year ended December 31, 2009,
includes $(5) million recorded in purchased gas and $1 million recorded
in operating revenue in Dominion's Consolidated Starement of Income.

(2) For the year ended December 31, 2011, includes $¢5) million recorded
in purchased gas and $1 million recorded in operating revenue in
Dominion’s Consolidated Statement of Income. For the year ended
December 31, 2010, includes 3(3) million recorded in purchased gas
and 32 million recorded in operating revenue in Dominion’s Con-
solidated Statement of Income,

(3) Amounts excluded from the measurement of ineffectiveness related to cash
flow hedges for the years ended December 31, 2011, 2010 and 2009
were not material,

(4) For the year ended December 31, 2011, amount was recorded in operas-
ing revenue in Domindon’s Consolidated Statement of Income, For the
year ended December 31, 2009, includes $22 million recorded in
operating revenue and $1 million recorded in electric fuel and other
energy-related purchases in Dominion’s Consolidated Statement of
Income.

The following table presents selected information related to
gains (losses) on cash flow hedges included in AOCI in Domin-
ion’s Consolidated Balance Sheet at December 31, 2011:

Amounts Expected

to be Reclassified
to Earnings during
ADCI the next 12 Maximumn
After-Tax Manths After-Tax Term
{millions)
Commodities:
Gas $ (33) $(25) 36 months
Electricity 146 53 48 months
NGLs (57) (26) 36 months
Other ] 2 41 months
Interest rate {116} {5} 372 months
Total $ (54) $ (1)

‘The amounts that will be reclassified from AQCI 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 scrategies and will vary from the expected amounts
presented above as a result of changes in market prices and inter-
est rates.

The sale of the majority of Dominion’s remaining E&P oper-
ations resulted in the discontinuance of hedge accounting for
certain cash flow hedges in 2010, as discussed in Note 4.

In addition, changes to Dominion’s financing needs during
the first and second quarters of 2010 resulted in the dis-
continuance of hedge accounting for certain cash flow hedges
since it was determined thar the forecasted interest payments
would not occur. In connection with the discontinuance of hedge
accounting for these contracts, Dominion recognized a benefit
recorded to interest and related charges reflecting the
reclassification of gains from ACCI to earnings of $110 million
($67 million after-tax) for 2010. The reclassification of gains from
AQCI to earnings was partially offset by subsequent changes in
fair value for these contracts of $37 million {$23 million after-tax}
for 2010.
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Fair Value and Gains and Losses on Derivative Instruments
The following tables present the fair values of Dominion’s
derivatives and where they are presented in its Consolidated Bal-
ance Sheets:

Fair Value - Fair Value -
Berivatives Derivatives
under net under Total
. Hedge Hedge Fair
At Decemnber 31, 2011 Accounting Accounting Value
{millions)
ASSETS
Current Assets
Commodity $176 $495 § BTt
Interest rate 34 — 34
Total current derivative assets 210 495 705
Noncurrent Assets
Commodity 198 88 294
Interest rate M — n
Total noncurrent derivative assetstl 269 96 365
Total derivative assets $479 $591  $1,070
LIABILITIES
Current Liabilities
Commodity $162 $530 §$ 692
Interest rate 222 37 259
Total current derivative liabilities 384 567 951
Noncurrent Liabilities
Commeodity 118 78 196
Interest rate — 10 10
Total noncurrent derivative
liabilities? 118 88 206
Total derivative fiabilities $502 $655 $1,157
At December 31, 2010
ASSETS
Current Assets
Commodity $291 $425 $ 716
Interest rate 23 — 23
Total current derivative asseis 314 425 739
Noncurrent Assets
Commodity 44 83 127
Interest rate 31 — 31
Tetal noncurrent derivative assetst! 75 83 158
Total derivative assels $389 $508 % 897
LIABILITIES
Current Liabiiities
Commodity $178 $455 3 633
Total current derivative liabilities 178 455 633
Noncurmrent Liabilities
Commaodity 86 106 192
Interest rate 5 — 5
Total noncurrent derivative
liabilities@ 91 106 197
Total derivative liabilities $269 $561 $ 830

(1) Noncurrent derivative assets ave presented in other deferved charges and
other assets in Dominion’s Consolidated Balance Sheets.

(2) Nencurrent derivative liabilities ave presented in other deferved credits
and other linbilities in Dominion’s Consolidated Balance Sheets.
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The following tables present the gains and losses on Domin-
ion’s derivacives, as well as where the associated activity is pre-
sented in its Consolidared Balance Sheets and Statemenrs of
Income:

Amount of Increase
Gain (Loss) (Decrease)
Recognized Amount of in
in AOCI on Gain {Loss) Derivatives
Derivatives in cash flow hedging Derivatives Reclassified Subject o
refationships (Effective from AQCI Regulatory
Year ended December 31, 2011 Portion) toIncome  Treatment@
{rnillions)
Derivative Type and Location of
Gains (Losses}
Commodity:
Operating revenue $ 153
Purchased gas (78)
Electric fuel and other energy- .
related purchases : (2)
Purchased electric capacity ' 1
Total commodity ‘ $ 137 $ 74 $ (20)
Interest ratet | (252) (8) (143)
Total _$115) _ § 66 $(163)
Year ended December 31, 2010
Derivative Type and Location of
Gains (Losses)
Commodity:
Qperaling revenue $ 557
Purchased gas (155)
Electric fuel and cther energy- \
related purchases i 8
Purchased electric capacity 3
Total commedity '$ 139 $ 397 $ (7D
Interest ratet )] 109 27
Forelgn currency™@ — 1 {2}
Total $ 136 $ 507 $ (46}
Year ended December 31, 2009
Derivative Type and Location of
Gains (Losses)
Commicdity:
Cperating revenue $1,072
Purchased gas (179)
Electric fuel and other energy-
related purchases (10}
Purchased electric capacity 4
Total commadity $ 358 $ 887 $ 6
Interest rate® 159 (4) 87
Foreign currency'® — 2 (3)
Total $ 517 $ 885 $ 90

(1) Amounts deferved into AOCT have no associated effece in Dominion's
Consolidared Statements af Income.

(2) Represents net devivative activity deferrved into and amortized ouz of
regielarory assetsfliabilities. Amounts deferred into regularory assess/
liabilities have no associated effect in Dominion’s Consolidated State-
ments of Income.,

(3) Amounts recorded in Dominion’s Consolidated Statements of Income are
classified in interest and related charges.

(4} Amounts recorded in Dominion’s Consolidated Starements of Income are
classified in electvic fuel and other energy-related purchases.



Derivatives not designaled as hedging Amount of Gain (Loss) Recognized in

Fair Value and Gains and Losses gn Derivative Instruments

spot prices and forward prices.

instruments I Derivaitives® . . . )
T;:umzzd — poor ncom:ﬂj; i Z:;}g "The following tables present the fair values of Virginia Power’s
Z Sl derivatives and where they are presented in its Consolidated Bal-
{millicns) ance Sheets:
Derivative Type and Location of Gains
(Losses) FSL’ Vai.ue - Fé‘g ymﬁua -
. rivanves rnvanves
'Commoqlty: under not under Total
Qperating revenue $111 $67 $105 Hedge Hedge Fair
Purchased gas (35) (41) (66) At Cecember 31, 2011 Accounting  Accounting Value
tlectric fuel and other energy-related (millions)
purchases (45) 51 (163) ASSETS
Interest rata@ 5 (37) — Current Assets
Total $26 340 $i124) Commodity $— $2 % 2
(1) Includes devivative activity amartized out of regularory assessfliabilities. Total current derivative assets') — 2 2
Amounts deferved into regulatory assessiliabilities have no associated Total derivative assets $— $2 §$ 2
effect in Dominion’s Consolidated Statements of Income. LIABILITIES
(2) Amounts vecorded in Dominion’s Consolidated Statements of Income are R
classified in interest and related charges. Currant L'_ab“mes
Commodity $14 $31 $ 45
VircINiA PowER Interest rate 53 37 90
The followi bl he vol Viceiria P , Total current derivative liabilities &7 68 135
¢ following table presents the volume of Virginia Pawer’s Nomcurrent Liabilities
derivarive activity at December 31, 2011. These volumes are Commodity 2 _ 2
based on open dcriv:%tive positions and represent the mfnbined Interest rate _ 10 10
absolute ‘lralue of thefr long and s-hort positions, except in the case Total noncurrent derivative
0:1 offse;r;;:g transai:nons, 1{011 V.Vthh they represent .tl"zc absolute iiabilitiest 2 10 12
value of the net volume of their long and short positions. Total derivative liabilities $89 $78  $147
Current Noncurrent At December 31, 2010 :
Natural Gas (bcf): Pl
E’::g price 1: _ Current Assets
" Clectricity (MWhi: Commodity $12 $15 $ 27
Fixed price 683,200 - Total current derivative assetsth 12 15 27
FTRs 49,160,007 484,288 Total derivative assets $12 $15 §$ 27
Capacity (MW) 76,000 182,500
§ ' LIABILITIES
Interest rate $1,200,000,000 $90,000,000 Current Liabilities
Commaodity $2 $t1 % 3
 For the years ended December 31, 2011, 2010 and 2009, Total current derivative iiabilities 2 1
gains or losses on hedging instruments determined to be P
: . Noncurrent Liabilities
ineffective and amounts excluded from the assessment of Commodity - 3 _ 3
effectiveness were not material. Amounts excluded from the —
. . . , Total noncurrent derivative
assessment of effectiveness include gains or losses attributable to o
. . . . liabilities'2! 3 — 3
the time value of options and changes in the differences between ———————
Total derivative liabilities $ 5 $31 % 6

(1) Current derivative assets are presented in ather current assess in Virginia
Power’s Consolidated Balance Sheets.

(2) Noncurrent devivative liabilities are presented in ovher deferred credits
and other liabilities in Virginia Power's Consolidated Balance Sheews.
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The following tables present the gains and losses on Virginia Power’s derivatives, as well as where the associated activity is presented in

its Consolidated Balance Sheets and Statements of Income:

Amount of Gain

{loss) Increase
Recognized in Amountof  (Decrease) in
AQC! on Gain (Loss) Derivatives
Derivativas in cash flow hedging Derivatives Reclassified Subject to
redationships (Effective from AQCI to Regulatory
Year Ended December 31, 2011 Portion Income Treatmenti®
{millicns)
Derivative Type and Location of Gains (Losses)
Commaodity:
Etectric fuel and other energy-related purchases $ (M
Purchased eleciric capacity 1
Total commodity $ $— $ (20
Interest ratet® (6) 1L (143)
Tetal $ @ $ 1 $(163)
Year Endea December 31, 2000
Derivative Type and Location of Gains {(Losses)
Commaodity:
Electric fuel and other energy-related purchases &)
Purchased electric capacity 4
Total commodity $ (1) % 3 $ (17
interest vate® (1 9 (27)
Foreign currency® - — (2)
Total $(2) $12 $ (46)
Year Ended December 31, 2008 ‘
Derivative Type and Location of Gains (Lasses) '
Commodity:
Electric fuel and other energy-related purchases $ 8
Purchased electric capacity 5
Total cornmodity $ 3 $ 3 $ 6
Interast rate®® 15 -— 87
Faoreign currency® — 1 {3
Tctal $12 $ {2 $ 90

(1) Amounts deferred into AOCI have no associated effect in Virginia Power’s Consolidated Statements of Income.
(2) Represents net derivative activity deferred into and amortized owt of regulatory assevsiliabilities. Amounts deferred inte regulasory assees/liabilities have na

asseciated effect in Virginia Power's Consolidated Statemenss of Income.

(3) Amounts recorded in Virginia Power’s Consolidated Statements of Income are classified in interest and velated charges.
(4) Amounts recorded in Vivginia Power’s Consolidated Statements of Income are classified in electric fuuel and other energy-related purehases.

Cerivatives not designated as hedging Amount of Gain (Loss) Recognized
instruments in Income on Derivatives®
Year Ended December 31, ooo20m 2010 2008
{miions)
Cerivative Type and Location of Gains

(Losses) .

Commodity® $45 $51 %165

Interest rate® {5) (3) —
Total $(50) $48 $(165)

(1) Includes dertvative activiey amortized ont of regulatory assens/liabilizies.
Amounts deferved into requlatory assersiliabilities have no associated
effect in Virginia Power's Consolidated Statements of Income.

(2) Amounss recorded in Virginia Power's Consolidated Statemenis of
Income are classified in eleciric fieel and orher energy-related purchases.

(3) Amounts recorded in Virginia Power’s Consolidated Statements of
Income are classified in interest and related charges.
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NOTE 9. EARNINGS PER SHARE

The following table presents the calculation of Dominion’s basic

and diluted EPS:
2011 2010 2002

{millions, except EPS}
Net income attributable to Dominion $1,408 $2,808 $1,287
Average shares of common stock

outstanding-Basic 5731 588.9 593.3
Net effect of potentially dilLtive

securitiesit 1.5 12 0.4
Average shares of common steck

outstanding-Dituted 574.6 590.1 593.7
Earnings Per Common Share-Basic $246 § 477 $ 217
Earnings Per Common Share-Diiuted $245 5476 $ 217

(1) Potentially dilutive securities consist of aptions, goal-based stock and

contingently converiible senior notes.



Potentially dilutive securities with the right to acquire approximately 1.2 million common shares for the year ended December 31,
2009 were not included in the calculation of diluted EPS because the exercise or purchase prices of those instruments were greater than the
average matket price of Dominion’s common shares. There were no potentially dilutive securities excluded from the calculation of diluted

EPS for the years ended December 31, 2011 and 2010.

NOTE 10. INVESTMENTS

Dominion
Equity and Debt Securities
RABBI TRUST SECURITIES

Marketable equity and debt securities and cash equivalents held in Dominion’s rabbi trusts and classified as trading totaled $90 million
and $93 million at December 31, 2011 and 2010, respectively. Net unrealized losses on trading securities totaled less than $1 million in
2011. Net unrealized gains on trading securities totaled $5 million and $11 millien in 2010 and 2009, respectively. Cost-method invest-
ments held in Dominion’s rabbi trusts totaled $17 million and $18 million at December 31, 2011 and 2010, respectively.

DECOMMISSIONING TRUST SECURITIES

Dominion holds martketable equity and debt securities (classified as available-for-sale), cash equivalents and cost method investments in
nuclear decommissiontng trust funds to fund future decommissioning costs for its nuclear plants. Dominion’s decommissioning trust

funds are summarized below.

Total Total
. Amorlized Unrealized  Unrealized Fair
Cost Gainst® LossestD Value
(miilions}
2011
Marketable equity securities:
1JS.:
Large Cap $1,152 $537 $— $1,688
Other 36 10 — 46
Marketable debt securities:
Corporate debt instruments N4 18 {n 332
L1.5. Treasury securities and agency debentures 437 20 1 456
State and municipal 264 24 — 288
Other 23 1 — 24
Cost method investments 118 —_ —_ 118
Cash equivalents and other'® 46 — — 46
Total $2,390 $611 $(2y» $2,999
2010
Marketabie equily securities:
us.:
Large Cap $1,161 $515 $— $1,676
Other 39 11 — 50
Marketable debt securities:
Corporate debt instruments 310 18 (1) 327
LS. Treasury securities and agency debentures 380 12 1) 391
State and municipal 244 7 4 247
Other 19 — — 19
Cost method investrments 108 — — 108
Cash equivalents and other® 79 — — 79
Total $2.340 $563 ey  $2,897

(1) Included in AOCI and the decommissioning trust regulatory liakility as discussed in Note 2.
(2) Includes pending purchases of securities of §11 mcllion and $43 million at December 31, 2011 and 2010, respectively.
(3) The fair value of securities in an unrealized loss position was $164 million and $252 million at December 31, 2011 and 2010, respectively,

The fair value of Dominion’s markerable debe securities held
in nuclear decommissioning trust funds at December 31, 2011 by
contractual maturity is as follows:

Presented below is selected information regarding Dominion’s
marketable equity and debr securities held in nuciear decom-
missioning trust funds.

Amount Year Ended December 31, 2011 2010 2009
(miltians) {millions)
Due in one year or less $§ g8 Praceeds from salas $1,757 §$1.8141v §1,478
Due after ane year through five years 292 Realized gains® 79 111 216
Due after five years through ten years 332 Realized fossest 92 63 211
Due after ten years 371 {1) The increase in proceeds primarily reflects the replacement af com-
Total $1,100 mingled funds with aciively managed portfolios. Does not include
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$1 billion of proceeds reflected in Dominion's Consolidated Statement of
Cash Flows from the sale of temparary investments consisting of time
deposits and Treasury Bills, purchased following the sale of substantially
all of Dominion’s Appalachian EGP operations.

(2) Incindes realized gains and losses recorded to vhe decommissioning trust
regulatory liability as discussed in Note 2.

Dominjon recorded other-than-temporary impairment losses
on investments held in nuclear decommissioning trust funds as
follows:

Year Ended December 31, 2011 2010 2009
{millions)

Totai other-than-temporary impairment lossest? $715 £859 $175
Losses recorded to decornmissioning trust

regulatory liabiiity (24 (21} (80)
Losses recognized in other comprehensive

incorne {before taxes} {3) (3) 3
Net impairment lossas recogrized in earnings $48 $35 § 92

(1) Amounts include other-than-temporary impairment losses for debt secn-
rities of $6 million, $10 million and 313 million at December 31,
2011, 2010 and 2009, respectively.

Equity Method Investments
Investments that Dominion accounts for under the equity
method of accounting are as follows:

Investment
Company Ownership® Balance Description
As of December 31, 201 2010
{millions)
Fowler | Wind-powered merchant
- Holdings LLC 509% %166 $1B0 generation facility
NedPower
Mount Storm Wind-powered merchant
LLC 50% 146 145 generation facility
Natural gas-fired
Elwocd Energy merchant generation
LLC 50% 108 98 peaking facility
Irogueis Gas
Transmission
Systemn, LP 24.72% 104 106 (as transmission system
Other various 29 38
Total $553 $571

Dominion’s equity earnings on these investments totaled $35
milijon in 2011 and $42 million in 2010 and 2009. Excluding a
$123 million distribution in 2009 from Fowler Ridge, Dominion
received distributions from these investments of $55 million, $60
‘million and $63 million in 2011, 2010, and 2009, respectively.
As of December 31, 2011 and 2010, the carrying amount of
Dominion’s investments exceeded Dominion’s share of under-
lying equity in net assets by approximately $32 million and $7
million, respectively. The differences relate to Dominion’s
investments in wind projects and primarily reflecs its capitalized
interest during construction and the excess of its cash con-
tributions over the baok vatue of development assets contributed
by Dominion’s partners for these projects. The differences are
generally being amortized over the useful lives of the undetlying
asscts.
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VIReiNIA POWER

Virginia Power holds marketable equity and debt securities
(classified as available-for-sale), cash EJ{]uivalents and cost method
investments in nuclear decommissioning crust funds to fund
future decommissioning costs for its nuclear plants. Virginia
Power’s decommissioning trust funds are summarized below,

Total Total
Amortized  Unrealized  Unrealized Fair
Cost Gainsil Lossestl) Value
(millians)
201
Marketable equity
securities:
US.:
Large Cap $ 460 $218 $— - § 678
Other 18 5 — 23
Marketable debt
securities: - |
Corperate debt )
instruments 204 1 (4} 214
U.S. Treasury securities :
and agency
debentures 166 4 — 170
State and municipal 114 10 —_ 124
Olher 16 | 1 (m 16
Cost method investments 118 — — 118
Cash equivalents and |
otheri2) 27 - — 27
Total 51,123 $249 $(2)™ $1,370
2010 :
Marketable equity [
securities: *\
Uu.s.:
Large Cap $ 469 $207 $— $ 676
QOther 20 5 — 25
Marketable debt
securities:
Corporate debt
instruments 205 10 — 215
U.S. Treasury securities
and agency
debentures 141 2 —_ 143
State and municipal 103 1 {2) 102
Other 15 — — 15
Cost method investments 108 — — 108
Cash equivalents and
other@ 35 — — 35
Total $1,096 $225 $(2) $1,319

(1) Inclieded in AOCI and the decommissioning triust regulatory Liabslity as
discussed in Nove 2, )

(2) Includes pending purchases of secursties of $13 million and $35 million
at December 31, 2011 and 2010, respectively.

(3) The fair value of securities in an wnrealized loss position was $99 mil-
lion and $159 million at December 31, 2011 and 2010, respectively.



The fair value of Virginia Power’s debt securities at
December 31, 2011, by contractual maturity is as follows:

Amount
(miltions}
Due in one year or less $ 16
Due after one year through five years 185
Due after five years through ten years 205
Due after ten years . 148
Total $524

Presented below is selected information regarding Virginia
Power’s marketable equity and debt securities.

Year Ended December 31, ) 2011 2010 . 2009

{millions)

Proceeds from sales $1.030 $1,192m $715
Realized gains® 34 52 104
Realized lossest?) 34 23 99

(1) The increase in proceeds primarily reflects the replacement of com-
mitngled funds with actively managed porifolios.

(2) Includes realized gains and losses recorded to the decommissioning trust
regularory liability as discussed in Note 2.

Virginia Power recorded other-than-temporary impairment
losses on investments as follows:

Year Ended December 31, 20t1 2010 2009
{milions) !

Total other-than-temporary impairment iossest $29 %25 §9
Lasses recorded to decommissioning trust

regulatory liabilily @24 213  (80)
Losses recorded in other comprehensive income

{before taxes) (1} (1) —
Net irpairment losses recognized in earnings $4 $3 $14

(1) Amounts include other-than-temporary impairment losses for debt secu-
rities of $4 million, 36 million and $7 million ar Decemper 31, 2011,
2010 and 2009, respectively. :

Other Investments

Dominion and Virginia Power hold rescricted cash and cash equiv-
alent balances that primarily consist of money market fund
investments held in trust for the purpose of funding certain qual-
ifying construction projects. At December 31, 2011 and 2010,
Dominion had $147 million and $415 million, respectively, and
Virginia Power had $32 million and $169 million, respectively, of
restricted cash and cash equivalents. These balances are presented
in Other Current Assets and Investments in the Consolidated
Balance Sheets.

NOTE 11. PROPERTY, PLANT AND

EQUIPMENT

Major classes of property, plant and equipment and their

respective balances for the Companies are as follows:

At December 31, 2011 2010
(millions)
" Dominion

Utility:
Generation $11,793 $11,381
Transmission 6,604 5,793
Distribution 10,401 9,883
Storage 2,060 1,892
Nuclear fue! 1,193 1,068
Gas gathering and processing 727 535
General and other 778 730
Other-including piant under constructicn 3,597 3,933

Tota! utility 37,153 35,205

Nonutility:
Proved E&P properties being amortized 104 103
Merchant generation—nuclear 1,108 1,217
Merchant generation—atherit 2,780 1,451
Nuclear fuel 847 762
Other—inctuding plant under canstruction 998 1117

Total nonutility 5,837 4,650

Total property, plant and equipment $42,990 $39,855

Virginia Power

Utility:
Generation $11,793  $11,381
Transmission 3,823 3,080
Distribution 8,231 7,879
Nuclear fuel 1,193 1,058
General and other 631 591
Cther—including plant under construction 2,946 3,610

Total utility 28,617 27,599

Nonutility—other 9 8

Total property, plant and equipment $28,626 $27,607

(1) 2011 amount includes 8957 miltion due to consolidation of 2 VIE.
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Jointly-Owned Power Stations

Dominion’s and Virginia Power’s proportionate share of jointly-owned power stations at December 31, 2011 is as follows:

Bath
County North
Pumped Anna Clover
Storage Units 1 Power  Millstone
Station® and 20 Stationd®? Unit 3@
{mitlions, except percentages) -
Ownership interest 60% 88.4% 50%  93.5%
Plant in service : $1,023 $ 2332 $ 564 $ 989
Accurmulated depreciation (497) (1,086) {185} 210)
Nuclear fuel — 512 — 401
Accumulated amortization of nuclear fue! - (383) —_ (254)
Plant under construction : 12 142 8 36

(1) Units jointly owned by Virginia Power.
(2) Unit jointly awned by Dominion.

The co-owners are obligated to pay their share of all future construction expenditures and operating costs of the jointly-owned facilities
in the same proportion as their respective ownership interest. Dominion and Virginia Power report their share of operating costs in the
appropriate operating expense (electric fuel and other energy-related purchases, other operations and maintenance, depreciation, depletion
and amortization and other taxes, etc.) in the Consolidated Sratements of Income.

NOTE 12. GOODWILL AND INTANGIBLE ASSETS

Goodwill !
In February 2010, Dominion completed the sale of Peoples to PNG Companies LLC and netted after-tax proceeds of approximately $542
million. The sale resulted in an after-tax loss of approximately $140 million, which included 2 $79 million write-off of goodwill.

In April 2010, Dominion completed the sale of substantially all of its Appalachian E&P operations to a newly-formed subsidiary of
CONSOL for approximately $3.5 billion. The transaciion resulted in an after-tax gain of approximately $1.4 billion, which included a
$134 million write-off of goodwill.

The changes in Dominion’s carrying amount and segment allocation of goodwill are presented below:

Corporate
Dominion Dominior: and
Generalion Energy DvP Other Tatal
(millions)
Balance at December 31, 20024 $1,338 $846 51,091 $79 $3,354
Business disposition adjustment (134) — {79) (213)
Balance at December 31, 2010¢ $1,338 $712 %1001 $—  $3,141
Impairments/adjustments — — — . —
Balance at Decermber 31, 2011 $1,338 $712  $1,091 $—  $3,141

(1) Goodwill amounts do not conzain any accumulated impasrment losses.
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Other Intangible Assets

Dominion’s and Virginia Power’s other intangibie assets are sub-
ject to amortization over their estimated useful lives, Dominion’s
amortization expense for intangible assets was $78 million, $107
million and $155 million for 2011, 2010 and 2009, respectively.
In 2011, Dominion acquired $124 million of intangible assets,
primarily representing software and licenses, with an estimated
weighted-average amartization period of approximately 11 years.
Amortization expense for Virginia Power’s intangible assets was
$22 million for 2011, and $26 million for both 2010 and 2009.
In 2011, Virginia Power acquired $26 million of intangible assets,
primarily representing software and licenses, with an estimated
weighted-average amortization period of 11 years, The compo-
nents of intangible assets are as follows:

At December 31, 2011 2010
Gross Gross
Carrying  Accumulated Carrying  Accumulated
Amount Amaortization Amount Amortization
{miltions)
Dominion
Software, software
licenses and other $888 $278 $ 892 $334
Emissions allowances 80 53 134 50
Total $968 $331  $1,026 $384
Virginia Power
Software, sofiware
licenses and ather $285 $102  $ 307 $140
Emissions allowances — — 48 3
Total $285 $102 §$ 355 $143

Annual amertization expense for these intangible assers is
estimated to be as follows:

NOTE 13. REGULATORY ASSETS AND
LIABILITIES o
Regulatory assets and liabilities include the following:

2012 2013 2014 2015 2016

{milliors)
Dominion $78 $71  $48 $37 %27
Virginia Power $19 $14 %13 $ 7 $ 3

At December 31, 2011 2010
(millions)
Dominion
Reguiatory assets:
Deferred cost of fuel used in electric generation® $ 249 § 174
Deferred rate adjustment ciause costs®? 113 109
Unrecovered gas cosis® 48 39
Derivatives® 45 _
Virginia sales taxes® 32 35
Plant retirement® 27 - —
PiPP® — 44
QOther 27 6
Regulatory assets-current 541 407
Unrecognized pension and cther postretirement
benefit costst®! 887 987
Deferred cost of fuel used in electric generation‘? 122 153
income taxes recoverable through future rates® 121 90
Deferred rafe adjusiment clause costs@ 72 69
Derivativest#® 49 —
Other postretirement benefit costs1® 26 29
Plant retirementt! 25 31
Other 20 87
Regulatory assets-non-current 1,382 1,446
Total regulatory assets $1,923 $1.853
Regulatory liabilities:
Provision for rate proceedingstl $ 150 $ 79
PIPP) ' 58 —
Other 35 56
Regulatory liabilities-currant 243 135
Provision for future cost of removal and ARQs(12! am 830
Decommissioning trusti® 399 391
Derivatives — 68
Other 24 103
Regulatery liabilities-non-current : 1,324 1,392
Total regulatory liabilities $1,567 $1.527
Virginia Power
Regulatory assets:
Deferred cost of fuel used in electric generation't $ 249 3% 174
Deferred rate adjustment clause costs@ 113 109
Derivatives@® 45 —
Virginia sales taxes® 32 35
Plant retirement(@ 27 —
Gther 13 —
Regulatary assets-current 479 318
Deferred cost of fuel used in electric generationt? 122 153
Income laxes recoverabie through future rates® 100 76
Deferred rate adjustment clause costs@ 70 66
Derivatives4 49 _
Plant retirementt€ 3 25 31
Other a3 a4
Regulatory assets-non-current 399 370
Total reguiatory assets $ 878 $ 688
Regulatory liabilities:
Provision for rate proceedingsttt $ 150 $ 79
Other o 28 - 30
Regulatory lizbilities-current 178 109
Pravisicn for future cost of removalt12 687 622
Decommissioning trusti13 : 399 391
Derivativest# — 68
Other 9 93
Regutatory liabilities-non-current 1,095 1,174

Total regulatory liabilities $1,273  $1,283

(1) Primarily reflects deferred fuel expenses for the Virginia jurisdiction of
Virginia Power’s generation operasions, See Note 14 for more
information.
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(2} Refleces deferrals under the electric transmission FERC formula rate
and the deferral af costs associated with certain riders. See Note 14 for
more information,

(3) Reflects unrecovered gas costs at Dominion's regulated gas operations,
which are recovered through quarterly or annual filings with the appli-
cable regulatory authority.

(4) As discussed under Derivative Instruments in Note 2, for jurisdictions
subjece to cost-based rate vegulation, changes in the fair value of
derivative instrunents result in the recognition of regulavary assets or
regulatory Habilities as they ave expected to be recovered from or
refunded ta customers.

(5) Amounis to be recovered through an annual surcharge to reimburse
Virginia Power for incremental sales taxes being incurred due to the
repeal of the public service company sales tax exemption in Virginia.

(6) Reflects costs anticipated to be recovered in base rates for certain coal
wnits expecied jo be redired,

(7} Under PIPP, eligible customers can receive enevgy assistance based on
their ability to pay. The difference between the customer’s toral bill and
the PIPP plan amount is deferved and collecred or returned annually
under the PIPP vider according ro East Okbio tariff provisions. See Note
14 for more information regarding PIPP.

(8) Represents unrecognized pension and other postretivement benefit costs
expected to be recovered through future rates by certain of Dominion’s
rate-regulated subsidiaries.

(9) Amounts to be recovered through futiure rates to pay income taxes that
become payable when rate revenue is provided to recover AFUDC:
juuy and depreciation of property, plant and equipment for which

eferred income taxes were not recognized for ratemaking purposes,
including amounts artributable to tax rate changes.

(10} Pn'marigl reflects costs recognized in excess of amounts included in
régulated rates charged by Dominion’s regulated gas operations before
rates were updated to reflect a change in accounting method for other
postretirement benefit costs,

{(11) Reflects a veserve associated with the settlement of Virginia Power’s
2009 base rate case proceedings and associaved with the Bienmial
Review Order. See Note 14 for more information.

(12} Rates charged to customers by the Companies’ regulated businesses
include a provision for the cost of future activities to remove aisets that
are expecied to be incurred at the time of retirement.

(13) Primarily reflects a reguiatory liability representing amounts collected
from Virginia jurisdictional customers and placed in external trases
(including income, lpsses and changes in fair value theveon) for the
futnre decomissioning of Virginia Power’s utility nuclear generation
stations, in excess of the related ARO.

At December 31, 2011, approximately $198 million of
Dominion’s and $127 million of Virginia Power’s regulatory
assets represented past expenditures on which they do not cur-
rently earn a return. Dominion’s expendirures primarily include
deferred cost of fuel used in electric generation. The above
expenditutes are expected to be recovered within the next two
years.

NOTE 14. REGULATORY MATTERS

As a result of issues generated in the ordinary course of business,
Dominion and Virginta Power are involved in various regulatory
matters. Certain regulatory matiers may uitirnately result in a loss;
however, as such matters are in an initial procedural phase,
involve uncertainty as to the outcome of pending reviews or
orders, or involve significant factual issues that need to be
resolved, such that it is not possible for the Companies to estimate
a range of paossible loss. For such marters that the Companies
cannot escimace, a statement to this effect is made in the descerip-
tion of the matter. Other matters may have progressed sufficiendy
through the regulatory process such that the Companies are able
to estimate a range of possible loss. For regulatory mattets for
which the Companies are able to reasonably estimate a range of
possible losses, an estimated range of possible loss is provided, in
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excess of the accrued liability (if any) for such matters. This esti- -
mated range is based on currently available information and
involves elements of judgment and significant uncertainties. This
estimated range of possible loss does not represent the Compa-
nies’ maximum possible loss exposure. The circumstances of such
regulatory matters will change from time to time and actual
results may vary significantly from the current estimare. For cur-
rent matteis not specifically reported below, management does
not anticipate that the outcome from such matters would have a
material effect on Dominion’s or Virginia Power's financial posi-
tion, liquidity or results of operations. The following is a dis-
cussion of Dominion’s and Virginia Power’s material pending
and recent regularory marters.

Electric Regulation in Virginia

The enactment of the Regulation Act in 2007 significantly
changed electric service regulation in Virginia by instituting a
modified cost-of-service rate model. With respect to most classes
of customers, the Regulation Act ended Virginia’s planned tran-
sition to retail competition for its electric supply service. '

The Regulation Act authorizes stand-alone rate adjustment
clauses for recovery of costs for new generation projects, FERC-
approved transmission costs, environmental compliance, con-
servation and energy efficiency programs and renewable energy
progtams. It provides for enhanced returns on capital
expenditures on specific new generation projects, including but
not limited to combined cycle gas generation, nuclear generation,
clean coal/carbon capture compatiblé generation, and renewable
generation projects. The Regulation Act also continues statutory
provisions directing Virginia Power to file annual fuel cost recov-
ery cases with the Virginia Commission.

If the Virginia Commission’s future rate decisions, including
actions relating to Virginiz Power’s rate adjustment clause filings,
differ materially from Virginia Power’s expectations, it may
adversely affect its results of operations, financial condition and
cash flows.

2009 Base Rate Review

Pursuant to the Regulation Act, the Virginia Commission ini-
tiated a review of Virginia Power’s base rates, terms and con-
ditions in 2009, including a review of Virginia Power’s earnings
for test year 2008. In March 2010, the Virginia Commission
issued the Virginia Settlement Approval Order, thus concluding
the 2009 case and resolving open issues relating to Virginia Pow-
er’s base rates, fuel factor and Riders R, §, T, C1 and C2. Vicginia
Power’s fourth quarter 2009 results included a charge of $782
million: ($477 million after-tax) as a result of the 2009 Base Rate
Review. Dominion’s 2009 results include an additional charge of
$12 million ($8 million after-tax) recorded in other operations
and maintenance expense, reflecting the write-off of previously
deferred RTO costs since recovery was no longer probable based
on the 2009 Base Rate Review.

2011 Biennial Review

Pursuant to the Regulation Act and the Virginia Settlement
Approval Order, in March 2011, Virginia Power submitted its
base rate filing and accompanying schedules in support of the first
biennial review of its base rates, terms and conditions, as well as
of its earnings for the 2009 and 2010 test period. The bienmnial
review included a determination of whether Virginia Power’s




earnings for the 2009 and 2010 combined test years were
within 50 basis points of the authorized ROE of 11.9%
established in the Virginia Sertlement Approval Order, as well
as authorization of an ROE which will be applicable to base
rates and Riders R, S, C1 and C2 and which will be used to
measure base rate earnings during the 2013 biennial review
proceeding. As a result of the Virginia Settlement Approval
Otrder and the Regulation Act, Virginia Power’s base rates are
not subject to change based on the 2011 biennial review. In
November 2011, the Virginia Commission issued the Biennial
Review Order.

Base ROE

The Virginia Commission determined that Virginia Power’s new
authorized ROE is 10.9%, inclusive of a performance incentive of
50 basis points for meeting cerain RPS targets. Subject to the
outcome of Virginia Power’s petition for rehearing or reconsidera-
tion described below, this ROE will serve as the ROE against
which Virginia Power’s earned return will be compared for all or
part of the test periods in the 2013 biennial review proceeding.
The Virginia Commission ordered that the 50 basis point RPS
performance incentive will not be included in the ROE applicable
to any rate adjustment clauses. The Virginia Commission declined
to award a performance incentive for generating plane perform-
ance, customer service or operating cfficiency in connection with
this biennial review, bur instead will initiate a rulemaking proceed-
ing 1o develop performance incentive criteria to be applied in
future biennial review proceedings.

It December 2011, Virginia Power filed a petition with the
Virginia Commission seeking rehearing or reconsideration of the
Biennial Review Order, to confirm the effective date of the newly
authorized 10.9% base ROE. In December 2011, Virginia Power
also filed a Notice of Appeal with the Virginia Commission of the
Biennial Review Order to the Supreme Court of Virginia.

ROFE Applicable 1o Riders C1, C2, R, and §

Effective December 1, 2011, the ROE applicable to Riders C1

and C2 is 10.4%. An ROE of 11.3% applied through :

November 30, 2011. .
For Riders R and S, effective December 1, 2011, the ROE is

11.4%, inclusive of a statutory enhancement of 100 basis

points. An ROE of 12.3%, inclusive of a statutory enhancement

of 100 basis points, applied through November 30, 2011,

Earned Return for 2009 and 2010

The Virginia Commission determined that Virginia Power earned
an ROE of approximately 13.3% during the 2009 and 2010
combined test years, which exceeded the auchorized ROE earn-
ings band of 11.4% to 12.4% established in the Virginia Settle-
ment Approval Order, Based on the determination that Virginia
Power had excess earnings, the Virginia Commission ordered
Virginia Power to refund 60% of earnings above the upper end of
the authorized ROE earnings band, or approximately $78 mil-
lion, to its customers, which is being provided in the form of
credits to customers’ bills amortized over a six-month period
during 2012. A charge for the refund was recognized in operaring
revenues in the 2011 Consolidated Statement of Income. The
actual aggregate refund amount is expected to total approximately
$81 million, taking into account refunds to be paid to cercain
non-jurisdictional customers pursuant to their customer contracts.

Base Rates and Existing Riders T, C1, and C2

As a result of the Virginia Commission’s determination that cred-
its will be applied to customers’ bills, the Virginia Commission, as
required by the Regulation Act, directed Virginia Power to com-
bine its existing Riders T, C1, and C2 with Virginia Power’s base-
costs, revenues and investments, and o file revised tariffs reflect-
ing such combination pursuant to the Biennial Review Order.
These Riders will thereafter be considered part of Virginia Power’s
base costs, revenues and investments for purposes of future bien-
nial review proceedings. The Virginia Commission has initiated a
proceeding to address further implementation of this directive.
Virginia Power’s base rates will atherwise remain unchanged
through at least December 1, 2013.

Earnings Test Adjustments _

The Virginia Commission ruled on numerous contested proposals
to adjust Virginia Power’s earnings for the 2009 and 2010 com-
bined test petiods. Among other adjustments, the Virginia
Commission approved Virginia Power’s ratemaking treatment of
fuel inventories held by its wholly-owned subsidiaries. As a result
of this finding, Virginia Power included in rate base approx-
imately $177 million and $188 million in fuel inventory costs for
2009 and 2010, respectively. The Virginia Commission also
adopted Virginia Power’s treatment that includes, for regulatory
earnings purposes, its AIP and LTIP expenses up to a 100%
payout ratio. The Virginia Commission excluded from expense
approximately $21 million in incentive plan costs that exceeded a
payout ratio of 100%, allowing a net recovery of approximately
$95 million of incentive compensation expense for the biennial
review petiod. The Virginia Commission denied Virginia Power’s
ratemaking treatment that expensed the entire cost of its 2010
voluntary separation plan in 2010, ruling instead to amortize the
cost through the end of 2011. This matches the costs of the plan
with the period of realization of savings, which reduces 2010
operating costs (and, in turn, increases 2011 operating costs} by
approximately $103 million for purposes of the earnings test.
Other than influencing the amount earned above the authorized
ROE earnings band, the earnings rest adjustments above did not
have an impact to the Consolidated Financial Statements.

In addition, the Virginia Commission required Virginia
Power to recognize a gain, for purposes of the earnings test, of
approximately $44 million on the settlement of certain interest
rate hedging contracts in 2010, as opposed to amottizing the
gains over the forecasted term of planned debt instruments that
were not issued. Virginia Power determined that it was no longer
probable that these derivative gains would be included in future
base rates as the Virginia Commissicn would not allow the ameor-
tization of these amounts in future periods. As a resule, Virginia
Power removed approximately $50 million in December 2011
from regulatory liabilities and recognized the deferred derivative
settlement gains in Interest and Other Charges in the Con-
solidated Statements of Income.

Virginia Fuel Expenses

In May 2011, Virginia Power submirtted its annual fuel factor
filing to the Virginia Commission, proposing an annual increase
for the rate year beginning July 1, 2011, This revised factor
included a projected $434 million balance of prior year under-
recovered fuel expenses. To reduce the impact to customers, as an
alternative, Vitginia Power proposed to recover this projected
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prior year deferted fuel balance over a two-year period beginning
July 1, 2011. In June 2011, the Virginia Commission approved
the two-year recovety proposal, resubting in an increase of approx-
imately $319 million in annual fuel revenue for the rate year
beginning, July 1, 2011. The rate increase is designed to recover
$217 million of unrecovered fuel expenses from the prior fuel year
as well as 2 $102 million increase in anticipated fuel expenses for
the 2012 fuel year.

Generation Riders R and §

In connection with the Bear Garden and Virginia City Hybrid
Energy Center projects, in March 2011, the Virginia Commission
approved annual updates for Riders R and § with revenue
requirements of $78 million and $199 million, respectively, for
the April 1, 2011 to March 31, 2012 rate year, utilizing the
12.3% placeholder ROE (inclusive of a 100 basis point statutory
enhancement) pending the Virginia Commission’s ROE
determination in the 2011 biennial review. Vitginia Power’s
proposed revenue requirements for Riders R and § far the April 1,
2012 to March 31, 2013 rate year were adjusted to approximately
$76 million and $231 million, respectively, and are pending final
Virginia Commission approval. Future annual updates for Riders
R and § will provide revenue requirements reflecting any true-ups
to revenue requirements approved for the previous calendar year,
including the ROE determined in the Biennial Review Order.
Construction of Bear Garden was completed and the facility
commenced commercial operations in the second quarter of
2011.

DSM Riders C1 and C2

In connection with Virginia Power’s five DSM programs
approved by the Virginia Commission, in March 2011, the Vir-
ginia Commission approved the annual updates for Riders C1
and C2 with revenue requirements of approximately $6 million |
and $12 million, respectively, for the April 1, 2011 to March 31,
2012 rate year, utilizing an 11.3% placeholder ROE pending the
Virginia Commission’s ROE determination in the 2011 biennial
review, By order issued in June 2011, the Virginia Commission
extended the rates theough April 2012,

In September 2011, Virginia Power filed with the Virginia
Commission an application for approval of six new energy efli-
ciency DSM programs, along with an annual update to Riders C1
and C2. Virginia Power's proposed tevenue requirement for the
May 1, 2012 through April 30, 2013 rate year is approximarely
$72 miltion, as amended in February 2012 to reflect, along with
other adjustments, the determination of a 10.4% ROE applicable
to Riders Cl and C2 in the Biennial Review Order. As discussed
above, previously implemented Riders C1 and C2 will be consid-
ered part of Virginia Power’s base costs, revenues and investments
for purposes of future biennial review proceedings, and the
Virginia Commission has initiated a proceeding to address further
implementation of this direcrive,

Transmission Rider T

In May 2011, Virginia Power filed its annual update to Rider T
with the Virginia Commission. The proposed $481 million
annual revenue requirement, effective Seprember 1, 2011, repre-
sented an increase of approximately $144 million over the rev-
enue requirement associated with the Rider T’ cusiomer rates
previously in effect. In July 2011, the Virginia Commission issued

94

an order approving a revenue requircment of $466 million for the
September 1, 2011 to August 31, 2012 rate year. As discussed
above, previously implemented Rider T will be considered part of
Virginia Power’s base costs, revenues 4nd investmencs for pur-
pases of future biennial review proceedings, and the Virginia
Commission has initiated a proceeding to address further
implementation of this directive.

Generation Rider W

In May 2011, Virginia Power requested approval from the
Virginia Commission to construct and operate Warren County,
as well as approval of Rider W. In February 2012, the Virginia
Commission approved Certificates of Public Convenience and
Necessity for Warren County and related transmission facilities.
The Virginia Commission also approved Virginia Power’s pro-
posed revised revenue requirement of $35 million for the April 1,
2012 to March 31, 2013 rate year, reﬂecting an ROE of 11,4%,
inclusive of a statutory enhancement of 100 basis points for Rider
W, consistent with the Biennial Review Order. In addition, the
Virginia Commission approved an ROE enhancement of 100
basis poincs for Rider W for a period of 10 years following
commercial operations. The facility islxpcctcd TO Start commer-
cial operations in late 2014, ‘

Generation Rider B

In June 2011, Virginia Power filed applications with the Virginia
Commission seeking regulatory approval to convert three of its
coal-fired power stations to biomass. The applications included a
request for approval of Rider B. Virginia Power’s proposed rev-
enue requirement for Rider B is approximately $6 million for the
April 1, 2012 1o March 31, 2013 rate year, as adjusted to reflect
the base ROFE authorized in the Biennial Review Order, and
inclusive of a renewable generating unit statutory enhancement of
200 basis points. To qualify for federal production tax credits
associated with renewable energy generation, the power stations
must commence operation as biomass generation facilities by
December 31, 2013. Virginia Power has requested Virginia
Commission approval of the biomass conversions on a schedule
that will enable qualification for these tax credits.

Solar Distributed Generation Demonstration Program

In October 2011, Virginia Power filed with the Virginia Commis-
sion an application to conduct a solar distributed generation
demonstration program, consisting of up to a combined 30 MW
of Company-owned solar distributed generation facilities to be
located at selected commercial, industrial and community loca-
tions throughout its Vitginia setvice tertitory, as wellasup to a
combined 3 MW of customer-owned solar distributed generation
facilities that will be subject to 2 tariff filed with the Virginia
Commission in 2012. Virginia Power proposed to construct and
operate the Company-owned facilities in two phases, with Phase I
{up to 10 MW) from the date of approval through the end of
2013 and Phase IT (up to 20 MW) from the beginning of 2014 o
the end of 2015, Virginia Power did not seck a rate adjustment
clause for Phase 1 facilities with this filing; Phase I costs will be
recovered as part of base rates in a furure biennial review. Virginia
Power indicated that it may seek 2 rate adjustment clause at a
future dime for Phase II costs.



Electric Transmission Projects

Portions of the Mt. Storm-to-Doubs line and certain associated
facilities are approaching the end of their expected service lives
and require replacement with new facilities to maintain reliable
service. Virginia Power owns, and has been designated by PJM to
rebuild, 96 miles of the line in West Virginia and Virginia, and
The Potomac Edison Company owns, and has been designated by
PIM to rebuild, the remaining three miles of the line in Mary-
land. In September 2011, the Virginia Commission approved
Virginia Power’s application to rebuild its portion of the Mt.
Storm-to-Doubs line. The approval of the West Virginia
Commission was not required. Subject to applicable state and
federal regularory approvals, Virginia Power’s portion of the
rebuild project is expected to be completed by June 2015.

In October 2008, the Virginia Commission authorized con-
struction of the Meadow Brook-to-Loudoun line and
Carson-to-Suffolk line. The Meadow Brook-to-Loudoun line was
placed in service in Aptil 2011 and the Carson-to-Suffolk line was
placed in service in May 2011.

In June 2010, the Virginia Commission authorized the con-
struction of the Hayes-to-Yorkeown line along the proposed
eight-mile route utilizing existing easements and property pre-
viously acquired for the transmission line right-of-way. In accord-
ance with the Virginia Commissinn’sxappmval, approximately 4.2
miles of the Hayes-to-Yorktown line will be constructed overhead
and approximately 3.8 miles will be installed underground in
order to cross under the York River. The Hayes-to-Yorkrown fine
is expected to be completed by June 2012, .

In January 2012, the Virginia Commission authorized the
replacement at higher voltage of approxirately 43 miles of exist-
ing transmission lines between the Doomis and Bremo sub-
stations. Subject to the receipt of other applicable state and federal
regulatory approvals, Dooms-to-Bremo is expected to be com-
pleted by May 2014. _ '

In December 2011, Viginia Power submitted an application to
the Virginia Commission for approval of the Waxpaol-
Brambleton-BECO line. This project is required to provide
requested service to a new datacenter campus in Loudoun County,
Vitginia. Virginia Power expects PJM ta authotize Waxpool-
Brambleton-BECO) as part of the 2012 RTEP within the first half
of 2012. Subject to the receipt of applicable state and federal regu-
latory approvals, Waxpool-Brambieton-BECO is expected to be
completed by November 2013.

North Anna Power Station

Virginia Power is considering the construction of a third nuclear
unir at a site located at North Anna, which Virginia Power owns
along with ODEC. In May 2010, Virginia Power announced its
decision to replace the reactor design previously selected for the
potential third nuclear unit wich the US-APWR technology. In
June 2010, Virginia Power and ODEC amended the COL appli-
cation to reflect the selection of the US-APWR technology. In
January 2011, Virginia Power and the DOE terminated their
cooperative agreement to share equally the cost of developing a
COL. The agreement references the technology previously
selected by Virginia Power. DOE funding related to COL devel-
opment activities is not available under the agreement for activ-
ities related to the US-APWR technology. In February 2011,
ODEC informed Virginia Power of its intent to no longer partic-

ipate in the development of a potential new unir at North

Anna. In December 2011, Virginia Power acquired ODEC’s
interest in the project, thereby terminating ODEC’s involvement
in the development of a potential third unit at North Anna.

Virginia Power has not yet committed.to building'a new
nuclear unit at North Anna. H Virginia Power decides to build
the new unit, it must first receive a COL from the NRC, the
approval of the Virginia Commission and certain environmental
permits andt other approvals. Virginia Power continues to pursue
the COL from the NRC. Based on the current NRC schedule,
the COL could be issued as early as late 2014.

The NRC is required to conduct a hearing in all COL pro-
ceedings. In August 2008, the ASLB of the NRC permitted
BREDL to intervene in the proceeding. All of BREDIL’s previous
contentions in this proceeding have been dismissed. In September
2011, BREDL submitted a new proposed contention secking to
litigate issues related to the August 2011 Mineral, Virginia earth-
quake. In Octaber 2011, the ASLB granted a motion filed by
Virginia Power, with the consent of BREDL and the WRC staff
to hold any ruling on this proposed contention in abeyance until
Virginia Power completes an assessment of this earthquake. No
other persons have sought to intervene in the proceeding. If a new
contention is not admitred, the mandatory NRC hearing will be
uncontested with respect to other issues,

On April 14, 2011, twenty-one organizations and individuals
that had previously intervened opposing various reactor licensing
proceedings filed a petition requesting that the NRC suspend alk
decisions regarding reactor licensing and design certification
pending completion of an NRC task force review of the events at
Fukushima, Japan, among other requested relief. The North
Anna 3 COL proceeding is one of the pending proceedings
identified in this petition, and BREDL served the petition in the
North Anna 3 COL proceeding on April 18, 2011. In September
2011, the NRC denied the petitioners’ requests to suspend licens-
ing and design certification proceedings. The only relief granted
was the petitioners’ request that the NRC perform a safety analy-
sis of the regulatory implications of the Fukushima event to the
extent it is doing so.

Virginia Power continues ta pursue various environmerttal
permits that would be needed to support future construction and
opetation of a third nuclear unit at North Anna.

North Carolina Regulation

In February 2010, in pieparation for the end of a five-year mor-
atorium on Virginia Power’s North Carolina base rates, Virginia
Power filed an application with the North Carolina Commission
to increase its base rates and adjust its fuel rates. In December
2010, the North Carolina Commiission issued the North Carolina
Scrtlement Approval Order approving a settlement agreement
among all parties to the base rate and fuel case except one, which
did not oppose the setdement. The North Carolina Serclement
Approval Order authorized an increase in base revenues of
approximately $8 million. In addition, the North Carolina
Setdement Approval Order allowed the recovery through fuel
rates of 85% of the ner energy costs of power purchases from both
PIM and other wholesale suppliers and from the non-utility gen-
erators subject to economic dispatch that do not provide actual
cost data. The North Carolina Settlement Approval Order
authorized an ROE of 10.7% and a capital structuré composed of
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499% long-term debt and 51% common equity. The new base and
fuel rates became effective on January 1, 2011,

In December 2011, the North Carolina Commission issued
an order approving a sertlement agreement among Virginia Pow-
et, the Public Staff of the North Carolina Commission and other
interested parties in Virginia Powert’s fuel case for its North Caro-
lina service territory. The sertlement agreement provides for a $36
million increase in Virginia Power’s fuel revenues for one year,
effective January 1, 2012, including approximately $13 million in
under recovery of fuel expenses for the previous fuel period.

Virginia Power intends to file an application with the North
Carolina Commission by March 30, 2012, to increase base rates.

Ohio Regulation

PIR Program

In March 2011, East Ohio filed a request with the Ohio Commis-
sion to accelerate the PIR program by nearly doubling its PIR
spending to more than $200 million annually. East Ohio identi-
fied 1,450 miles of pipeline that need to be replaced, in addition
to the pipeline originally identified in the PIR project scope. East
Ohio plans to accelerate the pace of the program by investing
more resources in its infrastructure in the near term, in an effort
to promote ongoing public safety and reduce operating costs over
the longer term. In August 2011, the Ohio Commission
approved the stipulation by East Ohio, the Staff of the Ohio
Commission and other interested parties in East Ohio’s accei-
crated PIR proceeding. The stipulation provides for an increase in
annual PIR capital investment from the current level of approx-
imately $120 million stepping up to approximately $160 million
by 2013. In addition, the stipulation provides for cost recovery
over a five-year period commencing upon the approval of the
Ohio Commission. In accordance with the stipulation, East Ohio
requested the dismissal of its appeal ar the Othio Supreme Court
regarding its opposition to the Ohio Commission’s order
concerning East Ghio’s first year PIR cost recovery charge.

In August 2011, East Ohio submitted its annual application
to adjust the cost recovery charge under the previously approved
PIR program. A supplement to the application was filed in Sep-
tember 2011, The proposed recovery charge includes actual costs
and a return related to investments made through June 30, 2011.
A settlement agreement approved by the Ohio Commission in
October 2011 supports the revenue requlrement of $37 million
reflected in the application.

PiPP Plus Program

Under the Ohio PIPP Plus program, eligible customers can
receive energy assistance based on their ability o pay their bill.
The difference between the customer’s total bill and the PIPP
plan payment amount is deferred and collected under the PIPP
rider in accordance with the rules of the Ohio Commission. The
PIPP Plus program sets the cuscomer’s monthly payments at 6%
of houschold income and provides for forgiveness credits to the
customer’s balance when required payments are received in full by
the due date. Such credits may result in the elirnination of the
customer’s arreatage balance over 24 months.

In March 2011, the Ohio Commission approved East Ohio’s
annual update of the PIPP Rider, which reflected the elimination
of accumulared arrearages and projected deferred program costs of
approximately $112 million for the 12-maonth period from April
2011 to March 2012,
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UEX Rider ‘

East Ohio files an annual UEX Ridcf[ with the Chio Commission,
pursuant to which it seeks recovery of the bad debt expense of
most customers not participating in the PIPP Plus Program. The
UEX Rider is adjusted annually to achicve dollar-for-dollar recov-
ery of East Chio’s actual write-offs of uncollectable amounts. In
2011, East Ohio deferred approximately $62 million of bad debt
expense for recovery through the UEX Rider.

House Bill 95

Chio enacted utility reform legislation under House Bifl 95,
which became effective in September 2011. This law updates
natural gas legisfation by enabling gas companies o include more
up-to-date cost levels when filing rave cases. It also allows gas
companies to seek approval of capital expenditure plans under
which gas companies can recognize carrying costs on associated
capital investments placed in setvice and can defer the carrying
costs plus depreciation and property tax expenses for recovery
from ratepayers in the future. In December 2011, East Ohio filed
an application requesting authority to implement a capital
expenditure program under the new law. If the application is
approved, East Ohio would be able to defer as a regulatory asser
carrying costs, depreciation and property tax associated with
approximately $95 million in capital expenditures for assets
placed in service but not yet reflected in rates.

Federal Regulation

FERC—Electric

Under the Federal Power Act, FERC regulates wholesale sales and
transmission of electricity in interstate commerce by public util-
itics. Virginia Power purchases and sells electricity in the PJM
wholesale marker and Dominion’s merchant generators sell elec-
tricity in the PTM, MISO and ISO-NE wholesale markets under
Dominion’s market-based salés tariffs authorized by FERC, In
addidion, Virginia Power has FERC approval of a tariff to sell
wheolesale power at capped rates based on its embedded cost of
generation. This cost-based sales rariff could be used to seil to
loads within or outside Virginia Power’s service territory. Any
such sales would be voluntary.

Rates

In April 2008, FERC granted an appliLcation for Virginia Power’s
electric transmission operations to establish a forward-looking
formula rate mechanism that updates transmission rates on an
annual basis and approved an ROE ofJ;l 1.4%, effective as of
January 1, 2008. The formula rate is designed to recover the
expected revenue requirement for each; calendar year and is
updated based on actual costs. The FERC-approved formula
method, which is based on projected costs, allows Virginia Power
O earn a Curtent return on its growing investment in eleceric
transmission infrastructure.

In July 2008, Virginia Power ﬁled an application with FERC
requesting a revision to its revenue requirement to reflect an addi-
tional ROE incentive adder for eleven electric transmission
enhancement projects. Under the proposal, the cost of trans-
mission service would increase to il’lCllﬁLlC an ROE incentive adder
for each of the eleven projects, beginnihg the date each project
enters commercial operation (but not before January 1, 2009},
Virginia Power proposed an incentive of 1.5% for four of the



projects (including the Meadow Brook-to-Loudoun and
Carson-to-Suffolk lines, which were completed in 2011) and an
incentive of 1.25% for the other seven projects. In August 2008,
FERC approved the proposal, effective September 1, 2008. The
total cost for all cleven projects is estimated at $877 million, and
all projects are currently expected to be completed by 2012,
Numerous parties soughe rehearing of the FERC order in August
2008, and rehearing is pending, Although Virginia Power cannot
predict the outcome of the rehearing, it is not expected to have a
material effect on results of operatians.

In March 2010, ODEC and NCEMC filed a complaint with
FERC against Virginia Power claiming that approximately $223
million in transmission costs related to specific projects were
unjust, unreasonable and unduly discriminatory or preferential
and should be excluded from Virginia Power's transmission
formula rate. ODEC and NCEMC requested thar FERC estab-
lish procedures to determine the amount of costs for each appli-
cable project that should be excluded from Virginia Power’s rates.
In Ocrober 2010, FERC issued an order dismissing the complaint
in part and established hearings and sertiement procedures on the
remaining part of the complaint. In February 2012, Virginia
Power submitted to FERC a settlement agreement to resolve all
issuies set for hearing, All transmission customer parties to the
proceeding joined the settlement. The Virginia Commission,
North Carolina Commission and Public Staff of the North Caro-
lina Commission, while not parties to the serrlement, have agreed
to not oppose the sertlement. If accepted by FERC, the sertlement
provides for payment by Virginia Power to the transmission cus-
romer parties of $250,000 per year for ten years and resolves all
matters other than the incremental cost of certain underground
transmission facilities, which will be set for briefing, While
Virginia Power cannot predict the outcome of the briefing, it is
not expected to have 2 material effect on results of operations.

PIM
For recovery of costs of investments of new PJM-planned crans-
missjon facilities that operate at or above 500 kV, FERC estab-
lished a regional rate design where all customers pay a uniform
rate based on the costs of such investment. For recovery of costs
of investment in new PJM-planned transmission facilities that
operate below 500 kV, FERC affirmed its earlier decision to allo-
cate costs on a beneficiary pays approach. A notice of appeal of
this decision was filed in February 2008 at the U.S. Court of
Appeals for the Seventh Circuit. In August 2009, the court
denied the petition for review concerning the race design for exist-
ing facilities, but granted the petition concerning the rate design
for new facilities that operate at or above 500 kV, and remanded
the issue of existing facilities back to FERC for further proceed-
ings. Although Dominion and Virginia Power cannot predict the
outcome of the FERC proceedings on remand, the impact of any
PIM rate design changes on the Companies’ results of operations
is not expected to be material,

In May 2008, the RPM Buyers filed a complaint wich FERC
claiming that PJM’s Reliability Pricing Model’s transitional auc-
tions have produced unjust and unreasonable capacity prices. The
RPM Buyers requested that a refund effective date of June 1,
2008 be established and that FERC provide appropriate relief
from unjust and unteasonable capacity charges within 15 months.
In September 2008, FERC dismissed the complaint. The RPM

Buyers requested rehearing of the FERC order in Qctober 2008
and rehearing was denied in June 2009. A notice of appeal was
filed in August 2009 by the Maryland Public Service Commission
and the New Jersey Board of Public Utilities at the U.S. Court of
Appeals for the Fourth Circuit. In November 2009, the Court
transferred the appeal to the Coutr of Appeals for the Districe of
Columbia Circuit. In February 2011, the Court of Appeals
denied the petition for review, concluding that FERC had
adequately explained why the rates were just and reasonable.

In November 2011, PJM issued a formal notification that it
would recalculate certain ancillary service revenues thart had pre-
viously been paid during 2009, 2010 and 2011. Also in
November 2011, PJM requested FERC permission to suspend its
rebilling and repayment obligations associated with the
recalculation of such revenues and petitianed FERC ro establish a
proceeding o determine the appropriate recaleulations for the
revenues during this period. In December 2011, FERC permitted
the suspension of rebilling and repayment by PJM, subject to the
outcome of FERC’s proceedings to determine the appropriate
revenue recalculation. Virginia Power has accrued a liability of
$36 million as of December 31, 2011 for estimated future billing
adjustments from PJM related to the ancillary service revenues.

FERC—Gas

FERC regulates the transportation and sale for resale of natural
gas in interstate commerce under the Natural Gas Act of 1938
and the Natural Gas Policy Act of 1978, as amended. Under che
Natural Gas Act, FERC has authority over rates, terms and con-
ditiens of services performed by Dominion’s interstate natural gas
company subsidiaries, including DT1, Cove Point and the
Dominion South Pipeline Company, LP. FERC also has juris-
diction over siting, construction and operation of narural gas
import facilities and interstare natural gas pipeline facilities.

In December 2007, DTI and the IOGA entered into a settle-
ment agreement on DT1's gathering and processing rates, which
D'IT and IOGA agreed in May 2010 to extend through
December 31, 2014. DTI, at its option, may elect to extend the
agreement for an additonal year through December 31, 2015.
The settlement extension maintains the gas retainage fee structure
that DTT has had since 2001. The rates are 10.5% for gathering
and 0.5% for processing. Under the settlement, DTT continues to
retain all revenues from its liquids sales, thus maintaining cash
flow from the liquids business. In October 2011, DT1 requested
and received FERC approval of the negotiated rates associated
with the agreement extension.

In May 2011, Cove Point filed a general rate case for its
FERC-jurisdictional services, with proposed rates to be effective
July 1, 2011, Cove Point proposed an annual cost of setvice of
approximately $150 million. In June 2011, FERC accepted a
July 1. 2011 effective date for all proposed rates but two of which
were suspended to be effective December 1, 2011. In December
2011, Cove Point, FERC trial staff and the other active parties in
the rate case reached a settlement in principle on all issues set for
hearing by FERC, as well as on all outstanding proposed cariff
changes filed in May 2011. The parties expect to file the stip-
ulation and agreement resolving all outstanding issues in the rate
case in March 2012.
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NOTE 15. ASSET RETIREMENT OBLIGATIONS

AROs represent obligations that result from laws, statutes, con-
tracts and regulations related to the eventual rerirement of certain
of Dominion’s and Virginia Power’s long-lived assets. Domin-
ion’s and Virginia Power’s AROs are primarily associated with the
decommissioning of their nuclear generation facilities. In addi-
tion, Dominion’s AROs include plugging and abandonment of
gas and oil wells, interim retitements of natural gas gathering,
cransmission, distribution and storage pipeline components, and
the future abatement of ashestos expected ta be disturbed in the
Companies’ genetation facilities.

The Companies have also identified, but not recognized,
AROs related to retirement of Dominion’s LNG facility, Domin-
ion’s gas storage wells in its underground natural gas storage
nerwork, certain Virginia Power electric transmission and dis-
tribution assers located on property with easerents, rights of way,
franchises and lease agreements, Virginia Power’s hydroelectric
generation facilities and the abatement of certain asbestos not
expected to be disturbed in the Companies’ generation facilities.
The Companies currentdy do not have sufficient information 1o
estimate a reasonable range of expected retirement dates for any of
these assets since the economic lives of these assets can be
extended indefinitely through regular repair and maintenance and
they currently have no plans to retire or dispose of any of these
assers. As a result, a settlement date is not determinable for these
assets and ARQs for these assets will noc be reflected in the Con-
solidated Financial Statements until sufficient information
becomes available to determine a reasonable estimate of the fair
value of the activities to be performed. The Companies continue
to monitor operational and strategic developments to identify if
sufficient information exists to reasonably estimate a retirement
date for these assets. The changes to AROs during 2010 and 2011
were as follows:

Amount
{millions)
Dominion
ARQs at December 31, 20090 $1,614
Obligations incurred during the period 1
Obligaticns sefttled during the period 9)
Revisions in estimated cash flows 5
Accretion 85
Obligations relieved due 10 sale of Appalachian E&P operations (105)
AROs at December 31, 20100 $1,591
Obligations incurred during the pericd 18
Obligations settled during the geriod (16)
Revisions in estimated cash flows@ (277}
Accretion 84
ARQs at December 31, 20110 $1,398
Virginia Power
ARQOs at December 31, 20093 $ 637
Accretion ) 35
ARQs at December 31, 20109 $ 672
Cbligations incurred during the period 10
Obligations settled during the period . (&3}
Revisions in estimated cash flows! (80)
Accretion 36
AROs at December 31, 20113 $ 625

(1) Includes 39 million, $14 million and 815 million reported in other
current liabilities at December 31, 2009, 2010, and 201 1, respectively.

(2) Primarily refleces the effect of lower anticipated costs due to the expected
Sfuture recovery from the DOE of certain spent fuel storage costs,
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(3) Includes 81 million, $3 million and 81 million reported in other current

blabilities at December 31, 2009, 2010 and 2011, respectively.

Dominion and Virginia Power have established trusts dedi-
cated 1o funding the future decommissioning of their nuclear
plants. At December 31, 2011 and 2010, the aggregate fair value
of Dominion’s trusts, consisting primarily of equity and debt
securities, totaled $3.0 billion and $2.9 billion, respectively. At
December 31, 2011 and 2010, the aggregate fair value of Virginia
Power’s trusts, consisting primarily of debt and equity securities,
totaled $1.4 billion and $1.3 billion, respectively.

NOTE 16. VARIABLE INTEREST ENTITIES

"The primary beneficiary of a VIE is required to consclidate the
VIE and to disclose certain information about its significant
variable interests in the VIE, The pritary beneficiary of a VIE is
the entity that has both 1) the power to direct the activities that
most significantly impact the entity’s economic performance and
2) the obligation to absorb losses or receive benefits from the
entity that could potentially be significant to the VIE.

Virginia Power has long-term power and capacity contracts
with four non-utility generators with an aggregate summer gen-
eration capacity of approximately 870 MW, These contraces
contain certain variable pricing mechanisms in the form of pardal
fuel reimbursement that Virginia Power considers 10 be variable
interests. After an evaluation of the information provided by these
entities, Virginia Power was unable to determine whether they
were VIEs. However, the information they provided, as well as
Virginia Power'’s knowledge of generation facilities in Virginia,
enabled Virginia Power to conclude that, if they were VIEs, it
would not be the primary beneficiary. This conclusion reflects
Virginia Power’s determination that its variable interests do not
convey the power to direct the most significant activities that
impact the economic performance of the entities during the
remaining terms of Virginiz Power’s contracts and for the years
the entities are expected to operate after its contractual relation-
ships expire. The contracts expire at various dates ranging from
2015 to 2021. Virginia Power is not subject to any risk of loss
from these potential VIEs other than its remaining purchase
commitments which totaled $1.3 billion as of December 31,
2011, Virginia Power paid $211 million, $213 million, and $210
million for electric capacity and $125 million, $164 million, and
$117 million for electric energy to these entities for the years
ended December 31, 2011, 2010 and 2009, respectively.

Virginia Power purchased shared services from DRS, an affili-
ated VIE, of approximately $389 million, $465 million, and $416
million for the years ended December 31, 2011, 2010 and 2009,
respectively. Virginia Power determined that it is not the most
closely associated entity with DRS and therefore not the primary
beneficiary. DRS provides accounting, legal, finance and certain
administrative and technical services to all Dominion subsidiaries,
including Virginia Power. Virginia Power has no obligation to
absorb more than its allocated share of DRS costs.

Dominion leases the Fairless generating facility in Pennsylva-
nia from Juniper, the lessor, which began commercial operations
in June 2004. Dominion makes annual lease payments of approx-
imately $53 million. The lease expires in 2013 and, at thar time,
Dominion may renew the lease on terms mutually agreeable to
Dominion and Juniper based on original project costs and current



market conditions; purchase Fairless for approximately $923 mil-
lion or sell Fairiess, on behalf of Juniper, to an independent third
party. If Fairless is sold and the proceeds from the sale are less
than its original construction cost, Dominion would be required
ta make a payment to the lessor in an amount up te 70.75% of
the original project costs adjusted for certain othet costs as speci-
fied in the lease. The lease agreement does not contain any provi-
sions that invelve credit rating or stock price trigger events.
Dominion expects to purchase Fairless when the lease expires in
2013,

Juniper was formed in 2003 as 2 limited partnership and was
organized for the purpose of acquiring and constructing a number
of assets for lease. Such assets were financed with proceeds from
the issuance of bank debt, privately placed long-term debt and
partnetship capital received from Juniper’s general and fimited
partners. Dominion has no voting equity interest in Juniper.
Because Juniper had been subject to the business scope exception,
Dominion was not required to evaluate whether Juniper was a
VIE prior to October 2011.

Through September 30, 2011, Juniper held various power
plant leases, including Fairless. In October 2011, the last lease
other than Fairless expired and the related asset was sold by Juni-
per. With Fairless being its sole temaining asset, Juniper no longer
qualified as a business as of October 2011, which required that
Dominion determine whether Juniper is a VIE. Dominion con-
cluded Juniper is a VIE because the entity’s capitalization is
insufficient to support its operations, the power to direct the most
significant activities of the entity are not performed by the equity
holders, and Dominion, through its residual value guarantee dis-
cussed above, guarantees a portion of the residual value of Fair-
less. The activities that most significantly impact Juniper’s
economic performance relate to the operation of Faitless. The
decisions related to the operations of Fairless are made by Domin-
ion and as such, Dominion is considered the primary beneficiary.

Accordingly, Dominion consolidated Juniper in October
2011 and recorded, at fair value, approximartely $957 million of
property, plant and equipment, $896 million of debr and $61
million of noncontrolling interests. The debt is non-recourse to
Dominion and is secured by Juniper’s assets. The annual lease
payments made by Dominion to Juniper for Fairless are now
climinated in the Consolidated Statements of Income and are
excluded from the lease commitments table in Note 23,

Dominion has not provided any financial or other support to
Juniper in the current period that it was not previously con-
tractually required to provide.

NOTE 17. SHORT-TERM DEBT AND CREDIT
AGREEMENTS

Dominion and Virginia Power use short-term debt to fund work-
ing capital requirements and as a bridge to long-term debt financ-
ings. 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, Dominion utilizes cash and lecters of credit to fund collateral
requirements. Collateral requirements are impacted by commod-
iry prices, hedging levels, Dominion’s credit ratings and the credit
quality of its countetparties.

Dominion

Commercial paper and letters of credit outsianding, as well as
capacity available under credit facilities, were as follows:

Outstanding  Guistanding Facility

At Facility ~ Commercial Letters of Capacity
December 31, Limit Paper Credit  Awailable
(millions)
2011
Joint revolving cradit

facilitytl $3,000 $1,814 $ — $1,186
Joint revolving credit

faciiity'! 500 —_ 36 464
Total $3,500 $1,814% $ 38 %1650
2010
Joint revolving credit

faciiity! $3,000 $1,386 $101  $1,513
Joint revolving credit

facility'2 500 — 35 465
Total $3,500 $1,386@ $136 $1978

(1) This credit facdlity was entered into in September 2010 with an original
maturity date of September 2013. Effective Ocraber 1, 2011, pricing
toas amended and the maturity date was extended to September 2016,
This crediz facility can be used to support bank borrowings and the fssu-
ance of commercial paper, as well as to suppors up to $1.5 billion of let-
ters of credit.

(2) This credit facility was entered into in September 2010 with an original
maturity date of September 2013. Effective October 1, 2011, pricing
was amended and the maturity date was extended to Seprember 2016,
This eredit facility can be wsed to support bank borrowings, commercial
paper and letter of credit issuances. '

(3) The weighted-average interest rates of the outstanding commercial paper
supported by Dominion’s credit facilities were 0.47% and 0.41% at
December 31, 2011 and 2010, respectively.

Virgina Power

Virginia Powet’s short-term financing is supported by two joinc
revolving credit facilities with Dominion. These credir facilities
are being used for working capital, as support for the combined
commetcial paper pregrams of Dominion and Virginia Power
and for other general corporate purposes, :

Virginia Power’s share of commercial paper and letters of
credit cutstanding, as well as its capacity available under its joint
credit facilities with Dominion, were as follows:

Facility
Outstanding  Quistanding Sub-limit
At Facility = Commercial lettersof  Capacity
December 31, Sub-imit Paper Credit Available
{millions)
2011
Joint revolving credit .
facilityt® $1,000 $894 $— $106
Joint revoiving credit
facility@ 250 — 15 235
Total N $1,250 $89401 $15 3
2010
Joint revoiving credit
facilityw $1,000 $600 $91 $309
Joint revelving credit
facility@ 250 — —_ 250
Total $1,250 $660 $51 $559

(1) This credit facility was entered into in September 2010 with an original
tmatutity date af Seprember 2013, Effective October 1, 2011, pricing
was amended and the maturity date was extended to September 2016,
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This credit facility can be used to suppor: bank borrowings and the issu-
ance of commercial paper, as well as vo support up to $1.5 billion {or the
sub-limit, whichever is less) of letters of credit. Virginia Power’s current
sub-limit under this credit facility can be increased or decreased multiple
tires per year.

(2) This credit facility was entered into in September 2010 with an oviginal
maiurity date of September 2013. Efféctive October 1, 2011, pricing
was amended and the maturity date was extended to September 2016,
This credit facility can be used to suppors bank borrowings, commercial
paper and letter of credit issuances. Virginia Power’s current sub-limit
under this credit facility can be increased or decreased multiple times per

year.
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(3} The weighted-average interest rates of the ousstanding commercial paper
supported by these credit facilities were 0.46% and 0.41% at
December 31, 2011 and 2010, respectively.

In addition to the credit facility commictments mentioned
above, Vicginia Power also has a $120 million credit facility chat
was entered into in Scptember 2010 with an original maturity
date of September 2013. Effective Ocrober 1, 2011, pricing was
amended and the maturity date was extended to September 2016.
This facility supports certain tax-exempt financings of Virginia
Power.
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NOTE 18. LONG-TERM DEBT

2071
Weighted-
average

At December 31, : . Coupont” 2011 2010

(millions, except percentages)
Virginia Electric and Power Company:
Unsecured Senior Notes:

4.75% to 8.625%, due 2012 to 2016 5.17% $ 1675 § 1680
3.45% to 8.8/75%, due 2017 t0.2038 6.17% 4,204 4,214
Tax-Exernpt Financings:
Variable rates, due 2016 1o 2041® 1.24% 454 219
1.375% 10 6.5%, due 2017 to 2040 3.99% 533 608
Virginia Electric and Power Company total principal $ 6866 F 6721
Securities due within one year 5.17% (616) (15)
Uinarnortized discount and premium, net 4) {4)
Virginia Electric and Power Company total long-term debi $ 6246 $ 6,702
Dominion Resources, Inc.: ' o
Unsecured Senior Notes:
1.8% to 7.195%, due 2012 to 2016 431% $ 3,195 §$ 2,345
4.45% to 8.875%, due 2017 to 2041w ’ B.07% 4,749 3,749
Unsecured Convertible Senior Notes, 2.125%, due 2023 143 202
Unsecured Junior Subordinated Notes Payable to Affiliated Trusts, 7.83% and 8.4%. due 2027 and 2031 7.85% 288 . 268
Enhanced Sunior Subordinated Notes, 6.3% to 8.375%, dua 2064 and 2066© 8.11% 985 1,469
Enhanced Junior Subordinated Notes, variatle rate, due 20669 2.67% 468 —
Unsecured Debentures and Senior Notes™:
5.0% t0 6.85%, due 2011 to 2014 5.06% 622 1,091
6.8% and 6.875%, due 2026 and 2027 6.81% 89 89
Dominion Energy, inc.:
Secured Senior Notes:
5,03% t0 5.78%, due 2013® 5.07% 842 —
7.33%, due 2020 ; 159 171
Tax-Exempt Financingsio!: .
2.25% and 5.75%, due 2033 to 2042 3.52% 284 i24
Variable rate, due 2041 1.15% 75 —
Virginia Eictric and Power Company total principal from abiove) 6,866 6,721
Dominion Resources, Inc. total principal $18,745 $16,229
Fair value hedge valuation() 105 49
Securities due within one yeart1 5.62% (1,479 (497)
Unamortized discount and premium, net 23 (23)
Daminion Resources, lac. total lang-term deht $17,394 $15,758

{1) Represents weighted-average coupon rates for debr sutstanding a5 of Decesber 31, 2011,

(2} These financings relase w certain pollution control equipment at Virginia Power’s generating facilities. Certain variable vate tax-exempt financings are

supported by a $120 million credss facility that terminates in September 2016,

(3} $160 million of tax-exempt bonde due in 2040 issued by the Industrial Development Authority of Wise Councy on bebalf of Virginia Power were remar-
keted 1o a third party and included in the Consolidated Balance Sheers in March 2011, These bonds were originally issued in Decetnber 2010 and Sep-
tember 2009 but weve not included in the 2010 Consolidated Balance Sheet because the bonds had been temporarily purchased and were held by Virginia

Pawer.

(4) At the option of holders, 3510 million of Dominion’s 5.25% senior notes due 2033 and $600 million of Dominion’s 8.875% senior notes due 2019 are

subject to redemprion at 100% of the principal amouns plus accrued intevess in August 2015 and January 2014, vespectively.

{(5) Convertible inta a combination of cash and shares of Dominjon’s common stock at any time when the closing price of comman stock equals 120% of the
applicable conversion price or higher for at least 20 out of the last 30 consecurive trading days ending on the last trading day of the previous calendar quar-
ter. At the option of holders on December 15, 2013 or 2018, these securities are subject to redemption at 100% of the principal amount plus accrued inter-

est. These senior noves bave been callable by Dominion since December 15, 2011.

(6) In September 2011, the $500 million 6.3% 2006 Series B Enbanced Junior Subordinated Notes due 2066 began bearing interest at the three-month

LIBOR plus 2.3%, reset quarterly.
(7) Represenss debt assumed by Dominion from the merger of its former CNG subsidiary.

{8) Juniper notes issued in 2004 and consolidated in October 2011 due to Dominion becoming the primary beneficiary of this VIE. This amount excludes $48

million of net unamortized premivm in 2011, The debt is non-recourse to Dominion and is secured by Juniper’s asseis.

(2 Represents debrt associated wirh Kincaid, The debt is non-recourse to Domiinion and is secured by the fucility’s assers (3530 million at December 31, 2011)

and revenue.
(10} 3235 million of tax-exempt bonds due in 2041 issued by the Massavhusetss Development Finance Agency on bebalf of Brayton Point were remarketed to

third parties in July and August 2011, and included in the Consolidated Balarnce Sheet. These bonds were originally isued in December 2010 but were not

included in the 2010 Consolidated Balance Sheer because the bonds had been remporarily purchased and were held by Dowminion.
(11 Represents the valuation of certain fair vatue hedges associated with Dominion s fixed-vate debr.
(12} Inctudes $4 million of net unamortized discount in 201 1.
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Based on stated maturity dates rather than early redemption dates that could be elected by inscrument ho%dcrs, the scheduled principal
payments of long-term debt at December 31, 2011, wete as follows:

{millions, except percentages}
Virginia Power .

1
2012 2013 2014 2015 | 2016 Thereafter Total
]

$ 616 $ 418 § 17 5219\l$485 $ 5111 § 6866

Weighted-average Coupon

5.17% 488% 7.73% 543% 528%  552%

Dominion

Secured Senior Notes

Unsecured Seniar Notes

Tax-Exempt Financings

Unsecured Juntor Subordinaied Notes Payable to Affiliated Trusts
Enhanced Junior Subordinated Notes

$ 13 $83 § 15 $18'§% 20 § 82 $ 1,001
1,470 690 1,065 960 1,351 9,141 14,677

— — — g 27 1,311 1,346
— — — — — 268 268
- - - — — 1453 1453

Total

$1,483 $1,543 $1,080 $986 !$1,398 $12,265 $18,745

Weighted-average Coupan

562% 504% 3.89% 4.52% 4.29%% 5.79%

Dominion’s and Virginia Power’s short-term credit facilitics and long-term debt agreements contain customary covenants and default
provisions. As of December 31, 2011, there were no events of default under these covenancs.

In January 2012, Virginia Power issued $450 million of
2.95% senior notes that macure in 2022, The proceeds were used
for general corporate purposes including the repayment of short-
term debt.

Convertible Securities

At December 31, 2011, Dominion had $143 million of cut-

standing contingent convertible senior notes that are converrible

by holders into a combination of cash and shares of Dominion’s
common stock under certain circumstances. The conversion fea-
ture requires that the principal amount of each note be repaid in
cash, while amounts payable in excess of the principal amount
will be paid in common stock, 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. 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 cersain
dividend increases. As of December 31, 2011, the conversion rate
had been adjusted to 28.9178 shares, primarily due to individual
dividend payments above the level paid ar issuance.

The number of shares included in the denominator of the
dituted EPS calculation is calculated 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 out-
standing used in the calculation of Dominion’s diluted EPS when
the conversion price is lower than the average market price of .
Dominion’s common stock over the period, 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 Dominion'’s common stock under any
of the following circumstances:

(1) The dlosing price of Dominion’s common stock equals 120%
of the applicable conversion price or higher for ar least 20 out
of the last 30 consecutive trading days ending on che last trad-
ing day of the previous calendar quarer;
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(2) The seniar notes are called for redemption by Dominion;
(3) The occurtence of specified corpotate transactions; or

(4) The credit rating assigned to the senior notes by Moody’s is

betow Baa3 and by Standard & Poor's is below BBB- or the
ratings are discontinued for 2ny reason.

The senior notes were not eligible for conversion during the
first quarter of 2011, However, since the closing price of Domin-
ion's common stock was equal to 120% of the applicable con-
version price or higher for at least 20 out of the last 30
consecutive trading days of each quarter, the senior notes were
eligible for conversion during each of the last three quarters of
201%. During 2011, approximately $59 million of the contngent
convertible senior notes were converted by holders. As of

- December 31, 2011, the closing price of Dominion’s common

stock was equal to $41.50 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 2012, Beginning
in 2007, the notes have been eligible for contingent interest if the
average trading price 25 defined in the indenture equals or exceeds
120% of the principal amount of the sehior notes. Holders have
the right to tequire Dominion to purchase these senior notes for
cash at 100% of the principal amount plus accrued interest in
December 2013 or 2018, or if Dominian undergoes certain
fundamental changes. The senior notes have been callable by
Dominion since December 15, 2011,

Junior Subordinated Notes Payable to Affiliated Trusts

In previous years, Dominion established several subsidiary capital
trusts, each as a finance subsidiary of the respective parent com-
pany, which hold 100% of the voting interests. The trusts sold
trust preferred securiries representing preferred beneficial interests
and 97% beneficial ownership in the assets heid 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 capiral
ttusts, Dominion issued vatious junior subordinated notes. The
junior subordinated notes constitute 100% of each capital trust’s



assets. Each trust must redeem its trust preferted securities when
their respective junior subordinated notes are repaid at matusicy
or if redeemed prior to maturity.

The following rable provides summary information about the
trust preferred securities and junior subordinated notes out-
standing as of December 31, 2011:

Trust
Preferred Commen
Date . Securities Securities
Established Capital Trusts Units Rate  Amount  Amount
{thousands) {millions)

December 1997  Dominion Resources

Capital Trust k1 250 783% $250 $7.7
January 2001 Dominion Resources
Capital Trust 11/@ 10 84 10 0.3

SJunior subordinated rotes/debentures beld as assets by each capital trust were

as follows:

(1) $258 million-—Dominion Resources, Inc. 7.83% Debentures due
12112027,

(2) 810 million—Dominion Resources, Inc. 8.4% Debentures due
1/15/2031.

Interest charges related to Dominion’s junior subordinated
notes payable to affiliated trusts were $21 million for the years
ended December 31, 2011, 2010 and 2009,

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 cach 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 erust preferred
securities to the extent that the trust has funds legally and
immediately available to make distributions. The trust’s ability to
pay amounts when they are due on the trust preferred securities is
dependent solely upon the payment of amounts by Dominion
when they are due on the junior subordinated notes. Dominion
may defer interest payments on the junior subordinated notes on
one or more occasions for up to five consecutive years and the
related crusts must also defer distributions. If the payment on the
junior subordinated notes is deferred, Deminion may not make
disttibutions related to its capital stock, including dividends,
redemptions, repurchases, liquidation payments or guarantee
payments, during the deferral period. Also, during any deferral
period, Dominion may not make any payments on, redeem or
repurchase any debt securities that are equal in right of payment
with, or subordinated to, the junior subordinated notes.

Enhanced Junior Subordinated Notes
In June 2006 and September 2006, Dominion issued $300 mil-
lion of June 2006 hybrids and $500 million of September 2006
hybrids, respectively. The June 2006 hybrids will bear interest at
7.5% per vear until June 30, 2016, Thereafter, they will bear
interest at the three-month LIBOR plus 2.825%, reset quartetly.
Beginning September 30, 2011, the September 2006 hybrids bear
interest at the three-month LIBOR plus 2.3%, reset quarterly.
Previously, interest was fixed ar 6.3% per year, '
In June 2009, Deominion issued $6&5 million (including $60
million related to the underwriter’s option to purchase additional
notes to cover over-allotments) of 8.375% June 2009 hybrids,
The June 2009 hybrids are listed on the New York Stock
Exchange under the symbol DRU.

Dominion 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 ate deferred, Dominion may not make
distributions related to its capital stock, including dividends,
redemptions, repurchases, liquidation payments or guarantee
payments during the deferral period. Also, during the deferral
period, Dominion may not make any payments on or redeem or
repurchase any debt securities that are equal in right of payment
with, ar subordinated to, the hybrids,

Dominion executed RCCs in connection with its issuance of
all of the hybrids described above. Under the terms of the RCCs,
Dominion cavenants to and for the benefic of designated covered
debtholders, as may be designated from time to time, that
Dominien shall not redeem, repurchase, or defease all or any part
of the hybrids, and shall not cause its majority owned subsidiaries
t0 purchase all or any part of the hybrids, on or before their
applicable RCC termination date, unless, subject 1o certain limi-
tations, during the 180 days prior to such activity, Dominion has
received a specified amount of proceeds as set forch in the RCCs
from the sale of qualifying securities that have equity-like charac-
teristics thar are the same as, or more equity-like than the appli-
cable characteristics of the hybrids at that time, a5 more fully
described in the RCCs. In September 2011, Dominion amended
the RCCs of the June 2006 hybrids and September 2006 hybrids
to expand the measurement period for consideration of proceeds
from the sale of common stock issuances from 180 days to 365
days. The proceeds Dominion receives from the replacement
offering, adjusted by a predetermined factor, must equal or exceed
the redemption or repurchase price. '

In both December 2011 and April 2010, Dominion pur-
chased and cancelled $16 million of the September 2006 hybrids.
These purchases were conducted in compliance with the RCC. [n
[ate February 2012, Dominion launched a tender offer to pur-
chase up to $150 miilion of additional September 2006 hybrids,
which amount may be increased or decreased at Dominion’s sole
discretion. All purchases will be conducted in compliance with
the RCC.

NOTE 19. PREFERRED STOCK

Dominion is authorized to issue up to 20 million shares of pre-
ferred stock; however, none were issued and outstanding at
December 31, 2011 or 2010.

Virginia Power is authotized to issue up to 10 million shares
of preferred stock, $100 liquidation preference, and had
2.59 million preferred shares issued and outstanding at
December 31, 2011 and 2010. Upon involuntary liquidation,
dissolution or winding-up of Virginia Power, each share would be
entitled to receive $100 plus accrued cumulative dividends.

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

stock).
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Presented below are the series of Virginia Power preferred
stock that were outstanding as of December 31, 2011:

Issued and
' Quistanding  Entitled Per Share
Dividend Shares

Upon Liguidation
(thousands) -

$5.00 107 $112.,50
404 13 102.27
4.20 15 102.50
412 32 103.73
4.80 ) 73 101.00
7.05 500 100.710
698 - 80D 100.70@
Flex Money Market Preferred 12/02,

Series A 1,250 100.00:
Total 2,590

(1) Through 7/31/2012; $100.36 commencing 8/1/2012; $160.00
commencing 8/1/2013. - ‘

(2) Through 8/31/2012; $100.35 commencing 9/1/2012; $100.00
commencing 9/1/2013.

(3) Dividend rate was 6.25% untel 3/20/2011. Effective 3/20/11 the rate
reset 10 6.12% wuntil 3/20/2014 after which the rate will be determined
according to peviodic anctions for periods established by Virginia Power
at the time of the auction process.

NOTE 20. SHAREHOLDERS  EQUITY

Issuance of Common Stock
Daminion

Dominion maintains Dominion Direct® and a number of
employee savings plans through which contributions may be
invested in the Company’s common stock. These shares may
either be newly issued or purchased on the open market with
proceeds contributed to these plans. During 2011, Dominion
Direct® and the Dominion employee savings plans purchased
Dominion commen stock on the open marker with the proceeds
received through these programs, rather than having addirienal
new common shares issued. In January 2012, Dominion began
issuing new common shares for these direct stock purchase plans.

During 2011, Dominion issued approximately 1.2 million
shares of common stock and received cash proceeds of $38 mil-
lion through the exercise of employee stock options. _

In January 2012, Dominion filed a new SEC shelf registration
for the sale of debrt and equity securities including the ability to
sell common stock through an at che marker program. The
Company enteted into four separate Sales Agency Agreements
with each of BNY Mellon Capital Markets, LLC, Merrill Lynch,
Pierce, Feaner & Smith Incorporated, Morgan Stanley & Co.
LLC, and Goldman Sachs & Co., to effect sales under the pro-
gram. However, with the exception of issuing approximately $320
million in equity through employee savings plans, direct stock
purchase and dividend reinvestment plans, and other employee
and director benefit plans, Dominion does not anticipate issuing
common stock in 2012,

ViReINIA POWER

In 2011, Vitginia Power did not issue any shares of its common
stock to Dominion. In 2010 and 2009, Vitginia Power issued
33,013 and 31,877 shares of its common stock to Dominion for
approximately $1 billion in each year, for the purpose of retiring
short-term demand note borrowings from Dominion,
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Shares Reserved for Issuance

At December 31, 2011, Dominion had approximately 34 million
shares reserved and available for issuance for Dominion Direct®,
employce stock awards, employee savings plans, director stock
compensation plans and contingent convertible senior notes.

Repurchase of Common Stock

In March 2010, Dominion began repurchasing commen shares in
anticipation of proceeds from the sale of its Appalachian E&P
operations, During 201(, Dominion repurchased 21.4 million
shares of its common stock for approximately $900 million,

In 2011, Dominion announced that it intended to repurchase
between $600 million and $700 million of common stock with cash
tax savings resulting from the extension of the bonus depreciation -
allowance, During 2011, Dominion &epurchascd approximately
13 million shares of common stock for approximately $601 million
on the open market under this program, at an average price of
$46.37 per share. Dominion does not plan to repurchase additional
shares under this program during 2012.

Accumplated Other Comprehensive Income (Loss)
Presented in the table below is a summary of AOCI by compo-

nent;

At December 31, 2011 2010
{millions)
Dominion
MNet unrealized gains {losses) on derivatives-hedging

activities, net of tax of $48 and $(27) $6G4 § 51
Net unrealized gains on nuclear decommissioning trust

funds, net of tax of ${154) and $(142) 243 226
Net unrecognized pension and other postretirement )

benefit costs, net of tax of $568 and $446 (799) (607)
Total ACC! ) $(610)  $(330

Yirginia Power -
Net unrealized gains (losses) on derivatives-hedging

activities, net of tax of $2 and $(2) - $ (3 $ 4
Net unrealized gains on nuclear decommissioning trust

fuinds, net of tex of $(14) and $(13) 22 20
Total AQCH $ 19 $ 24
Stock-Based Awards

The 2005 Incentive Compensation Plan permits stock-based
awardls thar inclide restricted stock, performance grancs, goal-
based stock, stock eptions, and stock appreciation rights. The
Non-Employee Directors Plan permits grants of 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 markec value at the
date of grant with a maximum term of eight years. Oprion terms
are set at the discretion of the CGN Committee of the Board of
Directors or the Board of Directors itself, as provided under each
plan, At December 31, 2011, approximately 33 million shares
were available for furure grants under these plans.

Dominion measures and recognizes compensation expense
relating to share-based payment transactions over the vesting
period based on the fair value of the equity or liability instru-
ments issued. Dorninion’s results for the years ended
December 31, 2011, 2010 and 2009 include $39 million, $40
million, and $44 million, respectively, of compensation costs and
$13 million, $15 million, and $17 million, respectively of income
tax benefits related to Dominion’s stock-based compensation




atrangements. Stock-based compensation cost is reported in other
operations and maintenance expense in Dominion’s Consolidated
Statements of Income. Excess tax benefits are classified as a
financing cash flow. During the years ended December 31, 2011,
2010 and 2009, Dominion realized $2 million, $1¢ million, and
$5 million, respectively, of excess tax benefits from the vesting of
restricted stock awards and exercise of stack options.

STOCK OPTIONS

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

December 31, 2011, 2010 and 2009. No options were granted
under any plan in 2011, 2010 or 2009.

Weighted -
average
Weighted - Remaining Aggregated
average Contractual Intringic
Shares  Exercise Price Life Valueth
{thousands) (years)  (milions}
Qutstanding and exercisable
at December 31, 2008 5,558 $30.53 30
Exercised (1,706) $28.93 $10
Forfeited/expired (30) $28.89
Quistanding and exercisable
at December 31, 2009 3,822 $31.25 $2c
Exercised (1,983) $30.81 $22
Forfeited/expired (29) $29.84
Qutstanding and exercisable
at Decembker 31, 2010 1,810 $31.76 $20
Exercised (1,174) $32.48 $17
Forfeited/expired (8} $31.57
Outstanding and exercisable
at December 31, 2011 528 $30.81 0,6 $14

(1) Intrinsic value represents the difference between the exercise price of the
option and the market value of Dominton’s stock.

Dominion issues new shares to satisfy stock option exercises.
Dorminion received cash proceeds from the exercise of stock
options of approximately $38 million, $63 million, and $49 mil-
lion in the years ended December 31, 2011, 2010 and 2009,
respectively.

RESTRICTED STOCK

Restricted stock grants are made to officers under Dominion’s
LTIP and may also be granted to certain key contributors from
time to time. The fair value of Dominion’s restricted stock awards
is equal to the market price of Dominion’s stock on the date of
grant. New shares are issued for restricied stock awards on the
date of grant and generally vest over a three-year setvice period.
The following table provides a summary of restricted stock activ-
ity for the years ended December 31, 2011, 2010 and 2009:

Weighted
- average
Grant Date
Shares  Fair Value

{thousands}
Nonvested at December 31, 2008 1,756 $38.55
Granted 533 3384
Vested (913) 3481
Cancelled and farfeited (77) 3832
Converted from goal-based stock to restricted stock 185 4418
Nonvested at December 31, 2009 . 1,484 $39.88
Granted 463 38.80
Vested {618) 4354
Cancelled and forfeited (39) 3692
Converted from geal-based stock to restricted stock 186 4084
Nonvested at December 31, 2010 1,476 $38.20
Granted 299 4368
Vested {617} 40.72
Cancelled and forfeited . {25} 36.29
Converted from gaal-based stock to restricted stack 168 30.99
Nonvested at December 31, 2011 1,301  $37.37

As of December 31, 2011, unrecognized compensarion cost
related to nonvested restricted stock awards totaled $18 million
and is expected to be recognized over a weighted-average period
of 2.1 years. The fair value of restricted stock awards that vested
was $28 million, $26 million, and $29 million in 2011, 2010 and
2009, respectively. Employees may elect to have shares of
restricted stock withheld upon vesting to satisfy rax withholding
obligations. The number of shares withheld will vary for each
employee depending on the vesting date fair marker value of
Dominion stock and the applicable federal, state and local tax
withholding rates. Shares tendered for taxes are added o the
shares remaining to be issued and become available for reissuance
as incentive awards.

GOAL-BASED STOCK

Goal-based stock awards are granted to officers who have not
achieved a certain targeted level of share ownership in lieu of
cash-based performance grants. In 2008 and 2609, goal-based
stock awards were also made to certain key non-officer employees.
Current outstanding goal-based shares include awards granted to
officers in February 2010 and February 2011,

The issuance of awards is based on the achievement of muldi-
ple performance metrics during a two-year period, including
ROIC, BVP and TSR relative to that of a peer group of compa-
nies for 2009, and far 2010 and 2011 the two metrics of ROIC
and TSR relative to that of a peer group of companies. The actual
number of shares issued will vary between zero and 200% of tar-
geied shares depending on the level of performance metrics ach-
ieved. The fair value of goal-based stock is equal to the market
price of Dominion’s stock on the date of grant. Goal-based stock
awards granted to key non-officer employees convert to restricred
stock at the end of the two-year performance period and generally
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vest three yeats from the original grant date. Awards to officers
vest at the end of the two-year performance period. All goal-based
stock awards are settled by issuing new shares.

After the performance period for the April 2008 grants ended
on December 31, 2009, the CGN Committee determined the
actual performance against metrics established for those awards.
For awards to key non-officer employees, 147 thousand shares of
the outstanding goal-based steck awards granted in April 2008
were converted to 186 thousand shares of restricted stock for the
remaining term of the vesting period ending in April 2011, For
awards to officers, 12 thousand shares of the outstanding goal-
based stock awards were converted to 15 thousand non-restricted
shares and issued to the officers.

After the performance petiod for the April 2009 grants ended
on December 31, 2010, the CGN Committee determined the
actual performance against metrics established for those awards.
For awards to key non-officer employecs, 132 thousand shares of
the outstanding goal-based stock awards granted in April 2009
were converted to 168 thousand shares of restricted stock for the
remaining term of the vesting period ending in April 2012. For
awards to officers, 20 thousand shares of the outstanding goal-
based stock awards were converted to 25 thousand non-restricted
shares and issued to the officers.

The following table provides a summary of goal-based stock
activity for the years ended December 31, 2011, 2010 and 2009:

Weighted

- average

Targeted Grant

Number of Date Fair

Shares Value

(thousands)

Nonvested at December 31, 2008 315 $4256

Granted 165 31.43

Vested (28) 44 38

Cancelled and forfeited (2) 37.24
Converied from goal-based stock to restricted

stock {127) 44.18

Nonvested at Dacember 31, 2009 23 $38.12

Granted 9 37.46

Vested (16) 39.31

Cancelled and farfeited B 30499
Converted frorm gozl-based stock to restricted

stock (147) 40.84

Nonvested at December 31, 2010 161 $31.79

Granted 3 43.54

Vested (20) 34.62

Cancelled and forfeited — . —_
Converted from goal-based stock to restricted

stock (132) 30.99

Nonvested at December 31, 2011 12 $39.19

At December 31, 2011, the targeted number of shares
expected to be issued under the February 2010 and February
2011 awards was approximately 12 thousand. In January 2012,
the CGN Committee determined the actual performance against
metrics established for the February 2010 awards with a perform-
ance period that ended December 31, 2011. Based on that
determinarion, the total number of shares to be issued under the
February 2010 goal-based stock awards was approximately 15
thousand.

As of December 31, 2011, unrecognized compensation cost
related to nonvested goal-based stock awards was not material.

106

CASH-BASED PERFORMANCE GRANTS

Cash-based performance grants are made to Dominion’s officers
under Dominion’s LTIP. The actual payout of cash-based per-
formance grants will vary berween zero and 200% of the targeted
amount based on the level of performance metrics achieved.

The targeted amount of the cashi-based performance grant
made to officers in April 2008 was $12 million, but the actual
payout of the award in February 20410 determined by the CGN
Committee was $15 million, based on the level of performance
metrics achieved.

In February 2009, a cash-based performance grant was made
to officers. A portion of the grant, representing the $11 million
targeted amount as of December 31,12010, was paid in December
2010, based on the achievement of three performance metrics
during 2009 and 201¢: ROIC, BVP and TSR relative to that of a
peer group of companies. The total amount of the award under
the grant was $14 million and the reinaining $3 million of the
grant was paid in February 2011. At December 31, 2010, a
liability of $3 million had been accrued for the remaining portion
of the award.

In February 2010, a cash-based performance grant was made
1o officers. A portion of the grant, representing the inidal payout
of $14 million, which included the $12 million cargeted amount,
was paid in December 2011, based ob the achievement of two
petformance metrics during 2010 and 2011: ROIC and TSR
relative to that of a peer group of companies, The total expected
award under the grane is $20 million and the remaining portion
of the grant will be paid by March 15, 2012, At December 31,
2011, a liability of $5 million had been accrued for the remaining
portion of the award.

In Febﬁlary 2011, a cash-based performance grant was made
to officers. Payout of the performance grant will occur by
March 15, 2013 based on the achievement of two performance
metrics during 2011 and 2012: ROIC and TSR relative to that of
a peer group of companies. At December 31, 2011, the targeted
amount of the grant was $12 million and a liability of $6 million
had been accrued for this award.

NOTE 21. 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, 2011, the Virginia Commission had
not restricted the payment of dividends by Virginia Power.

Certain agreements associated with Dominion’s and Virginia
Power’s credit facilities contain restrictions on the ratio of debt to
total capitalization. These limitations did not restrict Dominion’s
or Virginia Power’s ability to pay dividends or receive dividends
from their subsidiaries at December 31, 2011,

See Note 18 for a description of potential restrictions on divi-
dend payments by Dominion in connection with the deferral of
interest payments on junior subordinared notes.

NOTE 22. EMPLOYEE BENEEIT PLANS
DoMInION

Dominion provides certain benefits to eligible active employees,
retirees and qualifying dependents. Under the terms of its benefit



plans, Dominion reserves the right to change, modify or termi-
nate the plans. From time to time in the past, benefits have
changed, and some of these changes have reduced benefits.

Dominion maintains qualified noncontributory defined bene-
fic pension plans covering virtually all employees. Retirement
benefirs are based primarily an years of service, age and the
employee’s compensation. Dominion’s funding policy is to con-
tribute annually an amount that is in accordance with the provi-
sions of ERISA. The pension program also provides benefits to
certain retired executives under a company-sponsored non-
qualified employee benefir plan. The nonqualified plan is fanded
through contributions to a grantor trust.

Dominion provides retiree healtheare and life insurance bene-
fits with annual employee premiums based on several factors such
as age, retirement date and years of service. In January 2011,
Dominion amended its retiree healthcare and life benefits to
change the eligibility age, effective January 1, 2012, for the
majority of nonunion employees from 55 with 10 years of service
to 58 with 10 years of service, resulting in an approximately $71
million reduction to the other postretirement benefit plan obliga-
tion. The eligibility requirements for nonunion employees hired
on or after Janvary 1, 2008, who benefit under the Retiree Medi-
cal Account design, as well as for union employees are notr
affected by this plan design change.

Pension and other postretirement benefit costs are affected by
employee demographics (including age, compensation levels and
years-of service), the level of contributions made to the plans and
earnings on plan assets, These costs may also be affected by
changes in key assumptions, including expected long-term rates of
return on plan assets, discount rates, healthcare cost trend rates
and the rate of compensation increases.

Dominion uses December 31 as che measurement date for all
of its employee benefit plans. Dominion uses the market-related
value of pension plan assets to determine the expected return on
plan assets, 2 component of net periodic pension cost. The
market-related value recognizes changes in fair value on a straight-
line basis over a four-year period, which reduces year-to-year vola-
tility. Changes in fair value are measured as the difference
between the expected and actual plan asset returns, including
dividends, interesr and realized and unrealized investment gains
and losses. Since the market-related value recognizes changes in
fair value over a four-year period, the future market-related value
of pension plan assets will be impacted as previously unrecognized
changes in fair value are recognized.

Dominion’s pension and other postretirement benefic plans
hold investments in trusts to fund employee benefit payments.
Aggregate actual returns for Dominion’s pension and other post-
retirement plan assets were $273 million in 2011 and $624 mil-
lion in 2010, versus expected returns of $519 million and $479
million, respectively. Differences berween actual and expected
returns on plan assets are accumulated and amortized during
future periods. As such, any investment-related declines in these:
trusts will result in future increases in the periodic cost recognized
for such employee benefit plans and will be included in the
determination of the amount of cash to be contributed to the
employee benefit plans.

The Medicare Act introduced a federal subsidy to sponsors of
retitee healthcare benefit plans that provide a prescription drug
benefit chat is at least actuarially equivalent to Medicare Part D.

Dominion determined that the prescription drug benefit offered
under its other postretirement benefit plans is at least actuarially
equivalent to Medicare Part . Dominion received a federal sub-
sidy of $3 million for each of 2011 and 2010. In December 2011,
Dominion elected to change its method of receiving the subsidy
under Medicare Part D for retiree prescription drug coverage
from the Retiree Drug Subsidy to the EGWP. This change is
expected to be effecrive January 1, 2013, As a result of this
change, Dominion recognized a decrease in its other postrecire-
ment benefit obligations of approximately $170 million as of
December 31, 2011. This change is also expected to reduce other
postretirement benefit costs by approximately $20 million annu-
ally beginning in 2012.

Funded Status

The following table summarizes the changes in Dominion’s
pension plan and other postretirement benefit pian obligations
and plan assets and includes a starement of the plans’ funded sta-
tus:

Other Postretirement

Pension Benefits Benefits

Year Ended December 31, 2011 2010 2011 2010
{millions, except percentages)
Changes in benefit ohligation:
Benefit obligation at beginning

of year $4490 34,126 $1,707  $1,555
Sarvice cost 108 102 48 56
Iriterest cost 258 266 94 101
Benefits paid (215} (211) (83) 82
Actuarial (gains) losses during

the year 340 210 (210} 36
Transfert - (48} - -
Flan amendments - 1 70} -
Settlements and curtailments® - 34 (1) 35
Special termination benefits® - 10 - 1
Medicare Part D

reimbursement - - 5 5
Early Retirement

Reimbursement Program - - 3 -
Benefit obligation at end of

year $4.981  $4,490 $1,493 $1,707
Changes in fair value of plan

assets:
Fair value of plan assets at

beginning of year $5,106 $4,226 $1,031 & 918
Actual return on plan assets 247 532 26 92
Employer contributions 7 665 i9 56
Benefits paid {215) (211} (34) (35)
Transfer®) - (106} - -
Fair value of plan assels at end

of year $5,145 $5106 $t1,042 $1,031
Funded status at end of year $ 164 % 616 $ 451 § (676)

Amounts recognized in the
Consalidated Balance Sheets

at December 31:
Noncurrent pension and other .

postrefirement benefit assets 677 710 4 2
Other current liabilities (3 4) (3 (K)]

Noncurrent pension and other
postretirernent benefit -
liabilities (510} (90) {452) {(675)

Net amount recognized $ 164 $ 616 § (451) § (676)
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Cther Postretirement
Benefits

Year Ended December 31, 2011 2010 2011 2010

Pension Benefits

(millions, except percentages)

Significant assumptions used to
determine benefit obligations as of
December 31:

Discount rate

Weighted average rate of increase
for compensation

5.5% 59% 5.5% 5.9%

421% 461% 4.22% 462%

(1) Represents transfer of pension plan asseis and obligation for all active
Peoples employees as of February I, 2010. See Note 4 for more
information on the sale of Peoples completed in February 2010.

(2) 2010 amounts relate to the sales of Peoples and Dominton’s Appalachian
E5P operations and a workforce reduction program.

(3) Represents a one-time special tevmination benefit for certain employees in
connection with a workforce reduction program.

The ABO for all of Dominion’s defined benefit pension plans
was $4.5 billion and $4.1 billion at December 31, 2011 and
2010, respectively.

Under its funding policies, Dominion evaluates plan funding
requitements annually, usually in the fourth quarter after receiv-
ing updated plan information from its actuary. Based on the
funded status of cach plan and other factors, Dominton
determines the amount of contributions for the current year, if
any, at thar time. During 2011, Dominion made no con-
tributions to its qualified defined benefit pension plans and no
contributions are currently expected in 2012. Cerrain regulatory
authorities have held that amounts recovered in utility customers’
rates for other postretirement benefits, in excess of benefits
actually paid during the year, must be deposited in trust funds
dedicated for the sole purpose of paying such benefits. Accord-
ingly, certain of Dominion’s subsidiaries fund other postretire-
ment benefit costs through VEBAs. Dominion’s remaining
subsidiaries do not prefund other postretirement benefit costs but
instead pay claims as presented. Dominion expects to contribute
approximately $16 million to the Dominion VEBAs in 2012.

Dominion does not expect any pension or other postretire-
ment plan assets to be returned to the Company during 2012.

‘The following table provides information on the benefit obli-
gations and fair value of plan assets for plans with a benefit
obligation in excess of plan assecs:

Cther Postratirement

Pension Benefits Benefits
As of December 31, 2011 2010 2011 2010
{miflians)
Benefit obligation $4.416™ $121  $1,375 $1,583

Fair value of plan assets 3,903 27 920 S05

(1) The increase primarily refleces a decrease in the discount rate as of
December 31, 2011.

The following table provides information on the ABO and
fair value of plan assets for pension plans with an ABO in excess
of plan assets:

As of December 31, 2011 2010
{miliions)
Accumutated benefit obligation $95 380

Fair value of plan assets — —
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The following benefit payments, which reflect expected future
service, as appropriate, are expected to be paid:

Estimated Future Benefit Payments

Other Postretirement

Pension Benefits Benefits
(millions)
2012 $ 226 $ 4
2013 233 92
2014 245 96
2015 280 99
2016 307 102
2017-2021 1,643 554

The above benefit payments for other postretirement benefir
plans for 2012 are expected to be offset by a Medicare Part D
subsidy of approximately $5 million. As a result of the adoption
of the EGWT as discussed above, beginning in 2013 Dominion
will receive an increased level of Medicare Parc D subsidies, in the
form of reduced costs rather than a direct reimbursement.

Plan Assets

Dominion’s overall objective for investing its pension and other
postretirement plan assets is to achieve the best possible long-rerm
rates of return commensurate with prudent levels of risk. To
minimize risk, funds are broadly diversified among asset classes,
investment strategies and investment advisots. The strategic target
asset allocations for its pension funds are 28% U.S. equity, 18%
non-U.S. equity, 33% fixed income, 3% real estate and 18%
other alternative investments. U.S. equity includes investments in
large-cap, mid-cap and small-cap companies Jocated in the United
States. Non-U.S. equity includes investments in large-cap
companies located outside of the United States including both
developed and emerging markets. Fixed income includes corpo-
rate debt instruments of companies from diversified industries
and U.S. Treasuries. The U.5. equity, non-11.5. equity and fixed
income investments are in individual securities as well as mutual
funds. Real estate includes equity REITs and investmenss in part-
nerships. Other alternative investments include partnership
investments in private equity, debt and hedge funds that follow
several different strategies.

Strategic investment policies are established for Dominion’s
prefunded benefit plans based upon periedic asset/liability studies.
Factors considered in setting the investment policy inelude
employee demographics, liability growth rates, furure discount
rates, the funded status of the plans and the expected long-term
rate of return on plan assets. Deviations from the plans’ strategic
allocation are a function of Dominion’s assessments regarding
short-term risk and reward opportunities in the capital markets
and/or short-term market movements which result in the plans’
actual asser allocations varying from the strategic targer asser allo-
cations. Through periodic rebalancing, actual allocations are
brought back in line with the target. Future asset/liability studies
will focus on strategies to further reduce pension and other post-
recirement plan risk, while still achieving attractive levels of
returns. Financial derivatives may be used to obrain or manage
market exposures and to hedge assets and liabilities.



For fair value measurement policies and procedures related to pension and other postretirement benefit plan assets, see Note 7.
The fair values of Dominion’s pension plan assets by asser category are as follows: :

Fair Value. Measurements

Pension Plans

At December 31, 2011 2010
Level 1 Levei 2 Level 3 Total Level 1 Level 2 Level 3 Tatal
{mitlions) .
Cash equivalents $ 1 $ 84 $ — $ 8 3 1 %264 & — $ 265
U.S. equity: ’
targe Cap BOS 123 — 928 937 197 — 1,134
Other 359 197 — 556 436 96 — 532
Non-U.5. equi