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PART 1: GENERAL AND ADMINISTRATIVE INFORMATION

1. Introduction

Pursuant to Sections 103 and 185(b) of the Atomic Energy Act, and 10 CFR 52, Subpart C, Virginia
Electric and Power Company, doing business as Dominion Virginia Power (DVP or Dominion), and
Old Dominion Electric Cooperative (ODEC) hereby apply to the U.S. Nuclear Regulatory
Commission (NRC) for a combined license (COL) to construct and operate an ESBWR at the North
Anna Power Station (NAPS). DVP and ODEC also apply for such other licenses as would be
required to possess and use source, special nuclear and by-product material in connection with the
operation of the ESBWR. The ESBWR will be designated and hereinafter referred to as Unit 3.

NAPS is located in Louisa County, Virginia, approximately 40 miles north northwest of Richmond.
There are two existing nuclear reactors in operation at NAPS, as well as an Independent Spent
Fuel Storage Installation (ISFSI). Unit 3 will be located adjacent to and generally west of the
existing units.

DVP and ODEC currently own NAPS, including the existing nuclear units and ISFSI at that site, as
tenants in common, with respective undivided ownership interests of 88.4 and 11.6 percent. DVP is
the licensed operator of the existing facilities, with control of the NAPS site and existing facilities
and authority to act as ODEC’s agent. DVP and ODEC will own Unit 3 with the same undivided
ownership interests and DVP will construct and operate Unit 3.

The ESBWR is a 4,500 MWt reactor that uses natural circulation for normal operation and has
passive safety features. General Electric Company (GE, now GE-Hitachi Nuclear Energy Americas,
LLC (GEH)) submitted an application for final design approval and standard design certification for
the ESBWR on August 24, 2004, which the NRC is currently reviewing under docket
number 52-010. It is anticipated that the design certification of the ESBWR will be issued in
June 2010. This COL application references and incorporates Revision 4 of the Design Control
Document (DCD) currently under review in the design certification proceeding.

This COL application also references Revision 9 of the Early Site Permit (ESP) application for the
North Anna ESP site, and will reference that ESP upon issuance. The ESP application evaluated
the suitability of NAPS for two additional units bounded by a plant parameter envelope (PPE). The
PPE was selected to bound the design characteristics of a number of reactor designs, including the
ESBWR. This COL application incorporates the information from the ESP Site Safety Analysis
Report (SSAR) and Environmental Report that addressed siting and environmental issues in the
ESP proceeding.
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2. Information Required by 10 CFR 50.33

2(a)-(d) Corporate Information

NRC regulations at 10 CFR 50.33(a)–(d) require that an application contain certain corporate
information about the applicants. Information about DVP and ODEC respectively is provided below.

Description of Business

DVP was incorporated in 1909 as a Virginia public service corporation. DVP is a regulated public
utility engaged in the power generation and electric service delivery business within a 30,000
square-mile service area in Virginia and northeastern North Carolina. DVP supplies energy at retail
to approximately 2.3 million customer accounts including governmental agencies, and to wholesale
customers such as rural electric cooperatives and municipalities.

Corporate Information for Virginia Electric and Power Company

Name of Applicant Virginia Electric and Power Company (Dominion or DVP)
Address 120 Tredegar Street

Richmond, VA 23219-3932
State of Incorporation Virginia
Principal Business Location 120 Tredegar Street

Richmond, VA 23219-3932

Names, addresses, and citizenship of DVP directors and principal officers

Name Title Address Citizenship

Thomas F. Farrell, II Chairman and Chief 
Executive Officer

100 Tredegar St. 
Richmond, VA 23219-3932

USA

Thomas N. Chewning Director, Executive Vice 
President, and Chief 
Financial Officer

100 Tredegar St. 
Richmond, VA 23219-3932

USA

Steven A. Rogers Director 100 Tredegar St. 
Richmond, VA 23219-3932

USA

David A. Christian President and Chief Nuclear 
Officer

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

Jay L. Johnson President and Chief 
Operating Officer – 
Dominion Virginia Power

120 Tredegar St.
Richmond, VA 23219-3932

USA

Mark F. McGettrick President and Chief 
Operating Officer – 
Generation

120 Tredegar St.
Richmond, VA 23219-3932

USA
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M. Stuart Bolton Jr. Senior Vice President – 
Regulatory Accounting

100 Tredegar St.
Richmond, VA 23219-3932

USA

Mary C. Doswell Senior Vice President – 
Regulation and Integrated 
Planning

100 Tredegar St. 
Richmond, VA 23219-3932

USA

David A. Heacock Senior Vice President – 
Dominion Virginia Power

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

G. Scott Hetzer Senior Vice President and 
Treasurer

100 Tredegar St.
Richmond, VA 23219-3932

USA

E. Paul Hilton Senior Vice President – 
Regulation

120 Tredegar St.
Richmond, VA 23219-3932

USA

Craig S. Ivey Senior Vice President – 
Transmission & Distribution

120 Tredegar St.
Richmond, VA 23219-3932

USA

James K. Martin Senior Vice President – 
Business Development & 
Generation Construction

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

William R. Matthews Senior Vice President – 
Nuclear Operations

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

Margaret E. McDermid Senior Vice President and 
Chief Information Officer

100 Tredegar St.
Richmond, VA 23219-3932

USA

J. David Rives Senior Vice President - 
Fossil & Hydro 

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

James F. Stutts Senior Vice President and 
General Counsel

100 Tredegar St.
Richmond, VA 23219-3932

USA

Thomas P. Wohlfarth Senior Vice President and 
Chief Accounting Officer

100 Tredegar St.
Richmond, VA 23219-3932

USA

Fred G. Wood, III Senior Vice President – 
Financial Management – 
Generation

120 Tredegar St.
Richmond, VA 23219-3932

USA

Kenneth D. Barker Vice President – Planning 120 Tredegar St.
Richmond, VA 23219-3932

USA

Thomas R. Bean Vice President – Financial 
Management – Dominion 
Virginia Power 

120 Tredegar St.
Richmond, VA 23219-3932

USA

Gerald T. Bischof Vice President – Nuclear 
Engineering

5000 Dominion Boulevard, 
2SE
Glen Allen, VA 23060

USA

Names, addresses, and citizenship of DVP directors and principal officers

Name Title Address Citizenship
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P. Rodney Blevins Vice President – Distribution 120 Tredegar St.
Richmond, VA 23219-3932

USA

Malcolm G. Deacon, Jr. Vice President – Fossil & 
Hydro Technical Services

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

Pamela F. Faggert Vice President – Chief 
Environmental Officer

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

Eugene S. Grecheck Vice President – Nuclear 
Development

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

Leslie N. Hartz Vice President – Nuclear 
Support Services

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

David W. Green Vice President – Customer 
Service

120 Tredegar St. 
Richmond, VA 23219-3932

USA

C. Douglas Holley Vice President – Fossil & 
Hydro System Operation

5000 Dominion Boulevard
Glen Allen, VA 23060

USA

Karen E. Hunter Vice President – Tax 120 Tredegar St. 
Richmond, VA 23219-3932

USA

Robert B. McKinley Vice President – Generation 
Construction

701 East Cary Street, 21st 
Floor
Richmond, VA 23219

USA

Ashwini Sawhney Vice President - Accounting 701 East Cary Street
17th Floor
Richmond, VA 23219

USA

Christine M. Schwab Vice President – Business 
Development

100 Tredegar St. 
Richmond, VA 23219-3932

USA

David G. Shuford Vice President – State 
Regulation

120 Tredegar St. 
Richmond, VA 23219-3932

USA

John D. Smatlak Vice President 
–Transmission

120 Tredegar St. 
Richmond, VA 23219-3932

USA

Shannon L. Venable Vice President – Integrated 
Resource Planning

120 Tredegar St. 
Richmond, VA 23219-3932

USA

Patricia A. Wilkerson Vice President and 
Corporate Secretary

100 Tredegar St. 
Richmond, VA 23219-3932

USA

Donald E. Jernigan Site Vice President – Surry Surry Power Station
5570 Hog Island Road
Surry, VA 23883

USA

Daniel G. Stoddard Site Vice President – North 
Anna

1022 Haley Drive
Mineral, VA 23117

USA

Names, addresses, and citizenship of DVP directors and principal officers

Name Title Address Citizenship
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No Foreign Ownership, Control, or Influence

DVP is not owned, controlled, or dominated by an alien, a foreign corporation, or a foreign
government.
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Description of Business

ODEC, which was incorporated under the laws of the Commonwealth of Virginia in 1948, is a
not-for-profit wholesale power supply cooperative engaged in the business of providing wholesale
electric service to twelve member distribution cooperatives (Members), which in turn are engaged
in the retail sale of power to member consumers located in 70 counties throughout Virginia,
Delaware, Maryland and West Virginia. ODEC’s board of directors is made up of two directors from
each of its Members.

Corporate Information for Old Dominion Electric Cooperative

Name of Applicant Old Dominion Electric Cooperative (ODEC)
Address 4201 Dominion Boulevard

Glen Allen, VA 23060
State of Incorporation Virginia
Principal Business Location 4201 Dominion Boulevard

Glen Allen, VA 23060

Names, addresses, and citizenship of ODEC directors and officers

Name Title Address Citizenship

James M. Reynolds Chairman Community Electric 
Cooperative
52 West Windsor Blvd
P.O. Box 267
Windsor, VA 23487-0267

USA

Frederick L. Hubbard Vice Chairman Choptank Electric 
Cooperative
24820 Meeting House Rd 
P.O. Box 430 
Denton, MD 21629

USA

Gregory W. White Secretary/Treasurer Northern Neck Electric 
Cooperative
85 St. Johns Street
P.O. Box 288
Warsaw, VA 22572-0288

USA

J. William Andrew Director Delaware Electric 
Cooperative
14198 Sussex Highway
P.O. Box 600
Greenwood, DE 
19950-0600

USA
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M. John Bowman Director Mecklenburg Electric 
Cooperative
11633 Highway 92 West
P.O. Box 2451
Chase City, VA 23924-2451

USA

M Dale Bradshaw Director Prince George Electric 
Cooperative
7103 General Mahone 
Highway
P.O. Box 168
Waverly, VA 23890-0168

USA

Vernon N. Brinkley Director A&N Electric Cooperative
21275 Cooperative Way
P.O. Box 290
Tasley, VA 23441-0290

USA

Calvin P. Carter Director 6262 Bedford Highway
Lynch Station, VA 24571

USA

Glenn F. Chappell Director 17420 Old Stage Road
Carson, VA 23830

USA

Jeffrey S. Edwards Director Southside Electric 
Cooperative
2000 West Virginia Ave 
P.O. Box 7
Crewe, VA 23930-0007

USA

Kent D. Farmer Director Rappahannock Electric 
Cooperative
247 Industrial Court (zip 
code: 22408)
P.O. Box 7388
Fredericksburg, VA 
22404-7388

USA

Stanley C. Feuerberg Director Northern Virginia Electric 
Cooperative
10323 Lomond Drive (zip 
code: 20109)
P.O. Box 2710
Manassas, VA 20108-0875

USA

William C. Frazier Director 17225 Taylor’s Creek Road
Montpelier, VA 23192

USA

Names, addresses, and citizenship of ODEC directors and officers

Name Title Address Citizenship
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Fred C. Garber Director 7484 South Middle Road
Mount Jackson, VA 22842

USA

Hunter R. Greenlaw Jr. Director 142 Albion Lane (zip code: 
22405)
P.O. Box 149
Fredericksburg, VA 22404

USA

Bruce A. Henry Director 12134 Beach Highway
Greenwood, DE 19950

USA

Wade C. House Director 14521 Vint Hill Road
Nokesville, VA 20181

USA

David J. Jones Director 6874 Highway One
Bracey, VA 23919

USA

Bruce M. King Director BARC Electric Cooperative
84 High Street
P.O. Box 264
Millboro, VA 24460-0264

USA

William M. Leech, Jr. Director 518 Bluegrass Trail
Lexington, VA 24450

USA

Paul E. Owen Director 106 Chrisfield Circle
Smithfield, VA 23430

USA

Myron D. Rummel Director Shenandoah Valley Electric 
Cooperative
147 Dinkel Avenue – 
Highway 257
P.O. Box 236
Mt. Crawford, VA 
22841-0236

USA

Philip B. Tankard Director 8410 Grapeland Farm Rd 
P.O. Box 69
Franktown, VA 23354

USA

Carl R. Widdowson Director 29754 Widdowson Lane
Princess Anne, MD 21853

USA

Elissa M. Ecker Vice President of Human 
Resources

4201 Dominion Blvd 
Glen Allen, VA 23060

USA

Lisa M. Johnson Senior Vice President of 
Power Supply

4201 Dominion Blvd
Glen Allen, VA 23060

USA

Robert L. Kees Senior Vice President and 
CFO

4201 Dominion Blvd
Glen Allen, VA 23060

USA

Names, addresses, and citizenship of ODEC directors and officers

Name Title Address Citizenship
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John C. Lee, Jr. Vice President of Member 
and External Relations

4201 Dominion Blvd
Glen Allen, VA 23060

USA

Jackson E. Reasor President and CEO 4201 Dominion Blvd
Glen Allen, VA 23060

USA

No Foreign Ownership, Control, or Influence

ODEC is not owned, controlled or dominated by an alien, a foreign corporation or a foreign 
government.

Names, addresses, and citizenship of ODEC directors and officers

Name Title Address Citizenship
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Agents and Representatives

DVP is submitting this application on its own behalf and on behalf of ODEC. Otherwise, neither
DVP nor ODEC is acting as agent or representative of any other person in filing this application.

(e) Class of License, Use of Facility, Period of Time for which the License is
Sought, and Other Licenses Issued or Applied for in Connection with the
Proposed Facility

This application seeks a class 103 license for Unit 3, which will be used to generate electricity for
commercial purposes. Pursuant to 10 C.F.R. § 52.104, DVP and ODEC request a combined license
with a term of 40 years, commencing from the date that the Commission makes the finding that the
acceptance criteria in the license are met under § 52.103(g) or allowing operation during an interim
period under 52.103(c).

Pursuant to 10 C.F.R. § 52.8, this application also seeks licenses, which would be incorporated into
the COL, to receive, possess and use source, special nuclear by-product material in connection
with the operation of Unit 3. Specifically, as the proposed operator of Unit 3, DVP seeks authority:
1) to receive, possess, and use at any time special nuclear material as reactor fuel; 2) to receive,
possess and use at any time any by-product, source, and special nuclear material as sealed
neutron sources for reactor startup, sealed sources for reactor instrumentation and radiation
monitoring equipment calibration, and as fission detectors in amounts as required; 3) to receive,
possess and use in amounts as required any by-product, source or special nuclear material without
restriction to chemical or physical form for sample analysis or instrument and equipment calibration
or associated with radioactive apparatus or components; and 4) to possess but not separate such
by-product and special nuclear material as may be produced by the operation of the facility.

(f) Financial Qualifications

(f)(1) Construction Funds

DVP is one of the nation’s 10 largest investor-owned electric utilities. It delivers power to more than
2.3 million homes and businesses in Virginia and North Carolina. The Virginia service area
comprises about 65 percent of Virginia’s total land area, but accounts for over 80 percent of its
population. It owns and operates 15,552 megawatts of generating capacity, controls an additional
2,076 megawatts from non-utility generators, and had operating revenues of approximately
$5,603 million for the year ended December 31, 2006. DVP’s mortgage bond ratings are A- from
Standard and Poor’s and A3 from Moody’s with senior unsecured ratings of BBB from Standard and
Poor’s and Baa1 from Moody’s.

DVP is a wholly owned subsidiary of Dominion Resources, Inc. (DRI), which is one of the nation’s
leading energy companies with approximately $49 billion in assets and operating revenue of
approximately $16,500 million through the year ended December 31, 2006. DRI has recently
completed the divestiture of its non-Appalachian E&P properties which decreased its asset base to
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approximately $39 billion in assets. Its current asset base includes about 26,500 megawatts of
electric generation, 1.0 trillion cubic feet equivalent of proved natural gas and oil reserves and
nearly 7,800 miles of natural gas transmission pipeline, and the nation’s largest underground
natural gas storage system with about 960 billion cubic feet of storage capacity.

ODEC’s customer base comprises the twelve Members which own ODEC. Through the Members,
ODEC served more than 535,000 retail electric consumers (meters) representing a total population
of approximately 1.3 million people in 2006. Power is provided to each Member pursuant to a
long-term, all-requirements wholesale power contract (WPC) that obligates ODEC to sell and
deliver to the Member, and which obligates the Member to purchase and receive from ODEC, all
power that the Member requires for the operation of its systems, with limited exceptions, to the
extent that ODEC has the power and facilities available to do so. Each Member is required to pay
ODEC monthly for the power furnished to it under the WPC in accordance with ODEC’s formulary
rate. The formulary rate, which has been filed with and accepted by the Federal Energy Regulatory
Commission (FERC), is designed to recover ODEC’s total cost of service and create a firm equity
base.

As of September 30, 2007, ODEC had total assets of approximately $1,712 million and patronage
capital (equity) of approximately $304 million. Total revenue for the year ended December 31, 2006,
and the nine months ended September 30, 2007 was approximately $818 million and $718 million,
respectively.

To facilitate its access to funding, ODEC maintains high quality, investment grade credit ratings.
ODEC’s current bond ratings as issued by Standard and Poor’s, Moody’s and Fitch are A, A3
and A, respectively. All three ratings carry a “stable” outlook.

Over the past 15 years ODEC has successfully issued taxable and tax-exempt bonds through the
capital markets to finance construction of the Clover Power Station, and the Rock Springs, Louisa
and Marsh Run combustion turbine facilities.

Estimate of Construction Costs

For purposes of demonstrating financial qualifications, a conservative ESBWR construction cost
estimate is provided below. This estimate is based on a number of studies that have been
conducted by governmental agencies, universities and other entities and includes a significant
contingency to account for uncertainty.

The construction cost estimate is expressed in terms of “overnight capital cost,” which is a term
commonly used in describing the cost of large capital projects. This overnight capital cost includes
the engineering, procurement and construction costs for the ESBWR plant, owner’s costs, and
contingencies, but excludes interest and escalation during the construction. Owner’s costs include
site work and preparation, cooling water intake structures and cooling towers, import duties on
components, insurance, spare parts, transmission interconnection, development costs, project
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management costs, owner’s engineering, state and local permitting, legal fees, and staffing-related
training.

In 2003, the Massachusetts Institute of Technology published an interdisciplinary study entitled The
Future of Nuclear Power.1 The MIT report provided a base-case estimate of $2,000/kWe (in 2002
dollars) for the overnight capital cost of new nuclear units. This estimate is based in part on two
completed Advanced Boiling Water Reactors (ABWRs) at the Kashiwazaki-Kariwa Nuclear (KKN)
Power Station, with reported construction costs of $1,800 to $2,000/kWe.2 While a specific estimate
for an ESBWR is not provided, the MIT report indicates that the ESBWR is a simplified design the
overnight cost of which would be lower than an ABWR.3

In 2004, the U.S. Department of Energy’s Energy Information Agency examined nuclear power
plant costs as part of its 2004 Annual Energy Outlook (AEO).4 The 2004 AEO based its estimate on
two Generation III light-water reactors in operation (presumably the two KKN ABWRs) and another
four under construction in Asia. It used as its starting point the $2,083 per kWe realized cost
(inclusive of all contingencies) for the two completed reactors. It then projected that the realized
cost, inclusive of contingencies, for the sixth unit would be $1,928 per kWe when completed.

In 2005, the Nuclear Energy Agency (NEA) of the Organization for Economic Cooperation and
Development provided an update on Projected Costs of Generating Electricity.5 The NEA report
examined a reference set of thirteen plants and reported overnight construction costs generally
ranging between $1,000 to $2,000 per kWe, with one unit at $2,100 per kWe and another at $2,500
per kWe.

In 2007, the Keystone Center published a report entitled Nuclear Power Joint Fact-Finding.6 The
Keystone Center examined the overnight cost of eight recently completed reactors, with overnight
costs ranging from $1,790/kWe to $2,818/kWe in 2002 dollars. The average overnight cost for
these plants was $2,150/kWe in 2002 dollars, which the Keystone Report escalated to $2,950/kWe
in 2007 using a 3.3 percent real escalation rate. The Keystone report then considered several
scenarios of interest and escalation over a construction period to develop the following range of
final construction costs:

• $3,600/kWe (0% real escalation, 5-year construction period) 

1.  Massachusetts Institute of Technology (MIT), “The Future of Nuclear Power, An Interdisciplinary 
MIT Study,” 2003. (web.mit.edu/nuclearpower/pdf/nuclearpower-full.pdf).

2. Id., App. 5 at 141-142.
3. Id. at 138.
4. Energy Information Administration (EIA), “Annual Energy Outlook 2004,” DOE/EIA-0383(2004). 

(www.econstats.com/EIA/AEO2004.pdf). 
5. Nuclear Energy Agency, Organization for Economic Co-operation and Development (OECD), and 

International Energy Agency, “Projected Costs of Generating Electricity,” 2005 Update. 
(www.oecdbookshop.org).

6. The Keystone Center, Nuclear Power Joint Fact-Finding (June 2007). 
(www.keystone.org/spp/documents/FinalReport_NJFF6_12_2007(1).pdf).
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• $4,000/kWe (3.3% real escalation, 6-year construction period).

• $4,200/kWe (3.3% real escalation, 7-year construction period).

Similarly, a recent presentation by the Chief Financial Officer of FPL Group estimates a total
overnight cost of $2,400–$3,500 per kWe.7 When escalation and interest during the construction
period is considered, the overnight costs translate to final construction costs of between
$4,000–$5,500 per kWe. Another recent commentator has also suggested capital cost in the
$3,200–$4,000 range per kWe (2007 dollars) in light of an escalating plant cost index.8

Based on the studies described above, for purposes of demonstrating financial qualifications, a
reasonable estimate of the overnight cost of a new nuclear unit is approximately $3,000/kWe in
2007 dollars. For conservatism, a further contingency is added as discussed below.

There are uncertainties in estimating the cost of building a new nuclear unit. First, many studies rely
on recent nuclear construction projects outside the United States. Therefore, the Unit 3 cost
contingency considers the potential shortage of skilled construction labor in the United States.9

Second, the Unit 3 cost contingency considers the cost escalation that could result from the
increasing global demand for commodities.

There are also factors that militate against higher costs for Unit 3. First, site investigation and site
suitability costs have already been incurred during the North Anna ESP proceeding. Similarly, the
costs of preparing and obtaining the COL, and GEH’s cost of obtaining design certification and
completing the detailed generic design for the ESBWR will be incurred prior to COL issuance and
will be funded on a cost-sharing basis under Cooperative Agreements with the U.S. Department of
Energy. Second, DVP has already ordered certain long-lead components such as the large forgings
(e.g. reactor vessel) and other nuclear and turbine island parts for delivery to preserve its ability to
meet a 2015 commercial operations date. As a result, DVP will avoid any supply chain constraints
in the delivery of these forgings and components, and is protected from escalating prices resulting
from the global nuclear expansion. Third, the transmission upgrade requirements needed to
accommodate a third unit at North Anna are minimal – on the order of $40 to $50 million. These
factors could reduce the going-forward overnight cost by as much as $500/kWe.

While these factors may offset the uncertainties in the expected cost of Unit 3, DVP has
nevertheless added a contingency of over 30 percent ($1,000/kWe) to the $3,000/kWe overnight
cost estimate for a new nuclear unit such as Unit 3 for purposes of conservatively demonstrating

7. M. Dewhurst, “Financial Perspectives on Nuclear Power in a Consolidating Electric Power Industry” 
(Feb. 8, 2007), Presentation at Platts Nuclear Energy Conference (February 2007).

8. J. Harding, “Costs and Prospects for New Nuclear Reactors” (Feb. 2007), Presentation to NW 
Power Council. (www.nwcouncil.org/news/2007_02/p1.pdf).

9. As indicated in the Keystone Report, when overnight costs are escalated to determine costs 
incurred over the construction period, an added year of construction would add on the order of 
$200/kW to the realized construction costs. See Keystone Report at note 34.
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financial qualifications. A breakdown of the construction costs under these assumptions is provided
below:

DVP’s Source of Construction Funds

DVP plans to finance the cost to construct Unit 3 through a combination of debt and equity. The
relative amount of debt and equity may depend on the availability of federal loan guarantees under
the provisions of the Energy Policy Act of 2005. If loan guarantees are available on satisfactory
terms, DVP may limit its required equity to 20 percent of project cost by issuing federally
guaranteed debt for the remaining 80 percent. If these loan guarantees are not available on
satisfactory terms, an equity contribution of up to 50 percent could be required to maintain
investment grade ratings for the debt. In either case, DVP has sufficient capacity from a
combination of internal and external funds for the equity and debt. The traditional capital markets
will serve as the sources for the financing. The provisions of the Virginia Code that will help DVP
obtain financing from the capital markets for Unit 3 are described below.

Under Virginia Code § 56-585.1.A.6, a utility that constructs a nuclear generation facility has the
right to recover the costs of the facility through a rate adjustment clause. This rate recovery includes
projected construction work in progress (CWIP), and associated allowance for funds used during
construction (AFUDC). Allowable costs include planning, development and construction costs,
life-cycle costs, and costs of infrastructure associated therewith. Projected CWIP and AFUDC can
be recovered prior to the date the facility begins commercial operation. As an incentive to undertake
a nuclear generation facility, the statute allows an enhanced rate of return on common equity of 200
basis points above the utility’s general rate of return on common equity. This enhanced rate of
return on common equity is applied to CWIP and the calculation of AFUDC during the facility
construction phase. It is also applied to the nuclear facility from the date of the commencement of
commercial operation and continuing for a period of 12 to 25 years, as the Virginia State
Corporation Commission (VSCC) shall determine. After this period, the general rate of return is
applied to the facility for the remainder of its service life.

ODEC’s Source of Construction Funds

ODEC obtains long-term funding primarily by the issuance of taxable and tax-exempt bonds
through the capital markets. As of September 30, 2007, ODEC had approximately $900 million of

Overnight Construction Cost

Power Block (Nuclear Island and Turbine Island) $2,000 to 2,500/kWe
Owners’ Cost (Balance of Plant, Circulating Water Cooling 
System, Site Preparation, Transmission, and Contingency)

$1,000 to 1,500/kWe.

Nuclear fuel inventory cost for first core $320 million
Total estimated cost $3,000 to 4,000/kWe
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bonds outstanding under its Indenture of Mortgage and Deed of Trust (the “Indenture”). The need
for additional long-term funds would likely be accommodated by the issuance of additional bonds
under the Indenture. Additionally, ODEC maintains various liquidity facilities to cover short- and
medium-term funding needs. As of September 30, 2007, ODEC had $280 million in such facilities,
under which $0 was outstanding. Per the terms of the Wholesale Power Contract (WPC) and in
accordance with its FERC formulary rate, ODEC collects from its Members all its costs, including
payments of principal and premium, if any, and interest on all indebtedness. Internally available
cash, provided primarily by undistributed earnings (patronage capital) may also be utilized to fund a
portion of future construction costs and other capital expenditures.

As mentioned previously, ODEC’s ability to access funding is facilitated by its maintenance of high
quality, investment grade credit ratings. ODEC’s current bond ratings as issued by Standard and
Poor’s, Moody’s and Fitch are A, A3 and A, respectively. All three ratings carry a “stable” outlook.

Financial Statements

DVP files its financial statements with the Securities and Exchange Commission (SEC).
(investors.dom.com/phoenix.zhtml?c=110481&p=irol-sec).

DVP’s most recent annual financial statement (SEC Form 10-K for the year ended December 31,
2006) is provided as Attachment A hereto, and DVP’s most recent quarterly financial statement
SEC Form 10-Q for the quarterly period ended September 30, 2007 is provided as Attachment B.

ODEC likewise files its financial statements with the SEC. ODEC’s SEC Form 10-K for the year
ended December 31, 2006, is provided as Attachment C hereto, and ODEC’s most recent quarterly
financial statement SEC Form 10-Q for the quarterly period ended September 30, 2007 is provided
as Attachment D.

These financial statements confirm the financial strength of DVP and ODEC that, when coupled
with the financial stability associated with a regulated electric utility, reasonably assure the funding
required to construct Unit 3.

(f)(2) Operating Funds

DVP and ODEC are both electric utilities as defined in 10 CFR 50.2. DVP generates and distributes
electricity and recovers the cost of this electricity through cost-of-service based rates established by
the VSCC, the North Carolina Utilities Commission (NCUC), and FERC. ODEC is a wholesale
electric cooperative which generates and purchases electricity, and in turn, distributes such
electricity to its Members. ODEC recovers the cost of this electricity through cost-of-service based
rates established by ODEC pursuant to its formulary rate which has been accepted by FERC.
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(g) Radiological Emergency Response Plans

Information on the state and local radiological emergency response plans required by
10 CFR 50.33(g) is provided in Chapter 13 of the Final Safety Analysis Report.

(h) [Not applicable to an application for a combined license]

(i) Listing of Regulatory Agencies Having Jurisdiction and News Publications

FERC, the VSCC and the NCUC are the principal regulators of DVP’s electric operations in Virginia
and North Carolina. FERC regulates a number of ODEC activities, including the rates and charges
made, demanded, or received by ODEC for the transmission and wholesale sale of power in
interstate commerce. ODEC is also subject to regulations by the VSCC on the siting of ODEC’s
utility facilities and its acquisition and disposition of its utility assets located in Virginia.

The Honorable Kimberly D. Bose
Secretary
Federal Energy Regulatory Commission
888 First Street NE, Room 1A
Washington, DC 20426

Mr. Joel H. Peck, Clerk
c/o Document Control Center
Virginia State Corporation Commission
1300 East Main Street
Tyler Building – First Floor
Richmond, VA 23218

Ms. Renné Vance, Chief Clerk
North Carolina Utilities Commission
4325 Mail Service Center
Raleigh, NC 27699

The area news publications and their associated addresses are provided below.

Richmond Times-Dispatch
P.O. Box 85333
Richmond, VA 23293

Central Virginian
P.O. Box 464 
Louisa, VA 23093

Daily Progress
P.O. Box 9030
Charlottesville, VA 22906
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Orange County Review
P.O. Box 589
Orange, VA 22960

Free Lance-Star
616 Amelia Street
Fredericksburg, VA 22401

(j) Restricted Data Agreement

This application does not contain restricted data or other national defense information, nor is it
expected that subsequent amendments to the license application will contain such information.
However, pursuant to 10 CFR 54.17(g) and 10 CFR 50.37, DVP and ODEC, as a part of the
application for a combined construction and operation license, hereby agree that they will not permit
any individual to have access to or any facility to possess restricted data or classified national
security information until the individual and/or facility has been approved for such access under the
provisions of 10 CFR Parts 25 and/or 95.

(k) Availability of Decommissioning Funds 

In accordance with 10 CFR 50.33(k) and 10 CFR 50.75(b), a decommissioning report is provided
as Attachment E. This report certifies that decommissioning will be provided in an amount no less
than the amount required by 10 CFR 50.75(c)(1) adjusted using a rate at least equal to that stated
in 10 CFR 50.75(c)(2). This amount is currently $518,033,205. Updated certifications and financial
instruments will be submitted in accordance with 10 CFR 50.75(3), and after the NRC publishes
notice in the Federal Register under 10 CFR 52.103(a), the decommissioning funding amount will
be adjusted annually using a rate at least equal to that stated in 10 CFR 50.75(c)(2). The
decommissioning funding amount will be covered by DVP and ODEC by the external sinking fund
method. Both DVP and ODEC will collect their decommissioning funding contributions through
regulated, cost-of-service based rates.
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PART I

ITEM 1. BUSINESS
THE COMPANY

Virginia Electric and Power Company is a regulated public utility that
generates, transmits and distributes electricity for sale in Virginia and
northeastern North Carolina. In Virginia, we conduct business under the
name "Dominion Virginia Power." In North Carolina, we conduct business
under the name "Dominion North Carolina Power" and serve retail
customers located in the northeastern region of the state, excluding certain
municipalities. In addition, we sell electricity at wholesale to rural electric
cooperatives, municipalities and into wholesale electricity markets. The
terms "Company," "we," "our" and "us" are used in this report and,
depending on the context of their use, may refer to Virginia Electric and
Power Company, one or more of its consolidated subsidiaries or operating
segments or the entirety of Virginia Electric and Power Company, including
all of its consolidated subsidiaries.

All of our common stock is owned by our parent company, Dominion
Resources, Inc. (Dominion), a fully integrated gas and electric holding
company.

As of December 31, 2006, we had approximately 6,900 full-time
employees. Approximately 3,200 employees are subject to collective
bargaining agreements.

We were incorporated in 1909 as a Virginia public service corporation. Our
principal executive offices are located at 120 Tredegar Street, Richmond,
Virginia 23219 and our telephone number is (804) 819-2000.

OPERATING SEGMENTS

We manage our operations through three primary operating segments:
Delivery, Energy and Generation. We also report corporate and other
functions as a segment. While we manage our daily operations as described
below, our assets remain wholly owned by us and our legal subsidiaries. For
additional financial information on business segments and geographic areas,
including revenues from external customers, see Notes I .and 25 to our
Consolidated Financial Statements. For additional information on operating
revenue related to our principal products and services, see Note 5 to our
Consolidated Financial Statements.

Delivery
Delivery includes our electric distribution and customer service businesses.
Electric distribution operations serve residential, commercial, industrial and
governmental customers in Virginia and northeastern North Carolina.

COMPETITION

Within Delivery's service territory in Virginia and North Carolina, there is
no competition for electric distribution service.

REGULATION

Delivery's electric retail service, including the rates it may charge to
jurisdictional customers, is subject to regulation by the Virginia State
Corporation Commission (Virginia Commission) and the North Carolina
Utilities Commission (North Carolina Commission). See Regulation-State
ReguJations for additional information.

PROPERTIES

The Delivery segment's electric distribution network includes approximately
55,000 miles of distribution lines, exclusive of

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007

service level lines in Virginia and North Carolina. The rights-of-way grants
for most of our electric lines have been obtained from the apparent owner of
real estate, but underlying titles have not been examined. Where
rights-of-way have not been obtained, they could be acquired from private
owners by condemnation, if necessary. Many electric lines are on
publicly-owned property, where permission to operate can be revoked.

SOURCES OF ENERGY SUPPLY

Delivery's supply of electricity to serve retail customers is produced or
procured by the Generation segment. See Generation for additional
information.

SEASONALITY

Delivery's business varies seasonally as a result of the impact of changes in
temperature on demand by residential and commercial customers for
electricity to meet cooling and heating needs.

Energy
Energy includes our regulated electric transmission system serving Virginia
and northeastern North Carolina. In 2005, we became a member ofPlM
Interconnection, LLC (PlM), a regional transmission organization (RTO),
and integrated our electric transmission facilities into the PJM wholesale
electricity markets.

COMPETITION

Since the integration of our electric transmission facilities into PJM, our
electric transmission services are administered by PJM and are no longer
subject to competition in relation to transmission service provided to
customers within the PJM region.

REGULATION

Energy's electric transmission rates, tariffs and terms of service are subject to
regulation by the Federal Energy Regulatory Commission (FERC). Electric
transmission siting authority remains the exclusive jurisdiction of the
Virginia and North Carolina Commissions. However, the Energy Policy Act
of2005 (EPACT) provides FERC with certain limited backstop authority for
transmission siting, the implications ofwhich remain unclear. See
Regulation-State Regulations and Regulation-Federal Regulations for
additional information.

PROPERTIES

The Energy segment has approximately 6,000 miles of electric transmission
lines of69 kilovolt (kV) or more located in the states of North Carolina,
Virginia and West Virginia. Portions of the electric transmission lines cross
national parks and forests under permits entitling the federal govemment to
use, at specified charges, any surplus capacity that may exist in these lines.

While we continue to own and maintain these electric transmission
facilities, they are now a part ofPlM, which coordinates the planning,
operation, emergency assistance, and exchanges of capacity and energy for
such facilities.

Each year, as part ofPJM's Regional Transmission Expansion Plan (RTEP)
process, reliability projects are authorized. In June 2006, PJM, through the
RTEP process, authorized construction of numerous electric transmission
upgrades through 20 II. We are involved in two of the major construction
projects. The first project is an approximately 270-mile 500-kV transmission
line from southwestern Pennsylvania to Virginia, of which we will construct
approximately 70 miles in Virginia and a subsidiary ofAllegheny Energy,
Inc. will construct the remainder. The second project is

1
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an approximately 56-mile 500-kV transmission line that we will construct in
southeastern Virginia. These transmission upgrades are designed to improve
the reliability of service to our customers and the region. The siting and
construction of these transmission lines will be subject to applicable state and
federal permits and approvals.

SEASONALITY

Energy's business varies seasonally as a result of the impact of changes in
temperature on demand by residential and commercial customers for
electricity to meet cooling and heating needs.

Generation
Generation includes our portfolio of electric generation facilities, power
purchase agreements and our energy supply operations. Our electric
generation operations serve customers in Virginia and northeastern North
Carolina. Our generation facilities are located in Virginia, West Virginia and
North Carolina. Our energy supply operations are responsible for managing
energy and capacity needs for our utility system resources.

COMPETITION

For our electric generation operations, retail choice has been available for our
Virginia jurisdictional electric customers since January I, 2003; however, to
date, competition in Virginia has not developed to any significant extent. See
Regulation-State Regulations. Currently, North Carolina does not offer
retail choice to electric customers.

REGULATION

The operations of our Generation segment are subject to regulation by the
Virginia Commission, the North Carolina Commission, FERC, the Nuclear
Regulatory Commission (NRC), the Environmental Protection Agency
(EPA), the Department of Energy (DOE), the Army Corps of Engineers and
other federal, state and local authorities.

PROPERTIES

For a listing of our current generation facilities, see Item 2. Properties.
Based on available generation capacity and current estimates ofgrowth in

customer demand, we will need additional generation in the future. We
currently have plans to restart our Hopewell plant in 2007, a 63-megawatt
(Mw) (at net summer capability) coal burning plant located in Hopewell,
Virginia which has been out of service since 2002, and we are evaluating a
290-Mw (at net summer capability) expansion of our Ladysmith site in
Ladysmith, Virginia. We are also leading a consortium of companies that are
considering building a 500 to 600-Mw coal-fired plant in southwest Virginia.
We will continue to evaluate the development of new plants to meet
customer demand for additional generation needs in the future.

SOURCES OF ENERGY SUPPLY

Generation uses a variety of fuels to power our electric generation, as
described below. See Segment Results ofOperations-Generation in Item 7.
Management's Discussion and Analysis of Financial Condition and Results
of Operation (MD&A) for a summary ofour generation output by energy
source.

Nuclear Fuel-Generation primarily utilizes long-term contracts to support
its nuclear fuel requirements. Worldwide market conditions are continuously
evaluated to ensure a range of supply options at reasonable prices which are
dependent on the market environment. Current agreements, inventories and
spot market availability are expected to support current and planned fuel
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supply needs. Additional fuel is purchased as required to ensure optimal cost
and inventory levels.

Fossil Fuel-Generation primarily utilizes coal, oil and natural gas in its
fossil fuel plants. Generation's coal supply is obtained through long-term
contracts and short-term spot agreements.

Generation's natural gas and oil supply is obtained from various sources
including: purchases from major and independent producers in the
Mid-Continent and Gulf Coast regions; purchases from local producers in the
Appalachian area; purchases from gas marketers; and withdrawals from
underground storage fields owned by Dominion or third parties. Generation
manages a portfolio of natural gas transportation contracts (capacity) that
allows flexibility in delivering natural gas to our gas turbine fleet, while
minimizing costs.

SEASONALITY

Sales of electricity for the Generation segment vary seasonally as a result of
the impact of changes in temperature on demand by residential and
commercial customers for electricity to meet cooling and heating needs.

NUCLEAR DECOMMISSIONING

Generation has four licensed, operating nuclear reactors at its Surry and
North Anna plants in Virginia that serve our customers. Decommissioning
involves the decontamination and removal ofradioactive contaminants from
a nuclear power plant once operations have ceased, in accordance with
standards established by the NRC. Amounts collected from ratepayers and
placed into trusts have been invested to fund the expected future costs of
decommissioning the Surry and North Anna units.

The total estimated cost to decommission our four nuclear units is $1.8
billion in 2006 dollars and is primarily based upon site-specific studies
completed in 2006. The current cost estimates assume decommissioning
activities will begin shortly after cessation of operations, which will occur
when the operating licenses expire. We expect to decommission the Surry
and North Anna units during the period 2032 to 2059.

Corporate
We also have a Corporate segment. Corporate includes our corporate and
other functions and specific items attributable to our operating segments that
have been excluded from the profit measures evaluated by management,
either in assessing segment performance or in allocating resources among the
segments. Also included in the Corporate segment are the discontinued
operations of Virginia Power Energy Marketing, Inc. (VPEM), previously a
subsidiary, that was transferred to Dominion in December 2005. See Notes I,
8 and 25 to our Consolidated Financial Statements.
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REGULATION
We are subject to regulation by the Virginia Commission, the North Carolina
Commission, the Securities and Exchange Commission (SEC), FERC, the
EPA, the DOE, the NRC, the Army Corps of Engineers and other federal,
state and local authorities.

State Regulations
We are subject to regulation by the Virginia Commission and the North
Carolina Commission. We hold certificates of public convenience and
necessity which authorize us to maintain and operate our electric facilities
now in operation and to sell electricity to customers. However, we may not
construct or incur financial commitments for construction of any substantial
generating facilities or large capacity transmission lines without the prior
approval ofvarious state and federal government agencies. In addition, the
Virginia Commission and the North Carolina Commission regulate our
transactions with affiliates, transfers ofcertain facilities and issuance of
securities.

Rates

Historically, our rates have been based on the cost ofproviding traditional
bundled electric service (i.e., the combination of transmission, distribution
and generation services). As a result of the Virginia Electric Utility
Restructuring Act enacted in 1999 (1999 Virginia Restructuring Act), in
Virginia, rates have been transitioning to unbundled cost-based rates for
transmission and distribution services, and to market pricing for generation
services, including retail choice for our customers. In North Carolina, rates
are still based on the cost ofproviding traditional bundled electric service;
however, our base rates are currently subject to a rate moratorium as
described below.

The following is a discussion of our current rate structure; however, such
structure is subject to change under proposed new restructuring legislation
described under Status ofElectric Restructuring in Virginia.

Virginia-We provide retail electric service in Virginia at unbundled rates.
Our base rates are capped at 1999 levels until the sooner of (1) the end of a
transition period (now December 31,2010) or (2) a Virginia Commission
order finding that a competitive market for generation exists in the
Commonwealth. In 2004, the Virginia fuel factor statute was amended to
lock in our fuel factor provisions until the earlier ofJuly 1,2007 or the
termination ofcapped rates, with no adjustment for previously incurred
over-recovery or under-recovery of fuel costs, thus eliminating deferred fuel
accounting for the Virginia jurisdiction. However, in May 2006, Virginia law
was amended to modifY the way our Virginia jurisdictional fuel factor is set
during the three and one-half year period beginning July 1,2007. The bill
became law effective July 1,2006 and:

• Allows annual fuel rate adjustments for three twelve-month
periods beginning July I, 2007 and one six-month period
beginning July 1,2010 (unless capped rates are terminated
earlier under the 1999 Virginia Restructuring Act);

• Allows an adjustment at the end of each of the twelve-month
periods to account for differences between projections and actual
recovery of fuel costs during the prior twelve months (thus
allowing deferred fuel accounting for these periods); and

• Authorizes the Virginia Commission to defer up to 40% of any fuel factor
increase approved for the first twelve-month period, with recovery of the
deferred amount over the two and one-half year period beginning July 1,
2008 (under prior law, such a deferral was not possible).

Source: VIRGINIA ELECTRIC &. 10-K, February 28,2007

Fuel prices have increased considerably since our Virginia fuel factor
provisions were frozen in 2004, which has resulted in our fuel expenses
being significantly in excess of our rate recovery. We expect that fuel
expenses will continue to exceed rate recovery until our fuel factor is
adjusted in July 2007. While the 2006 amendments do not allow us to collect
any umecovered fuel expenses that were incurred prior to July 1, 2007, once
our fuel factor is adjusted, the risk ofunder-recovery ofprudently incurred
fuel costs until July 1, 20 lOis greatly diminished.

North Carolina-In connection with the North Carolina Commission's
approval of Dominion's acquisition of Consolidated Natural Gas Company
(CNG) in 2000, we agreed not to request an increase in North Carolina retail
electric base rates before 2006, except for certain events that would have a
significant financial impact on our operations. However, in 2004, the North
Carolina Commission commenced an investigation into our North Carolina
base rates and subsequently ordered us to file a general rate case to show
cause why our North Carolina jurisdictional base rates should not be reduced.
The rate case was filed in September 2004, and in March 2005, the North
Carolina Commission approved a settlement that included a prospective $12
million reduction in current base rates and a five-year base rate moratorium,
effective as ofApril 2005. Fuel rates are still subject to change under the
annual fuel cost adjustment proceedings.

Status of Electric Restructuring in Virginia

1999 VIRGINIA RESTRUCTURING ACT

The 1999 Virginia Restructuring Act established a plan to restructure the
electric utility industry in Virginia. In general, this legislation provided for a
transition from bundled cost-based rates for regulated electric service to
unbundled cost-based rates for transmission and distribution services and to
market pricing for generation services, including retail choice for our
customers. The 1999 Virginia Restructuring Act addressed capped base rates,
RTO participation, retail choice, stranded costs recovery and functional
separation of an electric utility's generation from its transmission and
distribution operations.

Retail choice was made available to all of our Virginia regulated electric
customers, commencing on January 1,2003. We have separated our
generation, distribution and transmission functions through the creation of
divisions. State regulatory requirements ensure that our generation division
and other divisions operate independently and prevent cross-subsidies
between our generation division and other divisions. Additionally, in 2005,
we became a member ofPJM, an RTO, and have integrated our electric
transmission facilities into the PJM wholesale electricity markets. Under the
1999 Virginia Restructuring Act, our base rates have been capped until
December 31, 2010, unless modified earlier as previously discussed in Rates.

2004 amendments to the 1999 Virginia Restructuring Act addressed a
minimum stay exemption program, a wires charge exemption program and
the development ofa coal-fired generating plant in southwest Virginia.

2007 VIRGINIA RESTRUCTURING ACT AMENDMENTS

In February 2007, both houses ofthe Virginia General Assembly passed
identical bills that would significantly change electricity restructuring in
Virginia. The bills would end capped rates two years early, on December 3 I,
2008. After capped rates end, retail choice would be eliminated for all but
individual retail customers with a demand of more than 5-Mw and a limited
number ofnon-residential retail customers whose aggregated load would
exceed 5-Mw. Also after the end of capped rates, the Virginia Commis -
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sion would set the base rates of investor"owned electric utilities under a
modified cost"of"service model. Among other features, the currently
proposed model would provide for the Virginia Commission to:

• Initiate a base rate case for each utility during the first six months of 2009,
as a result ofwhich the Virginia Commission:

• establishes a return on equity (ROE) no lower than that reported by a
group of utilities within the southeastern United States (U.S.), with
certain limitations on earnings and rate adjustments;

• shall increase base rates ifneeded to allow the utility the opportunity to
recover its costs and earn a fair rate ofreturn, if the utility is found to
have earnings more than 50 basis points below the established ROE;

• may reduce rates or, alternatively, order a credit to customers if the utility
is found to have earnings more than 50 basis points above the established
ROE; and

• may authorize performance incentives if appropriate.

• After the initial rate case, review base rates biennially, as a result of which
the Virginia Commission:

• establishes an ROE no lower than that reported by a group of utilities
within the southeastern U.S., with certain limitations on earnings and rate
adjustments; however, ifthe Virginia Commission finds that such ROE
limit at that time exceeds the ROE set at the time of the initial base rate
case in 2009 by more than the percentage increase in the Consumer Price
Index in the interim, it may reduce that lower ROE limit to a level that
increases the initial ROE by only as much as the change in the Consumer
Price Index;

• shall increase base rates ifneeded to allow the utility the opportunity to
recover its costs and earn a fair rate of return if the utility is found to
have earnings more than 50 basis points below the established ROE;

• may order a credit to customers if the utility is found to have earnings
more than 50 basis points above the established ROE, and reduce rates if
the utility is found to have such excess earnings during two consecutive
biennial review periods; and

• may authorize performance incentives if appropriate.

• Authorize stand"alone rate adjustments for recovery of certain costs,
including new generation projects, major generating unit modifications,
environmental compliance projects, FERC-approved costs for transmission
service, energy efficiency and conservation programs, and renewable
energy programs; and

• Authorize an enhanced ROE as a financial incentive for construction of
major baseload generation projects and for renewable energy portfolio
standard programs.

The bills would also continue statutory provisions directing us to file annual
fuel cost recovery cases with the Virginia Commission beginning in 2007
and continuing thereafter. However, our fuel factor increase as of July I,
2007 would be limited to an amount that results in residential customers not
¢ceiving an increase of more than 4% of total rates as of that date, and the
remainder would be deferred and collected over three years, as follows:

• in calendar year 2008, the deferral portion collected is limited to an
amount that results in residential customers not receiving an increase of
more than 4% oftotal rates as ofJanuary 1,2008;

Source: VIRGINIA ELECTRIC &, 10-K, February 28,2007

• in calendar year 2009, the deferral portion collected is limited to an
amount that results in residential customers not receiving an increase of
more than 4% of total rates as of January 1,2009; and

• the remainder of the deferral balance, ifany, would be collected in the fuel
factor in calendar year 20 IO.

The Governor has until March 26, 2007 to sign, propose amendments to, or
veto the bills. With the Governor's signature, the bills would become law
effective July I, 2007. At this time, we cannot predict the outcome of these
legislative proposals.

Retail Access Pilot Programs

Three retail access pilot programs were approved by the Virginia
Commission in 2003, and continue to be available to customers. There are
currently six competitive suppliers and six aggregators registered with us and
licensed to supply electricity to customers in Virginia. However, the current
relationship between capped rates and market prices makes switching
suppliers unlikely.

Federal Regulations

FEDERAL ENERGY REGULATORY COMMISSION

Under the Federal Power Act, FERC regulates wholesale sales and
transmission of electricity in interstate commerce by public utilities. We sell
electricity in the wholesale market under our market-based sales tariffs
authorized by FERC. In addition, we have FERC approval of a tariff to sell
wholesale power at capped rates based on our embedded cost of generation.
This cost-based sales tariff could be used to sell to loads within or outside
our service territory. Any such sales would be voluntary. Various
proceedings that may have a significant effect on electric transmission
service rates within the PIM region are ongoing at FERC. The outcome of
these cases cannot be determined with any certainty at this point in time.

We are also subject to FERC's Standards of Conduct that govern conduct
between interstate gas and electricity transmission providers and their
marketing function or their energy related affiliates. The rule defines the
scope of the affiliates covered by the standards and is designed to prevent
transmission providers from giving their marketing functions or affiliates
undue preferences.

EPACT included provisions to create an Electric Reliability Organization
(ERa). The ERa is required to promulgate mandatory reliability standards
governing the operation of the bulk power system in the U.S. In 2006, FERC
certified the North American Electric Reliability Corporation (NERC) as the
ERa beginning on January 1,2007. In late 2006, FERC also issued an initial
order approving many reliability standards, also to go into effect on
January I, 2007. FERC has proposed that beginning on June 1,2007, entities
that violate standards will be subject to fines of between $1 thousand and $1
million per day, depending upon the nature and severity of the violation.

We have planned and operated our facilities in compliance with earlier
NERC voluntary standards for many years and are fully aware of the new
requirements. We participate on various NERC committees, track
development and implementation of standards, and maintain proper
compliance registration with NERC's regional organizations. While we
expect that there will be some additional cost involved in maintaining
compliance as standards evolve, we do not expect a need for major
expenditures beyond the normal course ofbusiness.
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Environmental Regulations
Each of our operating segments faces substantial regulation and compliance
costs with respect to environmental matters. For discussion ofsignificant
aspects of these matters, including current and planned capital expenditures
relating to environmental compliance, see Environmental Matters in Future
Issues and Other Matters in MD&A. Additional information can also be
found in Note 21 to our Consolidated Financial Statements.

The Clean Air Act (CAA) is a comprehensive program utilizing a broad
range of regulatory tools to protect and preserve the nation's air quality. At a
minimum, states are required to establish regulatory programs to address all
requirements of the CAA. However, states may choose to develop regulatory
programs that are more restrictive. Many of our facilities are subject to the
CAA's permitting and other requirements. For example, the EPA has
established the Clean Air Interstate Rule (CAIR) and the Clean Air Mercury
Rule (CAMR). These rules, when implemented, will require significant
reductions in sulfur dioxide (S02), nitrogen oxide (NOx) and mercury
emissions from electric generating facilities. States are currently developing
implementation plans, which will determine the levels and timing ofrequired
emission reductions in each of the states within which we own and operate
affected generating facilities.

In 1997, the U.S. signed an International Protocol (protocol) to limit
man-made greenhouse emissions under the United Nations Framework
Convention on Climate Change. However, the Protocol will not become
binding unless approved by the U.S. Senate. Currently, the Bush
Administration has indicated that it will not pursue ratification of the
Protocol and has set a voluntary goal of reducing the nation's greenhouse gas
emission intensity by 18% during the period 2002 through 2012. We expect
continuing legislative efforts in the U.S. Congress seeking to target the
reductions of greenhouse gas emiss.ions.

The Clean Water Act (CWA) is a comprehensive program requiring a broad
range ofregulatory tools including a permit program to authorize and
regulate discharges to surface waters with strong enforcement mechanisms.
We must comply with all aspects of the CWA programs at our operating
facilities. Provisions also include requirements that the location, design,
construction, and capacity of cooling water intake structures reflect the best
technology available for minimizing adverse environmental impact.
Additional programs under the CWA address the impact of thermal
discharges to surface waters.

From time to time, we may be identified as a potentially responsible party
(PRP) to a Superfund site. See Note 21 to our Consolidated Financial
Statements for a description of our exposure relating to our identification as a
PRP. We do not believe that any currently identified sites will result in
significant liabilities.

We have applied for or obtained the necessary environmental permits for
the operation ofour regulated facilities. Many ofthese permits are subject to
re-issuance and continuing review.

Nuclear Regulatory Commission
All aspects of the operation and maintenance of our nuclear power stations,
which are part ofour Generation segment, are regulated by the NRC.
Operating licenses issued by the NRC are subject to revocation, suspension
or modification, and the operation ofa nuclear unit may be suspended if the
NRC determines that the public interest, health or safety so requires.

From time to time, the NRC adopts new requirements for the operation and
maintenance of nuclear facilities. In many cases, these new regulations
require changes in the design, operation and maintenance of existing nuclear
facilities. If the NRC adopts
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such requirements in the future, that action could result in substantial
increases in the cost ofoperating and maintaining our nuclear generating
units.

The NRC also requires us to decontaminate our nuclear facilities once
operations cease. This process is referred to as decommissioning, and we are
required by the NRC to be financially prepared. For information on the
decommissioning trusts that have been established for this purpose, see
Generation- Nuclear Decommissioning and Note 9 to our Consolidated
Financial Statements.

ITEM 1A. RISK FACTORS
Our business is influenced by many factors that are difficult to predict,
involve uncertainties that may materially affect actual results and are often
beyond our control. We have identified a number of these factors below. For
other factors that may cause actual results to differ materially from those
indicated in any forward-looking statement or projection contained in this
report, see Forward-Looking Statements in MD&A.

Our operations are weather sensitive. Our results of operations can be
affected by changes in the weather. Weather conditions directly influence the
demand for electricity and affect the price of energy commodities. In
addition, severe weather, including hurricanes, winter storms and droughts,
can be destructive, causing outages and property damage that require us to
incur additional expenses.

We are subject to complex governmental regulation that could adversely
affect our operations. Our operations are subject to extensive federal, state
and local regulation and require numerous permits, approvals and certificates
from various governmental agencies. We must also comply with
environmental legislation and associated regulations. Management believes
that the necessary approvals have been obtained for our existing operations
and that our business is conducted in accordance with applicable laws.
However, new laws or regulations, or the revision or reinterpretation of
existing laws or regulations, may require us to incur additional expenses.

Costs of environmental compliance, liabilities and litigation could exceed
our estimates, which could adversely affect our results of operations.
Compliance with federal, state and local environmental laws and regulations
may result in increased capital, operating and other costs, including
remediation and containment expenses and monitoring obligations. In
addition, we may be a responsible party for environmental clean-up at a site
identified by a regulatory body. Management cannot predict with certainty
the amount and timing of all future expenditures related to environmental
matters because ofthe difficulty of estimating clean-up and compliance
costs, and the possibility that changes will be made to the current
environmental laws and regulations. There is also uncertainty in quantifying
liabilities under environmental laws that impose joint and several liability on
all potentially responsible parties.

We are exposed to cost-recovery shortfalls because of capped base rates
and amendments to the fuel factor statute in effect in Virginia.Under the 1999
Virginia Restructuring Act, as amended, our base rates remain capped
through December 31, 20 I0 unless sooner modified or terminated. Although
this Act allows for the recovery of certain generation-related costs during the
capped rates period, we remain exposed to numerous risks of cost-recovery
shortfalls. These risks include exposure to stranded costs, future
environmental compliance requirements, certain tax law changes, costs
related to hurricanes or other weather events,

5



Table of Contents

inflation, the cost ofobtaining replacement power during unplanned plant
outages and increased capital costs.

In addition, our current Virginia fuel factor provisions are locked-in until
July 1,2007, with no deferred fuel accounting. As a result, until July 1,2007
we are exposed to fuel price and other risks. These risks include exposure to
increased costs of fuel, including purchased power costs, differences between
our projected and actual power generation mix and generating unit
performance (which affects the types and amounts of fuel we use) and
differences between fuel price assumptions and actual fuel prices. Annual
fuel rate adjustments, with deferred fuel accounting for over- or
under-recoveries of fuel costs, will be instituted for three twelve-month
periods beginning July 1,2007. The Virginia Commission is authorized to
defer up to 40% ofany fuel factor increase approved for the first
twelve-month period, with recovery of the deferred amount over the two and
one-half year period beginning July 1,2008. There will also be an adjustment
for one six-month period beginning July 1,2010. Beginning July 1,2007, our
risk ofunder-recovering prudently incurred expenses until July 1,2010 is
greatly diminished. Because there will be no adjustment to account for
differences between projections and actual recovery of fuel costs at the end
ofthe six-month period beginning July 1, 2010, we will be exposed to fuel
price and other risks during that period. Further, after December 31, 2010 (or
upon the earlier termination ofcapped rates), fuel cost recovery provisions
will cease and we will be exposed to the fuel price and other related risks as
described above.

The foregoing risks are subject to change upon the adoption, if any, of the
proposed 2007 legislative amendments. The proposed legislation would end
capped rates on December 31, 2008. The proposed legislation also calls for
annual fuel cost recovery proceedings beginning July 1, 2007 and continuing
thereafter. The first annual increase as of July 1,2007 would be limited to an
amount that results in residential customers not receiving an increase of more
than 4% of total rates as of that date, and the remainder would be deferred
and collected in the years 2008 through 2010, as described under Status of
Electric Restructuring in Virginia in MD&A. The Governor ofVirginia has
until March 26, 2007 to sign, propose amendments to, or veto the proposed
legislation. We cannot predict the outcome of the legislation at this time.

There are risks associated with the operation of nuclear facilities.We operate
nuclear facilities that are subject to risks, including the threat of terrorist
attack and ability to dispose of spent nuclear fuel, the disposal ofwhich is
subject to complex federal and state regulatory constraints. These risks also
include the cost of and our ability to maintain adequate reserves for
decommissioning, costs of replacement power, costs ofplant maintenance
and exposure to potential liabilities arising out of the operation of these
facilities. We maintain decommissioning trusts and external insurance
coverage to mitigate the financial exposure to these risks. However, it is
possible that costs arising from claims could exceed the amount of any
insurance coverage.

The use of derivative instruments could result in financial losses and
liquidity constraints. We use derivative instruments, including futures,
forwards, financial transmission rights, options and swaps, to manage our
commodity and financial market risks. We could recognize financial losses
on these contracts as a result of volatility in the market values of the
underlying commodities or if a counterparty fails to perform under a
contract. In the absence of actively-quoted market prices and pricing
information from external sources, the valuation of these contracts involves
management's judgment or use of estimates. As a result, changes
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in the underlying assumptions or use ofalternative valuation methods could
affect the reported fair value of these contracts.

Derivatives designated under hedge accounting to the extent not fully offset
by the hedged transaction can result in ineffectiveness losses. These losses
primarily result from differences in the location and specifications of the
derivative hedging instrument and the hedged item and could adversely
affect our results of operations.

Our operations in regards to these transactions are subject to multiple
market risks including market liquidity, counterparty credit strength and
price volatility. These market risks are beyond our control and could
adversely affect our results ofoperations and future growth.

For additional information concerning derivatives and commodity-based
contracts, see Market Risk Sensitive Instruments and Risk Management in
Item 7A. Quantitative and Qualitative Disclosures About Market Risk and
Notes 2 and 7 to our Consolidated Financial Statements.

An inability to access financial markets could affect the execution of our
business plan. We rely on access to short-term money markets, longer-term
capital markets and banks as significant sources ofliquidity for capital
requirements not satisfied by the cash flows from our operations.
Management believes that we will maintain sufficient access to these
financial markets based upon current credit ratings. However, certain
disruptions outside ofour control may increase our cost of borrowing or
restrict our ability to access one or more financial markets. Such disruptions
could include an economic downturn, the bankruptcy of an unrelated energy
company or changes to our credit ratings. Restrictions on our ability to access
financial markets may affect our ability to execute our business plan as
scheduled.

Changing rating agency requirements could negatively affect our growth
and business strategy. As of February 1, 2007, our senior unsecured debt is
rated BBB, positive outlook, by Standard & Poor's Ratings Services
(Standard & Poor's); Baal, stable outlook, by Moody's Investors Service
(Moody's); and BBB+, stable outlook, by Fitch Ratings Ltd. (Fitch). In order
to maintain our current credit ratings in light of existing or future
requirements, we may find it necessary to take steps or change our business
plans in ways that may adversely affect our growth and earnings. A reduction
in our credit ratings by Standard & Poor's, Moody's or Fitch could increase
our borrowing costs and adversely affect operating results.

Potential changes in accounting practices may adversely affect our financial
results. We cannot predict the impact that future changes in accounting
standards or practices may have on public companies in general, the energy
industry or our operations specifically. New accounting standards could be
issued that could change the way we record revenues, expenses, assets and
liabilities. These changes in accounting standards could adversely affect our
reported earnings or could increase reported liabilities.

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

ITEM 1B. UNRESOLVED STAFF
COMMENTS
None.
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ITEM 2. PROPERTIES
We own our principal properties in fee (except as indicated below), subject to defects and encumbrances that do not interfere materially with their use.
Substantially all ofour property is subject to the lien of the mortgage securing our First and Refunding Mortgage Bonds; however, only $215 million of these
bonds were outstanding at December 31, 2006 and the bonds will mature on July 1, 2007.

We share our principal office in Richmond, Virginia, which is owned by our parent company, Dominion. In addition, our Delivery, Energy and Generation
segments share certain leased buildings and equipment. See Item 1. Business for additional information about each segment's principal properties.

Our Generation segment provides electricity for use on a wholesale and a retail level. Our Generation segment can supply electricity demand either from our
generation facilities in Virginia, North Carolina and West Virginia or through purchased power contracts when needed. The following table lists our Generation
segment's generating units and capability, as of December 31, 2006:

POWER GENERATION

Note: (CT) denotes combustion turbine, (CC) denotes combined cycle and (Mw) denotes megawatt.

(a) Excludes 11.6% undivided interest owned by Old Dominion Electric Cooperative (ODEC).

(b) Excludes 50% undivided interest owned by ODEC.

(c) Includes a generating unit that we operate under a leasing arrangement.

(d) Excludes 40% undivided interest owned by Allegheny Generating Company, a subsidiary ofAllegheny Energy, Inc.

Source: VIRGINIA ELECTRIC & , 10-K, February 28,2007

Total Capacity 17,628
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ITEM 3. LEGAL PROCEEDINGS
From time to time, we are alleged to be in violation or in default under
orders, statutes, rules or regulations relating to the environment, compliance
plans imposed upon or agreed to by us, or permits issued by various local,
state and federal agencies for the construction or operation of facilities.
Administrative proceedings may also be pending on these matters. In
addition, in the ordinary course ofbusiness, we are involved in various legal
proceedings. Management believes that the ultimate resolution of these
proceedings will not have a material adverse effect on our financial position,
liquidity or results of operations.

8
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See Regulation in Item I. Business, Future Issues and Other Matters in
MD&A and Note 21 to our Consolidated Financial Statements for additional
information on various environmental, rate matters and other regulatory
proceedings to which we are a party.

ITEM 4. SUBMISSION OF MATTERS
TO A VOTE OF SECURITY HOLDERS
None.
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PART II

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY
SECURITIES
Dominion Resources, Inc. (Dominion) owns all of our common stock. Restrictions on our payment ofdividends are discussed in Note 19 to our Consolidated
Financial Statements. We paid quarterly cash dividends on our common stock as follows:

(millions)

200

ITEM 6. SELECTED FINANCIAL DATA

(millions)
2006

1st

131

2005(1)

2nd

107

2004(2)

3rd

16

2003(3)

4th Total

44

2002

801

757

3,794

(1) Includes a $47 million after-tax charge in connection with the termination of a long-term power purchase agreement and an $8 million after-tax charge related to the sale of
our interest in a long-term power tolling contract. Also in 2005, we adopted a new accounting standard that resulted 'in the recognition of the cumulative effect of a change in
accounting principle. See Note 3 to our Consolidated Financial Statements.

(2) Includes a $112 million after-tax charge related to our interest in a long-term power tolling contract that was divested in 2005 and a $43 million after-tax charge resulting
from the termination of long-term power purchase agreements.

(3) Includes $122 million of after-tax incremental restoration expenses associated with Hurricane Isabel, a $77 million after-tax charge resulting from the termination of
long-term power purchase agreements and restructuring of certain electric sales contracts and a $21 million net after-tax loss for the adoption of the following accounting
standards that resulted in the recognition of the cumulative effect of changes in accounting principles:

• Statement of Financial Accounting Standards No. 143, Accounting for Asset Retirement Obligations;

• Emerging Issues Task Force Issue No. 02-3, Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in Energy Trading
and Risk Management Activities;

• Statement 133 Implementation Issue No. C20, Interpretation of the Meaning of 'Not Clearly and Closely Related'in Paragraph 10(b) regarding Contracts with a Price
Adjustment Feature; and

• Financial Accounting Standards Board Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities (FIN 46R).

(4) Reflects the net impact of the discontinued operations of our indirect wholly-owned subsidiary, Virginia Power Energy Marketing, Inc., which was transferred to Dominion
Resources, Inc. through a series of dividend distributions on December 31,2005.

(5) Upon adoption of FIN 46R on December 31, 2003 with respect to a special purpose entity, we began reporting as long-term debt our junior subordinated notes held by a
capital trust, rather than the trust preferred securities issued by the trust.

9
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ITEM 7. MANAGEMENT'S
DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND
RESULTS OF OPERATIONS
Management's Discussion and Analysis of Financial Condition and Results
of Operations (MD&A) discusses the results of operations and general
financial condition ofVirginia Electric and Power Company. MD&A should
be read in conjunction with our Consolidated Financial Statements. The
terms "Virginia Power," "Company," "we," "our" and "us" are used
throughout this report and, depending on the context of their use, may
represent any ofthe following: the legal entity, Virginia Electric and Power
Company, one of Virginia Electric and Power Company's consolidated
subsidiaries or operating segments, or the entirety of Virginia Electric and
Power Company and its consolidated subsidiaries. We are a wholly-owned
subsidiary of Dominion Resources, Inc. (Dominion).

CONTENTS OF MD&A

Our MD&A consists of the following information:

• Forward-Looking Statements

• Introduction

• Accounting Matters

• Results ofOperations

• Segment Results of Operations

• Liquidity and Capital Resources

• Future Issues and Other Matters

FORWARD-LOOKING STATEMENTS

This report contains statements concerning our expectations, plans,
objectives, future financial performance and other statements that are not
historical facts. These statements are "forward-looking statements" within
the meaning of the Private Securities Litigation Reform Act of 1995. In most
cases, the reader can identifY these forward-looking statements by such
words as "anticipate," "estimate," "forecast," "expect," "believe," "should,"
"could," "plan," "may," "target" or other similar words. .

We make forward-looking statements with full knowledge that risks and
uncertainties exist that may cause actual results to differ materially from
predicted results. Factors that may cause actual results to differ ~~e often
presented with the forward-looking statements themselves. AddItIOnally,
other factors may cause actual results to differ materially from those
indicated in any forward-looking statement. These factors include but are not
limited to:

• Unusual weather conditions and their effect on energy sales to customers
and energy commodity prices;

• Extreme weather events, including hurricanes and winter storms, that can
cause outages and property damage to our facilities;

• State and federal legislative and regulatory developments, including a
movement towards a hybrid form of regulation, and changes to
environmental and other laws and regulations to which we are subject;

10
• Cost of environmental compliance;

• Risks associated with the operation of nuclear facilities;

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

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007

• Capital market conditions, including price risk due to marketable securities
held as investments in nuclear decommissioning trusts;

• Fluctuations in interest rates;
• Changes in rating agency requirements or credit ratings and their effect on

availability and cost of capital;
• Changes in financial or regulatory accounting principles or policies

imposed by governing bodies;
• Employee workforce factors including collective bargaining agreements

and labor negotiations with union employees;
• The risks of operating businesses in regulated industries that are subject to

changing regulatory structures;
• Changes in rules for regional transmission organizations (RTOs) in which

we participate, including changes in rate designs and new and evolving
capacity models;

• Changes to our ability to recover investments made under traditional
regulation through rates; and

• Political and economic conditions, including the threat ofdomestic
terrorism, inflation and deflation.

Additionally, other risks that could cause actual results to differ from
predicted results are set forth in Item lAo Risk Factors.

Our forward-looking statements are based on our beliefs and assumptions
using infonnation available at the time the statements are made. We caution
the reader not to place undue reliance on our forward-looking statements
because the assumptions, beliefs, expectations and projections about future
events may, and often do, differ materially from actual results. We undertake
no obligation to update any forward-looking statement to reflect
developments occurring after the statement is made.

INTRODUCTION

Virginia Electric and Power Company, a Virginia public service company, is
a wholly-owned subsidiary of Dominion. We are a regulated public utility
that generates, transmits and distributes electricity for sale in Virginia and
northeastern North Carolina. We serve approximately 2.3 million retail
customer accounts, including governmental agencies, and wholesale
customers such as rural electric cooperatives and municipalities.

Our businesses are managed through three primary operating segments:
Delivery, Energy and Generation. The contributions to net income by our
primary operating segments are determined based on a measure of profit that
we believe represents the segments' core earnings. As a result, certain
specific items attributable to those segments are not included in profit
measures evaluated by management in assessing segment performance or
allocating resources among the segments. Those specific items are reported
in the Corporate segment.

Delivery includes our regulated electric distribution and customer service
businesses. Our electric distribution operations serve residential, commercial,
industrial and governmental customers in Virginia and northeastern North
Carolina.

Revenue provided by our electric distribution operations is based primarily
on rates established by state regulatory authorities and state law. The
profitability of this business is dependent on our ability, through the rates we
are permitted to charge, to recover costs and earn a reasonable return on our
capital investments. Variability in earnings relates largely to changes in
volumes, which are primarily weather sensitive, and changes in the cost of
routine maintenance and repairs (including labor and benefits).

Energy includes our regulated electric transmission system serving Virginia
and northeastern North Carolina. In 2005, we
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became a member ofPJM Interconnection, LLC (PIM), an RTO, and
integrated our electric transmission facilities into the PIM wholesale
electricity markets.

Revenue provided by our regulated electric transmission operations is based
primarily on rates established by the Federal Energy Regulatory Commission
(FERC). The profitability of this business is dependent on our ability,
through the rates we are permitted to charge, to recover costs and eam a
reasonable return on our capital investments. Variability in earnings results
from changes in rates and the demand for services, which is primarily
weather dependent.

Generation includes our portfolio of electric generating facilities, power
purchase agreements and our energy supply operations. Our generation mix
is diversified and includes coal, nuclear, gas, oil, hydro and purchased power.
Our electric generation operations serve customers in Virginia and
northeastern North Carolina. Our generation facilities are located in Virginia,
West Virginia and North Carolina. Our energy supply operations are
responsible for managing energy and capacity needs for our utility system
resources.

Generation's earnings primarily result from the generation and sale of
electricity. Due to 2004 deregulation legislation, revenues for serving
Virginia jurisdictional retail load are based on capped rates through 20 I0 and
fuel costs for the utility fleet, including power purchases, are subject to fixed
rate recovery provisions until July 1,2007, at which time fuel rates will be
adjusted annually as discussed in Status ofElectric Restructuring in Virginia
in Future Issues and Other Matters.

Changes in our utility operating costs, particularly with respect to fuel and
purchased power, relative to costs used to establish capped rates, will impact
our earnings. Variability in earnings also results from changes in demand,
which is primarily weather dependent, the cost oflabor and benefits and the

.timing, duration and costs of outages.
Corporate includes our corporate and other functions, and specific items

attributable to our primary operating segments that have been excluded from
the profit measures evaluated by management, either in assessing segment
performance or in allocating resources among the segments, including the net
impact ofVirginia Power Energy Marketing, Inc. (VPEM) prior to its
transfer to Dominion.

On December 31, 2005, we completed the transfer ofour indirect
wholly-owned subsidiary, VPEM, to Dominion through a series of dividend
distributions in exchange for a capital contribution. VPEM provides fuel and
risk management services to us by acting as an agent for one of our other
indirect wholly-owned subsidiaries. VPEM also engages in energy trading
activities and provides price risk management services to other Dominion
affiliates through the use ofderivative contracts. While we owned VPEM,
certain of these derivative contracts were required to be reported at fair value
in our Consolidated Balance Sheets, with changes in fair value reflected in
earnings. These price risk management activities for Dominion affiliates
generated derivative gains and losses that in tum affected our Consolidated
Financial Statements.

As a result of the transfer, VPEM's results ofoperations are no longer
included in our Consolidated Financial Statements, and our Consolidated
Statements of Income for periods prior to the transfer have been adjusted to
reflect VPEM as a discontinued operation.
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ACCOUNTING MATTERS

Critical Accounting Policies and Estimates
We have identified the following accounting policies, including certain
inherent estimates, that as a result of the judgments, uncertainties, uniqueness
and complexities of the underlying accounting standards and operations
involved, could result in material changes to our financial condition or results
ofoperations under different conditions or using different assumptions. We
have discussed the development, selection and disclosure ofeach ofthese
policies with our Board of Directors that also serves as our Audit Committee.

ASSET RETIREMENT OBLIGATIONS

We recognize liabilities for the expected cost ofretiring tangible long-lived
assets for which a legal obligation exists. These asset retirement obligations
(AROs) are recognized at fair value as incurred, and are capitalized as part of
the cost of the related long-lived assets. In the absence of quoted market
prices, we estimate the fair value ofour AROs using present value
techniques, in which we make various assumptions including estimates of the
amounts and timing of future cash flows associated with retirement activities,
credit-adjusted risk free rates and cost escalation rates. AROs currently
reported in our Consolidated Balance Sheets were measured during a period
ofhistorically low interest rates. The impact on measurements ofnew AROs,
or remeasurements of existing AROs, using different rates in the future, may
be significant. When we revise any assumptions used to calculate the fair
value of existing AROs, we adjust the carrying amount of both the ARO
liability and the related long-lived asset. We accrete the ARO liability to
reflect the passage of time. In 2006, 2005 and 2004, we recognized $40
million, $44 million and $42 million, respectively, of accretion and expect to
incur $36 million in 2007.

A significant portion of our AROs relate to the future decommissioning of
our nuclear facilities. At December 31, 2006, nuclear decommissioning
AROs, which are reported in the Generation segment, totaled $603 million,
representing approximately 94% of our total AROs. Based on their
significance, the following discussion ofcritical assumptions inherent in
determining the fair value ofAROs relates to those associated with our
nuclear decommissioning obligations.

We obtain from third-party specialists periodic site-specific base year cost
studies in order to estimate the nature, cost and timing of planned
decommissioning activities for our nuclear plants. We obtained updated cost
studies for both of our nuclear plants in 2006 which reflected increases in
base year costs. These cost studies are based on relevant information
available at the time they are performed; however, estimates of future cash
flows for extended periods of time are by nature highly uncertain and may
vary significantly from actual results. In addition, our cost estimates include
cost escalation rates that are applied to the base year costs. The selection of
these cost escalation rates is dependent on subjective factors which we
consider to be a critical assumption.

We determine cost escalation rates, which represent projected cost
increases over time, due to both general inflation and increases in the cost of
specific decommissioning activities, for each of our nuclear facilities. In
2006, we lowered the cost escalation rate assumptions used in the ARO
calculation by 0.85% due to projected reductions in both general and
decommissioning specific inflation rates, resulting in a $20 I million decrease
in our nuclear decommissioning AROs.

11
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ACCOUNTING FOR REGULATED OPERATIONS

The accounting for our regulated electric operations differs from the
accounting for nonregulated operations in that we are required to reflect the
effect of rate regulation in our Consolidated Financial Statements. For
regulated businesses subject to federal or state cost-of-service rate regulation,
regulatory practices that assigu costs to accounting periods may differ from
accounting methods generally applied by nonregulated companies. When it is
probable that regulators will permit the recovery ofcurrent costs through
future rates charged to customers, we defer these costs as regulatory assets
that otherwise would be expensed by nonregulated companies. Likewise, we
recoguize regulatory liabilities when it is probable that regulators will require
customer refunds through future rates and when revenue is collected from
customers for expenditures that are not yet incurred. Regulatory assets are
amortized into expense and regulatory liabilities are amortized into income
over the recovery period authorized by the regulator.

We evaluate whether or not recovery ofour regulatory assets through future
rates is probable and make various assumptions in our analyses. The
expectations of future recovery are generally based on orders issued by
regulatory commissions or historical experience, as well as discussions with
applicable regulatory authorities. If recovery ofa regulatory asset is
determined to be less than probable, it will be written off in the period such
assessment is made. We currently believe the recovery ofour regulatory
assets is probable. See Notes 2 and 12 to our Consolidated Financial
Statements.

No. 48 (FIN 48), Accountingfor Uncertainty in Income Taxes. Taking into
consideration the uncertainty and judgment involved in the determination and
filing of income taxes, FIN 48 establishes standards for recognition and
measurement, in financial statements, of positions taken, or expected to be
taken, by an entity in its income tax returns. Positions taken by an entity in its
income tax returns that are recognized in the financial statements must satisfY
a more-likely-than-not recognition threshold, assuming that the position will
be examined by taxing authorities with full knowledge of all relevant
information.

Deferred income tax assets and liabilities are provided, representing future
effects on income taxes for temporary differences between the bases of assets
and liabilities for financial reporting and tax purposes. We evaluate quarterly
the probability ofrealizing deferred tax assets by reviewing a forecast of
future taxable income and the availability of tax planning strategies that can
be implemented, ifnecessary, to realize deferred tax assets. Failure to
achieve forecasted taxable income or successfully implement tax planning
strategies may affect the realization of deferred tax assets.

ACCOUNTING STANDARDS

During 2006 and 2005, we were required to adopt several new accounting
standards, which are discussed in Note 3 to our Consolidated Financial
Statements. See Note 4 to our Consolidated Financial Statements for a
discussion of recently issued accounting standards that will be adopted in the
future.

RESULTS OF OPERATIONS

Presented below is a summary of our consolidated results:

Overview

2006 VS. 2005

Net income increased to $478 million. Favorable drivers include the absence
of$471 million of after-tax losses incurred in 2005 by the discontinued
operations of VPEM and the absence ofa 2005 charge resulting from the
termination of a long-term power purchase agreement. Our results were also
positively impacted by decreased consumption offossil fuel due to milder
weather and an increase in gains realized from the sale of emissions
allowances. Unfavorable drivers include a decrease in regulated electric sales
resulting from milder weather and other factors; a reduced benefit from
financial transmission rights (FTRs) in excess of congestion costs and major
storm damage and service restoration costs associated with tropical storm
Ernesto in September 2006.

2005 VS. 2004

Net income decreased to $10 million. Unfavorable drivers include $471
million of after-tax losses incurred by the discontinued operations ofVPEM
and a charge resulting from the termination ofa long-term power purchase
agreement. Our results were also negatively affected by the impact of higher
commodity prices on fuel and purchased power expenses.

REVENUE RECOGNITION - UNBILLED REVENUE

We recognize and record revenues when energy is delivered to the customer.
The determination of sales to individual customers is based on the reading of
their meters which is performed on a systematic basis throughout the month.
At the end of each month, the amounts of electric energy delivered to
customers but not yet billed is estimated and recorded as unbilled revenue.
This estimate is reversed in the following month and actual revenue is
recorded based on meter readings. Our customer receivables included $233
million and $263 million of accrued unbilled revenue at December 31, 2006
and 2005 respectively.

The calculation ofunbilled revenues is complex and includes numerous
estimates and assumptions including historical usage, applicable customer
rates, weather factors and total daily electric generation supplied adjusted for
line losses. Changes in generation patterns, customer usage patterns, meter
accuracy and other factors which are the basis for the estimates ofunbilled
revenues could have a significant effect on the calculation and therefore on
our results of operations and financial condition.

INCOME TAXES

Judgment and the use of estimates are required in developing the provision
for income taxes and reporting oftax-related assets and liabilities. The
interpretation of tax laws involves uncertainty, since tax authorities may
interpret them differently. Ultimate resolution of income tax matters may
result in favorable or unfavorable impacts to net income and cash flows and
adjustments to tax-related assets and liabilities could be material.

Through December 31,2006, we have established liabilities for tax-related
contingencies in accordance with Statement of Financial Accounting
Standards (SFAS) No.5, Accountingfor Contingencies, and reviewed them
in light of changing facts and circumstances. However, as discussed in Note
4 to our Consolidated Financial Statements, effective January 1,2007, we
adopted Financial Accounting Standards Board Interpretation
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Analysis of Consolidated Operations
Presented below are selected amounts related to our results ofoperations:

Year Ended December 31, 2006 $ Change 2005 $ Change 2004

~~~~~~)g:Reve'nU('f,;~rl':;rl~~§;22:~u~$ ,(~Q9i :;t:$§;"1t$'M1? "$5;371 .

An analysis ofour results ofoperations for 2006 compared to 2005 and
2005 compared to 2004 follows:

2006 VS. 2005
Operating Revenue decreased 2% to $5.6 billion, reflecting the combined
effects of:

• A $218 million decrease associated with milder weather. As compared to
the prior year, we experienced a 9% decline in cooling degree days and a
16% decline in heating degree days; and

• A $53 million decrease in sales to wholesale customers primarily resulting
from milder weather; partially offset by

• An $81 million increase due to new customer connections primarily in our
residential and commercial customer classes;

• A $56 million increase attributable to rate variations resulting from
changes in customer usage patterns and sales mix and other factors;

• An $18 million increase in ancillary service revenue from PJM;

• A $13 million increase due to the collection of a new Virginia sales
and use tax surcharge from customers; and

• A $9 million increase primarily due to the impact ofa
comparatively higher fuel rate in certain customer jurisdictions
which was offset by a comparable increase in Electric fuel and
energy purchases expense.

Operating Expenses and Other Items
Electric fuel and energy purchases expense decreased 7% to $2.4 billion,

primarily due to lower commodity prices, including purchased power, and
decreased consumption of fossil fuel, reflecting the effects ofmilder weather
on demand, partially offset by an increase in purchased power volumes.

Purchased electric capacity expense decreased 5% to $453 million,
primarily due to scheduled capacity reductions for certain long-term power
purchase contracts, as well as the termination of a long-term power purchase
agreement in connection with the purchase of the related generating facility
in February 2005.

Other energy-related commodity purchases expense increased 65% to $56
million, primarily reflecting an increase in nonutility coal purchased for
resale.

Source: VIRGINIA ELECTRIC &, 10-K, February 28,2007

Other operations and maintenance expense increased 9% to $1.0 billion,
primarily reflecting:

• A $41 million increase due to a reduced benefit from FTRs granted
by PJM used to offset congestion costs associated with PJM spot
market activity, which are included in Electric fUel and energy
purchases expense;

• A $29 million increase related to major storm damage and service
restoration costs associated with our distribution operations, primarily
resulting from tropical storm Ernesto in September 2006;

• A $15 million increase resulting from higher salaries, wages, and pension
and medical benefits;

• A $12 million increase in outage costs primarily due to an increase in the
number of scheduled outages at certain ofour electric generating facilities;

• A $9 million increase due to the amortization of a regulatory asset
associated with amounts subject to collection under a Virginia sales and
use tax surcharge, net of credits resulting from additions to the regulatory
asset during the period;

• A $7 million increase related to services provided by Dominion Resources
Services, Inc.;

• A $7 million charge resulting from the write-off of certain assets no longer
in use at one of our electric generating facilities; and

• A $4 million increase in PJM ancillary service charges; partially offset by

• A $20 million increase in gains from the sale of emissions allowances; and

• A net benefit from the absence of the following items recognized in 2005:

• A $77 million charge resulting from the termination of a long-term power
purchase agreement; partially offset by

• A $25 million net benefit resulting from the establishment of certain
regulatory assets in connection with the settlement of a North Carolina
rate case.

Interest and related charges decreased 8% to $296 million, primarily
reflecting the absence of prepayment penalties resulting from the early
redemption ofdebt in 2005, partially offset by additional borrowings and
higher interest rates on variable rate debt.

Loss from discontinued operations reflects the absence oflosses incurred
by the discontinued operations ofVPEM prior to its disposition in December
2005.

2005 VS. 2004
Operating Revenue increased 6% to $5.7 billion, primarily reflecting:

• A $153 million increase in sales to wholesale customers;

• A $99 million increase due to the impact of a comparatively higher fuel
rate in certain customer jurisdictions which was more than offset by an
increase in Electric fuel and energypurchases expense;

• A $77 million increase primarily due to the impact of comparably
favorable weather on customer usage. As compared to the prior year, we
experienced an 8% increase in cooling degree days and a 3% increase in
heating degree days; and

• A $59 million increase associated with new customer connections
primarily in our residential and commercial customer classes; partially
offset by

• A $25 million decrease attributable to rate variations resulting from
changes in customer usage patterns and sales mix and other factors; and

• A $22 million decrease in other revenue, primarily attributable to a
decrease in off-system sales.



Source: VIRGINIA ELECTRIC &, 10-K, February 28,2007
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Operating Expenses and Other Items
Electric fuel and energy purchases expense increased 46% to $2.6 billion,

primarily resulting from higher commodity prices including purchased power
and congestion costs associated with PJM.

Purchased electric capacity expense decreased 13% to $477 million,
resulting from the termination of several long-term power purchase
agreements in connection with the purchase of the related generating
facilities in 2004 and 2005.

Other operations and maintenance expense decreased 24% to $945 million,
primarily reflecting:

• A $186 million benefit related to FTRs;

• A $54 million gain resulting from the sale of emissions allowances; and

• A net benefit from the absence of the following items recognized in 2004:

• A $184 million charge related to the sale of our interest in a long-term
power tolling contract;

• A $71 million charge resulting from the termination of certain long-term
power purchase agreements; partially offset by

• An $18 million benefit from the reduction of accrued expenses associated
with Hurricane Isabel restoration activities.

• These benefits were partially offset by the following charges in 2005:

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

• A $36 million increase in salaries, wages, and benefits expense, resulting
from higher incentive-based compensation, wages and pension benefits;
and

• A $1 7 million increase in operating expenses related to nonutility
generating facilities acquired subsequent to September 2004.

Depreciation and amortization expense increased 6% to $527 million, due
to incremental expense resulting from property additions.

other income increased 43% to $70 million primarily reflecting a $9
million increase in net realized gains (including investment income)
associated with nuclear decommissioning trust fund investments, a $3
million increase in rental income and a $2 million increase in interest
income.

Interest and related charges increased 29% to $322 million, primarily
reflecting the impact ofprepayment penalties resulting from the early
redemption ofdebt, additional borrowings and higher interest rates on
variable rate debt.

Loss from discontinued operations increased as a result of unfavorable
price changes on unsettled commodity derivative contracts primarily used to
execute price risk management activities undertaken on behalf of our
affiliates.

Outlook
We believe our operating businesses will provide stable growth in net income
in 2007. The following are growth factors that will impact these expected
results:

• A decrease in unrecovered Virginia fuel expenses as a result of annual
adjustments to our fuel factor beginning July 1,2007;

• A potential increase in regulated electric sales, as compared to 2006,
assuming our utility service territory experiences a return to normal
weather in 2007; and

• Continued growth in utility customers.

14

Source: VIRGINIA ELECTRIC &, 10-K, February 28,2007

The growth factors in 2007 are expected to be partially offset by:

• A decrease in gains from sales ofemissions allowances;

• Increased salaries, wages and benefits expense; and

• Increased interest expense.

An important development impacting the future ofour Company is the
passage of legislation in Virginia that would re-regulate certain elements of
our business, as discussed in Status ofElectric Restructuring in Virginia
under Future Issues and Other Matters. Since competitive markets have not
developed in Virginia, we are supporting legislation passed by the Virginia
General Assembly in early 2007 that would create a hybrid regulatory model
designed to modifY the traditional regulatory method to better suit it to the
financial realities ofundertaking major new generation and infrastructure
projects. We believe this model would continue to provide our customers
with comparatively low rates and ensure our ability to build new generation
and other infrastructure needed to keep pace with growing demand for
electricity in Virginia. The Governor has until March 26, 2007 to sign,
propose amendments to, or veto the proposed legislation. With the
Governor's signature, the legislation would become law effective July 1,
2007. At this time, we cannot predict the outcome of the legislation.

SEGMENT RESULTS OF OPERATIONS

Presented below is a summary of contributions by our operating segments to
net income:

Delivery
Presented below are operating statistics related to our Delivery operations:

mwhrs =megawatt hours

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

(2)Cooling degree days (COOs) are units measuring the extent to which the average
daily temperature is greater than 65 degrees. COOs are calculated as the
difference between the average temperature for each day and 65 degrees.

(3)Heating degree days (HODs) are units measuring the extent to which the average
temperature is less than 65 degrees. HODs are calculated as the difference
between the average temperature and 65 degrees.

(4)Thirteen-month average, in thousands.



Table of Contents

Presented below, on an after-tax basis, are the key factors impacting
Delivery's net income contribution:

2006 VS. 2005

Increase
(Decrease)

(1 )Attributable to rate variations from changes in customer usage patterns and sales
mix and other factors.

2005 VS. 2004

Increase
(Decrease)

$ 10

(1)A change in the seasonal allocation of electric utility base rate revenue among
the primary operating segments effective January 1, 2005.

Energy
Presented below, on an after-tax basis, are the key factors impacting
Energy's net income contribution:

2006 VS. 2005

Increase
(Decrease)

4t~;: " 1ii: .... ." .". :' "

(1 )Reflects the absence of a charge incurred in 2005 for the write-off of certain
previously deferred start-up and integration costs associated with joining an RTO.

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007

2005 VS. 2004

Increase
(Decrease)

Generation
Presented below are operating statistics related to our Generation operations:

Degree days
(electric service
area):

::g;691in~igr·. :- ....
Heating

The Generation segment provides electricity primarily from nuclear, coal,
oil, purchased power and natural gas. Presented below is a summary of the
system's output by energy source:

(1)Exciudes Old Dominion Electric Cooperative's (ODEC) 11.6% ownership interest
in the North Anna Power Station.

(2)Exciudes ODEC's 50% ownership interest in the Clover Power Station. The
average cost of coal for 2006 Virginia in-system generation was $27.35 per
mwhr.

(3)lnciudes natural gas used in combustion turbines that are fueled by gas.

(4)Exciudes off-system sales.

15



Table of Contents

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

2006 VS. 2005

Increase

(1 )Primarily attributable to rate variations from changes in customer usage patterns
and sales mix and other factors.

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

2005 VS. 2004

Increase
(Decrease)

(miliions)

LIQUIDITY AND CAPITAL RESOURCES

We depend on both internal and external sources ofliquidity to provide
working capital and to fund capital requirements. Short-term cash
requirements not met by cash provided by operations are generally satisfied
with proceeds from short-term borrowings. Long-term cash needs are met
through sales of securities and additional long-term financing.

At December 31, 2006, we had $1.0 billion ofunused capacity under our
joint credit facility. See discussion under Joint Credit Facilities and
Short-Term Debt.

A summary of our cash flows for 2006, 2005 and 2004 is presented below:

Operating Cash Flows
In 2006, net cash provided by operating activities decreased by $416 million
as compared to 2005, primarily reflecting the absence of cash provided by
VPEM prior to its disposition in December 2005. We believe that our
operations provide a stable source of cash flow sufficient to contribute to
planned levels of capital expenditures and provide dividends to Dominion.
However, our operations are subject to risks and uncertainties that may
negatively impact the timing or amounts of operating cash flows which are
discussed in Item lAo Risk Factors.

CREDIT RISK
Our exposure to potential concentrations of credit risk results primarily from
sales to wholesale customers. Presented below is a summary ofour gross
exposure as of December 31, 2006 for these activities. Our gross credit
exposure for each counterparty is calculated as outstanding receivables plus
any unrealized on or off-balance sheet exposure, taking into account
contractual netting rights. Gross credit exposure is calculated prior to the
application of collateral. We held no collateral for these transactions at
December 31, 2006.

(1 )Reflects higher commodity prices including purchased power.

(2)The increase in energy supply margin reflects a benefit related to FTRs.

Corporate
Presented below are the Corporate segment's after-tax results.

Year Ended December 31,
(miliions)

2006 2005 2004

Gross
Credit

Exposure
(millions)

segments
Other
Net expense $(12) $(529) $(313)

(1 )Designations as investment grade are based on minimum credit ratings assigned
by Moody's Investors Service (Moody's) and Standard & Poor's Ratings Services
(Standard & Poor's). The five largest counterparty exposures, combined, for this
category represented approximately 6% of the total gross credit exposure.

Specific Items Attributable to Operating Segments
Corporate includes specific items attributable to our primary operating
segments that have been excluded from the profit measures evaluated by
management, either in assessing segment performance or in allocating
resources among the segments. See Note 25 to our Consolidated Financial
Statements for a discussion of these items.
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(2)The five largest counterparty exposures, combined, for this category represented
approximately 94% of the total gross credit exposure.
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Investing Cash Flows
Significant investing activities in 2006 included:

LONG-TERM DEBT

During 2006, we issued the following long-term debt:

• $925 million for environmental upgrades, routine capital improvements of
generation facilities and construction and improvements of electric
transmission and distribution assets;

Type Principal
(millions)

Rate Maturity

• $550 million for purchases of securities held as investments in our nuclear
decommissioning trusts; and

• $122 million for nuclear fuel expenditures; partially offset by

• $533 million of proceeds from sales of securities held as investments in
our nuclear decommissioning trusts; and

• $75 million of proceeds from the sale of emissions allowances.

Financing Cash Flows and Liquidity
We rely on banks and capital markets as significant sources of funding for
capital requirements not satisfied by the cash provided by our operations. As
discussed in Credit Ratings, our ability to borrow funds or issue securities
and the return demanded by investors are affected by our credit ratings. In
addition, the raising of external capital is subject to certain regulatory
approvals, including authorization by the Virginia State Corporation
Commission (Virginia Commission).

In December 2005, the Securities and Exchange Commission (SEC)
adopted rules that modifY the registration, communications and offering
processes under the Securities Act of 1933. The rules streamline the shelf
registration process to provide registrants with more timely access to capital.
Under the new rules, we meet the definition of a well-known seasoned issuer.
This allows us to use an automatic shelf registration statement to register any
offering of securities, other than those for business combination transactions.
Significant financing activities in 2006 included:

• $624 million for the repayment of long-term debt;

• $349 million of common dividend payments; and

• $287 million for the net repayment of short-term debt; partially offset by

• $1 billion from the issuance oflong-term debt; and

• $129 million from the net issuance of affiliated current borrowings.

JOINT CREDIT FACILITIES AND SHORT-TERM DEBT

We use short-term debt, primarily commercial paper, to fund working capital
requirements and as a bridge to long-term debt financing. The level of our
borrowings may vary significantly during the course ofthe year, depending
upon the timing and amount of cash requirements not satisfied by cash from
operations. Short-term financing is supported by a $3.0 billion five-year joint
revolving credit facility dated February 2006 with Dominion and
Consolidated Natural Gas Company (CNG), a wholly-owned subsidiary of
Dominion, which is scheduled to terminate in February 2011. This credit
facility is being used for working capital, as support for the combined
commercial paper programs ofDominion, CNG and us and other general
corporate purposes. This credit facility can also be used to support up to $1.5
billion of letters of credit.

Our financial policy precludes issuing commercial paper in excess of our
supporting lines of credit. At December 31, 2006, total commercial paper
outstanding supported by the joint credit facility was $1.76 billion and the
total amount of letter of credit issuances was $236 million, leaving
approximately $1.0 billion available for issuance.

Source: VIRGINIA ELECTRIC & , 10cK, February 28, 2007

During 2006, we repaid $624 million oflong-term debt securities.

COMMON SHAREHOLDER'S EQUITY

In 2005, we recorded contributed capital of$633 million related to the
transfer of our investment in VPEM to Dominion and $200 million in
connection with the conversion of short-term borrowings. In 2004, we
recorded $11 million ofother paid-in capital in connection with the reduction
in amounts payable to Dominion.

In 2004, we issued 20,115 shares of our common stock to Dominion for
cash consideration of $500 million. We used the proceeds, in part, to pay
down our $345 million affiliated short-term demand note from Dominion.

BORROWINGS FROM PARENT

We have borrowed funds from Dominion under both short-term and
long-term borrowing arrangements. Our nonregulated subsidiaries had
outstanding Dominion money pool borrowings totaling $140 million and $12
million at December 31,2006 and 2005, respectively. At December 31, 2006
and 2005, our borrowings under a long-term note totaled $220 million. We
incurred interest charges related to our borrowings of $1 0 million and $9
million at December 31,2006 and 2005, respectively.

Credit Ratings
Credit ratings are intended to provide banks and capital market participants
with a framework for comparing the credit quality of securities and are not a
recommendation to buy, sell or hold securities. We believe that our current
credit ratings provide sufficient access to the capital markets. However,
disruptions in the banking and capital markets not specifically related to us
may affect our ability to access these funding sources or cause an increase in
the return required by investors.

Both quantitative (financial strength) and qualitative (business or operating
characteristics) factors are considered by the credit rating agencies in
establishing our credit ratings. Credit ratings should be evaluated
independently and are subject to revision or withdrawal at any time by the
assigning rating organization. Our credit ratings are most affected by our
financial profile, mix ofregulated and nonregulated businesses and
respective cash flows, changes in methodologies used by the rating agencies,
"event risk" if applicable, and the credit ratings ofour parent company,
Dominion.

Our credit ratings as of February 1,2007 follow:
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debt to total capitalization. These limitations did not restrict our ability to pay
dividends to Dominion at December 31, 2006.

See Note 16 to our Consolidated Financial Statements for a description of
potential restrictions on our dividend payments in connection with the
deferral ofdistribution payments on trust preferred securities.

Cash Flows from Discontinued Operations
The impact ofVPEM's operations on our Consolidated Statements of Cash
Flows is presented below. The transfer ofVPEM to Dominion has not had a
negative impact on our liquidity.

Future Cash Payments for Contractual Obligations and Planned
Capital Expenditures

CONTRACTUAL OBLIGATIONS
We are party to numerous contracts and arrangements obligating us to make
cash payments in future years. These contracts include financing
arrangements such as debt agreements and leases, as well as contracts for the
purchase of goods and services. Presented below is a table summarizing cash
payments that may result from contracts to which we are a party as of
December 31,2006. For purchase obligations and other liabilities, amounts
are based upon contract terms, including fixed and minimum quantities to be
purchased at fixed or market-based prices. Actual cash payments will be
based upon actual quantities purchased and prices paid and will likely differ
from amounts presented below. The table excludes all amounts classified as
current liabilities in our Consolidated Balance Sheets, other than current
maturities of long-term debt, interest payable and interest rate swaps. The
majority of current liabilities will be paid in cash in 2007.

20042005
(millions)
Year Ended December 31.

• Information requirements, including submitting financial reports filed with
the SEC to lenders;

Table of Contents

As of February 1,2007, Fitch Ratings Ltd. (Fitch) and Moody's maintain a
stable outlook, and Standard & Poor's maintains a positive outlook for their
ratings ofour company.

Generally, a downgrade in our credit rating would not restrict our ability to
raise short-term or long-term financing as long as our credit rating remains
"investment grade," but it would increase the cost of borrowing. We work
closely with Fitch, Moody's and Standard & Poor's, with the objective of
maintaining our current credit ratings. In order to maintain our current
ratings, we may find it necessary to modify our business plans and such
changes may adversely affect our growth.

Debt Covenants
As part ofborrowing funds and issuing debt (both short-term and long-term)
or preferred securities, we must enter into enabling agreements. These
agreements contain covenants that, in the event of default, could result in the
acceleration ofprincipal and interest payments; restrictions on distributions
related to our capital stock to Dominion, including dividends, redemptions,
repurchases, liquidation payments or guarantee payments; and, in some
cases, the termination of credit commitments unless a waiver of such
requirements is agreed to by the lenders/security holders. These provisions
are customary, with each agreement specifying which covenants apply.
These provisions are not necessarily unique to us. Some ofthe typical
covenants include:

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

• The timely payment of principal and interest;

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

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

• Limitations on liens.
We are required to pay minimal annual commitment fees to maintain the

joint credit facility. In addition, the joint credit agreement contains various
terms and conditions that could affect our ability to borrow funds under this
facility. They include a maximum debt to total capital ratio and cross-default
provisions.

The ratio ofour debt to total capital, as defined by the agreement, should
not exceed 65% at the end of any fiscal quarter. As of December 31, 2006,
our calculated debt to total capital ratio was 47%. Under the agreement's
cross-default provisions, ifwe or any ofour material subsidiaries fail to make
payment on various debt obligations in excess of$35 million, we may be
required by the lenders to accelerate our repayment of any outstanding
borrowings under the credit facility and the lenders could terminate their
commitment to lend funds to us. However, any defaults on indebtedness by
Dominion, CNG or any material subsidiaries of those affiliates would not
affect the lenders' commitment to us under the joint credit agreement.

We monitor the covenants on a regular basis in order to ensure that events
of default will not occur. As of December 31, 2006, there were no events of
default under our covenants.

(millions)

Total cash
payments

Less than
1 year

$ 2,741

1-3
years

$2,467

3-5
years

$1.699

More
than 5
years

$8,149

Total

$15.056

Dividend Restrictions
The Virginia Commission may prohibit any public service company from
declaring or paying a dividend to an affiliate, if found to be detrimental to the
public interest. At December 31,2006, the Virginia Commission had not
restricted our payment of dividends.

Certain agreements associated with our joint credit facility with Dominion
and CNG contain restrictions on the ratio of our

(2)Does not reflect our ability to defer payments related to our trust preferred
securities.

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

(4)Primarily includes interest rate swap agreements. Excludes regulatory liabilities.
AROs and employee benefit plan contributions that are not contractually fixed as
to timing and amount. See Notes 12, 13 and 20 to our Consolidated Financial
Statements. Deferred income taxes are also excluded since cash payments are
based primarily on taxable income for each discrete fiscal year.
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PLANNED CAPITAL EXPENDITURES

Our planned capital expenditures are expected to total approximately $1.2
billion annually in both 2007 and 2008. We expect to fund our capital
expenditures with cash from operations and a combination of securities
issuances and short-term borrowings. Our annual capital expenditures for
plant and equipment for 2007, including environmental upgrades and
construction improvements, are expected to total approximately as follows:

• Generation and nuclear fuel: $654 million;

• Transmission: $168 million; and

• Distribution: $390 million.

Based on available generation capacity and current estimates of growth in
customer demand, we will need additional generation in the future. We
currently have plans to restart our Hopewell plant in 2007, a 63-megawatt
(Mw) (at net summer capability) coal burning plant located in Hopewell,
Virginia which has been out of service since 2002, and we are evaluating a
290-Mw (at net summer capability) expansion of our Ladysmith site in
Ladysmith, Virginia. We are also leading a consortium of companies that are
considering building a 500 to 600-Mw coal-fired plant in southwest Virginia.
We will continue to evaluate the development ofnew plants to meet
customer demand for additional generation needs in the future. Through
2009, we will continue to meet any additional capacity requirements through
market purchases.

FUTURE ISSUES AND OTHER MATTERS

Status of Electric Restructuring in Virginia

1999 VIRGINIA RESTRUCTURING ACT

The Virginia Electric Utility Restructuring Act was enacted in 1999 (1999
Virginia Restructuring Act) and established a plan to restructure the electric
utility industry in Virginia. In general, this legislation provided for a
transition from bundled cost-based rates for regulated electric service to
unbundled cost-based rates for transmission and distribution services and to
market pricing for generation services, including retail choice for customers.
The 1999 Virginia Restructuring Act addressed capped base rates, RTO
participation, retail choice, stranded costs recovery and functional separation
of an electric utility's generation from its transmission and distribution
operations.

Retail choice was made available to all ofour Virginia regulated electric
customers since January 1,2003. We have separated our generation,
distribution and transmission functions through the creation ofdivisions.
State regulatory requirements ensure that our generation division and other
divisions operate independently and prevent cross-subsidies between our
generation division and other divisions. Additionally, in 2005, we became a
member ofPJM, an RTO, and have integrated our electric transmission
facilities into the PJM wholesale electricity markets. Under the 1999 Virginia
Restructuring Act, our base rates have been capped until December 31, 2010,
unless modified earlier.

2004 amendments to the 1999 Virginia Restructuring Act addressed a
minimum stay exemption program, a wires charge exemption program and
the development of a coal-fired generating plant in southwest Virginia.

VIRGINIA FUEL EXPENSES

In May 2006, Virginia law was amended to modifY the way our Virginia
jurisdictional fuel factor is set during the three and one-half year period
beginning July I, 2007. The bill became law effective July 1, 2006 and:

• Allows annual fuel rate adjustments for three twelve-month periods
beginning July 1, 2007 and one six-month period
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beginning July I, 2010 (unless capped rates are terminated earlier under the
1999 Virginia Restructuring Act);

• Allows an adjustment at the end of each of the twelve-month periods to
account for differences between projections and actual recovery of fuel
costs during the prior twelve months; and

• Authorizes the Virginia Commission to defer up to 40% ofany fuel factor
increase approved for the first twelve-month period, with recovery of the
deferred amount over the two and one-halfyear period beginning July I,
2008 (under prior law, such a deferral was not possible).

Fuel prices have increased considerably since our Virginia fuel factor
provisions were frozen in 2004, which has resulted in our fuel expenses
being significantly in excess of our rate recovery. We expect that fuel
expenses will continue to exceed rate recovery until our fuel factor is
adjusted in July 2007. While the 2006 amendments do not allow us to collect
any unrecovered fuel expenses that were incurred prior to July 1, 2007, once
our fuel factor is adjusted, the risk of under-recovery ofprudently incurred
fuel costs until July 1, 20 lOis greatly diminished.

STRANDED COSTS

Stranded costs are generation-related costs incurred or commitments made by
utilities under cost-based regulation that may not be reasonably expected to
be recovered in a competitive market. At December 31, 2006, our exposure
to potential stranded costs included long-term power purchase contracts that
could ultimately be determined to be above market prices; generating plants
that could possibly become uneconomical in a deregulated environment; and
unfunded obligations for nuclear plant decommissioning and postretirement
benefits. We believe capped electric retail rates will provide an opportunity
to recover our potential stranded costs, depending on market prices of
electricity and other factors. Recovery of our potential stranded costs remains
subject to numerous risks, even in the capped-rate environment. These risks
include, among others, exposure to long-term power purchase commitment
losses, future environmental compliance requirements, changes in certain tax
laws, nuclear decommissioning costs, increased fuel costs, inflation,
increased capital costs and recovery of certain other items.

The generation-related cash flows provided by the 1999 Virginia
Restructuring Act are intended to compensate us for continuing to provide
generation services and to allow us to incur costs to restructure such
operations during the transition period. As a result, during the transition
period, our earnings may increase to the extent that we can reduce operating
costs for our utility generation-related operations. Conversely, the same risks
affecting the recovery of our stranded costs may also adversely impact our
margins during the transition period. Accordingly, we could realize the
negative economic impact of any such adverse event. Using cash flows from
operations during the transition period, we may further alter our cost
structure or choose to make additional investments in our business.

2007 VIRGINIA RESTRUCTURING ACT AMENDMENTS

In February 2007, both houses of the Virginia General Assembly passed
identical bills that would significantly change electricity restructuring in
Virginia. The bills would end capped rates two years early, on December 31,
2008. After capped rates end, retail choice would be eliminated for all but
individual retail customers with a demand of more than 5-Mw and a limited
number ofnon-residential retail customers whose aggregated load would
exceed 5-Mw. Also after the end ofcapped rates, the Virginia Commis -
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sion would set the base rates of investor-owned electric utilities under a
modified cost-of-service model. Among other features, the currently
proposed model would provide for the Virginia Commission to:

• Initiate a base rate case for each utility during the first six months of 2009,
as a result of which the Virginia Commission:

• establishes a return on equity (ROE) no lower than that reported by a
group of utilities within the southeastern United States (U.S.), with
certain limitations on earnings and rate adjustments;

• shall increase base rates ifneeded to allow the utility the opportunity to
recover its costs and earn a fair rate of return, if the utility is found to
have earnings more than 50 basis points below the established ROE;

• may reduce rates or, alternatively, order a credit to customers if the utility
is found to have earnings more than 50 basis points above the established
ROE; and

• may authorize performance incentives if appropriate.

• After the initial rate case, review base rates biennially, as a result ofwhich
the Virginia Commission:

• establishes an ROE no lower than that reported by a group of utilities
within the southeastern U.S., with certain limitations on earnings and rate
adjustments; however, if the Virginia Commission finds that such ROE
limit at that time exceeds the ROE set at the time of the initial base rate
case in 2009 by more than the percentage increase in the Consumer Price
Index in the interim, it may reduce that lower ROE limit to a level that
increases the initial ROE by only as much as the change in the Consumer
Price Index;

• shall increase base rates if needed to allow the utility the opportunity to
recover its costs and earn a fair rate of return if the utility is found to
have earnings more than 50 basis points below the established ROE;

• may order a credit to customers if the utility is found to have earnings
more than 50 basis points above the established ROE, and reduce rates if
the utility is found to have such excess earnings during two consecutive
biennial review periods; and

• may authorize performance incentives if appropriate.

• Authorize stand-alone rate adjustments for recovery of certain costs,
including new generation projects, major generating unit modifications,
environmental compliance projects, FERC-approved costs for transmission
service, energy efficiency and conservation programs, and renewable
energy programs; and

• Authorize an enhanced ROE as a financial incentive for construction of
major baseload generation projects and for renewable energy portfolio
standard programs.

The bills would also continue statutory provisions directing us to file annual
fuel cost recovery cases with the Virginia Commission beginning in 2007
~ continuing thereafter. However, our fuel factor increase as of July I,
2007 would be limited to an amount that results in residential customers not
receiving an increase of more than 4% of total rates as of that date, and the
remainder would be deferred and collected over three years, as follows:

• in calendar year 2008, the deferral portion collected is limited to an
amount that results in residential customers not receiv
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ing an increase of more than 4% of total rates as of January I, 2008;
• in calendar year 2009, the deferral portion collected is limited to an

amount that results in residential customers not receiving an increase of
more than 4% of total rates as of January 1,2009; and

• the remainder of the deferral balance, if any, would be collected in the fuel
factor in calendar year 20IO.

The Govenor has until March 26, 2007 to sign, propose amendments to, or
veto the bills. With the Govenor's signature, the bills would become law
effective July I, 2007. At this time, we cannot predict the outcome of these
legislative proposals.

Transmission Expansion Plan
Each year, as part ofPJM's Regional Transmission Expansion Plan (RTEP)
process, reliability projects are authorized. In June 2006, PJM, through the
RTEP process, authorized construction of numerous electric transmission
upgrades through 2011. We are involved in two of the major construction
projects. The first project is an approximately 270-mile 500-kilovolt (kV)
transmission line from southwestern Pennsylvania to Virginia, of which we
will construct approximately 70 miles in Virginia and a subsidiary of
Allegheny Energy, Inc. will construct the remainder. The second project is an
approximately 56-mile 500-kV transmission line that we will construct in
southeastern Virginia. These transmission upgrades are designed to improve
the reliability of service to our customers and the region. The siting and
construction of these transmission lines will be subject to applicable state and
federal permits and approvals.

Environmental Matters
We are subject to costs resulting from a number of federal, state and local
laws and regulations designed to protect human health and the environment.
These laws and regulations affect future planning and existing operations.
They can result in increased capital, operating and other costs as a result of
compliance, remediation, containment and monitoring obligations. To the
extent that environmental costs are incurred in connection with operations
regulated by the Virginia Commission, during the period ending
December 31, 2010, in excess of the level currently included in the Virginia
jurisdictional electric retail rates, our results ofoperations will decrease.
After that date, recovery through regulated rates may be sought for only
those environmental costs related to regulated electric transmission and
distribution operations and recovery, if any, through the generation
component of rates will be dependent upon the market price of electricity.
However, the foregoing risks are subject to change upon the adoption, if any,
of the proposed 2007 Virginia Restructuring Act Amendments.

ENVIRONMENTAL PROTECTION AND MONITORING EXPENDITURES

We incurred approximately $102 million, $134 million and $115 million of
expenses (including depreciation) during 2006, 2005 and 2004, respectively,
in connection with environmental protection and monitoring activities and
expect these expenses to be approximately $133 million and $134 million in
2007 and 2008. In addition, capital expenditures related to environmental
controls were $170 million, $42 million and $84 million for 2006, 2005 and
2004, respectively. These expenditures are expected to be approximately
$197 million and $142 million for 2007 and 2008.
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CLEAN AIR ACT COMPLIANCE

In March 2005, the Environmental Protection Agency (EPA) Administrator
signed both the Clean Air Interstate Rule (CAIR) and the Clean Air Mercury
Rule (CAMR). These rules, when implemented, will require significant
reductions in sulfur dioxide (S02), nitrogen oxide (NOx) and mercury
emissions from electric generating facilities. The S02 and NOx emission
reduction requirements are imposed in two phases with initial reduction
levels targeted for 2009 (NOx) and 2010 (S02), and a second phase of
reductions targeted for 2015 (S02 and NOx). The mercury emission
reduction requirements are also in two phases, with initial reduction levels
targeted for 2010 and a second phase ofreductions targeted for 2018. The
new rules allow for the use ofcap-and-trade programs. States are currently
developing implementation plans, which will determine the levels and timing
ofrequired emission reductions in each of the states within which we own
and operate affected generating facilities. Several of these states have issued
proposed regnlations for the implementation of CAIR and CAMR, but only
West Virginia has adopted final rules. In April 2006, legislation titled, Air
Emissions Control, which addresses many ofthe requirements ofCAIR and
CAMR was adopted in Virginia and is more strict than the federal
requirements. This legislation, however, does not serve as Virginia's final
plan for the implementation ofCAIR and CAMR. These regulatory and
legislative actions will require additional reductions in emissions from our
fossil fuel-fired generating facilities and are already addressed in our current
compliance planning. In June 2005, the EPA finalized amendments to the
Regional Haze Rule, also known as the Clean Air Visibility Rule (CAVR).
States have not yet finalized regulations to implement CAVR. Although we
anticipate that the emission reductions achieved through compliance with
CAIR and CAMR will address CAVR, at this time we cannot predict with
certainty any additional financial impacts of the regional haze regulations on
our operations. Implementation ofprojects to comply with these S02, NOx
and mercury limitations, and other state emission control programs are
ongoing and will be influenced by changes in the regulatory environment,
availability of emission allowances and emission control technology. In
response to these requirements, we estimate that we will make capital
expenditures at our affected generating facilities of approximately $45 I
million during the period 2007 through 20 I I .

In March 2004, the State ofNorth Carolina filed a petition with the EPA
under Section 126 of the CAAseeking additional NOx and S02 reductions
from electrical generating units in thir
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teen states, claiming emissions from those units are contributing to air quality
problems in North Carolina. We have electrical generating units in two of the
thirteen states. In March 2006, the EPA issued a final rulemaking through
which it denied the North Carolina petition on the basis that the
implementation of the CAIR adequately addresses the air quality issues
identified by North Carolina. Therefore, we do not anticipate additional
expenditures in relation to this matter.

CLEAN WATER ACT COMPLIANCE

In July 2004, the EPA published regulations that govern existing utilities that
employ a cooling water intake structure, and that have flow levels exceeding
a minimum threshold. The EPA's rule presents several compliance options.
We have been evaluating information from certain ofour existing power
stations and had expected to spend approximately $4 million over the next
two years conducting studies and technical evaluations. However, in January
2007, the U.S. Court ofAppeals for the Second Circuit issued a decision on
an appeal of the regulations, remanding the rule to the EPA. We cannot
predict the outcome of the EPA regulatory process or determine with any
certainty what specific controls may be required.

FUTURE ENVIRONMENTAL REGULATIONS

From time to time, the U.S. Congress considers various legislative proposals
that would require generating facilities to comply with more stringent air
emissions standards. Emission reduction requirements under consideration
would be phased in under periods ofup to ten to fifteen years. If these new
proposals are adopted, additional significant expenditures may be required.

In 1997, the U.S. signed an International Protocol (Protocol) to limit
man-made greenhouse emissions under the United Nations Framework
Convention on Climate Change. However, the Protocol will not become
binding unless approved by the U.S. Senate. The Bush Administration has
indicated that it will not pursue ratification of the Protocol and has set a
voluntary goal of reducing the nation's greenhouse gas emission intensity by
18% during the period 2002 through 2012. We expect continuing legislative
efforts in the U.S. Congress seeking to target the reductions ofgreenhouse
gas emissions. The cost of compliance with the Protocol or other greenhouse
gas reduction programs could be significant. Given the highly uncertain
outcome and timing of future action, if any, by the U.S. federal government
on this issue, we cannot predict the financial impact of future climate change
actions on our operations at this time.
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ITEM 7A. QUANTITATIVE AND
QUALITATIVE DISCLOSURES ABOUT
MARKET RISK
The matters discussed in this Item may contain "forward-looking statements"
as described in the introductory paragraphs under Part II, Item 7.
Management's Discussion and Analysis of Financial Condition and Results
ofOperations of this Form 10-K. The reader's attention is directed to those
paragraphs and ltem lA. Risk Factors for discussion of various risks and
uncertainties that may affect our future.

MARKET RISK SENSITIVE INSTRUMENTS AND RISK
MANAGEMENT

Our financial instruments, commodity contracts and related financial
derivative instruments are exposed to potential losses due to adverse changes
in commodity prices, foreign currency exchange rates, interest rates and
equity security prices as described below. Commodity price risk is due to our
exposure to market shifts for prices received and paid for natural gas,
electricity and other commodities. We are exposed to foreIgn cur.rency
exchange rate risks related to our purchases of fuel and fuel servIces
denominated in foreign currencies. Interest rate risk is generally related to
our outstanding debt. In addition, we are exposed to equity price risk through
various portfolios of equity securities. .

The following sensitivity analysis estimates the potentJalloss of future
earnings or fair value from market risk sensitive instruments over a selected
time period due to a 10% unfavorable change m commodIty pnces, foreIgn
currency exchange rates and interest rates.

Commodity Price Risk
To manage price risk, we primarily hold commodity-based financial
derivative instruments for nontrading purposes associated with the purchase
of electricity and natural gas. The derivatives used to manage our commodity
price risk are executed within established policies and procedures and may
include instruments such as futures, forwards, swaps and optIOns that are
sensitive to changes in the related commodity prices. For sensitivity analysis
purposes, the fair value ofcommodity-b~sedfinancial derivative instruments
is determined based on models that conSIder the market pnces of
commodities in future periods, the volatility of the market prices in each
period, as wellas the time value factors of the derivat.ive instruments. Prices
and volatility are principally determined based on actively quoted market
prices. .. .

A hypothetical 10% unfavorable change III commodIty pnces would have
resulted in a decrease of approximately $3 million in the fair value of our
non-trading commodity-based financial derivatives as of December 31, 2.006.
At December 31,2005, we did not have significant exposure to commodIty
price risk associated with financial derivative instruments. .

The impact ofa change in energy commodity prices on ?ur.no~-tra?lllg
commodity-based financial derivative instruments at a pomt III time IS not
necessarily representative of the results that will be realized when such
contracts are ultimately settled. For example, our expenses for power
purchases when combined with the settlement of commodity derivative
instruments used for
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hedging purposes, will generally result in a range ofprices for those
purchases contemplated by the risk management strategy.

Foreign Currency Exchange Risk
We manage our foreign exchange risk exposure associated with anticipated
future purchases of nuclear fuel processing services denominated in foreign
currencies by utilizing currency forward contracts. As a result ofholding
these contracts as hedges, our exposure to foreign currency risk is minimal.
A hypothetical 10% unfavorable change in relevant foreign exchange rates
would have resulted in a decrease of approximately $3 million and $6 million
in the fair value ofcurrency forward contracts held by us at December 31,
2006 and 2005, respectively.

Interest Rate Risk
We manage our interest rate risk exposure predominantly by maintaining a
balance of fixed and variable rate debt. We also enter into interest rate
sensitive derivatives, including interest rate swaps and interest rate lock
agreements. For financial instruments outstanding at December 31, 2006 and
2005, a hypothetical 10% increase in market interest rates would have
resulted in a decrease in annual earnings of approximately $6 million,
respectively.

Investment Price Risk
We are subject to investment price risk due to marketable securities held as
investments in decommissioning trust funds. These marketable securities are
managed by third-party investment managers and are reported in our
Consolidated Balance Sheets at fair value. We recognized net realized gains
(including investment income) on nuclear decommissioning trust investments
of $36 million and $32 million in 2006 and 2005, respectively. We recorded,
in AOCI, gross unrealized gains on these investments of $86 million in 2006
and net unrealized gains of$lO million in 2005.

Dominion sponsors employee pension and other postretirement benefit
plans, in which our employees participate, that hold investments in trusts to
fund benefit payments. To the extent that the values of investments held in
these trusts decline, the effect will be reflected in our recognition of the
periodic cost of such employee benefit plans and the determination of the
amount ofcash that we will provide to Dominion, representing our share of
employee benefit plan contributions.

Risk Management Policies
We have established operating procedures with corporate management to
ensure that proper internal controls are maintained. In addition, Dominion
has established an independent function at the corporate level to monitor
compliance with the risk management policies of all subsidiaries, including
the Company. Dominion maintains credit policies that include the evaluation
ofa prospective counterparty's financial condition, collateral requirements
where deemed necessary and the use of standardized agreements that
facilitate the netting ofcash flows associated with a single counterparty. In
addition, Dominion also monitors the financial condition of existing
counterparties on an ongoing basis. Based on Dominion's credit policies and
our December 31, 2006 provision for credit losses, management believes that
it is unlikely that a material adverse effect on our financial position, results of
operations or cash flows would occur as a result of counterparty
nonperformance.
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REPORT OF MANAGEMENT'S RESPONSIBILITIES
Because we are not an accelerated filer as defined in Exchange Act Rule l2b-2, we are not required to comply with Securities and Exchange Commission rules
implementing Section 404 of the Sarbanes-Oxley Act of2002 until December 31, 2007.

Our management is responsible for all information and representations contained in our Consolidated Financial Statements and other sections ofour annual
report on Form 10-K. Our Consolidated Financial Statements, which include amounts based on estimates and judgments of management, have been prepared in
conformity with accounting principles generally accepted in the United States ofAmerica. Other financial information in the Form 10-K is consistent with that in
our Consolidated Financial Statements.

Management maintains a system of internal control designed to provide reasonable assurance, at a reasonable cost, that our assets are safeguarded against loss
from unauthorized use or disposition and that transactions are executed and recorded in accordance with established procedures. Management recognizes the
inherent limitations ofany system of internal control and, therefore, cannot provide absolute assurance that the objectives of the established internal controls will
be met. This system includes written policies, an organizational structure designed to ensure appropriate segregation of responsibilities, careful selection and
training of qualified personnel and internal audits. Management believes that during 2006 the system of internal control was adequate to accomplish the intended
objectives.

The Consolidated Financial Statements have been audited by Deloitte & Touche LLP, an independent registered public accounting firm, who have been
engaged by Dominion's Audit Committee, which is comprised entirely of independent directors. Deloitte & Touche LLP's audit was conducted in accordance
with the standards of the Public Company Accounting Oversight Board (United States).

The Board of Directors also serves as our Audit Committee and meets periodically with the independent registered public accounting firm, the internal
auditors and management to discuss our auditing, internal accounting control and financial reporting matters and to ensure that each is properly discharging its
responsibilities.

Management recognizes its responsibility for fostering a strong ethical climate so that our affairs are conducted according to the highest standards of personal
corporate conduct. This responsibility is characterized and reflected in our code ofethics, which addresses potential conflicts of interest, compliance with all
domestic and foreign laws, the confidentiality ofproprietary information and full disclosure ofpublic information.

February 28, 2007
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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 (the "Company") as ofDecember 31, 2006 and 2005, and the related consolidated statements of income, common shareholder's equity and
comprehensive income, and ofcash flows for each of the three years in the period ended December 31, 2006. These financial statements are the responsibility of
the Company's management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. The Company is not
required to have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of internal control
over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence 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 financial position of Virginia Electric and Power Company
and subsidiaries as of December 31, 2006 and 2005, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2006, in conformity with accounting principles generally accepted in the United States ofAmerica.

As discussed in Note 3 to the consolidated financial statements, the Company changed its method ofaccounting to adopt a new accounting standard for
conditional asset retirement obligations in 2005.

/s/ Deloitte & Touche LLP

Richmond, Virginia
February 28,2007
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CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,
(millions)

Operatin Ex enses

Purchased electric ca acit

Other 0 erations and maintenance:

Affiliated suppliers

Other taxes

Preferred dividends

The accompanying notes are an integral part of our Consolidated Financial Statements.
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2006

453

311

30

762

478

16

2005

477

292

30

754

485

4

16

2004

550

264

31

929

590
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CONSOLIDATED BALANCE SHEETS

At December 31 ,
(millions)

Current Assets

Customer receivables less allowance for doubtful accounts of $7 at both dates

Other receivables less allowance for doubtful accounts of 9 at both dates

Materials and su lies

Deferred income taxes

Investments

2006

650

80

231

37

14

2005

700

60

207

32

34

Other 22

Pro e PlantandEqui ment

Accumulated de reciation and amortization

Deferred Char es and Other Assets

Re ulato assets 241 326
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At December 31, 2006 2005
(millions)

Current Liabilities

Short-term debt 618 905

Pa abies to affiliates 62 42

Accrued interest, a roll and taxes 227 288

Total current liabilities 2,941 2,492

3256

220

Deferred investment tax credits

Re ulato liabilities

Total deferred credits and other liabilities

Commitments and Contingencies(see Note 21)

34

430

3,474

49

409

3,579

Other paid-in capital

Accumulated other com rehensive income

Total liabilities and shareholder's eguity

The accompanying notes are an integral part of our Consolidated Financial Statements.
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887

162

$15,683

886

117

$15,449
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CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDER'S EQUITY AND
COMPREHENSIVE INCOME

Common Stock

AmountShares

Accumulated
Other Other

Paid-In Retained Comprehensive
.,.....,,,.,.-__..-,,..,.--:-_...,..... ......,,.,....-_....,...,,....- C;;.;a;;:;p~it~al;.....__.....;E~a;.;,rn;,;.;i n.;;:9:.;.s ~In,;.;c...;,o;.;,m...;,e .:,;To:;:t:::,al
(millions, except for shares) (thousands)

Com rehensive income:

Net deferred derivative gains-hedging activities,
net of $10 tax ex ense

Net derivative losses-hedging activities, net of
$0.5 tax benefit

Issuance of stock to arent 20 500 500

Tax benefit from stock awards and stock options
exercised

Balance at December 31,2004 198 3,388 50 1,302 129 4,869

Net unrealized gains on nuclear decommissioning
trust funds, net of $8 tax ex ense 13 13

Tax benefit from stock awards and stock options
exercised 3 3

Balance at December 31,2005 198 3,388 886 842 117 5,233

Unrealized gains on nuclear decommissioning trust
funds,net of$40 tax expense 62 62

Realized gains on nuclear decommissioning
trust funds net of $7 tax expense

The accompanying notes are an integral part of our Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

2

46

$

50

156

$ 54

419

29

2006 2005 2004

$ 478 $ 10 $ 431

25

125

(35)

6 40

35 56 40

61 164 (15

3 120 206

$ 18ear

of affiliated current borrowin s, net

Chan es in:

Net realized and unrealized derivative (gains flosses

Pension assets

Deferred income taxes and investment tax credits, net

Other 0 eratin assets and liabilities

Gain on sale of emissions allowances

Affiliated accounts receivable and ayable

Accrued interest a roll and taxes

Purchases of nuclear fuel

Proceeds from sales of securities

Other

Income taxes

Net income

(millions)

Investin Activities

Year Ended December 31,

Assumption of debt related to acquisitions of nonutility generatin facilities 62 213

The accompanying notes are an integral part of our Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1. NATURE OF OPERATIONS
Virginia Electric and Power Company (the Company), a Virginia public
service company, is a wholly-owned subsidiary of Dominion Resources, Inc.
(Dominion). We are a regulated public utility that generates, transmits and
distributes electricity for sale in Virginia and northeastern North Carolina.
We serve approximately 2.3 million retail customer accounts, including
governmental agencies and wholesale customers such as rural electric
cooperatives and municipalities. In 2005, we became a member ofPJM
Interconnection, LLC (PJM), a regional transmission organization (RTO),
and integrated our electric transmission facilities into the PJM wholesale
electricity markets.

As discussed in Note 8, on December 31, 2005, we completed a transfer of
our indirect wholly-owned subsidiary, Virginia Power Energy Marketing,
Inc. (VPEM), to Dominion through a series ofdividend distributions, in
exchange for a capital contribution. VPEM provides fuel and risk
management services to us and other Dominion affiliates and engages in
energy trading activities. Through VPEM, we had trading relationships
beyond the geographic limits of our retail service territory and bought and
sold natural gas, electricity and other energy-related commodities. As a result
of the transfer, VPEM's results of operations are no longer included in our
Consolidated Financial Statements, and our Consolidated Statements of
Income for periods prior to the transfer have been adjusted to reflect VPEM
as a discontinued operation. In addition, the discontinued operations of
VPEM are included in our Corporate segment results.

We manage our daily operations through three primary operating segments:
Delivery, Energy and Generation. In addition, we report our corporate and
other functions as a segment. Corporate also includes specific items
attributable to our operating segments that are excluded from the profit
measures evaluated by management in assessing segment performance or
allocating resources among the segments. Our assets remain wholly owned
by us and our legal subsidiaries.

The terms "Company," "we," "our" and "us" are used throughout this
report and, depending on the context of their use, may represent any of the
following: the legal entity, Virginia Electric and Power Company, one of
Virginia Electric and Power Company's consolidated subsidiaries or
operating segments or the entirety ofVirginia Electric and Power Company,
including our Virginia and North Carolina operations and our consolidated
subsidiaries.

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES

General
We make certain estimates and assumptions in preparing our Consolidated
Financial Statements in accordance with accounting principles generally
accepted in the United States ofAmerica (GAAP). These estimates and
assumptions affect the reported amounts of assets and liabilities, the
disclosure ofcontingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses for the
periods presented. Actual results may differ from those estimates.

Our Consolidated Financial Statements include, after eliminating
intercompany transactions and balances, the accounts of the Company and
our majority-owned subsidiaries, and those variable interest entities (VIEs)
where we have been determined to be the primary beneficiary.
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Certain amounts in our 2005 and 2004 Consolidated Financial Statements
and footnotes have been reclassified to conform to the 2006 presentation.

Operating 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. Our customer receivables at December 31, 2006 and 2005
included $233 million and $263 million, respectively, of accrued unbilled
revenue based on estimated amounts ofelectric energy delivered but not yet
billed to our utility customers. We estimate unbilled utility revenue based on
historical usage, applicable customer rates, weather factors and total daily
electric generation supplied after adjusting for estimated losses ofenergy
during transmission.

The primary types of sales and service activities reported as operating
revenue include:

• Regulated electric sales consist primarily of state-regulated retail electric
sales, federally-regulated wholesale electric sales and electric transmission
services subject to cost-of-service rate regulation; and

• Other revenue consists primarily of excess generation sold at market-based
rates, miscellaneous service revenue from electric distribution operations
and other miscellaneous revenue.

Electric Fuel and Purchased Energy-Deferred Costs
Where permitted by regulatory authorities, the differences between actual
electric fuel and purchased energy 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 current period
fuel rate recovery is recognized as a regulatory asset, while rate recovery in
excess of current period fuel expenses is recognized as a regulatory liability.

Effective January 1, 2004, the fuel factor provisions for our Virginia retail
customers were locked in until July 1, 2007. Effective July 1, 2007, the fuel
factor will be adjusted as discussed under Virginia Fuel Expenses in Note 21.
Approximately 7.5% of the cost of fuel used in electric generation and
energy purchases used to serve utility customers is subject to deferral
accounting. Deferred costs associated with the Virginia jurisdictional portion
of expenditures incurred through 2003 continue to be reported as a regulatory
asset, which is expected to be recovered by July 1, 2007.

Income Taxes
We file a consolidated federal income tax return and participate in an
intercompany tax allocation agreement with Dominion and its subsidiaries.
Our current income taxes are based on our taxable income or loss,
determined on a separate company basis. However, prior to the repeal,
effective in 2006, of the Public Utility Holding Company Act of 1935 (the
1935 Act), cash payments to Dominion were limited.

Statement of Financial Accounting Standards (SFAS) No. 109,Accounting
for Income Taxes, requires an asset and liability approach to accounting for
income taxes. Deferred income tax assets and liabilities are provided,
representing future effects on income taxes for temporary differences
between the bases of assets and liabilities for financial reporting and tax
purposes. Where permitted by regulatory authorities, the treatment of
temporary differences may differ from the requirements of SFAS No. 109.
Accordingly, a regulatory asset is recognized if it is
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probable that future revenues will be provided for the payment ofdeferred
tax liabilities. We establish a valuation allowance when it is more likely than
not that all, or a portion, of a deferred tax asset will not be realized. Deferred
investment tax credits are amortized over the service lives of the properties
giving rise to the credits.

At December 31, 2006, our Consolidated Balance Sheet included $105
million of prepaid federal income taxes (recorded in prepayments), $10
million of federal income taxes receivable from Dominion (recorded in
deferred charges and other assets) and $26 million of state income taxes
payable to Dominion (recorded in accrued interest, payroll and taxes). At
December 31, 2005, our Consolidated Balance Sheet included $10 million of
prepaid state income taxes (recorded in prepayments), $55 million ofprepaid
federal income taxes (recorded in deferred charges and other assets), $113
million of federal income taxes payable to Dominion (recorded in accrued
interest, payroll and taxes) and $11 million of federal income taxes payable
to Dominion (recorded in deferred credits and other liabilities).

Cash and Cash Equivalents
Current banking arrangements generally do not require checks to be funded
until they are presented for payment. At December 31, 2006 and 2005,
accounts payable included $33 million and $39 million, respectively, of
checks outstanding but not yet presented for payment. For purposes of our
Consolidated Statements ofCash Flows, we consider cash and cash
equivalents to include cash on hand, cash in banks and temporary
investments purchased with an original maturity of three months or less.

Derivative Instruments
We use derivative instruments such as futures, swaps, forwards, options and
financial transmission rights (FTRs) to manage the commodity and financial
market risks ofour business operations.

SFAS No. 133, Accountingfor Derivative Instruments and Hedging
Activities, requires all derivatives, except those for which an exception
applies, to be reported in our 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 performance.

We hold certain derivative instruments that are not held for trading
purposes and are not designated as hedges for accounting purposes.
However, to the extent we do not hold offsetting positions for such
derivatives, we believe these instruments represent economic hedges that
mitigate exposure to fluctuations in commodity prices, interest rates and
foreign exchange rates.

Statement of Income Presentation:

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

Source: VIRGINIA ELECTRIC & , 10-K, February 28,2007

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

We recognize revenue or expense from all non-derivative energy-related
contracts on a gross basis at the time ofcontract performance, settlement or
termination.

DERIVATIVE INSTRUMENTS DESIGNATED AS HEDGING INSTRUMENTS

We designate certain derivative instruments as either cash flow or fair value
hedges for accounting purposes. For all derivatives designated as hedges, we
formally document the relationship between the hedging instrument and the
hedged item, as well as the risk management objective and the strategy for
using the hedging instrument. We assess whether the hedging relationship
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, we may
elect to exclude certain gains or losses on hedging instruments from the
measurement ofhedge effectiveness, such as gains or losses attributable to
changes in the time value ofoptions or changes in the difference between
spot prices and forward prices, thus requiring that such changes be recorded
currently in earnings. We discontinue hedge accounting prospectively for
derivatives that cease to be highly effective hedges.

Cash Flow Hedges-A portion ofour hedge strategies represent cash flow
hedges of the variable price risk associated with the purchase of natural gas
and electricity. We also use foreign currency forward contracts to hedge the
variability in foreign exchange rates and interest rate swaps to hedge our
exposure to variable interest rates on long-term debt. For transactions in
which we are hedging the variability ofcash flows, changes in the fair value
of the derivative are reported in accumulated other comprehensive income
(loss) (AOCI), to the extent they are effective at offsetting changes in the
hedged item, until earnings are affected by the hedged item. For cash flow
hedge transactions, we discontinue hedge accounting if the occurrence of the
forecasted transaction is determined to be no longer probable. We reclassify
any derivative gains or losses reported in AOCI to earnings when the
forecasted item is included in earnings, if it should occur, or earlier, if it
becomes probable that the forecasted transaction will not occur.

Fair Value Hedges-Prior to the transfer ofVPEM, we also used fair value
hedges to mitigate the fixed price exposure inherent in certain natural gas
inventory. We continue to use designated interest rate swaps as fair value
hedges to manage our interest rate exposure on certain fixed-rate long-term
debt. For fair value hedge transactions, changes in the fair value of the
derivative are generally offset currently in earnings by the recognition of
changes in the hedged item's fair value.

Statement ofIncome Presentation--Gains and losses on derivatives
designated as hedges, when recognized, are included in
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operating revenue, operating expenses or interest and related charges in our
Consolidated Statements of Income. Specific line item classification is
determined based on the nature of the risk underlying individual hedge
strategies. The portion ofgains or losses on hedging instruments determined
to be ineffective and the portion of gains or losses on hedging instruments
excluded from the measurement of the hedging relationship's effectiveness,
such as gains or losses attributable to changes in the time value of options or
changes in the difference between spot prices and forward prices, are
included in other operations and maintenance expense.

As discussed in Note 8, on December 31, 2005 we completed the transfer of
VPEM to Dominion. VPEM manages a portfolio of commodity contracts
held for trading and nontrading purposes. As a result of the transfer ofVPEM
to Dominion, these derivatives are no longer included in our Consolidated
Financial Statements, and our Consolidated Statements ofIncome for periods
prior to the transfer have been adjusted to reflect VPEM as a discontinued
operation.

VALUATION METHODS

Fair value is based on actively-quoted market prices, if available. In the
absence of actively-quoted market prices, we seek indicative price
information from external sources, including broker quotes and industry
publications. Ifpricing information from external sources is not available, we
must estimate prices based on available historical and near-term future price
information and certain statistical methods, including regression analysis.

For options and contracts with option-like characteristics where pricing
information is not available from external sources, we generally use a
modified Black-Scholes Model that considers time value, the volatility of the
underlying commodities and other relevant assumptions when estimating fair
value. We use other option models under special circumstances, including a
Spread Approximation Model, when contracts include different commodities
or commodity locations and a Swing Option Model, when contracts allow
either the buyer or seller the ability to exercise within a range ofquantities.
For contracts with unique characteristics, we estimate fair value using a
discounted cash flow approach deemed appropriate in the circumstances and
applied consistently from period to period. Ifpricing information is not
available from external sources, judgment is required to develop the
estimates of fair value. For individual contracts, the use of different valuation
models or assumptions could have a material effect on the contract's
estimated fair value.

fair value of the security. If a decline in fair value was determined to be other
than temporary, the security was written down to its fair value at the end of
the reporting period.

In 2006, we changed our method ofassessing other-than-temporary
declines such that the intent and ability to hold individual securities for a
period of time sufficient to allow for the anticipated recovery in their market
value must be demonstrated prior to the consideration of the other criteria
mentioned above. Since regulatory authorities limit our ability to oversee the
day-to-day management of our nuclear decommissioning trust fund
investments, we do not have the ability to hold individual securities in the
trusts. Accordingly, we consider all securities held by our nuclear
decommissioning trusts with market values below their cost bases to be
other-than-temporarily impaired.

Property, Plant and Equipment
Property, plant and equipment, including additions and replacements, is
recorded at original cost, including labor, materials, asset retirement costs
and other direct and indirect costs including capitalized interest. The cost of
repairs and maintenance, including minor additions and replacements, is
charged to expense as it is incurred. In 2006, 2005 and 2004, we capitalized
interest costs of $1 0 million, $6 million and $7 million, respectively. In 2006,
2005 and 2004, for electric distribution and electric transmission property
subject to cost-of-service utility rate regulation, we capitalized an allowance
for funds used during construction of $11 million, $2 million and $2 million,
respectively.

For electric distribution and electric transmission property subject to
cost-of-service rate regulation, the depreciable cost of such property, less
salvage value, is charged to accumulated depreciation at retirement. Cost of
removal collections from utility customers and expenditures not representing
asset retirement obligations (AROs) are recorded as regulatory liabilities or
regulatory assets.

For generation-related and nonutility property, cost ofremoval not
associated with AROs is charged to expense as incurred. We record gains
and losses upon retirement of generation-related and nonutility property
based upon the difference between proceeds received, if any, and the
property's net book value at the retirement date.

Depreciation ofproperty, plant and equipment is computed on the
straight-line method based on projected service lives. Our depreciation rates
on utility property, plant and equipment are as follows:

2006 2005 2004
(percent)

Our nonutility property, plant and equipment is depreciated using the
straight-line method over 25 years.

Nuclear fuel used in electric generation is amortized over its estimated
service life on a units-of-production basis. We report the amortization of
nuclear fuel in electric fuel and energy purchases expense in our
Consolidated Statements ofIncome and in depreciation and amortization in
our Consolidated Statements ofCash Flows.

Nuclear Decommissioning Trust Funds
We account for and classif'y all investments in marketable debt and equity
securities held by our nuclear decommissioning trusts as available-for-sale
securities. Available-for-sale securities are reported at fair value with realized
gains and losses and any other- than-temporary declines in fair value
included in other income and unrealized gains and losses reported as a
component ofAOCI, net of tax.

We analyze all securities classified as available-for-sale to determine
whether a decline in fair value should be considered other than temporary.
Prior to 2006, we used several criteria to evaluate other-than-temporary
declines, including the length of time over which the market value has been
lower than its cost, the percentage ofthe decline as compared to its cost and
the expected
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Ifwe had applied the provisions of FIN 47 as of January 1,2004, our asset
retirement obligations would have increased by $8 million as of January 1,
2004 and December 31, 2004.

NOTE 4. RECENTLY ISSUED ACCOUNTING STANDARDS

FIN 48

In July 2006, the FASB issued Interpretation No. 48, Accountingfor
Uncertainty in Income Taxes (FIN 48). Taking into consideration the
uncertainty and judgement involved in the determination and filing of
income taxes, FIN 48 establishes standards for recognition and measurement,
in the financial statements, of positions taken, or expected to be taken, by an
entity in its income tax returns. Positions taken by an entity in its income tax
returns that are recognized in the financial statements must satisfy

20042005
(millions)
Year Ended December 31

NOTE 3. NEWLY ADOPTED ACCOUNTING STANDARDS

2006
SAB 108

In September 2006, the Securities and Exchange Commission issued Staff
Accounting Bulletin (SAB) No. 108, Considering the Effects ofPrior Year
Misstatements when QuantifYing Misstatements in Current Year Financial
Statements. SAB 108 provides guidance on how prior year misstatements
should be taken into consideration when quantifying misstatements in current
year financial statements for purposes ofdetermining whether the current
year's financial statements are materially misstated. Our adoption of SAB
108 on December 31, 2006 had no impact on our Consolidated Financial
Statements.

2005
FIN 47

We adopted Financial Accounting Standards Board (FASB) Interpretation
No. 47, Accountingfor Conditional Asset Retirement Obligations (FIN 47)
on December 31, 2005. FIN 47 clarifies that an entity is required to recognize
a liability for the fair value of a conditional asset retirement obligation when
the obligation is incurred-generally upon acquisition, construction, or
development and/or through the normal operation of the asset, if the fair
value of the liability can be reasonably estimated. A conditional asset
retirement obligation is a legal obligation to perform an asset retirement
activity in which the timing and/or method of settlement are conditional on a
future event that mayor may not be within the control of the entity.
Uncertainty about the timing and/or method of settlement is required to be
factored into the measurement of the liability when sufficient information
exists. Our adoption of FIN 47 resulted in the recognition of an after-tax
charge of $4 million, representing the cumulative effect of the change in
accounting principle.

Presented below is our pro forma net income for 2005 and 2004 as ifwe
had applied the provisions of FIN 47 as ofJanuary 1,2004:

Emissions Allowances
Emissions allowances are issued by the Environmental Protection Agency
(EPA) and permit the holder of the allowance to emit certain gaseous
by-products offossil fuel combustion, including sulfur dioxide (S02) and
nitrogen oxide (NOx). Allowances may be transacted with third parties or
consumed as these emissions are generated. Allowances allocated to or
acquired by our generation operations are held primarily for consumption
and are classified as intangible assets in our Consolidated Balance Sheets.
Carrying amounts are based on our cost to acquire the allowances.
Allowances issued directly to us by the EPA are carried at zero cost.

Emissions allowances are amortized in the periods they are consumed, with
the amortization reflected in depreciation and amortization expense in our
Consolidated Statements ofIncome. We report purchases and sales ofthese
allowances as investing activities in our Consolidated Statements of Cash
Flows and gains or losses resulting from sales in other operations and
maintenance expense in our Consolidated Statements ofIncome.

Impairment of Long-Lived and Intangible Assets
We perform an evaluation for impairment whenever events or changes in
circumstances indicate that the carrying amount oflong-lived assets or
intangible assets with finite lives may not be recoverable. A long-lived or
intangible asset is written down to fair value if the sum of its expected future
undiscounted cash flows is less than its carrying amount.

Regulatory Assets and Liabilities
For utility operations subject to federal or state cost-of-service rate
regulation, regulatory practices that assign costs to accounting periods may
differ from accounting methods generally applied by nonregulated
companies. When it is probable that regulators will permit the recovery of
current costs through future rates charged to customers, we defer these costs
as regulatory assets that otherwise would be expensed by nonregulated
companies. Likewise, we recognize regulatory liabilities when it is probable
that regulators will require customer refunds through future rates and when
revenue is collected from customers for expenditures that are not yet
incurred. Regulatory assets are amortized into expense and regulatory
liabilities are amortized into income over the recovery period authorized by
the regulator.

Asset Retirement Obligations
We recognize AROs at fair value as incurred or when sufficient information
becomes available to determine a reasonable estimate of the fair value of
future retirement activities. These amounts are capitalized as costs of the
related tangible long-lived assets. Since relevant market information is not
available, we estimate fair value using discounted cash flow analyses. We
report the accretion of the AROs due to the passage of time in other
operations and maintenance expense in our Consolidated Statements of
Income.

Amortization of Debt Issuance Costs
We defer and amortize debt issuance costs and debt premiums or discounts
over the expected lives of the respective debt issues, considering maturity
dates and, if applicable, redemption rights held by others. As permitted by
regulatory authorities, gains or losses resulting from the refinancing of debt
allocable to utility operations subject to cost-based rate regulation have also
been deferred and are amortized over the lives of the new issues.
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2004

2004

2005

2005

2005

2005 2004

2006

2006

2006

2006
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(1.5) (1.6) (1.3)
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(0.8) (6.5)' (0.2)

Effective tax rate .'

NOTE 5. OPERATING REVENUE

Our operating revenue consists of the following:

(millions)
Year Ended December 31,

The statutory United States (U.S.) federal income tax rate reconciles to our
effective income tax rates as follows:

Year Ended December 31,
(millions)

R~9:lj!j:l!'ildel~!img'sal~s');;:: t ;;t'me:;'Eftt1fttilRL;$5,451 ..· ' .$~;543)11)01@$5,t80
Other 152 169 191

NOTE 6. INCOME TAXES

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

At December 31,

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

(millions)

Year Ended December 31,
,l!iJ[iS i$talglQtM;:E~~gi~:;;::::_, -_::.;,,-,,: ~::.-;;::lL:,::,:,,:;,::,:,,::,::,::,::,::,::,::,::,:: '::'::'::'::':<i<':",'::,':'::;
Increases (reductions) reSUlting from:
, St,'!.f~;ijD§gm~ t(\g;'net of fedet~l.taJi;penefif

Amortization of investment tax credits
L;gLijpJ2yite:D~nefits .

Other, net

a more-likely-than-not recognition threshold, assuming that the position will
be examined by taxing authorities with full knowledge of all relevant
information.

Beginning in 2007, FIN 48 requires disclosures about positions taken by an
entity in its tax returns that are not recognized in its financial statements,
descriptions ofopen tax years by major jurisdiction and reasonably possible
significant changes in the amount! of umecognized tax benefits that could
occur in the next twelve months.

With the adoption of FIN 48, we estimate that the cumulative effect of the
change in accounting principle will not have a material impact on the
beginning balance ofour retained earnings as of January 1,2007.

SFAS NO. 157

In September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements, which defines fair value, establishes a framework for
measuring fair value and expands disclosures about fair value measurements.
SFAS No. 157 clarifies that fair value should be based on assumptions that
market participants would use when pricing an asset or liability and
establishes a fair value hierarchy of three levels that prioritizes the
information used to develop those assumptions. The fair value hierarchy
gives the highest priority to quoted prices in active markets and the lowest
priority to unobservable data. SFAS No. 157 requires fair value
measurements to be separately disclosed by level within the fair value
hierarchy. The provisions of SFAS No. 157 will become effective for us
beginning January 1,2008. Generally, the provisions of this statement are to
be applied prospectively. Certain situations, however, require retrospective
application as ofthe beginning of the year of adoption through the
recognition of a cumulative effect of accounting change. Such retrospective
application is required for financial instruments, including derivatives and
certain hybrid instruments with limitations on initial gains or losses under
Emerging Issues Task Force (EITF) Issue No. 02-3, Issues Involved in
Accountingfor Derivative Contracts Heldfor Trading Purposes and
Contracts Involved in Energy Trading and Risk Management Activities, and
SFAS No. 155, Accountingfor Certain Hybrid Financial Instruments. We
are currently evaluating the impact that SFAS No. 157 will have on our
results of operations and financial condition.

SFAS NO. 159
In February 2007, the FASB issued SFAS No. 159, The Fair Value Option
for Financial Assets and Financial Liabilities. SFAS No. 159 provides an
entity with the option, at specified election dates, to measure certain financial
assets and liabilities and other items at fair value, with changes in fair value
recognized in earnings as those changes occur. SFAS No. 159 also
establishes presentation and disclosure requirements that include displaying
the fair value of those assets and liabilities for which the entity elected the
fair value option on the face of the balance sheet and providing
management's reasons for electing the fair value option for each eligible
item. The provisions of SFAS No. 159 will become effective for us
beginning January 1,2008. Early adoption is permitted provided that an
election is also made to apply the provisions of SFAS No. 157. We are
currently evaluating the impact that SFAS No. 159 may have on our results
of operations and financial condition.

At December 3 I, 2006, we had federal and state minimum tax credits of
$58 million that do not expire and other federal and state income tax credits
of $2 million that will expire ifunutilized by 2025.
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We are routinely audited by federal and state tax authorities. We establish
liabilities for tax-related contingencies and review them in light of changing
facts and circumstances. Although the results of these audits are uncertain,
we believe that the ultimate outcome will not have a material adverse effect
on our financial position. At December 31, 2006 and 2005, our Consolidated
Balance Sheets included no material income tax-related contingent liabilities.

2004

Total
Unrealized

Losses
included
in AOCI

(1)

2005

Total
Unrealized

Gains
included
in AOCI

Fair
Value

(millions)

(millions)
Year Ended December 31,

NOTE 8. DISCONTINUED OPERATIONS-VPEM TRANSFER
On December 31,2005, we completed the transfer ofVPEM to Dominion
through a series ofdividend distributions. This resulted in a transfer ofour
negative investment in VPEM to Dominion in exchange for a capital
contribution of $633 million. No gain or loss was recognized on the transfer.

VPEM provides fuel and risk management services to us by acting as an
agent for one ofour indirect wholly-owned subsidiaries. VPEM also engages
in energy trading activities and provides price risk management services to
other Dominion affiliates through the use of derivative contracts. While we
owned VPEM, certain of these derivative contracts were reported at fair
value in our Consolidated Balance Sheets, with changes in fair value
reflected in earnings. These price risk management activities performed on
behalf of Dominion affiliates generated derivative gains and losses that
affected our Consolidated Financial Statements.

As a result of the transfer, VPEM's results of operations are no longer
included in our Consolidated Financial Statements, and our Consolidated
Statements of Income for periods prior to the transfer have been adjusted to
reflect VPEM as a discontinued operation, on a net basis. For 2005 and 2004,
our discontinued operations included operating revenue of $807 million and
$373 million, respectively, and a loss before income taxes of$746 million
and $259 million, respectively. VPEM's 2005 and 2004 results included the
following affiliated transactions:

NOTE 9. NUCLEAR DECOMMISSIONING TRUST FUNDS

We hold marketable debt and equity securities in nuclear decommissioning
trust funds to fund future decommissioning costs for our nuclear plants. Our
decommissioning trust funds, as of December 31, 2006 and 2005, are
summarized below:

Maximum
Term

Portion Expected
to be Reclassified

to Earnings
During

the Next
AOCI 12 Months

After-Tax After-Tax
(millions)

The amounts that will be reclassified from AOCl to earnings will generally
be offset by the recognition of the hedged transactions (e.g., anticipated
purchases) in earnings, thereby achieving the realization ofprices
contemplated by the underlying risk management strategies and will vary
from the expected amounts presented above as a result of changes in market
prices, interest rates and foreign exchange rates.

NOTE 7. HEDGE ACCOUNTING ACTIVITIES
We are exposed to the impact of market fluctuations in the price of natural
gas, electricity and other energy-related products purchased, as well as
currency exchange and interest rate risks of our business operations. We use
derivative instruments to manage our exposure to these risks and designate
derivative instruments as fair value or cash flow hedges for accounting
purposes as allowed by SFAS No. 133.

For the year ended December 31, 2006, there were no gains or losses on
hedging instruments that were determined to be ineffective. For the year
ended December 31,2005, we recognized in net income $11 million of gains
as hedge ineffectiveness and $4 million of gains attributable to differences
between spot prices and forward prices that are excluded from the
measurement of effectiveness, in connection with fair value hedges of natural
gas inventory. The 2005 activity was related to the discontinued operations
ofVPEM.

The following table presents selected information related to cash flow
hedges included in AOCI in our Consolidated Balance Sheet at
December 31, 2006:

American Jobs Creation Act of 2004 (the Act)
The Act has several provisions for energy companies, including a deduction
related to taxable income derived from qualified production activities. Our
electric generation activities qualifY as production activities under the Act.
The Act limits the deduction to the lesser of taxable income derived from
qualified production activities or the consolidated federal taxable income of
Dominion and its subsidiaries. Our qualified production activities deduction
for 2006 is minimal.

(1 )In 2005, approximately $2 million of unrealized losses relate primarily to equity
securities in a loss position for greater than one year.
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Annual amortization expense for intangible assets is estimated to be $48
million for 2007, $30 million for 2008, $23 million for 2009, $28 million for
2010 and $12 million for 20 I I.

NOTE 11. INTANGIBLE ASSETS

All ofour intangible assets are subject to amortization over their estimated
useful lives. Amortization expense for intangible assets was $37 million, $38
million and $27 million for 2006, 2005 and 2004, respectively. In 2006, we
acquired $58 million of emissions allowances with an estimated
weighted-average amortization period of3.8 years. The components of our
intangible assets are as follows:

2005

Accumulated
Amortization

471
10~11!t ,11155%1.\;11$1. cf13

179 $312 $ 152

2006
Gross

Accumulated Carrying
Amortization Amount

Gross
Carrying
Amount

$374 $

63
".. :\~t)11f52%111I1}

(millions)

At December 31,

Total

Emissions allowances!4lJ5Ilrimlll,I''IliMM .

The fair values of debt securities within the nuclear decommissioning trust
funds at December 31, 2006 by contractual maturity are as follows:

NOTE 1 O. PROPERTY, PLANT AND EQUIPMENT

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

(millions)
Amount

Gross realized gains on the sale of available-for-sale securities totaled $49
million, $19 million and $27 million in 2006, 2005 and 2004, respectively,
and gross realized losses totaled $33 million, $8 million and $24 million in
2006, 2005 and 2004, respectively. In determining realized gains and losses,
the cost ofthese securities was determined on a specific identification basis.

At December 31, 2006 2005
(millions)

Jointly-Owned Utility Plants
Our proportionate share ofjointly-owned utility plants at December 3I, 2006
is as follows:

Bath
County

Pumped
Storage
Station

North
Anna

Power
Station

Clover
Power

Station
(millions, except percentages)

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. We report our share of
operating costs in the appropriate operating expense (electric fuel and energy
purchases, other operations and maintenance, depreciation and amortization
and other taxes, etc.) in our Consolidated Statements ofIncome.

Source: VIRGINIA ELECTRIC & , 10-K, February 28,2007
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NOTE 12. REGULATORY ASSETS AND LIABILITIES

Our regulatory assets and liabilities include the following:

when the expected retirement or abandonment dates are determined by our
operational planning. The changes to our AROs during 2006 were as follows:

December 31,
(millions)

2006 2005 Amount
(millions)

(1 )Primarily reftects a reduction in cost escalation rate assumptions that were
applied to updated decommissioning cost studies, which reftected increases in
base year costs, received for each of our nuclear facilities during the third quarter
of 2006.

We have established trusts dedicated to funding the future
decommissioning of our nuclear plants. At December 31, 2006 and 2005, the
aggregate fair value of these trusts, consisting primarily of debt and eqUity
securities, totaled $1.3 billion and $1.2 billion, respectively.

NOTE 14. VARIABLE INTEREST ENTITIES
FASB Interpretation No. 46 (revised December 2003), Consolidation of
Variable Interest Entities (FIN 46R) addresses the consolidation ofVIEs. An
entity is considered a VIE under FIN 46R if it does not have sufficient equity
to finance its activities without assistance from variable interest holders or if
its equity investors lack any of the following characteristics of a controlling
financial interest:

40
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(1 )In connection with the settlement of the 2003 Virginia fuel rate proceeding, we
agreed to recover previously incurred costs through June 30, 2007 without a
retum on a portion of the unrecovered balance. Remaining costs to be recovered
totaled $56 million at December 31,2006.

(2)The Federal Energy Regulatory Commission (FERC) has conditionally authorized
our deferral of start-up costs incurred in connection with joining an RTO and
on-going administration fees paid to PJM. We have deferred $58 million in
start-up costs and administration fees and $8 million of associated carrying costs.
We expect recovery from Virginia jurisdictional retail customers to commence at
the end of the Virginia retail rate cap period, subject to regulatory approval.

(3)lncome taxes recoverable through future rates reSUlting from the recognition of
additional deferred income taxes, not recognized under ratemaking practices. • control through voting rights,

(4)The North Carolina Utilities Commission (North Carolina Commission) has
authorized the deferral of previously incurred costs associated with the
termination of certain long-term power purchase agreements with nonutility
generators. The related costs are being amortized over the original term of each
agreement.

(5)The cost of decommissioning the Department of Energy's (DOE)
uranium enrichment facilities represents the unamortized portion of our
required contributions to a fund for decommissioning and
decontaminating the DOE's uranium enrichment facilities. The
contributions began in June 1992 and will continue over a 15-year
period with escalation for inftation. These costs are currently being
recovered in fuel rates through June 30, 2007.

(6)Rates charged to customers by our regulated business inciude a provision for the
cost of future activities to remove assets that are expected to be incurred at the
time of retirement.

At December 31, 2006, approximately $143 million of our regulatory assets
represented past expenditures on which we do not earn a return. These
expenditures consist primarily of RTO start-up costs and administration fees,
the cost of terminating certain power purchase agreements and a portion of
deferred fuel costs.

NOTE 13. ASSET RETIREMENT OBLIGATIONS
Our AROs are primarily associated with the decommissioning of our nuclear
generation facilities. We also have AROs related to certain electric
transmission and distribution assets located on property that we do not own
and hydroelectric generation facilities. We currently do not have sufficient
information to estimate a reasonable range of expected retirement dates for
any of these assets. Thus, AROs for these assets will not be reflected in our
Consolidated Financial Statements until sufficient information becomes
available to determine a reasonable estimate of the fair value of the activities
to be performed. Generally, this will occur

• the obligation to absorb expected losses, or

• the right to receive expected residual returns.

FIN 46R requires the primary beneficiary of a VIE to consolidate the VIE
and to disclose certain information about its significant variable interests in
the VIE. The primary beneficiary of a VIE is the entity that receives the
majority of a VIE's expected losses, expected residual returns, or both.

Certain variable pricing terms in some of our long-term power and capacity
contracts cause them to be considered potential variable interests in the
counterparties. Two potential VIEs, with which we have existing power
purchase agreements (signed prior to December 31,2003), have not provided
sufficient information for us to perform our FIN 46R evaluation.

As of December 31, 2006, no further information has been received from
the two remaining potential VIEs. We will continue our efforts to obtain
information and will complete an evaluation of our relationship with each of
these potential VIEs if sufficient information is ultimately obtained. We have
remaining purchase commitments with these two potential VIE supplier
entities of $1.3 billion at December 31, 2006. We are not subject to any risk
of loss from these VIEs, other than the remaining purchase commitments.
We paid $98 million, $106 million and $lll million for electric generation
capacity and $75 million, $102 million and $59 million for electric energy
from these entities for the years ended December 31, 2006, 2005 and 2004,
respectively.

In February 2006, we restructured three long-term power purchase
contracts with two VIEs, ofwhich we are not the primary beneficiary. The
restructured contracts expire between 20IS
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(2)Substantially all of our property is subject to the lien of the mortgage, securing
our mortgage bonds.

(3)Represents debt associated with a special purpose lessor entity that is
consolidated in accordance with FIN 46R. The debt is nonrecourse to us and is
secured by the entity's property, plant and equipment, which totaled $337 million
and $348 million at December 31,2006 and 2005, respectively.

At December 31, 2006, total outstanding letters of credit supported by the
joint credit facility was $236 million, of which less than $1 million were
issued 011 our behalf. At December 31, 2005, total outstanding letters of
credit supported by the previous joint credit facility was $892 million, of
which less than $1 million were issued on our behalf.

At December 31, 2006, capacity available under the joint credit facility was
$1.0 billion.

20052006

2006
Weighted

Average
Coupon(1j

NOTE 16. LONG-TERM DEBT

(millions, except percentages)
At December 31,

(1 )Represents weighted-average coupon rates for debt outstanding as of
December 31, 2006.

and 2017. Total debt held by the entities is approximately $299 million. We
have remaining purchase commitments with these two VIE supplier entities
of$l billion at December 31, 2006. We are not subject to any risk of loss
from these VIEs, other than the remaining purchase commitments. We paid
$116 million, $116 million and $114 million for electric generation capacity
and $55 million, $57 million and $47 million for electric energy from these
entities for the years ended December 31, 2006, 2005 and 2004, respectively.

During 2005, we entered into four long-term contracts with unrelated
limited liability companies (LLCs) to purchase synthetic fuel produced from
coal. Certain variable pricing terms in the contracts protect the equity holders
from variability in the cost of their coal purchases, and therefore, the LLCs
were determined to be VIEs. After completing our FIN 46R analysis, we
concluded that although our interests in the contracts, as a result of their
pricing terms, represent variable interests in the LLCs, we are not the
primary beneficiary. We paid $341 million and $205 million to the LLCs for
coal and synthetic fuel produced from coal for the years ended December 31,
2006 and 2005, respectively. We are not subject to any risk ofloss from the
contractual arrangements, as our only obligation to the VIEs is to purchase
the synthetic fuel that the VIEs produce according to the terms of the
applicable purchase contracts.

Our Consolidated Balance Sheets as of December 31, 2006 and 2005 reflect
net property, plant and equipment of$337 million and $348 million,
respectively and $370 million of debt, related to the consolidation, in
accordance with FIN 46R, of a variable interest lessor entity through which
we have financed and leased a power generation project. The debt is
non-recourse to us and is secured by the entity's property, plant and
equipment. The lease under which we operate the power generation facility
terminates in August 2007. We intend to take legal title to the facility
through repayment of the lessor's related debt at the end of the lease term.

NOTE 15. SHORT-TERM DEBT AND CREDIT AGREEMENTS

We use short-term debt, primarily commercial paper, to fund working capital
requirements and as a bridge to long-term debt financing. The level of our
borrowings may vary significantly during the course of the year, depending
upon the timing and amount of cash requirements not satisfied by cash from
operations. Short-term financing is supported by a $3.0 billion five-year joint
revolving credit facility dated February 2006 with Dominion and
Consolidated Natural Gas Company (CNG), a wholly-owned subsidiary of
Dominion, which is scheduled to terminate in February 2011. This credit
facility is being used for working capital, as support for the combined
commercial paper programs of Dominion, CNG and us and other general
corporate purposes. This credit facility can also be used to support up to $1.5
billion of letters of credit.

At December 31, 2006, total outstanding commercial paper supported by
the joint credit facility was $1.76 billion, of which our borrowings were $618
million, with a weighted average interest rate of5.41 %. At December 31,
2005, total outstanding commercial paper supported by the previous joint
credit facility was $1.4 billion, ofwhich our borrowings were $905 million,
with a weighted average interest rate of 4.46%.

(4)On December 15, 2008, the securities are subject to redemption at par plus
accrued interest, unless holders of related options exercise rights to purchase
and remarket the notes.

(5)These financings relate to certain pollution control equipment at our generating
facilities. The variable rate tax-exempt financings are supported by a stand-alone
$3 billion five-year credit facility that terminates in February 2011. In February
2007, we exercised our call option and redeemed $62 million of our tax-exempt
financings with a weighted average rate of 7.52%, with proceeds raised through
the issuance of commercial paper.

(6)Represents the valuation of certain fair value hedges associated with our fixed
rate debt.
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Based on stated maturity dates rather than early redemption dates that could
be elected by instrument holders, the scheduled principal payments of
long-term debt at December 31, 2006 were as follows:

ginia law (such as mergers, consolidations, sales ofassets, dissolution and
changes in voting rights or priorities ofpreferred stock).

Presented below are the series ofpreferred stock not subject to mandatory
redemption that were outstanding as of December 31, 2006:

2007 2008 2009 2010 2011 Thereafter Total
(millions)

Dividend

Issued and
Outstanding

Shares
Entitled Per Share
Upon Liquidation

(2)Through 8/31/2007; $102.10 commencing 9/1/2007; amounts decline in steps
thereafter to $100.00 by 9/1/2013.

(1)Through 7/31/2007; $102.12 commencing 8/1/2007; amounts decline in steps
thereafter to $100.00 by 8/1/2013.

(3)Dividend rate is 5.50% through 12120/2007; after which, the rate will be
determined according to periodic auctions for periods established by us at the
time of the auction process. This series is not callable prior to 12120/2007.

20052006

(thousands)

(millions)
At December 31,

NOTE 18. SHAREHOLDER'S EQUITY

Common Stock
In 2004, as approved by the Virginia State Corporation Commission
(Virginia Commission), Dominion made an equity investment in the
Company through the purchase ofour common stock. We issued 20,115
shares of our common stock to Dominion for cash consideration of $500
million.

4.04 102.27

4.12 7

7.05 4(1)

Flex MMP 12102, Series A 1. 1 '(3)

Other Paid-In Capital
In 2005, we recorded contributed capital of $633 million related to the
transfer ofour investment in VPEM to Dominion and $200 million in
connection with the conversion of short-term borrowings. In 2004, we
recorded $11 million ofother paid-in capital in connection with the reduction
in amounts payable to Dominion.

Accumulated Other Comprehensive Income
Presented in the table below is a summary ofAOCI by component:

Junior Subordinated Notes Payable to Affiliated Trust
In 2002, we established a subsidiary capital trust, Virginia Power Capital
Trust II (trust), a finance subsidiary of which we hold 100% of the voting
interests. The trust sold 16 million 7.375% trust preferred securities for $400
million, representing preferred beneficial interests and 97% beneficial
ownership in the assets held by the trust. In exchange for the $400 million
realized from the sale of the trust preferred securities and $12 million of
common securities that represent the remaining 3% beneficial ownership
interest in the assets held by the capital trust, we issued $412 million of2002
7.375% junior subordinated notes (junior subordinated notes) due July 30,
2042. The junior subordinated notes constitute 100% of the trust's assets.
The trust must redeem its trust preferred securities when the junior
subordinated notes are repaid or if redeemed prior to maturity.

Distribution payments on the trust preferred securities are considered to be
fully and unconditionally guaranteed by the Company when all ofthe related
agreements are taken into consideration. Each guarantee agreement only
provides for the guarantee of distribution payments on the trust 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 our payment
of amounts when they are due on the junior subordinated notes. If the
payment on the junior subordinated notes is deferred, we may not make
distributions related to our capital stock, including dividends, redemptions,
repurchases, liquidation payments or guarantee payments. Also, during the
deferral period, we may not make any payments on, redeem or repurchase
any debt securities that are equal in right ofpayment with, or subordinated to,
the junior subordinated notes.

NOTE 17. PREFERRED STOCK
We are authorized to issue up to 10 million shares of preferred stock, $100
liquidation preference, and had 2.59 million preferred shares outstanding as
of December 31, 2006 and 2005. Upon involuntary liquidation, dissolution or
winding-up of the Company, each share would be entitled to receive $100
plus accrued dividends. Dividends are cumulative.

Holders of the outstanding preferred stock are not entitled to voting rights,
except under certain provisions ofthe amended and restated articles of
incorporation and related provisions of Virginia law restricting corporate
action, or upon default in dividends, or in special statutory proceedings and
as required by Vir-

Our short-term credit facilities and long-term debt agreements contain
customary covenants and default provisions. As ofDecember 31,2006, there
were no events ofdefault under our covenants.

NOTE 19. DIVIDEND RESTRICTIONS

The Virginia Commission may prohibit any public service company from
declaring or paying a dividend to an affiliate, if found to be detrimental to the
public interest. At December 31, 2006, the Virginia Commission had not
restricted our payment ofdividends.
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Certain agreements associated with our joint credit facility with Dominion
and CNG contain restrictions on the ratio of our debt to total capitalization.
These limitations did not restrict our ability to pay dividends to Dominion at
December 31, 2006.

See Note 16 for a description ofpotential restrictions on our dividend
payments in connection with the deferral of distribution payments on trust
preferred securities.

NOTE 20. EMPLOYEE BENEFIT PLANS

We participate in a defined benefit pension plan sponsored by Dominion.
Benefits payable under the plan are based primarily on years of service, age
and the employee's compensation. As a participating employer, we are
subject to Dominion's funding policy, which is to generally contribute
annually an amount that is in accordance with the provisions of the
Employment Retirement Income Security Act of 1974. Our net periodic
pension cost was $63 million, $56 million and $40 million in 2006, 2005 and
2004, respectively. We did not contribute to the pension plan in 2006, 2005
or 2004.

We participate in plans that provide certain retiree health care and life
insurance benefits to multiple Dominion subsidiaries. Annual employee
premiums are based on several factors such as age, retirement date and years
of service. Our net periodic benefit cost related to these plans was $37
million, $42 million and $44 million in 2006, 2005 and 2004, respectively.

Certain regulatory authorities have held that amounts recovered in 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 ofpaying
such benefits. Accordingly, we fund postretirement benefit costs through
Voluntary Employees' Beneficiary Associations. Our contributions to retiree
health care and life insurance plans were $24 million, $32 million and $34
million in 2006, 2005 and 2004, respectively. We expect to contribute $13
million to retiree health care and life insurance plans in 2007.

We also participate in Dominion-sponsored employee savings plans that
cover substantially all employees. Employer matching contributions of $11
million each were incurred in 2006, 2005 and 2004.

NOTE 21. COMMITMENTS AND CONTINGENCIES
As the result of issues generated in the ordinary course of business, we are
involved in legal, tax and regulatory proceedings before various courts,
regulatory commissions and governmental agencies, some of which involve
substantial amounts of money. We believe that the final disposition ofthese
proceedings will not have a material effect on our financial position, liquidity
or results of operations.
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Long-Term Purchase Agreements
At December 31, 2006, we had the following long-term commitments that
are noncancelable or are cancelable only under certain conditions, and that
third parties have used to secure financing for the facilities that will provide
the contracted goods or services:

2007 2008 2009 2010 2011 Thereafter Total
(millions)

(1 )Commitments represent estimated amounts payable for capacity under power
purchase contracts with qualifying facilities and independent power producers,
the last of which ends in 2021. Capacity payments under the contracts are
generally based on fixed dollar amounts per month, subject to escalation using
broad-based economic indices. At December 31, 2006, the present value of our
total commitment for capacity payments is $2.6 billion. Capacity payments totaled
$437 million, $472 million and $570 million, and energy payments totaled $291
million, $378 million and $293 million for 2006, 2005, and 2004, respectively.

Lease Commitments
We lease various facilities, vehicles and equipment primarily under operating
leases. The lease agreements expire on various dates and certain of the leases
are renewable and contain options to purchase the leased property. Payments
under certain leases are escalated based on an index such as the Consumer
Price Index (CPI). Future minimum lease payments under noncancelable
operating and capital leases that have initial or remaining lease terms in
excess of one year as of December 31, 2006 are as follows:

2007 2008 2009 2010 2011 Thereafter Total
(millions)

$28 $25 $19 $16 $13 $27 $128
Rental expense totaled $34 million, $32 million and $40 million for 2006,

2005 and 2004, respectively, the majority ofwhich is reflected in other
operations and maintenance expense.

Environmental Matters
We are subject to costs resulting from a steadily increasing number of
federal, state and local laws and regulations designed to protect human health
and the environment. These laws and regulations can result in increased
capital, operating and other costs as a result of compliance, remediation,
containment and monitoring obligations.

To the extent that environmental costs are incurred in connection with
operations regulated by the Virginia Commission during the period ending
December 31, 2010, in excess of the level currently included in Virginia
jurisdictional rates, our results of operations will decrease. After that date, we
may seek recovery through rates of only those environmental costs related to
our transmission and distribution operations. However, the foregoing risks
are subject to change upon the adoption, if any, of the proposed 2007
Virginia Restructuring Act Amendments as discussed later under 2007
Virginia Restructuring Act Amendments.
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SUPERFUND SITES

From time to time, we may be identified as a potentially responsible party
(PRP) to a Superfund site. The EPA (or a state) can either (a) allow such a
party to conduct and pay for a remedial investigation, feasibility study and
remedial action or (b) conduct the remedial investigation and action and then
seek reimbursement from the parties. Each party can be held jointly,
severally and strictly liable for all costs. These parties can also bring
contribution actions against each other and seek reimbursement from their
insurance companies. As a result, we may be responsible for the costs of
remedial investigation and actions under the Superfund Act or other laws or
regulations regarding the remediation of waste. We do not believe that any
currently identified sites will result in significant liabilities.

In 1987, we and a number of other entities were identified by the EPA as
PRPs at two Superfund sites located in Kentucky and Pennsylvania. In 2003,
the EPA issued its Certificate of Completion of remediation for the Kentucky
site. Future costs for the Kentucky site will be limited to minor operations
and maintenance expenditures. Regarding the Pennsylvania site, in March
2006, a federal district court approved three consent decrees between the
U.S. and the PRPs, under which we and certain other PRPs, all ofwhich are
utilities, will perform the site remediation. The remediation costs are
expected to be in the range of $11 million to $18 million, the majority of
which are to be paid by the non-utility site owners. After evaluating the
impact of these actions, we have reduced our current reserve from $2 million
to less than $1 million to meet our potential obligations at these two sites. We
generally seek to recover our costs associated with environmental
remediation from third-party insurers. At December 31,2006, no pending or
possible insurance claims were recognized as an asset or offset against
obligations.

Nuclear Operations

NUCLEAR DECOMMISSIONING-MINIMUM FINANCIAL ASSURANCE

The Nuclear Regulatory Commission (NRC) requires nuclear power plant
owners to annually update minimum financial assurance amounts for the
future decommissioning of their nuclear facilities. Our 2006 NRC minimum
financial assurance amount, aggregated for our nuclear units, was $1.3 billion
and has been satisfied by a combination of the funds being collected and
deposited in the trusts and the real annual rate of return growth of the funds
allowed by the NRC.

NUCLEAR INSURANCE

The Price-Anderson Act provides the public up to $10.8 billion ofprotection
per nuclear incident via obligations required of owners of nuclear power
plants. The Price-Anderson Act Amendment of 1988 allows for an
inflationary provision adjustment every five years. We have purchased $300
million of coverage from commercial insurance pools with the remainder
provided through a mandatory industry risk-sharing program. In the event of
a nuclear incident at any licensed nuclear reactor in the U.S., we could be
assessed up to $100.6 million for each of our four licensed reactors, not to
exceed $15 million per year per reactor. There is no limit to the number of
incidents for which this retrospective premium can be assessed. The
Price-Anderson Act was first enacted in 1957 and was renewed again in
2005.

Source: VIRGINIA ELECTRIC & , 10-K. February 28, 2007

Our current level ofproperty insurance coverage ($2.55 billion each for
North Anna arid Surry, individually) exceeds the NRC's minimum
requirement for nuclear power plant licensees of$1.06 billion per reactor site
and includes coverage for premature decommissioning and functional total
loss. The NRC requires that the proceeds from this insurance be used first, to
return the reactor to and maintain it in a safe and stable condition and second,
to decontaminate the reactor and station site in accordance with a plan
approved by the NRC. Our nuclear property insurance is provided by the
Nuclear Electric Insurance Limited (NEIL), a mutual insurance company,
and is subject to retrospective premium assessments in any policy year in
which losses exceed the funds available to the insurance company. The
maximum assessment for the current policy period is $50 million. Based on
the severity of the incident, the board of directors ofour nuclear insurer has
the discretion to lower or eliminate the maximum retrospective premium
assessment. We have the financial responsibility for any losses that exceed
the limits or for which insurance proceeds are not available because they
must first be used for stabilization and decontamination.

We purchase insurance from NEIL to cover the cost ofreplacement power
during the prolonged outage of a nuclear unit due to direct physical damage
of the unit. Under this program, we are subject to a retrospective premium
assessment for any policy year in which losses exceed funds available to
NEIL. The current policy period's maximum assessment is $19 million.

Old Dominion Electric Cooperative (ODEC), a part owner ofNorth Anna
Power Station, is responsible to us for its share of the nuclear
decommissioning obligation and insurance premiums on applicable units,
including any retrospective premium assessments and any losses not covered
by insurance.

SPENT NUCLEAR FUEL

Under provisions ofthe Nuclear Waste Policy Act of 1982, we have entered
into a contract with the DOE for the disposal of spent nuclear fuel. The DOE
failed to begin accepting the spent fuel on January 31, 1998, the date
provided by the Nuclear Waste Policy Act and by our contract with the DOE.
In January 2004, we, with Dominion, filed a lawsuit in the U.S. Court of
Federal Claims against the DOE in connection with its failure to commence
accepting spent nuclear fuel. Trial is scheduled for March 2008. We will
continue to manage our spent fuel until it is accepted by the DOE.

Litigation
We are co-owners with ODEC ofthe Clover electric generating facility. In
1989, we entered into a coal transportation agreement with Norfolk Southern
Railway Company (Norfolk Southern) for the delivery ofcoal to the facility.
The agreement provided for a base rate price adjustment based upon a
published index. Norfolk Southern claimed in October 2003 that an incorrect
reference index was used to adjust the base transportation rate. In November
2003, we and ODEC filed suit against Norfolk Southern seeking to clarify
the price escalation provisions of the transportation agreement. The trial
court has ruled in Norfolk Southern's favor by concluding that the agreement
specifies the higher rate adjustment factor which Norfolk Southern claims
should have been applied in the past to adjust the base rate and which will be
applied in the future. On September 1, 2006, the court entered an order
directing us and ODEC to correct invoices
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from December I, 2003 to the present by calculating rates under the higher
rate adjustment factor as ifit had been applied from the inception ofthe
agreement, to tender the difference to Norfolk Southern with interest at the
rate provided by the agreement and to calculate future invoices using the
higher rate adjustment factor as if it had been applied from the inception of
the agreement. The cumulative amount ofthe adjustment as ofthe time the
court entered its order was approximately $50 million plus interest, ofwhich
our share would be one half. We and ODEC have filed a notice ofappeal to
the Virginia Supreme Court and have posted security to suspend execution of
the judgment during the appeal. We believe the court's interpretation of the
transportation agreement and its ruling on other issues in the case are legally
incorrect. No liability has been recorded in our Consolidated Financial
Statements related to this matter.

Guarantees and Surety Bonds
As ofDecember 31, 2006, we had issued $6 million of guarantees primarily
to support commodity transactions of subsidiaries. We had also purchased
$68 million of surety bonds for various purposes, including the posting of
security to suspend execution of the judgment during the appeal of the
Norfolk Southern matter, as discussed in Litigation, and providing workers'
compensation coverage. Under the terms of surety bonds, we are obligated to
indemnifY the respective surety bond company for any amounts paid.

Indemnifications
As part of commercial contract negotiations in the normal course of business,
we may sometimes agree to make payments to compensate or indemnifY
other parties for possible future unfavorable financial consequences resulting
from specified events. The specified events may involve an adverse judgment
in a lawsuit or the imposition of additional taxes due to a change in tax law
or interpretation of the tax law. We are unable to develop an estimate of the
maximum potential amount of future payments under these contracts because
events that would obligate us have not yet occurred or, if any such event has
occurred, we have not been notified of its occurrence. However, at
December 31, 2006, we believe future payments, if any, that could ultimately
become payable under these contract provisions, would not have a material
impact on our results of operations, cash flows or financial position.

Stranded Costs
Stranded costs are generation-related costs incurred or commitments made by
utilities under cost-based regulation that may not be reasonably expected to
be recovered in a competitive market. At December 31, 2006, our exposure
to potential stranded costs included long-term power purchase contracts that
could ultimately be determined to be above market prices; generating plants
that could possibly become uneconomical in a deregulated environment; and
unfunded obligations for nuclear plant decommissioning and postretirement
benefits. We believe capped electric retail rates will provide an opportunity
to recover our potential stranded costs, depending on market prices of
electricity and other factors. Recovery of our potential stranded costs remains
subject to numerous risks even in the capped-rate
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environment. These risks include, among others, exposure to long-term
power purchase commitment losses, future environmental compliance
requirements, changes in certain tax laws, nuclear decommissioning costs,
increased fuel costs, inflation, increased capital costs and recovery of certain
other items.

The Virginia Electric Utility Restructuring Act was enacted in 1999 (1999
Virginia Restructuring Act) and established a plan to restructure the electric
utility industry in Virginia. Under the 1999 Virginia Restructuring Act, the
generation portion of our Virginia jurisdictional operations is no longer
subject to cost-based regulation. The legislation's deregulation of generation
was an event that required us to discontinue the application of SFAS No. 71,
Accountingfor the Effects ofCertain Types ofRegulation, to the Virginia
jurisdictional portion of our generation operations in 1999. The 1999
Virginia Restructuring Act permits wires charges to be collected by utilities
until July I, 2007. Our wires charges are set at zero in 2007 for all rate
classes, and as such, Virginia customers will not pay the fee if they switch
from us to a competitive service provider.

Virginia Fuel Expenses
In May 2006, Virginia law was amended to modifY the way our Virginia
jurisdictional fuel factor is set during the three and one-half year period
beginning July I, 2007. The bill became law effective July 1,2006 and:

• Allows annual fuel rate adjustments for three twelve-month
periods beginning July I, 2007 and one six-month period
beginning July I, 2010 (unless capped rates are terminated
earlier under the 1999 Virginia Restructuring Act);

• Allows an adjustment at the end of each of the twelve-month periods to
account for differences between projections and actual recovery of fuel
costs during the prior twelve months; and

• Authorizes the Virginia Commission to defer up to 40% ofany fuel factor
increase approved for the first twelve-month period, with recovery of the
deferred amount over the two and one-halfyear period beginning July I,
2008 (under prior law, such a deferral was not possible).

Fuel prices have increased considerably since our Virginia fuel factor
provisions were frozen in 2004, which has resulted in our fuel expenses
being significantly in excess of our rate recovery. We expect that fuel
expenses will continue to exceed rate recovery until our fuel factor is
adjusted in July 2007. While the 2006 amendments do not allow us to collect
any unrecovered fuel expenses that were incurred prior to July I, 2007, once
our fuel factor is adjusted, the risk ofunder-recovery ofprudently incurred
fuel costs until July I, 20lOis greatly diminished.

2007 Virginia Restructuring Act Amendments
In February 2007, both houses ofthe Virginia General Assembly passed
identical bills that would significantly change electricity restructuring in
Virginia. The bills would end capped rates two years early, on December 31,
2008. After capped rates end, retail choice would be eliminated for all but
individual retail customers with a demand of more than 5-Mw and a limited
number of non-residential retail customers whose aggregated load would
exceed 5-Mw. Also after the end ofcapped rates, the Virginia Commis -
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sion would set the base rates of investor-owned electric utilities under a
modified cost-of-service model. Among other features, the currently
proposed model would provide for the Virginia Commission to:

• Initiate a base rate case for each utility during the first six months of2009,
as a result of which the Virginia Commission:

• establishes a return on equity (ROE) no lower than that reported by a
group of utilities within the southeastern U.S., with certain limitations on
earnings and rate adjustments;

• shall increase base rates if needed to allow the utility the opportunity to
recover its costs and earn a fair rate of return, if the utility is found to
have earnings more than 50 basis points below the established ROE;

• may reduce rates or, alternatively, order a credit to customers if the utility
is found to have earnings more than 50 basis points above the established
ROE; and

• may authorize performance incentives if appropriate.

ing an increase of more than 4% of total rates as of January 1,2008;
• in calendar year 2009, the deferral portion collected is limited to an

amount that results in residential customers not receiving an increase of
more than 4% of total rates as of January 1,2009; and

• the remainder of the deferral balance, if any, would be collected in the fuel
factor in calendar year 2010.

The Governor has until March 26, 2007 to sign, propose amendments to, or
veto the bills. With the Governor's signature, the bills would become law
effective July 1,2007. At this time, we cannot predict the outcome of these
legislative proposals.

NOTE 22. FAIR VALUE OF FINANCIAL INSTRUMENTS

Substantially all of our financial instruments are recorded at fair value, with
the exception of the instruments described below that are reported at
historical cost. Fair values have been determined using available market
information and valuation methodologies considered appropriate by
management. The financial instruments' carrying amounts and fair values are
as follows:

• After the initial rate case, review base rates biennially, as a result ofwhich
the Virginia Commission:

• establishes an ROE no lower than that reported by a group ofutilities
within the southeastern U.S., with certain limitations on earnings and rate
adjustments; however, if the Virginia Commission finds that such ROE
limit at that time exceeds the ROE set at the time ofthe initial base rate
case in 2009 by more than the percentage increase in the CPI in the
interim, it may reduce that lower ROE limit to a level that increases the
initial ROE by only as much as the change in the CPI;

At December 31,

(millions)

2006
Estimated

Carrying Fair Carrying
Amount Value(1) Amount

2005
Estimated

Fair
Value(1)

• shall increase base rates if needed to allow the utility the opportunity to
recover its costs and earn a fair rate of return if the utility is found to
have earnings more than 50 basis points below the established ROE;

• may order a credit to customers if the utility is found to have earnings
more than 50 basis points above the established ROE, and reduce rates if
the utility is found to have such excess earnings during two consecutive
biennial review periods; and

• may authorize performance incentives if appropriate.

• Authorize stand-alone rate adjustments for recovery of certain costs,
including new generation projects, major generating unit modifications,
environmental compliance projects, FERC-approved costs for transmission
service, energy efficiency and conservation programs, and renewable
energy programs; and

• Authorize an enhanced ROE as a financial incentive for construction of
major baseload generation projects and for renewable energy portfolio
standard programs.

The bills would also continue statutory provisions directing us to file annual
fuel cost recovery cases with the Virginia Commission beginning in 2007
and continuing thereafter. However, our fuel factor increase as of July 1,
2007 would be limited to an amount that results in residential customers not
receiving an increase of more than 4% of total rates as of that date, and the
remainder would be deferred and collected over three years, as follows:

• in calendar year 2008, the deferral portion collected is limited to an
amount that results in residential customers not receiv

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007

(1 )Fair value is estimated using market prices, where available, and interest rates
currently available for issuance of debt with similar terms and remaining
maturities. The carrying amount of debt issues with short-term maturities and
variable rates refinanced at current market rates is a reasonable estimate of their
fair value.

(2)lncludes securities due within one year.

NOTE 23. CREDIT RISK

We maintain a provision for credit losses based on factors surrounding the
credit risk of our customers, historical trends and other information. We
believe, based on our credit policies and our December 31, 2006 provision
for credit losses, that it is unlikely that a material adverse effect on our
financial position, results of operations or cash flows would occur as a result
of counterparty nonperformance.

We sell electricity and provide distribution and transmission services to
customers in Virginia and northeastern North Carolina. Management believes
that this geographic concentration risk is mitigated by the diversity ofour
customer base, which includes residential, commercial and industrial
customers, as well as rural electric cooperatives and municipalities. Credit
risk associated with trade accounts receivable from energy consumers is
limited due to the large number of customers.

Our exposure to potential concentrations of credit risk results primarily
from sales to wholesale customers. Our gross credit exposure for each
counterparty is calculated as outstanding receivables plus any unrealized on
or off-balance sheet exposure, taking into account contractual netting rights.
Gross credit exposure is
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calculated prior to the application of collateral. At December 31, 2006, our
gross credit exposure totaled $51 million. Ofthis amount, 93% related to a
single counterparty; however, the entire balance is with investment grade
entities. We held no collateral for these transactions at December 31, 2006.

NOTE 24. RELATED-PARTY TRANSACTIONS

We engage in related-party transactions primarily with affiliates (Dominion
subsidiaries). Our accounts receivable and payable balances with affiliates
are settled based on contractual terms on a monthly basis, depending on the
nature of the underlying transactions. We are included in Dominion's
consolidated federal income tax return and participate in certain Dominion
benefit plans.

Transactions with Affiliates
We transact with affiliates for certain quantities ofnatural gas and other
commodities in the ordinary course ofbusiness. We also enter into certain
commodity derivative contracts with affiliates. We use these contracts, which
are principally comprised of commodity swaps and options, to manage
commodity price risks associated with the purchases and sales of natural gas.
We designate the majority of these contracts as cash flow hedges for
accounting purposes.

Dominion Resources Services, Inc. (Dominion Services) provides
accounting, legal and certain administrative and technical services to us. We
provide certain services to affiliates, including charges for facilities and
equipment usage.

At December 31, 2005 we transferred VPEM to Dominion in exchange for
a $633 million contribution of capital. In doing so, we are no longer involved
in facilitating Dominion's enterprise risk management by entering into
certain financial derivative commodity contracts with affiliates. During 2006,
VPEM continued to provide fuel management services to us by acting as an
agent for one of our other indirect wholly-owned subsidiaries. In December
2006, we entered into an agreement with VPEM which enables us to directly
transact with VPEM for the purchase and sale of fuel and the transportation
of fuel to our facilities. This agreement has been approved by the Virginia
Commission and the North Carolina Commission and became effective
January 2007.

The significant transactions with Dominion Services and other affiliates are
detailed below:

At December 31, 2006, our Consolidated Balance Sheet includes derivative
liabilities with affiliates of $2 million. There were no derivative liabilities
with affiliates at December 31, 2005. Unrealized gains or losses, representing
the effective portion of the changes in fair value of those derivative contracts
that had been designated as cash flow hedges, are included in AOCI in our
Consolidated Balance Sheets.

We lease an office building from Dominion under an agreement that
expires in 2008. The lease agreement is accounted for
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as a capital lease, with capitalized cost of the property under the lease, net of
accumulated amortization, of approximately $3 million and $5 million at
December 31, 2006 and 2005, respectively. The rental payments for this
lease were $3 million each in 2006, 2005 and 2004.

We have borrowed funds from Dominion under both short-term and
long-term borrowing arrangements. At December 31, 2006 and 2005, our
nonregulated subsidiaries had outstanding borrowings, net of repayments,
under the Dominion money pool of$140 million and $12 million,
respectively. At December 31, 2006 and 2005, our borrowings from
Dominion under a long- term note totaled $220 million. There were no
short-term demand note borrowings at December 31, 2006 and 2005. We
incurred interest charges related to our borrowings from Dominion of $1 0
million, $9.million and $6 million in 2006, 2005 and 2004, respectively.

In 2004, as approved by the Virginia Commission, Dominion made an
equity investment in the Company through the purchase ofour common
stock. We issued 20,115 shares of our common stock to Dominion for cash
consideration of $500 million. We used the proceeds in part to pay down our
$345 million short-term demand note from Dominion. Also, in 2004, we
recorded $11 million ofother paid-in capital in connection with a reduction
in amounts payable to Dominion.

Other Related-Party Transactions
Upon adoption of FIN 46R for our interests in special purpose entities on
December 31, 2003, we ceased to consolidate the Virginia Power Capital
Trust II, a finance subsidiary of the Company. The junior subordinated notes
issued by us and held by the trust are reported as long-term debt. We reported
$30 million, $30 million and $31 million of interest expense on the junior
subordinated notes payable to affiliated trust in 2006, 2005 and 2004,
respectively.

NOTE 25. OPERATING SEGMENTS
We are organized primarily on the basis ofproducts and services sold in the
United States. The majority of our revenue is provided through tariff rates.
Generally, such revenue is allocated for management reporting based on an
unbundled rate methodology among our Delivery, Energy and Generation
segments. We manage our operations through the following segments:

Delivery includes our regulated electric distribution and customer service
businesses. The Delivery segment is subject to cost-of-service rate regulation
and accordingly, applies SFAS No. 71.

Energy includes our regulated electric transmission operations, which are
subject to cost-of-service rate regulation and accordingly, applies SFAS
No. 71.

Generation includes our portfolio of electric generating facilities, power
purchase agreements and our energy supply operations.

Corporate includes our corporate and other functions. The contribution to
net income by our primary operating segments is determined based on a
measure of profit that management believes represents the segments' core
earnings. As a result, certain specific items attributable to those segments
have been excluded from the profit measures evaluated by management,
either in assessing segment performance or in allocating resources among
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the segments, including the discontinued operations ofVPEM prior to its
transfer to Dominion.

In 2006, the Corporate segment includes $12 million of net expenses
attributable to our Generation segment. The net expenses in 2006 related to
the following:

• A $13 million ($8 million after-tax) impairment charge in the fourth
quarter resulting from a change in our method ofassessing
other-than-temporary declines in the fair value of securities held as
investments in our nuclear decommissioning trusts; and

• A $7 million ($4 million after-tax) charge resulting from the write-off of
certain assets no longer in use at one of our electric generating facilities.

In 2005, the Corporate segment included $58 million ofnet expenses
attributable to our operating segments. The net expenses in 2005 primarily
related to the impact of the following:

• A $77 million ($47 million after-tax) charge resulting from the termination
of a long-term power purchase agreement attributable to Generation;

• A $13 million ($8 million after-tax) charge related to the sale of our
interest in a long-term power tolling contract attributable to Generation;
and

The following table presents segment information pertaining to our operations:

• A $6 million ($4 million after-tax) charge for the cumulative effect of an
accounting change, as a result of the adoption ofFIN 47.

In 2004, the Corporate segment included $155 million ofnet expenses
attributable to our operating segments. The net expenses in 2004 primarily
related to the impact ofthe following:

• A $184 million ($112 million after-tax) charge related to our interest in a
long-term power tolling contract that was divested in 2005, attributable to
Generation;

• A $71 million ($43 million after-tax) charge resulting from the termination
of three long-term power purchase agreements, attributable to Generation;
and

• A $12 million ($7 million after-tax) charge related to an agreement to
settle a class action lawsuit involving a dispute over our rights to lease
fiber-optic cable along a portion of our electric transmission corridor,
attributable to Energy; partially offset by

• An $18 million ($11 million after-tax) benefit from the reduction of
expenses accrued in 2003 associated with Hurricane Isabel restoration
activities, attributable to Delivery.

Year Ended December 31,
(millions)

Delivery Energy Generation Corporate
Adjustments &

Eliminations
Consolidated

Total
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NOTE 26. QUARTERLY FINANCIAL DATA (UNAUDITED)

A summary ofour quarterly results of operations for the years ended December 31, 2006 and 2005 follows. Amounts reflect all adjustments necessary in the
opinion of management for a fair statement of the results for the interim periods. Results for interim periods may fluctuate as a result ofweather conditions,
changes in rates and other factors.

(millions)

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter Year

$5,603

478

Our 2005 results include the impact of the following significant item:

• First quarter results include a $47 million net after-tax charge in connection with the termination ofa long-term power purchase agreement.
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ITEM 9. CHANGES IN AND
DISAGREEMENTS WITH
ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND
PROCEDURES
Senior management, including our Chief Executive Officer and Chief
Financial Officer, evaluated the effectiveness of our disclosure controls and
procedures as of the end of the period covered by this report. Based on this
evaluation process, our Chief Executive Officer and Chief Financial Officer
have concluded that our disclosure controls and procedures are effective.
There were no changes in our internal control over financial reporting that
occurred during the last fiscal quarter that have materially affected, or are
reasonably likely to materially affect, our internal control over financial
reporting.

Source: VIRGINIA ELECTRIC & , 10-K, February 28,2007

In accordance with FIN 46R, we have included in our Consolidated
Financial Statements a VIE through which we have financed and leased a
power generation project. Our Consolidated Balance Sheet as of
December 31,2006 reflects $337 million of net property, plant and
equipment and deferred charges and $370 million ofrelated debt attributable
to the VIE. As this VIE is owned by unrelated parties, we do not have the
authority to dictate or modify, and therefore cannot assess, the disclosure
controls and procedures or internal control over financial reporting in place at
this entity.

ITEM 98. OTHER INFORMATION
None.
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
Information concerning directors of Virginia Electric and Power Company (VP), each ofwhom is elected annually, is as follows:

Principal Occupation for Last Five Years and
Directorships in Public Corporations

Thomas N. Chewning (61) Executive Vice President and Chief Financial Officer (CFO) ofVP from February 2006 to date;
Executive Vice President and CFO of DRl from May 1999 to date; Executive Vice President and CFO
of CNG from January 2000 to date; Director of CNG from December 2002 to date.

1999

Audit Committee Financial Experts
We are a wholly-owned subsidiary ofDRl. As permitted by Securities and Exchange Commission (SEC) rules, our Board of Directors serves as our Company's
Audit Committee and is comprised entirely of executive officers of the Company. Our Board of Directors has determined that Thomas F. Farrell, II and Thomas
N. Chewning are "audit committee financial experts" as defined by the SEC and, as executive officers of the Company, are not deemed independent.

Information concerning the executive officers ofVP, each ofwhom is elected annually is as follows:

Thomas N. Chewning (61)

Paul D. Koonce (47)

50

Executive Vice President and CFO ofVP from February 2006 to date; Executive Vice President and CFO ofDRl from May
1999 to date; Executive Vice President and CFO ofCNG from Janua 2000 to date.

Executive Vice President of DRI from April 2006 to date; President and COQ-Energy ofVP from February 2006 to date;
CEO-Energy ofVP from January 2004 to January 2006; CEO-Transmission ofVP from January 2003 to December 2003;... . 2

Any service listed for DRI, DEI, DRS and CNG reflects services at a parent, subsidiary or affiliate. There is no family
relationship between any of the persons mimed in response to Item 10.

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007
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Code of Ethics
We have adopted a Code of Ethics that applies to our principal executive,
financial and accounting officers as well as our employees. This Code of
Ethics is available on the corporate governance section ofDominion's
website (www.dom.com). You may also request a copy of the Code of Ethics,
free ofcharge, by writing or telephoning the Company at: Corporate
Secretary, 120 Tredegar Street, Richmond, Virginia 23219, Telephone
(804) 819-2000. Any waivers or changes to our Code of Ethics will be posted
on the Dominion website.

ITEM 11. EXECUTIVE
COMPENSATION
COMPENSATION DISCUSSION AND ANALYSIS
We are a wholly-owned subsidiary of Dominion. Our Board is comprised of
Messrs. Farrell and Chewning, who are executive officers ofthe Company
and are not independent. Because our Board believes that it is more
appropriate for our compensation program to be managed under the direction
of individuals who are independent, we do nothave a compensation
committee. Instead, our Board depends on the advice and recommendations
of Dominion's Compensation, Governance and Nominating Committee
(CGN Committee), which is comprised of independent directors and has
retained the consulting firm of Pearl Meyer & Partners (PMP) to advise them
on compensation matters. Our Board approves all compensation paid to VP's
executive officers based on Dominion's CGN Committee's
recommendations. Neither of our directors, who are officers of the Company
and Dominion, receive any compensation for the services they provide as
directors. Dominion's CGN Committee effectively administers one
compensation program for all of Dominion.
Executive Compensation Philosophy - The Objectives of
Dominion's Program
Dominion's executive compensation program is designed to attract, motivate
and retain a superior management team, while ensuring that annual and
long-term incentive programs align management's financial success with that
of Dominion's shareholders. Dominion's management and Board of
Directors, through the oversight of the CGN Committee, believe in putting a
substantial portion of our senior executives' compensation at risk based on
performance goals established by the CGN Committee. While Dominion
benchmarks and sets general compensation levels relative to its peer group of
companies (detailed below) and market data in general, it administers the
program to meet the needs and requirements of Dominion. This takes into
consideration internal equity, experience, scope of responsibility and other
concerns. Market data is used as a "reality check" in evaluating our
compensation decisions for our senior executives.

Our Process
Each year, the executive compensation program is comprehensively assessed
and analyzed. The review process includes, but is not limited to, the
following steps:

• A peer group of companies is identified and Dominion is compared with
these peer companies based on a number of different financial and stock
performance metrics for a number of different measurement periods;

• The CGN Committee reviews the performance of the CEO and
other senior officers, including the CEO's assessment of

Source: VIRGINIA ELECTRIC &, 10-K, February 28,2007

the performance of other key officers, and his views on succession and
retention issues (our Company and Dominion have the same CEO and
CFO);

• The current annual compensation of senior management, and long-term
compensation grants made over the past few years are reviewed;

• The appropriate performance metrics and attributes of annual and
long-ter.rn programs for the next year are considered and discussed;

• The entirety of our compensation program is considered, including
periodic reviews of specific benefits and perquisites;

• ~a~e pay, annual incentive pay, long-term pay and total compensation for
~ndlvldual officers are benchmarked against survey data using appropriate
Job matches and comparable asset and revenue size. The survey data is
based on a number ofpurchased surveys from Mercer HR Consulting,
Towers Perrin and other organizations, including industry specific surveys
whenever possible. The industry specific surveys provide information on
positions at companies of similar size or revenue scope, or general industry
data on positions for which we may compete;

• For top officers, ifpeer group compensation is available for their position,
Dominion uses a blend of survey and peer compensation for comparison,
as there is competition not only in our own market, but nationally and
across industries, for talent;

• The compensation practices ofour peer companies are reviewed, including
their practices with respect to equity and other grants, benefits and
perquisites;

• The compensation ofthe management team from the standpoint of internal
equity, complexity of the job, scope of responsibility and other factors is
assessed; and

• Specific market-based conditions and other circumstances for certain
executives and competitive business groups are considered.

Dominion's management has the following involvement with the executive
compensation process:

• Dominion's Financial Planning group identifies companies for inclusion in
the peer group based on our industry and the companies used by Dominion
analysts and external analysts for comparison purposes. BothDominion's
CFO and the CGN Committee's independent compensation consultant a
managi.ng director of PMP, review and comment on the proposed grou~
before It IS submItted to the CGN Committee for approval;

• Dominion's CEO and CFO are both involved in establishing and
recommending to the CGN Committee financial goals for the incentive
programs based on management's operational goals and strategic plans;
and

• Dominion's CEO reviews recommendations from Dominion's director of
~xecutive compensation and PMP regarding salaries, annual and long-term
Incentive targets, and plan amendments and design before
recommendations are made to the CGN Committee. While he reviews and
makes recommendations for officers, Dominion's CEO does not make any
recommendations or review proposals with regard to his own
compensation, with only the CGN Committee having the authority to
approve compensation for the senior executives. Also, our independent
compensation consultant meets with the CGN Committee, without
management present, to review her recommendations. Dominion's CEO
and CFO are also involved in making recommendations about the timing
and frequency of long-term programs, special arrangements to
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address specific concerns and the elimination or modification of certain
benefits.

• Our Board reviews information provided by and considers for approval
compensation matters recommended by the CGN Committee.

The Peer Group and Peer Group Comparisons
Dominion's peer group is generally consistent from year to year, with merger
and acquisition activity being the primary reason for any changes. The 2006
peer group for compensation-setting purposes consisted of a diversified
group often energy companies: American Electric Power Company, Inc.;
Constellation Energy Group, Inc.; Duke Energy Corporation; Entergy
Corporation; Exelon Corporation; First Energy Corporation; FPL Group,
Inc.; Progress Energy, Inc.; Southern Company and TXU Corp.

The CGN Committee, PMP and Dominion's executive compensation
department use the peer company data to (i) compare Dominion's stock and
financial performance against these peers using a number ofdifferent metrics
and time periods; (ii) analyze compensation practices within the industry;
and (iii) benchmark other benefits such as Employment Continuity
Agreements and the use oflong-term equity vehicles.

Elements of Dominion's Compensation Program
Our executive compensation program consists of three basic components:

• Base Salary

• Annual Incentives

• Long-Term Incentives

BASE SALARY

Base salary compensates officers, along with the rest of the workforce, for
committing significant time to working on the Company's behalf. In
considering annual salary increases, the following factors are assessed: (i) the
competitive labor market; (ii) changes in an officer's scope of responsibility,
including promotions; and (iii) individual performance, special skills,
experience and other relevant considerations.

While the base salary component of the compensation program generally is
targeted at or slightly above market median, the primary goal is
compensating executives at a level that best achieves Dominion's
compensation philosophy and addresses internal equity issues. This results in
actual pay for some positions that may be higher or lower than a stated target.
Dominion has found that peer group and survey results for particular
positions can vary greatly from year to year, and considers market trends for
certain positions over a period of years rather than a one-year snapshot in
setting compensation for those positions.

For 2006 base compensation, all officers received a base salary adjustment
of at least 4%. Some officers received salary adjustments in excess of 4% for
one of the following reasons: (i) increase or other change in job
responsibility; (ii) specific market-based reasons; (iii) exceptional
performance; (iv) unique retention or job competitiveness reasons; and/or
(v) internal pay equity. Mr. Farrell received a 29% increase in base salary in
2006, when he assumed the duties of CEO of Dominion. Even with this
increase, his base salary and targeted total cash compensation were below the
median for his peers. The CGN Committee determined to bring his base
salary to the market median over the course of a few years, based on his
achievements and performance in office. The remaining named executive
officers received the following 2006 base salary increases: Mr. Chewning 
13.6%; Mr. McGettrick - 26.5%; Mr. Johnson -10%; and Mr. Christian
12%. Mr. Chewning's increase resulted
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in his base pay being slightly above market median in recognition of his
experience and superior job performance, and the complexity and scope of
his responsibilities. Messrs. McGettrick and Johnson's base salaries
continued to lag behind the market median based on the increasing size of
their business units, the effects of several years with no or below market
increases in base salary. Messrs. McGettrick and Johnson's increases were
aimed at bringing their base salaries closer to market median. Messrs.
McGettrick and Christian's increases were also due to the competitive nature
of their positions and to reward excellent performance.

ANNUAL AND LONG-TERM INCENTIVE PROGRAMS

Annual and long-term incentive programs continue to playa critical role in
Dominion's compensation practices and our philosophy of aligning the
interests of officers with those of Dominion's shareholders while rewarding
performance. The annual incentive program is a cash-based program focused
on short-term goal accomplishments. The long-term incentive program is
weighted equally between a retention component (restricted stock) and a
performance component (cash-based performance grant).

Performance-Based Compensation.The performance-based components of
Dominion's incentive program (annual incentive plan and the cash
performance grants of our long-term program) motivate and encourage
officers and employees to achieve operational excellence that will benefit
Dominion's shareholders. Dominion uses a blend of goals focused on
Dominion's financial achievements overall, specific business unit goals and
individual goals. These components allow Dominion to encourage and
reward officers and employees for achieving financial goals, as well as
operating and stewardship goals such as safety and individual power plant
performance.

Annual and long-term incentives are an industry standard and a best
practice to motivate employees to achieve performance goals for a portion of
their compensation. Performance-based compensation is a large part of
executives' compensation, with senior officers having the most compensation
at risk based on performance. This correlates with the influence and
responsibility each level of management has for delivering financial results.

For our CEO, Mr. Farrell,just over 50% of his targeted total compensation
(annual and long term) is at risk and depends on the achievement of
performance goals. For the other named executive officers, targeted
compensation at risk ranged from 49% to 44%, and for a typical vice
president, the percentage of targeted compensation at risk is approximately
38%. This compares to an average ofapproximately 11% of total pay at risk
for non-officer employees. This structure ensures that ifperformance goals
are not achieved, the officers have compensation that could be significantly
lower than market median depending on the extent goals are missed. If
performance goals are excen;ded, officers will receive compensation that is
close to or at the market 75 percentile, depending on the extent that goals are
exceeded. Additionally, a substantial portion of each officer's total
compensation is tied to the performance of Dominion's stock through their
restricted stock grants, ranging from 18% of targeted total compensation for
a typical vice president up to 37% for Mr. Farrell. For Mr. Farrell, this results
in almost 90% of his total direct compensation having a performance
component.

Dominion's Board may seek to recover performance-based compensation
paid to officers who are found to be personally responsible for fraud,
negligence or intentional misconduct that causes a restatement of financial
results filed with the SEC.

Annual Incentive Plan.TheAnnual Incentive Plan focuses on short-term
goals, and for the CEO, comprised more than half ofhis annual cash
compensation for 2006. With the introduction of cash-based performance
grants in 2006 as outlined below, the CEO and



The goal weightings for bonuses under the 2006 Annual Incentive Plan for
Dominion's named executive officers (which includes Messrs. Farrell,
Chewning, McGettrick and Johnson) and all other officers (which includes
Mr. Christian) were as follows:

For Messrs. Farrell, Chewning, McGettrick and Johnson, bonuses were
based solely on the consolidated earnings goal, with the CGN Committee
having discretion to reduce final payouts to the extent appropriate, based on
any goal accomplishment that was less than 100% for the corporate-wide Six
Sigma goal, and for Messrs. McGettrick, Johnson and Christian, any goal
accomplishment that was less than 100% for their business unit financial
goals or their own personal operating/stewardship goals. The reductions
could be as much as the percentages set forth in the table above for each
category for other officers. Due to the broad scope oftheir duties, Messrs.
Farrell and Chewning did not have operating and stewardship goals, as these
goals tend to be business-unit specific.

Dominion compared actual financial performance for 2006 with the
consolidated and business unit earnings goals. Dominion achieved operating
earnings of $5.17 per share in 2006 before any additional funding under our
plan. Taking into account the funding formula described above, the 2006
Annual Incentive Plan was funded at the 103% level, with additional 3%
funding available to cover any upside from the Six Sigma stretch goals
described above. Dominion reported $5.16 per share in operating earnings as
a result of funding these additions, with shareholders and employees each
receiving one cent each of the operating earnings over $5.15 per share.

The Six Sigma goal for 2006 was a corporate-wide positive financial
impact of$100 million, with a stretch goal of$150 million, which would
result in an increase of 4% in each employee's payout score if the stretch
goal were achieved. Dominion as a whole and each business unit exceeded
their Six Sigma stretch goal, with corporate-wide savings of $224 million
achieved in 2006. This resulted in all employees, except for Dominion's
named executive officers (which includes Messrs. Farrell, Chewning,
McGettrick and Johnson), receiving an additional 4% to their pay-out score
for determining 2006 payouts, with a total possible payout of 107% of their
target bonus. Dominion's named executive officers received 106% plan
funding because their bonuses were based on consolidated earnings goals
only, including the earnings kicker; however, their goal score was capped at
100%. Actual amounts earned under the 2006 Annual Incentive Plan by each
of the Company's named executive officers are set forth in the Summary
Compensation Table under the heading "Non-Equity Incentive Plan
Compensation".

The Long-Term Incentive Program.For 2006, Dominion transitioned its
long-term program from retention-based restricted stock, with alignment to
its shareholders, to a long-term program that is both (i) aligned with the
long-term interests of its shareholders through restricted stock grants and (ii)
designed to put a substantial portion of the long-term compensation at risk
based
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each eligible officer may receive a higher percentage of their total 2007
compensation (annual and long-term) earned in cash, based on goal
accomplishment.

Under the Annual Incentive Plan, the CGN Committee establishes "target
awards" for each executive. These target awards are expressed as a
percentage of the individual executive's base salary (for example, 50% x
base salary). The target award is the amount of cash that will be paid, at
year-end, if the plan is fully funded and the executive achieves 100% ofthe
goals established at the beginning of the year. Under the Annual Incentive
Plan, if goals are achieved or exceeded, the executive's total cash
compensation for the year is targeted to be at or slightly above market
median. Ifthe goals are not achieved, the executive's total cash
compensation may be significantly lower than market median, depending on
the extent to which goals were not achieved. For 2006, Mr. Farrell's annual
incentive target was 110% of his base salary, consistent with our intent of
having a substantial portion of his compensation at risk. For 2006, Mr.
Chewning's target was 90%, Messrs. McGettrick and Johnson's target was
80%, and Mr. Christian's target was 70%.

The 2006 Annual Incentive Plan was funded based on goals established and
approved by the CGN Committee at the beginning of 2006. For the 2006
Annual Incentive Plan, the threshold consolidated earnings goal for any
payout under the plan was reported operating earnings for Dominion of$5.05
per share, with full funding at reported operating earnings of $5.15 per share.
Additionally, if Dominion's reported operating earnings exceeded $5.15 per
share, then for every one cent reported over $5.15 per share, 3% in additional
funding would be applied to the 2006 Annual Incentive Plan, up to a
maximum of200% funding. This results in the Company and employees
sharing equally in earnings above the $5.15 per share goal until the 200%
maximum funding level is achieved.

To access the funded bonus pool, each executive must meet certain goals,
including consolidated and business unit financial goals as well as operating,
stewardship and Six Sigma targets. The consolidated earnings goal is
designed to drive employee behavior and performance to ensure that
shareholders receive an appropriate return on their investment in Dominion.

The business unit financial goals are set based on the levels necessary to
achieve the consolidated earnings goal for Dominion. Also, individual
business unit goals provide line-of-sight targets for officers and employees,
and facilitate financial and business planning at the business unit level.

The operating and stewardship goals may not be financial, and can be
customized for a business unit or individual. The accomplishment of these
goals often supports the business unit financial goals. The most common
operating and stewardship goals have objectives in the following areas:
safety; reliability; expenditures and production; forced outages; and service
level requirements.

Finally, Six Sigma goals support Dominion's mission to continue to use Six
Sigma to increase productivity, improve service reliability, reduce costs and
enhance customer service while bringing the benefits of these improvements
to the bottom line.

Each executive's goals are weighted according to his or her responsibilities.
Payout under the plan is determined by multiplying the employee's target
bonus by the percentage the plan is funded (e.g., 100%) by the percentage
that the employee's own personal goal package is achieved (e.g., 90%).

Consolidated
Financial

Goal

Business
Unit

Financial
Goals

Operatingl
Stewardship

Six
Sigma

Source: VIRGINIA ELECTRIC & , 10-K, February 28,2007
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EMPLOYEE AND EXECUTIVE BENEFITS

Officers participate in many of the same employee benefit programs as other
employees. The core benefit programs include two tax-qualified retirement
plans, vacation program, medical coverage, dental coverage, vision coverage,
life insurance, disability coverage, travel accident coverage, company-paid
short-tenn disability and long-tenn disability coverage. There are other
miscellaneous employee benefit programs, such as flexible spending
accounts, health savings accounts, employee assistance programs, employee
leave policies and other incidental programs available to employees
generally. Tax-qualified retirement plans are a 401(k) plan and a defined
benefit pension plan (Pension Plan). A matching contribution to each
employee's 40 I(k) plan account of 50 cents for each dollar is made on the
first 6% of compensation (up to IRS limits) if less than 20 years of service,
and 67 cents for each dollar contributed on the first 6% ofcompensation (up
to IRS limits) if the employee has at least 20 years of service. The amount of
the company matching contributions under the 40l(k) for the named
executive officers ranged from $1,980 to $4,400. Amounts forgone due to
IRS limits were paid to executives in cash and ranged from $3,312 to $8,192.
All of these matching contribution amounts are shown in the All Other
Compensation footnote to the Summary Compensation Table following this
section. The defined benefit pension plan pays benefits under a fonnula that
is explained in Pension Benefits and the change in pension value for 2006 is
included in the Summary Compensation table on page 56.

detennined by using the fair value of Dominion's common stock the day
before the date of grant (average of high and low stock price). Officers
receive dividends on the restricted shares. The full grant date fair value of
each named executive officer's 2006 restricted stock grant is disclosed in the
Grants of Plan-Based Awards table on page 57.

Vesting Terms for the 2006 Restricted Stock Grants and Performance
Grants.Both grants are forfeited in their entirety if the officer voluntarily
tenninates his or her employment or is tenninated with cause before the
vesting date. The grants have pro-rated vesting for tennination without cause,
retirement, death or disability, rewarding the officers or their estate only for
the period of time they provided services to the company. For the
perfonnance grants, the pro-rated payout is based on actual goal perfonnance
at the end of the perfonnance cycle.

In the event of a Change in Control* at Dominion, the restricted shares
have pro-rated vesting up to the change in control date, rewarding officers
only for prior service. If the officers subsequently are tenninated, or
constructively tenninate their employment, under the tenns of the grant, any
remaining unvested shares will vest at that point. For the cash perfonnance
grants, as any goals would likely be materially changed as a result of any
Change in Control at Dominion, payout of these grants will accelerate and
will be equal to the greater of the target grant amount or the payout that
would be made based on the assumptions used for goal perfonnance in
Dominion's latest financial statements as of the day before the Change in
Control occurred.
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on the achievement ofperfonnance measures with the introduction of cash
perfonnance grants. Grants are typically made on or before April 1 of each
year, and Dominion does not time the grant dates based on the release of
material infonnation or expectations of stock price changes. Newly promoted
officers receive pro-rated grants for the current year's program based on the
fair market value of the stock as of their date of employment or election to
office.

Dominion has not issued stock options since 2002, although options remain
outstanding from prior programs and are reported in the Outstanding Equity
Awards at Fiscal Year End table on page 58, with options exercised in 2006
disclosed in the Option Exercises and Stock Vested table on page 59.

While the CGN Committee reviews prior grants to the CEO before
approving new long-tenn grants, the detennination of the appropriate grant
for the CEO and other senior executives in any given year is based on the
results of the process described above for the executive compensation
program. Dominion does not "deduct" prior compensation paid to executives
from the compensation being considered for the current year. Similarly, if a
newer executive does not have prior grants outstanding due to his or her short
tenure, Dominion does not increase the compensation paid to the executive
due to a lack of outstanding grants from prior years.

Peiformance Grants. For 2006, Dominion transitioned to a long-tenn
incentive program that is 50% perfonnance-contingent, payable in cash
rather than stock. These grants were made on April 1, 2006 and are "at-risk"
based on the achievement of the two goals discussed below. The reasons for
shifting a portion of the program to cash were (i) the significant ownership of
Dominion stock by executives and the high rate of compliance with our share
ownership requirements; (ii) to provide a more immediate award following
achievement of goals and (iii) improve the tax efficiency of awards as no
shares need to be sold to pay taxes, and any net cash award could be used to
pay taxes on vesting restricted stock awards. Officers who have not achieved
their ownership targets are expected to hold vested restricted stock, net of
shares used to cover taxes.

The 2006 cash-based perfonnance grants have a two-year tenn, with two
equally weighted goals: i) Dominion's total shareholder return (TSR) for the
21 month period ended December 31, 2007 relative to the TSR of a group of
industry peers selected by the CGN Committee; and ii) return on invested
capital (ROlC) for the two-year period ended December 31,2007. For the
perfonnance grants which were awarded in April 2006, the 2006 peer group
was adjusted and NiSource, Inc. and PPL Corporation added to the peer
group, and Constellation Energy Group was excluded for this grant as it was
a merger candidate at that time. Thegrants are 100% perfonnance-based with
payouts ranging from 0-200% of target. The goals for the 2006 grant, scoring
for such goals and possible payouts for the named executive officers are set
forth in the Grants of Plan-Based Awards table on page 57.

Restricted Stock Grants.Officers also received restricted stock grants on
April I, 2006. The grants have cliff vesting at the end of the three-year
restricted period. Restricted stock grants serve as a retention tool as they are
forfeited upon voluntary tennination and align the interests of officers with
the interests of our shareholders.

The CGN Committee approved the 2006 long-tenn grants based on a stated
dollar value for the award based on its earlier compensation review.
Restricted stock was issued for 50% of the totallong-tenn grant value, with
the HYmBer sf shares issueB

A Change in Control occurs if (i) any person or group becomes a beneficial owner of20% or more of the combined voting power ofDominion voting stock or (ii) as a direct or indirect
result of, or in connection with, a cash tender or exchange offer, merger or other business combination, sale of assets, or contested election, the Directors constituting the Dominion Board
before any such transactions cease to represent a majority ofDominion or its successor's Board within two years after the last of such transactions.

54

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007



Table ():f Contents

Dominion also has two supplemental retirement plans for executives. The
Benefit Restoration Plan makes up for certain limits related to Pension Plan
benefits imposed by the Internal Revenue Code as more fully explained in
Pension Benefits beginning on page 59. The Pension Plan and Benefit
Restoration Plan pay benefits calculated on base salary. To accommodate
changes in tax law, the Dominion Benefit Restoration Plan was frozen as of
December 31,2004 (Frozen BRP)and a New Benefit Restoration Plan was
implemented effective January I, 2005 (New BRP). There is no change in
the total benefit provided as a result of this new plan.

The Executive Supplemental Retirement Plan provides an annual retirement
benefit equal to 25% of a participant's final cash compensation (base salary
plus target annual bonus) for a period of ten years or life as more fully
explained in Pension Benefits. To accommodate changes in the tax law, the
Executive Supplemental Retirement Plan was frozen as of December 31,
2004 (Frvzen ESRP) and a New Executive Supplemental Retirement Plan
was implemented effective January 1,2005 (New ESRP). There is no change
in the benefit provided as a result of this new plan.

Dominion maintains the Benefit Restoration Plan and the Supplemental
Retirement Plan to provide a competitive level of retirement benefits to our
executives. The Pension Plan and its related Benefit Restoration Plan provide
a benefit that is calculated on base salary, credited age, credited service and a
social security off-set. Because a more substantial portion ofour executives'
total compensation is paid as incentive compensation than for rank and file
employees, the Pension Plan and Benefit Restoration Plan alone would not
produce the same percentage of replacement income in retirement for
executives as for rank and file employees. The Supplemental Retirement Plan
is intended to partially make up for the limitation of these two plans due to
their use of base salary only. The Supplemental Retirement Plan includes
bonuses in its calculations, but does not include long- term incentive
compensation. As a result, a significant portion of the potential compensation
for our executives are excluded from calculation in any retirement plan
benefit. The present value of accumulated benefits under these plans are
disclosed in the Pension Benefits table on page 59.

Dominion also maintains a voluntary Executive Life Insurance Program for
our executives. The plan provides for whole-life insurance policies to
executives with a death benefit that is a multiple (one to three times) of each
executive's base salary. This insurance is in addition to the term insurance
that is provided as an employee benefit. The executive is the owner of the
policy and the company will make premium payments to the later of 10 years
or age 64. Executives are taxed on the value of the insurance provided by the
company. The premiums for these policies are included in the All Other
Compensation footnote to the Summary Compensation Table.

Perquisites.Dominion provides perquisites for executives that are
considered reasonable by the CGN Committee and in line with market
practice. In addition to incidental perquisites associated with maintaining an
office, the following limited number of perquisites are offered to executives:

(l)An allowance of up to $9,500 a year for financial, estate and tax
planning as well as for health and physical well being

Source: VIRGINIA ELECTRIC &, 10-K, February 28,2007

services. Dominion wants executives to be proactive with preventative
healthcare and financial and estate planning and to ensure proper tax
reporting of company-provided compensation.

(2)A company-leased vehicle, including the cost of insurance, gas and
maintenance, up to an established lease-payment allowance (if the lease
payment exceeds the allowance, the officer pays for excess amounts on
the vehicle personally). Dominion offers this perquisite to be competitive
with other comparable employers.

(3)Luncheon or other club memberships to provide a venue for business
entertainment purposes. In 2007, Dominion is eliminating this perquisite.

(4) In limited circumstances, use of company aircraft for personal
travel. Dominion's Board has required Mr. Farrell to use the
aircraft for personal travel for reasons of security. Other
executives' use of the aircraft is very limited, and usually related
to (i) travel with the CEO or (ii) personal travel to accommodate
business demands on the executives' schedule. Executives are
taxed on all personal use of aircraft under IRS guidelines. Other
than Mr. Farrell, the personal use of aircraft is not allowed when
there is a company need for the aircraft. Use of the corporate
aircraft saves our executives substantial time and allows better
access to the executives for company purposes. Over 96% of the
use of Dominion's company planes is for business purposes.

Tax Gross-Up. While these perquisites are generally taxable, the company
provides a tax gross-up for the limited personal use of the company plane
that does occur, spousal travel or expenses for business entertainment
purposes and in a limited number ofcases, clubs. As mentioned above, we
will no longer pay for any clubs and therefore there will no longer be
associated taxes or gross-ups on those clubs.

Other Agreements. In order to secure and retain the services and focus of
key executives, Dominion has entered into agreements with each of our
named executive officers to provide certain retirement benefits or other
protections in certain circumstances, including Employment Continuity
Agreements with each executive. The specific terms of these agreements are
discussed in Pension Benefits and the tables under Potential Payments upon
Termination or Change in Control.

Deductibility of Compensation
Under Section I62(m) of the Internal Revenue Code, Dominion may not
deduct certain forms of compensation in excess of$l million paid to its CEO
or any of the four other most highly compensated executive officers.
However, certain performance-based compensation is specifically exempt
from the deduction limit.

It is Dominion's intent to provide competitive executive compensation
while maximizing its tax deduction to the extent reasonable. The CGN
Committee considers the Section 162(m) implications when approving
certain plans and payouts. However, the CGN Committee reserves the right
to approve, and in some cases has approved, non-deductible compensation if
they believe it is in Dominion's best interest.
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SUMMARY COMPENSATION TABLE (1)

Non-Equity
Incentive

Stock Plan
Awards(2)Compensation(3)

Change in
Pension

Value and
Nonqualified

Deferred
Compensation

Earnin s(4)Com

Thomas . eWning
Executive Vice President and Chief Financial Officer 2006 180,000 311,604 171,720 88,263 112,317

(1) The executives included in this table may perform services for more than one subsidiary of Dominion. Compensation for the individuals listed in the table and related
footnotes reflects only that portion which is allocated to the Company for the year presented.

(2) The amounts in this column reflect the compensation expense recognized in 2006 on all outstanding stock awards in accordance with SFAS 123R. The grant date fair value
of restricted stock awards is equal to the market price of our stock on the date of grant. The grant date fair value of each named executive officer's 2006 restricted stock
grant is disclosed in the Grants of Plan-Based Awards table on page 57. See also the Outstanding Equity Awards at Fiscal Year-End table on page 58 for a listing of all
outstanding equity awards as of December 31,2006.

(3) The amounts in this column reflect the payout under Dominion's 2006 Annual Incentive Plan. All of the named executive officers except for Messrs. McGettrick and Christian
received the full potential payout of their target awards, reflecting 106% funding of the 2006 Annual Incentive Plan and 100% payout for accomplishment of their goals.
Messrs. McGettrick and Christian's payouts were reduced to an overall payout of 102% and 104%, respectively, of target due to less than 100% performance on safety and
production cost goals. See Compensation Discussion and Analysis (CD&A) for additional information on the 2006 Annual Incentive Plan and the Grants of Plan Based
Awards table for the range of each named executive officer's potential award under the 2006 Annual Incentive Plan (With this column reflecting the actual payout for each
named executive officer).

(4) All amounts in this column are for the aggregate change in the actuarial present value of the named executive officer's accumulated benefit under our qualified pension plan
and nonqualified executive retirement plans. There are no above-market earnings on non-qualified deferred compensation plans. These amounts are not directly in relation
to final payout potential, and can vary significantly year over year based on (i) promotions and corresponding changes in salary, such as Mr. Farrell's promotion to
Dominion's Chief Executive Officer as of January 1, 2006; (ii) other one-time adjustments to salary or incentive target for market or other reasons; (iii) actual age versus
predicted age at retirement; and (iv) other market factors.

(5) All Other Compensation amounts for 2006 are as follows

Company Vacation
Employee Match Sold Dividends

Life Savings Above Back Paid on Total
Executive Insurance Tax Plan IRS To Restricted All Other

Name Perquisites (a) Premiums Gross-up Match(b) Limits(c) Company Stock Compensation

0 56,467 112,317

0 35,428 98,883

(a) Unless noted, the amounts in this column for all officers are comprised of the following: personal use of a company vehicle; personal use (except for Messrs. McGettrick and
Christian) of corporate aircraft; financial planning; health and wellness allowance; club fees (except for Mr. Christian); and home security system (Mr. Christian only). For
Messrs. Farrell and Chewning, personal use of the corporate aircraft was $12,923 and $8,191 respectively. For personal flights, all direct operating costs are included in
calCUlating aggregate incremental cost. Direct operating costs include the following: fuel, airport fees, catering, ground transportation and crew expenses (any food, lodging
and other costs). The fixed costs of owning the aircraft and employing the crew are not taken into consideration, as more than 96% of the use of the corporate aircraft is for
business purposes. For Mr. Farrell, club fees were $9,294 which includes a one-time transfer fee for a corporate membership for his use while serving as CEO.

While some of the club fees are for personal memberships which may be used for business purposes, a majority of the fees reflected are for corporate memberships.
Although we consider corporate club fees as a perquisite, a majority of the use of corporate club memberships is for business purposes. The aggregate incremental cost for
club fees is based on actual costs incurred. As of January 1, 2007, the Company is eliminating the club perquisite program for executives, and they will be personally
responsible for all dues.

In addition to these formal perquisite programs, executives may also receive some perquisites from time to time that have no incremental cost to the company. These would
include (i) use of the company's travel department for making travel arrangements that may have a personal component to them; (ii) flights on the company plane when a
seat is available for the spouse or other guest of an executive; (iii) an assigned parking spot; and (iv) occasional use of their administrative assistant or other company
employees for assistance with charitable, community or personal matters.

(b) Paid under the terms of the Company's 401 (k) plan.

(c) Represents payment of "Iosf savings plan match due to IRS limits. This lost match was paid in cash to the named executive officers outside of the 401 (k) plan.
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GRANTS OF PLAN-BASED AWARDS (1)

Name

Grant
Approval

Date(2)

Estimated Future Payouts Under Non
Equity Incentive Plan Awards

Threshold Target Maximum

Grant
Date(2)

All Other
Stock

Awards:
Number of
Shares of

Grant Date
Fair

Value of
Stock

and Options
Award (2)

(1) The executive officers included in this table may perform services for more than one subsidiary of Dominion. The amounts listed in the table reflect only that portion
allocated to the Company.

(2) On March 31, 2006, the CGN Committee approved the 2006 long-term compensation awards for our officers which consisted of a restricted stock grant and a performance
grant. The 2006 restricted stock award was granted on April 1, 2006. Under Dominion's 2005 Incentive Compensation Plan, fair market value is defined as the average of
the high and low prices of Dominion stock as of the last day on which the stock is traded preceding the date of grant. The fair market value for the April 1, 2006 restricted
stock grant was $69.53 per share and was determined by taking the average of the high and low prices of Dominion stock on March 31, 2006 (grant approval date).

(3) These amounts represent potential payouts under the 2006 Annual Incentive Plan. Actual payouts earned are reflected in the Non-Equity Incentive Plan Compensation
column of the Summary Compensation Table on page 56. Under the annual incentive program, officers are eligible for an annual performance-based award. The CGN
Committee establishes target awards for each executive based on his or her salary level and expressed as a percentage of the individual executive's base salary. The target
award is the amount of cash that will be paid if the plan is fUlly funded. For the 2006 Annual Incentive Plan, funding is based on the achievement of consolidated operating
earnings goals with the maximum funding capped at 200%.

For officers that are among Dominion's top most highly compensated group for 2006, which includes all of our named executive officers except for Mr. Christian, pay-out
under the 2006 Annual Incentive Plan is based solely on the achievement of the corporate funding goal, with the CGN Committee having the discretion to lower actual
pay-outs to ensure that such awards are consistent with those granted to other plan participants. The 2006 target percentages of base salary for our named executive
officers are as follows: Thomas F. Farrell, II - 110%; Thomas N. Chewning - 90%; Mark F. McGettrick and Jay L. Johnson - 80%; and David A. Christian - 70%.

(4) On March 31, 2006, the CGN Committee approved a long-term compensation award for our officers, which consists of two components of equal value: a restricted stock
grant and a performance grant. The restricted stock fully vests at the end of three years with dividends paid during the restricted period at the same rate declared by
Dominion for all shareholders. The restricted stock award also provides for pro-rata vesting if an officer dies, become disabled, retires, is terminated without cause or if there
is a Change in Control.

The performance grant will be paid in cash in 2008 and can range from 0% to 200% of the target award. The amount earned by our officers will depend on the level of
achievement of two equally weighted metrics: 1) Dominion's total shareholder return (TSR) for the twenty-one month period ended December 31, 2007 relative to the TSR
of a group of industry peers selected by the CGN Committee; and 2) Dominion's return on invested capital (ROIC) for the twocyear period ended December 31, 2007. The
payout for TSR performance can range from 0% to 200% of the target award and will be interpolated between the following levels:

Relative TSR Performance
Percentage

Pa out

10 %

0%

Payout for ROIC performance will range from 0% to 200% of the target award and will be interpolated between the ranges established by the CGN Committee. The
performance grant also provides for some form of pro-rata payout in the event an officer retires, dies, becomes disabled, or is terminated without cause. In the event of a
Change in Control, payout will accelerate and be equal to the greater of the target amount or the payout amount that would be made for Dominion's goal performance based
on Dominion's financial statements as of the day before the Change in Control. See CD&A on page 54 for the definition of a Change in Control.

(5) On December 19, 2006, the CGN Committee approved a restricted stock grant to Mr. Christian in order to secure and retain his services. The restricted stock fUlly vests at
the end of three years with dividends paid during the restricted period at the same rate declared by Dominion for all shareholders. The restricted stock award also provides
for pro-rata vesting if an officer dies, becomes disabled, or if there is a Change in Control. The fair market value for the December 20, 2006 restricted stock grant was
$82.65 per share and was determined by taking the average of the high and low prices of Dominion stock on December 19, 2006 (grant approval date).
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END (1)

Option Awards Stock Awards

Name

Number of
Securities

Underlying
Unexercised

Options
Exercisable(2)

Option
Exercise

Price

Option
Expiration

Date

Number of
Shares or Units

of Stock That
Have Not Vested

Market Value of
Shares or

Units
of Stock That

Have Not
Vested(3)

(1) The executive officers included in this table may perform services for more than one subsidiary of Dominion. The amounts listed in the table reflect only that portion
allocated to the Company.

(2) All options presented in this table are fully vested and exercisable. There are no unexercisable options outstanding.

(3) Based on closing stock price of $83.84 on December 29, 2006 which was the last day of the fiscal year on which Dominion stock was traded.

(4) Shares vest on February 24, 2008.

(5) 50% of shares vest on May 11, 2007 based on achievement of certain performance criteria; the remaining shares vest on May 11, 2009.

(6) Shares vest on April 1, 2009.

(7) 50% of shares vested on February 18, 2007 based on achievement of certain performance criteria; the remaining shares vest on February 18, 2009.

(8) Shares vest on December 20, 2009.
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OPTION EXERCISES AND STOCK VESTED

Option Awards

Name

Number of
Shares Acquired

on Exercise

Value
Realized

on
Exercise

(1) Mr. Chewning's options were exercised pursuant to a Rule 10b5-1 trading plan. Mr. Chewning performs services for more than one subsidiary of Dominion and the amounts
listed in the table reflect only that portion allocated to the Company.

PENSION BENEFITS(1,2)
No payments were made to any of the Named Executive Officers during Fiscal Year 2006 under any ofthe plans listed in this table.

Name Plan Name

Number of
Years Credited

Service(3)

Present Value
of Accumulated

Benefit(1)

Thomas N. Chewning Qualified Pension Plan
Benefit Restoration Plan Pre-2005
Supplemental Retirement Plan Pre-2005
New Benefit Restoration Plan

19.00
25.00
25.00
30.00

182,829
921,026

1,192,530
189,394

Jay L. Johnson Qualified Pension Plan
Benefit Restoration Plan Pre-2005
Supplemental Retirement Plan Pre-2005
New Benefit Restoration Plan

6.33
4.33
4.33

12.18

99,885
61,303

568,243
284,286

(1) The executive officers included in this table may perform services for more than one subsidiary of Dominion. The amounts listed in the table reflect only that portion
allocated to the Company.

(2) The years of credited service and the present value of accumulated benefits were determined by our plan actuaries, using the appropriate accrued service and pay and
other assumptions similar to those used for accounting and disclosure purposes.

(3) Years of service for the qualified plan is actual years accrued from date of participation. Pre-2005 service is accrued service up to December 31,2004. Service for the New
Benefit Restoration Plan and New Supplemental Retirement Plan is the pro-rata portion of the contractual service from date of participation.

Dominion Pension Plan
The Dominion Pension Plan (Pension Plan) is a tax-qualified defined benefit
pension plan. All executives are participants in the Pension Plan.

The Pension Plan provides unreduced retirement benefits at termination of
employment at or after age 65 or, with three years of service, at age 60.
Reduced retirement is available after age 55 with three years of service. For
retirement between ages 55 and 60, the benefit is reduced 0.25% per month
for each month after age 58 and before age 60 and 0.50% per month for each
month between ages 55 and 58. All named executive officers have more than
three years of service. .

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007

The Pension Plan basic benefit is calculated using a formula based on
(I) age at retirement; (2) final average earnings; (3) estimated Social Security
benefits and (4) credited service. Final average earnings are the average of
the participant's 60 highest consecutive months of base pay during the last
120 months worked. Earnings are limited to the IRS maximum which was
$220,000 for 2006. Bonuses are not included in base pay. Credited service is
measured in months, up to a maximum of 30 years of credited service. The
estimated Social Security benefit taken into account is the assumed Social
Security benefit payable starting at age 65 or actual retirement date, iflater,
assuming that the participant has no further employment after leaving
Dominion.
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These factors are then applied in a formula. The formula has different
percentages for credited service before 2001 and after 2000. The benefit is
the sum of the amounts from these two formulas.

For Credited Service before 2001:

For Credited Service after 2000:

Credited Service is limited to a total of 30 years for all parts of the formula
and Credited Service after 2000 is limited to 30 years minus Credited Service
before 2001.

If a vested participant does not start receiving benefit payments at
termination, the participant can start receiving benefit payments at any time
after age 55. For terminated vested participants (terminate employment
before age 55) the early retirement reduction factors for the portion of the
benefits earned after 2000 are as follows: Age 64 - 9%; Age 63 - 16%; Age
62 - 23%; Age 61 - 30%; Age 60 - 35%; Age 59 - 40%; Age 58 - 44%; Age
57 - 48%; Age 56 - 52%; Age 55 - 55%.

Benefit payment options are a (1) single life annuity, (2) 50% joint and
survivor annuity, (3) 100%joint and survivor annuity, and (4) Social
Security leveling option with any of the other three benefit forms. The
normal form of benefit is the single life annuity. All ofthe options are
actuarial equivalent to the single life annuity. The Social Security leveling
option pays a larger benefit equal to the estimated Social Security benefits
until the participant is age 62 and then reduced payments after age 62.

The Pension Plan also includes a Special Retirement Account (SRA), which
is in addition to the pension benefit. The SRA is credited with 2% of base
pay each month as well as interest based on the 30-year Treasury bond rate.
The SRA can be paid in a lump sum or paid as part of an annuity with the
other benefits under the Pension Plan.

Dominion Benefit Restoration Plans
Dominion sponsors the New BRP and the Frozen BRP which are also
discussed under Employee and Executive Benefits in CD & A. Neither plan is
tax qualified.

The Frozen BRP provides benefits accrued before 2005 that are intended to
be exempt from Section 409A of the Internal Revenue Code. The New BRP
was adopted to accommodate the enactment of and is intended to comply
with Section 409A of the Internal Revenue Code for benefits accrued after
2004. The overall restoration benefit was not changed by adoption ofthe
NewBRP.

The restoration benefit offers an additional incentive to attract and retain
talented executives for Dominion by compensating them for the reduction in
their benefits under Dominion's Pension Plan resulting from the application
oflimitations on compensation and benefits imposed on tax-qualified
pension plans by the Internal Revenue Code.
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A Dominion employee is eligible to participate in the New BRP ifhe or she
is a member of management or a highly compensated employee and has had
his or her benefit under the Dominion Pension Plan reduced or limited by the
Internal Revenue Code. Dominion designates an employee to participate in
the New BRP. The Frozen BRP has been closed to new participants since
December 31, 2004. A participant remains a participant in either plan until he
or she ceases to be eligible for any reason other than retirement or until his or
her status as a participant is revoked by Dominion.

Upon retirement, the New BRP provides a monthly restoration benefit
equal to the monthly benefit the participant would have received under
Dominion's Pension Plan but for the limitations imposed by the Internal
Revenue Code, reduced by the monthly benefit the participant actually
receives under Dominion's Pension Plan, reduced further by the monthly
benefit the participant receives under the Frozen BRP. Upon retirement, the
Frozen BRP provides a monthly restoration benefit equal to the monthly
benefit the participant would have received under Dominion's Pension Plan
but for the limitations imposed by the Internal Revenue Code, reduced by the
monthly benefit the participant actually receives under Dominion's Pension
Plan, in each case determined as though the participant had separated from
service with Dominion no later than December 31, 2004.

As discussed above, the Internal Revenue Code limits the amount of
compensation that may be taken into account under a qualified retirement
plan to no more than a certain amount each year. For 2006, the limit was
$220,000. The Internal Revenue Code also limits the total annual benefit that
may be provided to a participant under a qualified defined benefit plan. For
2006, this limitation was the lesser of (i) $175,000 or (ii) the average of the
participant's compensation during the three consecutive years in which the
participant had the highest aggregate compensation.

In each plan, retirement means the participant's termination of employment
with Dominion at a time when the participant is entitled to receive benefits
under Dominion's Pension Plan. A participant who terminates employment
prior to retirement is generally not entitled to a restoration benefit. However,
a participant who becomes totally and permanently disabled prior to
retirement or who dies prior to reaching retirement eligibility is entitled to
the restoration benefit.

Dominion may grant additional months of service and years of age to
participants for purposes of these plans and the supplemental retirement
plans described below. Extra age and service credit is granted for mid-career
recruiting and retention purposes. Mr. Farrell will be credited with 25 years
of service at age 55, and will be credited with 30 years of service at age 60.
Mr. Chewning has been credited with 30 years of service. Mr. McGettrick
will receive 5 years of additional credited age and service at age 50. Also, if
Mr. McGettrick is terminated other than for cause, prior to age 50, he will be
credited with the number ofyears credit needed to give him 55 years of
credited age and the number of additional years of service credit needed to
give him the same number ofyears of service that would have been earned
had he remained employed by the company until age 55. Mr. Johnson will be
credited with 20 years of service once he completes 10 years of actual
service. Additional age and years of service may be credited in certain
situations pursuant to the terms of individual retirement agreements and
arrangements for the named executive officers and is described in Potential
Payments Upon Termination or Change in Control.

A participant's accrued restoration benefit is calculated based on the default
annuity form under Dominion's Pension Plan.
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Under the New BRP, the restoration benefit is generally paid in the form ofa
single cash lump sum, unless the participant elects to receive a single life or
50% or 100% joint and survivor annuity. Under the Frozen BRP, the
restoration benefit is usually paid in the form ofa single cash lump sum,
unless the participant elects to receive a single life or 50% or 100% joint and
survivor annuity.

For purposes of these plans and the supplemental retirement plans
described below, the present value of the accumulated benefit is calculated
using actuarial and other factors as determined by the plan actuaries and
approved by Dominion's Administrative Benefit Committee. Actuarial
assumptions used for December 31, 2006 calculations include: discount rate
of 6.20%; Frozen BRP and Frozen ESRP lump sum rate of4.85%; New BRP
and New ESRP lump sum rate of 5.45%; Frozen BRP cost-of-living
adjustment of 1.625% and the 1994 Group Annuity Mortality table for post
retirement only.

Dominion Executive Supplemental Retirement Plans
Dominion sponsors the New ESRP and the Frozen ESRP which are also
discussed under Employee and Executive Benefits in CD&A. Neither plan is
tax qualified.

The Frozen ESRP provides benefits accrued before 2005 that are intended
to be exempt from Section 409A of the Internal Revenue Code. The New
ESRP was adopted specifically to accommodate the enactment of and is
intended to comply with Section 409A of the Internal Revenue Code for
benefits accrued after 2004. The overall supplemental retirement benefit was
not changed by adoption ofthe New ESRP.

The supplemental retirement benefit offers an additional incentive to attract
and retain talented executives for Dominion. In light of the competitive
industry in which it does business, Dominion feels that the normal pension
plan benefit (even as increased by the restoration benefit) is insufficient to
fulfill this purpose on its own.

Any elected officer of the company is eligible to participate in the New
ESRP. Dominion designates an officer to participate. The Frozen ESRP has
been closed to new participants since December 31, 2004. A participant
remains a participant in either plan until he or she ceases to be an elected
officer or until participation is revoked by Dominion.

The New ESRP provides for an annual retirement benefit equal to 25% of a
participant's final cash compensation, based on his or her compensation and
subject to age and years of service as of retirement, reduced by the annual
retirement benefit provided under the Frozen ESRP. The Frozen ESRP
provides for an annual retirement benefit equal to 25% of a participant's final
cash compensation, based on his or her compensation and subject to age and
years of service as of December 31,2004. The retirement benefit is only
payable for ten years unless Dominion designates the participant to receive
lifetime benefits as described below.

A participant's final cash compensation includes, as ofthe relevant
determination date, the participant's annual rate of base salary then in effect
plus the target amount payable under the company's annual incentive plan
for the year in which the determination is made. Final cash compensation
does not include the value ofequity awards, gains from the exercise of stock
options, long-term cash incentive awards, perquisites or any other form of
compensation.

A participant in either plan is entitled to the full retirement benefit if he or
she separates from service with Dominion after

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007

reaching age 55 and achieving 60 months of service. Months of service
generally include any months of service with Dominion, except that, for new
participants who join the New ESRP on or after December 1,2006, months
of service only include months of service with Dominion while a participant
in the New ESRP. Current named executive officers who are entitled to a full
ESRP retirement benefit are: Messrs. Chewning and Johnson.

A participant who separates from service with Dominion with at least 60
months of service but who has not yet reached age 55 is entitled to a reduced
retirement benefit, calculated by multiplying the full retirement benefit
described above by a fraction, the numerator ofwhich equals the
participant's total number of months of service since becoming a participant,
and the denominator ofwhich equals the total number of months between the
date the participant became a participant and age 55. Partial months are
disregarded in this calculation. Messrs. Farrell, McGettrick and Christian are
the only named executive officers who are not entitled to a full retirement
benefit. See discussion above regarding additional months of service and
years of age.

A participant who separates from service with Dominion with less than 60
months of service is generally not entitled to a retirement benefit. However, a
participant who becomes totally and permanently disabled prior to separation
from service is entitled to a full retirement benefit, regardless of age or
months of service. In addition, the beneficiary of a participant who dies prior
to reaching retirement eligibility is entitled to the participant's full retirement
benefit.

A participant's accrued retirement benefit is initially calculated as an
annual amount payable in monthly installments for a period of 120 months.
However, the New ESRP allows Dominion to designate certain participants
as eligible for a retirement benefit for their lifetimes. Messrs. Farrell and
Chewning will receive this benefit for their lifetime. Messrs. McGettrick and
Christian will receive this benefit for lifetime if employed with Dominion at
age 60. Mr. Johnson will receive this benefit for his lifetime after he has
completed 10 years of actual service with Dominion.

Under the New ESRP, the retirement benefit is generally paid in the form
ofa single cash lump sum unless a participant (other than a lifetime
participant) elects monthly installment payments guaranteed for 120 months
or a lifetime participant elects a single life annuity with 120 guaranteed
monthly payments. Under the Frozen ESRP, the retirement benefit is usually
paid in the form ofa single cash lump sum unless the participant elects
monthly installments guaranteed for 120 months, or unless a lifetime
participant elects a single life annuity with 120 guaranteed monthly
payments.

NONQUALIFIED DEFERRED COMPENSATION

Aggregate
Balance

Footnote:

(1 )The executive officers included In this table may perform services for more than
one subsidiary of Dominion. The amounts listed in the table reflect only that
portion allocated to the Company. Dominion does not currently offer any
nonqualified deferred compensation plans to its officers or other employees. The
Aggregate Balance at Last FYE column includes salary and bonus deferrals, lost
company savings plan match and vested restricted stock which would have been
reported in prior years' Summary Compensation Tables.
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The 2006 Nonqualified Deferred Compensation Table reflects, in
aggregate, the plan balances for two former plans offered to Dominion
officers and other highly compensated employees: The Dominion Resources,
Inc. Executives' Deferred Compensation Plan, which was amended and
restated as of December 31, 2004 to "freeze" the plan as of that date (the
Frozen Deferred Compensation Plan); and The Dominion Resources, Inc.
Security Option Plan, which was amended and restated effective
December 31, 2004 to "freeze" the plan as of that date (the Frozen DSOP).
While the Frozen DSOP was not a deferred compensation plan, but an option
plan, we are including information regarding the plan and any balances under
the plan in this table to make full disclosure about possible future payments
to officers under the employee benefit plans.

The Frozen Deferred Compensation Plan includes amounts previously
deferred from one ofthe following categories ofcompensation: (i) salary;
(ii) bonus; (iii) vesting restricted stock; and (iv) gains from stock option
exercises. The plan also provided for lost company savings plan match
contributions and transfers from several CNG deferred compensation plans.
The Frozen Deferred Compensation Plan provides for 28 investment funds
for the plan balances, including a Dominion Stock Fund. Participants may
change investment elections on any business day. Any vesting restricted
stock and gain from stock option exercises that were deferred are kept in the
Dominion Stock Fund. Earnings are calculated based on the performance of
the underlying investment fund. No preferential earnings are paid, and
therefore no earnings from these plans are included in the Summary
Compensation Table on page 56.

The named executive officers invested in the following funds which had
rates ofreturns for 2006 as noted below. Except for the Fixed Income Fund,
all of the funds have the same rate of returns as corresponding publicly
available mutual funds.

The Fixed Income Fund is an option that provides a fixed return rate set
prior to the beginning of the year. The investment management department
of Dominion determines the rate based on its estimate of the rate ofreturn on
Dominion assets in the trust for the Frozen Deferred Compensation Plan.

Under the terms of the Frozen Deferred Compensation Plan, participants
have the ability to change their distribution schedule for benefits under the
plan with six months notice to the plan administrator. Participants may elect
the following Benefit Commencement Dates:

• In February after the calendar year in which they terminate employment
due to retirement.

• In February after the calendar year in which they terminate employment
due to retirement, but not before February of a specific calendar year.

• In February ofa specific calendar year.
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The default Benefit Commencement Date is February after the year in
which the participant retires. Participants may elect multiple Benefit
Commencement Dates; however, all new elections must be made at least six
months before an existing Benefit Commencement Date. Withdrawals less
than six months prior to an existing Benefit Commencement Date are subject
to a 10% early withdrawal penalty. Account balances must be fully paid out
no later than February 28, ten calendar years after a participant retires or
becomes disabled. If a participant retires, he or she may continue to defer an
account balance provided that the total balance is distributed by this deadline.
In the event of termination of employment, for reasons other than death,
disability or retirement, before an elected Benefit Commencement Date,
benefit payments will be distributed in a lump sum as soon as
administratively practicable. Hardship distributions, prior to an elected
Benefit Commencement Date, are available under certain limited
circumstances.

Participants may elect to have their benefit paid in a lump sum payment or
equal annual installments over a period ofwhole years from 1 to 10 years.
Once they begin receiving annual installment payments, they can make a
one-time election to either I) receive their remaining account balance in the
form of a lump sum distribution or 2) change their remaining installment
payment period. Any election must be approved by the company before it is
effective. All distributions are made in cash with the exception of the
Deferred Restricted Stock Account and the Deferred Stock Option Account
which are distributed in the form of Dominion common stock.

The Frozen DSOP enabled employees to defer all or a portion of their
salary and bonus and receive options on various mutual funds. Participants
also received lost company matching contributions to the savings plan in the
form of options under this plan. DSOP Options can be exercised at any time
before their expiration date. On exercise, the participant receives the excess
ofthe value, if any, of the underlying mutual funds over the strike price. The
participant can currently choose among options on 26 mutual funds, and
there is not a Dominion stock alternative nor a fixed income fund.
Participants may change options among the mutual funds on any business
day. Benefits grow/decline based on the total return ofthe mutual funds
selected. Any options that expire do not have any value. Options expire
under the following terms:

• Options expire on the last day of the 120th month after retirement or
disability.

• Options expire on the last day of the 24th month after the participant's
death (while employed).

• Options expire on the last day of the 12th month after the participant's
severance.

• Options expire on the 90th day after termination with cause.

• Options expire on the last day of the I20th month after severance
following a Change in Control.
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The executives in the Nonqualified Deferred Compensation Table held options on the following publicly available mutual funds which had the rates of returns
for 2006 as noted below.

TROL

Termination upon Death or Disability as of 12/31/2006 (Messrs.

e eligible for retirement as of December 31, 2006. In addition to the benefits
Benefits table, with the following reduction in benefit for early retirement versus

t;r;; used in the Pension Bene It ta e or Mr. Jd ($515,521). Also, Mr. Chewning would be eligible for retiree medical benefits
under the company's plan for all employees, whereas Mr. Johnson would not be eligible as he does not have ten years of service with the company. The
following table assumes they retire in connection with any termination without cause, voluntary termination or termination upon death or disability.

Restricted Performance Executive Unused
Stock Grant Life Vacation

Name Awards (2) Awards Insurance Benefit Total

Jay L. Johnson 937,788 98,409 0 27,399 0 1,063,596

Footnotes:

(1) The executive officers included in this table may perform services for more than one subsidiary of Dominion. The amounts listed in the table reflect only that portion
allocated to the Company.

(2) Grants made prior to 2006 are fully vested upon retirement. Grants made in 2006 and after vest pro-rata upon retirement.

{3} Pursuant to a letter agreement dated February 28, 2003, Mr. Chewning will be entitled to a special payment of one times salary in exchange for a two year non-compete
requirement.

Termination Without Cause as of 12/31/2006 (Messrs. Farrell, McGettrick and Christian)(1)
Mr. McGettrick will be credited with the number of years needed to give him 55 years of credited age, and the number of additional years needed to give him the
same number ofyears of service that he would have earned had he remained employed until age 55, ifhe is terminated other than for cause prior to age 50. At
age 50 and above, ifhe is terminated without cause, he will receive 5 years of additional credited age and service. Mr. McGettrick is currently age 49. Therefore,
the table below assumes Mr. McGettrick is credited with 55 years of age, and 28 years of service. This would entitle him to participate in retiree medical
coverage and life insurance under the same terms and conditions as retired employees of Dominion, and will entitle him to be treated as a retired executive for
purposes of Dominion's Executive Life Insurance Program, stock and incentive grants. Mr. Farrell is not retirement eligible, but under the terms ofhis letter
agreement with Dominion in connection with his election as CEO, his 2003 and 2004 restricted stock grants will vest in their entirety upon termination without
cause, and he will be entitled to participate in retiree medical coverage without regard to his age or service to the same extent as retired employees of Dominion.

Nonqualified Restricted Performance Executive Unused
Retirement Stock Grant Life Retiree Vacation

Name Plans(2} Awards(3) Awards Insurance(4) Medical{S} Benefit Total

Mark F. McGettrick 2,256,564 942006 128,639 12,043 47,565 32,435 3,419,252

Footnotes:

(1) The executive officers included in this table may perform services for more than one subsidiary of Dominion. The amounts listed in the table reflect on that portion allocated
to the Company.

(2) Messrs. Farrell, McGettrick and Christian are also entitied to a qualified pension plan benefit beginning at age 55. The estimated monthly life annuity benefit for Messrs.
Farrell, McGettrick and Christian would be $571, $1,835 and $1,635, respectively.

{3} Under Messrs. Farrell and McGettrick's individual agreements, grants made prior to 2006 are fully vested upon termination without cause. Mr. Christian will forfeit any grants
prior to 2006 upon termination without cause. Messrs. Farrell, McGettrick and Christian will receive pro-rata vesting on any grants awarded in 2006 and after upon
termination without cause.

{4} Amounts reflect annual premiums payable for the later often years or age 64.

{S} This represents the present value of the retiree medical benefit that Messrs. Farrell and MeGettrick would receive due to their letter agreements.
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Voluntary Termination (Messrs. Farrell, McGettrick and Christian)
Mr. Farrell would receive a nonqualified retirement plan benefit of
$3,111,462 with all restricted stock and performance grants forfeited. Messrs.
McGettrick and Christian would receive a nonqualified retirement plan
benefit of $678,922 and $619,806, respectively with all restricted stock and
performance grants forfeited. Messrs. Farrell, McGettrick and Christian
would be entitled to qualified pension plan benefits at age 55. The estimated
monthly life annuity benefit for Messrs. Farrell, McGettrick and Christian
would be $571, $1,835 and $1,635, respectively. Messrs. Farrell, McGetrrick
and Christian would also be entitled to unused vacation benefits of $35,674,
$32,435 and $25,312, respectively.

Termination Due to Death/Disability (Messrs. Farrell, McGettrick
and Christian)
Messrs. Farrell, McGettrick and Christian would be treated as if they retired
on date of death under the Benefit Restoration Plan. For the Executive
Supplemental Retirement Plan, they would receive the benefit they would be
entitled to as of the date of death or disability as though they were 55. They
would be fully vested in restricted stock grants made prior to 2006 and would
be pro-rata vested in grants made in 2006 and forward. Messrs. Farrell,
McGettrick and Christian would receive benefits indicated in the
Termination without Cause table shown above except that (i) Messrs. Farrell
and Christian would receive $3,867,572 and $801,092, respectively under
Nonqualified Retirement Plans. Instead ofthe amounts shown under
Nonqualified Retirement Plan column in that table; and (ii) in the event of
death, the Executive Life Insurance and Retiree Medical benefits would not
be paid.

Termination with Cause
Messrs. Chewning and Johnson are eligible for retirement as of
December 31, 2006; therefore, if allowed to retire under all ofDominion's
benefit plans in connection with a termination with cause, they would receive
the benefits described above under Termination without Cause, Voluntary
Termination, Retirement or Termination upon Death or Disability. However,
the Board may lower this amount depending on the circumstances: (i) the
claw-back policy allows for recovery ofany performance-based
compensation if it was based on financial results that were subject to any
restatement due to the officer's fraud or negligence; and (ii) the CGN
Committee can remove the officer as a participant in the nonqualified
retirement plans, reducing the final compensation due by the amounts
reflected in Pension Benefits table.

For Messrs. Farrell, McGettrick and Christian upon termination with cause,
they would receive payments of$3,111,462, $678,922 and $619,806,
respectively under the terms of the nonqualified retirement plans, subject to
the claw-back and removal from plan remedies discussed above. All shares
ofrestricted stock and performance grants are forfeited upon a termination
for cause. Messrs. Farrell, McGettrick and Christian would be entitled to
qualified pension plan benefits at age 55. The estimated monthly life annuity
benefit for Messrs. Farrell, McGettrick and Christian would be $571, $1,835
and $1,635, respectively. Messrs. Farrell, McGetrrick and Christian would
also be entitled to unused vacation benefits of $35,674, $32,435 and $25,312,
respectively.
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Change in Control
Dominion has entered into an Employment Continuity Agreement with each
of its officers, including the named executive officers. While Dominion has
determined these agreements are consistent with the practices of its peer
companies, the most important reason for these agreements is to protect the
Company in the event of an anticipated or actual Change in Control at
Dominion. In a time of transition, it is critical to company performance to
retain and continue to motivate the company's core management team. In a
change ofcontrol situation, workloads typically increase dramatically,
outside competitors are more likely to attempt to recruit top performers away
from the company, and officers and other key employees may consider other
opportunities when faced with uncertainties at their own company.
Therefore, the Employment Continuity Agreements provide security and
protection to officers in such circumstances for the long-term benefit of the
Company.

The Employment Continuity Agreements provide benefits in the event of a
Change in Control. Each agreement has a three-year term and is
automatically extended annually for an additional year, unless cancelled by
Dominion.

The agreements indemnifY the executive for excise taxes and fees
associated with the enforcement of the agreements. If an executive is
terminated for cause, the agreements are not effective.

Dominion's Continuity Agreements require two triggers for the payments
ofthe benefits disclosed in the tables below:

• There must be a Change in Control which is defined in CD&A on page 54
; and

• The executive must either: be terminated without cause, or terminate his or
her employment with the surviving company after a "constructive
termination". Constructive termination means the executive's salary,
incentive compensation or job responsibility is reduced after a Change in
Control, or the executive's work location is relocated more than 50 miles
without his or her consent (Constructive Termination).

The table below provides the payments that would be eamed by each
named executive officer ifthey were terminated, or constructively
terminated, as of December 31, 2006 as a result of a Change in Control. For
officers that are retirement eligible (Messrs. Chewning and Johnson), these
benefits would be in addition to the retirement benefits discussed above. For
executives that are not retirement eligible (Messrs. Farrell, McGettrick and
Christian), these benefits are in addition to the benefits they would receive
for a termination without cause disclosed above. All stock options held by
our named executive officers are vested. In a Change in Control, outstanding
options could be exercised or the CGN Committee may take actions with
respect to unexercised options that it deems appropriate.

All cash payments disclosed in the table below are payable as a lump sum,
unless noted otherwise. Certain lump-sum amounts will be paid six months
after termination in order to be in compliance with the Intemal Revenue
Code.



Table of Contents

Termination, including Constructive Termination, Due to Change in Control as of 12/31/2006 (1)

Footnotes:

3 Times
Salary &

Bonus

5 Years
Extra Age
& Service

Vesting of
Restricted

Stock
Awards

Payout of
Performance

Grant
Awards

Outplace- Executive
ment Life Misc.

Services Insurance (2) Benefits (3)

Excise
Tax & Tax
Gross-Ups Totals

(1) The executive officers included in this table may perform services for more than one subsidiary of Dominion. The amounts listed in the table reflect only that portion
allocated to the Company.

(2) Amounts reflect annual premiums paid under the terms of the Employment Continuity Agreements. For Mr. Chewning, this benefit is disclosed as a retirement benefit in the
table on page 63. For Messrs. Farrell, McGettrick, Johnson and Christian, life insurance premium payments would be made for five years if terminated as of December 31,
2006 in connection with a Change in Control.

(3) Miscellaneous benefits include:

• COBRA premiums for dental and vision coverage for 36 months.

• The value of retiree medical coverage for which they are not eligible without a Change in Control.

• Employee Term Life Insurance and Disability Insurance premium payments for 36 months from the date of the Change in Control.

• Unused vacation that is not allowed to be sold under the vacation policy (up to one week), but could be sold under a Change in Control event.

COMPENSATION COMMITTEE REPORT
The Company is a wholly-owned subsidiary of Dominion. Our Board is comprised of Messrs. Farrell and Chewning, who are executive officers ofthe Company.
Because our Board is not independent, we do not believe it is appropriate to have a separate compensation committee at our level. Instead, our Board depends on
the advice and recommendations of Dominion's Compensation, Governance and Nominating Committee (CGN Committee) which is comprised of independent
directors and has retained the consulting firm of Pearl Meyer & Partners to advise them on compensation matters. Our Board approves all compensation paid to
the Company's executive officers based on the Dominion CGN Committee's recommendations. In preparation for the filing ofthis Annual Report on Form 10-K,
we reviewed and discussed management's Compensation Discussion and Analysis and approved it for inclusion in this document.

Thomas F. Farrell, II
Thomas N. Chewning
February 28, 2007
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(2)Mr. Farrell disclaims ownership for 399 shares.

(1 )Amounts in this column represent share equivalents under a deferred
compensation plan and do not have voting rights.

ITEM 14. PRINCIPAL ACCOUNTANT
FEES AND SERVICES
The following table presents fees paid to Deloitte & Touche LLP for the
fiscal years ended December 31, 2006 and 2005.

We collect information about potential related party transactions (those in
which a related party may have a material interest) in our annual
questionnaires completed by directors and executive officers. Potential
related party transactions are first reviewed by the Corporate Secretary and
the General Counsel to consider the materiality of the transaction and then
reported to Dominion's CGN Committee. Dominion's CGN Committee
reviews and considers relevant facts and circumstances and determines
whether to ratify, approve or deny the related party transactions identified.
Since January I, 2006 there have been no related party transactions involving
the Company that were required either to be reported under the SEC related
party rules or approved under the Company's policies.

Director Independence
We are a wholly-owned subsidiary of Dominion. Our Board of Directors is
comprised entirely ofexecutive officers of the Company. The Board has
determined that Thomas F. Farrell, II and Thomas N. Chewing, as executive
officers of the Company, are not independent.

20,293

Deferred
Total Compensation(1)

Exercisable
Stock

Options

313,095 1,140,001 1,798,307

Restricted
Shares Shares

345,211

executive
officers as a
group (7
persons)(3)

The table below sets forth as ofFebruary 9, 2007, the number of shares of
Dominion common stock owned by directors and the executive officers
named on the Summary Compensation Table.

ITEM 12. SECURITY OWNERSHIP OF
CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Name of
Beneficial Owner

(3)AII directors and executive officers as a group own less than one percent of the
number of Dominion common shares outstanding as of February 9,2007. No
individual executive officer or director owns more than one percent of the shares
outstanding.

(4)Mr. Chewning pledged 96,960 shares as collateral for a Wachovia Bank loan to a
nonprofit organization. Based on the February 9, 2007 closing price of $87.46, if
the loan for which these shares are pledged defaults, Wachovia Bank has the
right to approximately 36,800 shares.

ITEM 13. CERTAIN RELATIONSHIPS
AND RELATED TRANSACTIONS
Related Party Transactions
In February 2007, our Board adopted the Related Party Guidelines also
approved by Dominion's Board of Directors. These guidelines were adopted
in order to recognize the process to be used in identifying potential conflicts
of interest arising out of financial transactions, arrangements and relations
between the Company and any related persons. The term related person
ooudes not only our directors and executive officers, but others related to
them by certain family or business ties. The guidelines spell out in greater
detail the practices outlined in our Code of Ethics and procedures already
being followed.

Audit Fees are for the audit and review of our financial statements in
accordance with generally accepted auditing standards, including comfort
letters, statutory and regulatory audits, consents and services related to SEC
matters.

Audit-RelatedFees are for assurance and related services that are related to
the audit or review of our financial statements, including employee benefit
plan audits, due diligence services and financial accounting and reporting
consultation.

Tax Fees reflect the settlement ofoutstanding arrangements related to tax
planning assistance.

Our Board has adopted a pre-approval policy for Deloitte & Touche LLP
services and fees. Attached to the policy is a schedule that details the services
to be provided and an estimated range of fees to be charged for such services.
In December 2006, Dominion's Audit Committee approved the services and
fees for 2007.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) Certain documents are filed as part of this Form 10-K and are incorporated by reference and found on the pages noted.

1. Financial Statements
See Index on page 24.

All schedules are omitted because they are not applicable, or the required information is either not material or is shown in the financial statements or the related
notes.

2. Exhibits

3.1 Restated Articles of Incorporation, as in effect on October 28, 2003 (Exhibit 3.1, Form 10-Q for the quarter ended September 30, 2003, File No.
1-2255, incorporated by reference).

3.2 Bylaws, as amended, as in effect on April 28, 2000 (Exhibit 3, Form 10-Q for the period ended March 31, 2000, File No. 1-2255, incorporated by
reference).

4 Virginia Electric and Power Company agrees to furnish to the Securities and Exchange Commission upon request any other instrument with respect to
long-term debt as to which the total amount of securities authorized does not exceed 10% of its total consolidated assets.

4.1 See Exhibit 3.1 above.

4.2 Indenture of Mortgage of Virginia Electric and Power Company, dated November 1, 1935, as supplemented and modified by fifty-eight Supplemental
Indentures (Exhibit 4(ii), Form 1O-K for the fiscal year ended December 31, 1985, File No. 1-2255, incorporated by reference); Eighty-First
Supplemental Indenture, (Exhibit 4(iii), Form lO-K for the fiscal year ended December 31,1993, File No. 1-2255, incorporated by reference); and
Eighty-Fifth Supplemental Indenture (Exhibit 4(i), Form 8-K, dated February 20, 1997, File No. 1-2255, incorporated by reference).

4.3 Subordinated Note Indenture, dated as ofAugust 1, 1995 between Virginia Electric and Power Company and The Bank of New York (as successor
trustee to JP Morgan Chase Bank (formerly The Chase Manhattan Bank and Chemical Bank», as Trustee (Exhibit 4(a), Form S-3 Registration
Statement File No. 333-20561 as filed on January 28, 1997, incorporated by reference), Form of Second Supplemental Indenture (Exhibit 4.6, Form
8-K filed August 20, 2002, No. 1-2255, incorporated by reference).

4.4 Form of Senior Indenture, dated as of June 1, 1998, between Virginia Electric and Power Company and The Bank ofNew York (as successor trustee
to JP Morgan Chase Bank (formerly The Chase Manhattan Bank» as supplemented by the First Supplemental Indenture (Exhibit 4.2, Form 8-K, dated
June 12, 1998, File No. 1-2255, incorporated by reference); Second Supplemental Indenture (Exhibit 4.2, Form 8-K, dated June 3,1999, File
No.1-2255, incorporated by reference); Third Supplemental Indenture (Exhibit 4.2, Form 8-K, dated October 27, 1999, File No. 1-2255, incorporated
by reference); Form of Fourth Supplemental Indenture (Exhibit 4.2, Form 8-K, dated March 22, 2001, File No. 1-2255, incorporated by reference);
and Form of Fifth Supplemental Indenture (Exhibit 4.3, Form 8-K, dated March 22, 2001, File No. 1-2255, incorporated by reference); Form of Sixth
Supplemental Indenture (Exhibit 4.2, Form 8-K, dated January 24,2002, incorporated by reference); Seventh Supplemental Indenture dated
September 1,2002 (Exhibit 4.4, Form 8-K filed September 11,2002, File No. 1-2255, incorporated by reference); Form ofNinth Supplemental
Indenture (Exhibit 4.2, Form 8-K filed December 4, 2003, File No. 1-2255, incorporated by reference); Form of Eighth Supplemental Indenture
(Exhibit 4.2, Form 8-K filed February 27, 2003, File No. 1-2255, incorporated by reference); Form of Tenth Supplemental Indenture (Exhibit 4.3,
Form 8-K filed December 4,2003, File No. 1-2255, incorporated by reference); Form of Eleventh Supplemental Indenture (Exhibit 4.2, Form 8-K
filed December 11, 2003, File No. 1-2255, incorporated by reference); Form of Twelfth Supplemental Indenture (Exhibit 4.2, Form 8-K filed
January 12,2006, File No. 1-2255, incorporated by reference); Form ofThirteenth Supplemental Indenture (Exhibit 4.3, Form 8-K filed January 12,
2006, File No. 1-2255, incorporated by reference).

4.5 Virginia Electric and Power Company agrees to furnish to the Commission upon request any other instrument with respect to long-term debt as to
which the total amount of securities authorized does not exceed 10% of Dominion Resources, Inc.'s total consolidated assets.

10.1 Amended and Restated Interconnection and Operating Agreement, dated as of July 29,1997 between Virginia Electric and Power Company and Old
Dominion Electric Cooperative (Exhibit lO(v), Form lO-K for the fiscal year ended December 31, 1997, File No. 1-8489, incorporated by reference).

10.2 Services Agreement between Dominion Resources Services, Inc. and Virginia Electric and Power Company dated January 1, 2000 (Exhibit 10.19,
Form 10-K for the fiscal year ended December 31,1999, File No. 1-2255, incorporated by reference).

10.3 Agreement between PJM Interconnection, L.L.C. and Virginia Electric and Power Company (Exhibit 10.1, Form 8-K filed April 26, 2005, File No.
1-2255, incorporated by reference).
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$3.0 billion, Five-Year Credit Agreement dated February 28, 2006 among Dominion Resources, Inc., Virginia Electric and Power Company,
Consolidated Natural Gas Company, JPMorgan Chase Bank, N.A., as Administrative Agent, Citibank, N.A., as Syndication Agent and Barc1ays
Bank PLC, Bank ofNova Scotia and Wachovia Bank, National Association, as Co-Documentation Agents and other lenders named therein
(Exhibit 10.1, Form 8-K filed March 3,2006, File No. 1-2255, incorporated by reference).

Dominion Resources, Inc. Executive Supplemental Retirement Plan, as amended and restated effective December 17,2004 (Exhibit 10.5, Form
8-K filed December 23,2004, File No. 1-8489, incorporated by reference).

Dominion Resources, Inc. Incentive Compensation Plan, effective April 22, 1997, as amended and restated effective July 20, 2001 (Exhibit 10.1,
Form 10-Q for the quarter ended June 30, 200 I, File No. 1-2255, incorporated by reference).

Dominion Resources, Inc. 2005 Incentive Compensation Plan (Exhibit 10, Form 8-K filed March 3, 2004, File No. 1-8489, incorporated by
reference).

Form of Restricted Stock Grant under 2006 Long-Term Compensation Program approved March 31, 2006 (Exhibit 10.1, Form 8-K filed April 4,
2006, File No. 1-8489, incorporated by reference).

Form of Performance Grant under 2006 Long-Term Compensation Program approved March 31, 2006 (Exhibit 10.2, Form 8-K filed April 4,
2006, File No. 1-8489, incorporated by reference).

Form of Employment Continuity Agreement for certain officers of the Company, amended and restated July 15,2003 (Exhibit 10.1, Form 10-Q
for the quarter ended June 30, 2003, File No. 1-2255, incorporated by reference), as amended March 31, 2006 (Form 8-K filed April 4, 2006, File
No. 1-8489, incorporated by reference).

Dominion Resources, Inc. Retirement Benefit Funding Plan, effective June 29,1990 as amended and restated September 1, 1996 (Exhibit lO(iii),
Form lO-Q for the quarter ended June 30, 1997, File No. 1-8489, incorporated by reference).

Dominion Resources, Inc. Retirement Benefit Restoration Plan, as amended and restated effective December 17, 2004 (Exhibit 10.6, Form 8-K
filed December 23,2004, File No. 1-8489, incorporated by reference). /

Dominion Resources, Inc. Executives' Deferred Compensation Plan, amended imd restated effective December 17, 2004 (Exhibit 10.7, Form 8-K
filed December 23,2004, File No. 1-8489, incorporated by reference).

Dominion Resources, Inc. New Executive Supplemental Retirement Plan, effective January 1,2005 (Exhibit 10.8, Form 8-K filed December 23,
2004, File No. 1-8489, incorporated by reference), amended January 19,2006 (Exhibit 10.17, Form 10-K for the fiscal year ended December 31,
2005, File No. 1-8489, incorporated by reference), amended December 1, 2006 (filed herewith), and further amended January 1,2007 (filed
herewith).

Dominion Resources, Inc. New Retirement Benefit Restoration Plan, effective January 1,2005 (Exhibit 10.9, Form 8-K filed December 23, 2004,
File No. 1-8489, incorporated by reference), amended January 1,2007 (filed herewith).

Dominion Resources, Inc. Leadership Stock Option Plan, effective July 1,2000, as amended and restated effective July 20, 2001 (Exhibit 10.2,
Form lO-Q for the quarter ended June 30, 2001, File No. 1-2255, incorporated by reference).

Dominion Resources, Inc. Security Option Plan, effective January 1, 2003, amended December 31, 2004 and restated effective January 1, 2005
(Exhibit 10.13, Form 8-K filed December 23, 2004, File No. 1-8489, incorporated by reference).

Ratio of earnings to fixed charges (filed herewith).

Ratio of earnings to fixed charges and dividends (filed herewith).

Subsidiaries of the Registrant (filed herewith).

Consent of Deloitte & Touche LLP (filed herewith).

Consent of Jackson & Kelly PLLC (filed herewith).

Consent of McGuire Woods LLP (filed herewith).

Certification by Registrant's Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of2002 (filed herewith).

Certification by Registrant's Chief Financial Officer pursuant to Section 302 ofthe Sarbanes-Oxley Act of2002 (filed herewith).

Certification to the Securities and Exchange Commission by Registrant's Chief Executive Officer and Chief Financial Officer, as required by
Section 906 of the Sarbanes-Oxley Act of2002 (furnished herewith).

* Indicates management contract or compensatory plan or arrangement.
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SIGNATURES
Pursuant to the requirements of Section 13 or l5(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalfby
the undersigned, thereunto duly authorized.

VIRGINIA ELECTRIC AND POWER COMPANY

By: ......;.I...;,S/_T:.."H""O,..MAS_.;.,F;,.;.F:",ARRE_.."L,..L~, 1:.:1 _
(Thomas F. Farrell, II,

Chairman ofthe Board of Directors
and Chief Executive Officer)

Date: February 28, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalfof the registrant and in
the capacities indicated on the 28th day of February, 2007.

Signature

lSI THOMAS F. FARRELL, II
Thomas F. Farrell, II

lSI THOMAS N. CHEWNING

Thomas N, Chewning

lSI STEVEN A. ROGERS

Steven A, Rogers

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007

Title

Chainnan of the Board of Directors and Chief Executive Officer

Director, Executive Vice President and Chief Financial Officer

Senior Vice President and ChiefAccounting Officer
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Exhibit 10.14

AMENDMENT
TO THE DOMINION RESOURCES, INC.

NEW EXECUTIVE SUPPLEMENTAL RETIREMENT PLAN

AMENDMENT, effective January 1,2007, to the Dominion Resources, Inc. New Executive Supplemental Retirement Plan (the "Plan").

Dominion Resources, Inc. (the "Company") maintains the Plan, as originally effective as of January 1,2005. The Board of Directors of the Company or its
delegate has the power (pursuant to Section 8.1 of the Plan) to amend the Plan and has delegated certain authority to amend such plan to the Dominion Resources
Services, Inc. CEO (the "Services CEO"). Pursuant to such delegation, the Services CEO can authorize amendments that do not materially increase or enhance
benefits to be provided under the Plan.

The Administrative Benefit Committee ofthe Company's Board of Directors (the "Committee") has the authority under the Plan to determine the actuarial
and other factors to be used in calculating the lump-sum equivalent value ofaccrued Plan benefits. In its December 12, 2006 meeting, the Committee
recommended that a set rate of4% be established for the actuarial discount rate for lump-sum distributions under the Plan during calendar years 2007 through
2009.

NOW, THEREFORE, effective January 1,2007, Section 1.15 of the Plan is hereby amended in its entirety as follows:

1.15 "Lump Sum Equivalent" means a single lump sum payment that is actuarially determined as the amount required to provide an after-tax monthly
payment equal to one-twelfth of the after-tax amount of the Annual Benefit. Effective for distributions occurring on or after January 1,2007 and on or before
December 31, 2009, unless otherwise determined by the Administrative Benefit Committee, the actuarial discount rate for determinations of the Lump Sum
Equivalent shall be 4 percent (4%). Beginning January 1, 2010, the actuarial discount rate shall be determined by the Administrative Benefit Committee. The
actuarial determination shall be computed using any other actuarial or other factors as determined by the Administrative Benefit Committee. The after-tax
amounts shall be based on Federal income and FICA tax rates and the state income tax rate for the residence of the Participant at the date ofthe payment, as
determined by the Administrative Benefit Committee.

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007



FIRST AMENDMENT TO
DOMINION RESOURCES, INC.

NEW EXECUTIVE SUPPLEMENTAL RETIREMENT PLAN

FIRST AMENDMENT, effective December 1, 2006, to the Dominion Resources, Inc. New Executive Supplemental Retirement Plan (the "Plan").

Dominion Resources, Inc. (the "Company") maintains the Plan, as originally effective as of January 1,2005. The Board of Directors ofthe Company or its
delegate has the power (pursuant to Section 8.1 of the Plan) to amend the Plan and has delegated certain authority to amend such plan to the Dominion Resources
Services, Inc. CEO (the "Services CEO"). Pursuant to such delegation, the Services CEO has authorized amendments that do not materially increase or enhance
benefits to be provided under the Plan.

NOW, THEREFORE, effective December 1,2006, the Plan is hereby amended as follows:

1. Section 1.10 ofthe Plan is hereby amended in its entirety as follows:

1.10 "Eligibility Conditions":

(a) For any Participant who becomes a Participant on or after December 1, 2006, "Eligibility Conditions" means either reaching age fifty-five
(55) and completing sixty (60) months of Participant Service, or being deemed to have reached age fifty-five (55) and have completed sixty
(60) months of Participant Service due to a Benefit Agreement.

(b) For any Participant who became a Participant on or before November 30, 2006, "Eligibility Conditions" means either reaching age
fifty-five (55) and completing sixty (60) months of service, or being deemed to have reached age fifty-five (55) and have completed sixty (60) months
of service due to a Benefit Agreement.

2. A new Section 1.17A is hereby added to the Plan immediately following current Section 1.17 of the Plan as follows:

1.17A "Participant Service" means service with the Company while a Participant in the Plan. Service with the Company while an individual is not a
Participant in the Plan is disregarded for purposes of calculating Participant Service.

3. Section 1.21 of the Plan is hereby amended in its entirety as follows:

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007



1.21 "Retirement" and "Retire" mean severance from employment with the Company on or after meeting the Eligibility Conditions and which also
constitutes a separation from service for purposes of Code Section 409A.

4. Section 3.I(c) is hereby amended in its entirety as follows:

(c) lfa Regular Participant or Life Participant subject to the Eligibility Conditions in Section 1.10(a) has completed sixty (60) months of Participant
Service (actually or deemed under a Benefits Agreement), or if a Regular Participant or Life Participant subject to the Eligibility Conditions in Section 1.1 O(b)
has completed sixty (60) months of service with the Company (actually or deemed under a Benefits Agreement), then, in either case, upon his severance from
employment with the Company before the attainment of fifty-five (55) years of age (actually or deemed under a Benefits Agreement), the Participant shall be
entitled to an Annual Benefit equal to the benefit computed under Section 3 .1 (a) or Section 3.1(b), as applicable, multiplied by the following fraction (not
greater than one):

Participant's completed months of
Participant Service (if subject to Section 1.10(a)) or

service with the Company (if subject to Section 1.10(b))

Total months from the date on which the individual became a Participant to the
Participant's attainment of fifty-five (55) years of age

(actually or deemed under a Benefits Agreement).

For purposes of the above calculation, partial months shall be disregarded. The actuarial equivalent of the benefit under this Section 3.2(c) shall be paid in the
form of the Lump Sum Equivalent.

5. The first sentence of Section 7.2 of the Plan is hereby amended in its entirety as follows:

Except as otherwise provided in Section 7.3, a Participant (a) who is removed or not reelected as an officer or (b) whose employment with the Company
terminates for any reason other than death or Total and Permanent Disability before the Participant has completed sixty (60) months ofeither (i) Participant
Service (actually or deemed under a Benefits Agreement) if the Participant is subject to the Eligibility Conditions in Section 1.10(a), or (ii) service with the
Company (actually or deemed under a Benefits Agreement) if the Participant is subject to the Eligibility Conditions in Section 1.1 O(b), shall in either case
immediately cease to be a Participant under this Plan and shall forfeit all rights under this Plan.

6. In all respects not amended, the Plan is hereby ratified and confirmed.

3
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Exhibit 10.15

AMENDMENT
TO THE DOMINION RESOURCES, INC.
NEW BENEFIT RESTORATION PLAN

AMENDMENT, effective January 1,2007, to the Dominion Resources, Inc. New Benefit Restoration Plan (the "Plan").

Dominion Resources, Inc. (the "Company") maintains the Plan, as originally effective as ofJanuary 1,2005. The Board of Directors of the Company or its
delegate has the power (pursuant to Section 8. I of the Plan) to amend the Plan and has delegated certain authority to amend such plan to the Dominion Resources
Services, Inc. CEO (the "Services CEO"). Pursuant to such delegation, the Services CEO can authorize amendments that do not materially increase or enhance
benefits to be provided under the Plan.

The Administrative Benefit Committee of the Company's Board of Directors (the "Committee") has the authority under the Plan to determine the actuarial
and other factors to be used in calculating the lump-sum equivalent value ofaccrued Plan benefits. In its December 12, 2006 meeting, the Committee
recommended that a set rate of4% be established for the actuarial discount rate for lump-sum distributions under the Plan during calendar years 2007 through
2009.

NOW, THEREFORE, effective January 1,2007, Section 1.12 of the Plan is hereby amended in its entirety as follows:

I. I2 "Lump Sum Equivalent" means a single lump sum payment that is actuarially determined as the amount required to provide an after-tax monthly
payment equal to the after-tax amount of the Monthly Benefit payable for the period determined under Section 3.l(b). Effective for distributions occurring on or
after January 1, 2007 and on or before December 31, 2009, unless otherwise determined by the Administrative Benefit Committee, the actuarial discount rate for
determinations of the Lump Sum Equivalent shall be 4 percent (4%). Beginning January 1,2010, the actuarial discount rate shall be determined by the
Administrative Benefit Committee. The actuarial determination shall be computed using any other actuarial or other factors as determined by the Administrative
Benefit Committee. The after-tax amounts shall be based on Federal income and FICA tax rates and the state income tax rate for the residence ofthe Participant
at the date of the payment, as determined by the Administrative Benefit Committee.

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007



Virginia Electric and Power Company
Computation of Ratio of Earnings to Fixed Charges
(millions of dollars)

Exhibit 12.1

Years Ended
2006 2005 2004 2003 2002

Earnings from continuing operations before income taxes and minority interests in consolidated
subsidiaries $ 762 $ 754 $ 929 $ 875 $1,248

Total earnings, as defined $1.075 $1.087 $1,187 ll..!M $1.549

Interest charges $ 311 $ 329 $ 256 $ 318 $ 308

Total fixed charges, as defined $ 322 $ 339 $ 265 $ 328 $ 318

Source: VIRGINIA ELECTRIC &, 10-K, February 28,2007



Virginia Electric and Power Company
Computation of Ratio of Earnings to Fixed Charges and Preferred Dividends
(millions ofdollars)

Earnings from continuing operations before income taxes and minority interests in consolidated
subsidiaries

Total earnings, as defined

Interest char es

Rental interest factor

Ratio of Earnings to Fixed Charges and Preferred Dividends

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007

Exhibit 12.2

Years Ended
2006 2005 2004 2003 2002

$ 762 $ 754 $ 929 $ 875 $1248

$1,075 $1,087 llill .u...w $1,549

$ 311 $ 329 $ 256 $ 318 $ 308
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Name
Virginia Electric and Power Company

Virginia Power Capital Trust II
Virginia Power Fuel Corporation
Virginia Power Services, LLC

Dominion Generation Corporation
Virginia Power Services Energy Corp., Inc.
Virginia Power Nuclear Services Company
VP Property, Inc.

Virginia Electric and Power Company
Subsidiaries of the Registrant

As of December 31,2006

Jurisdiction of
Incorporation

Virginia

Delaware
Virginia
Virginia
Virginia
Virginia
Virginia
Virginia

Exhibit 21

Name Under Which Business is Conducted
Dominion Virginia Power (in Virginia)
Dominion North Carolina Power (in North Carolina)

Virginia Power Capital Trust II
Virginia Power Fuel Corporation
Virginia Power Services, LLC

Dominion Generation Corporation
Virginia Power Services Energy Corp., Inc.
Virginia Power Nuclear Services Company
VP Property, Inc.

Source: VIRGINIA ELECTRIC & • 10-K, February 28,2007



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-96973 and 333-130932 on Forms S-3 ofour report dated February 28, 2007
(which report expresses an unqualified opinion and includes an explanatory paragraph as to a change in accounting principle for conditional asset retirement
obligations in 2005), relating to the consolidated financial statements ofVirginia Electric and Power Company (a wholly-owned subsidiary of Dominion
Resources, Inc.), appearing in this Annual Report on Form 10-K of Virginia Electric and Power Company for the year ended December 31, 2006.

/s/ Deloitte & Touche LLP
Richmond, Virginia
February 28, 2007

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007



Exhibit 23.2

February 26, 2007

Virginia Electric and Power Company
One James River Plaza
70 I East Cary Street
Richmond, Virginia 23219

Re: Form IO-K for the Fiscal Year Ended December 31,2006

Ladies and Gentlemen:

We consent to the incorporation by reference into the Registration Statements of Virginia Electric and Power Company on Form S-3 File Nos.
333-38510 and 333-96973 ofthe statements included in this Annual Report on Form IO-K for the fiscal year ended December 31, 2006, made in regard to our
Firm that are governed by the laws of West Virginia which relate solely to legal conclusions regarding title to properties.

Very truly yours,

lsi Jackson Kelly PLLC

JACKSON KELLY PLLC

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007



Exhibit 23.3

McGuireWoods LLP
One James Center

901 East Cary Street
Richmond, Virginia 23219

February 28, 2007

Virginia Electric and Power Company
120 Tredegar Street
Richmond, Virginia 23219

Annual Report on Form 10-K

Ladies and Gentlemen:

We consent to the incorporation by reference into the statements made in regard to our firm in the Registration Statement of Virginia Electric and Power
Company on Form S-3 (File No. 333-96973) and related prospectuses ofthe legal conclusions that relate to the Company's franchises and title to properties
included in this Annual Report on Form 10-K.

Sincerely,

/s/ McGuireWoods LLP

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007



Exhibit 31.1

I, Thomas F. Farrell, II, certifY that:

I. I have reviewed this report on Form 10-K ofVirginia Electric and Power Company;

2. Based on my knowledge, this report does not contain any untrue statement ofa material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results ofoperations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifYing officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e» for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifYing officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.

Date: February 28, 2007

/s/ Thomas F. Farrell, II
Thomas F. Farrell, II

Chairman and Chief Executive Officer

Source: VIRGINIA ELECTRIC & , 10-K, February 28, 2007



Exhibit 31.2

I, Thomas N. Chewning, certifY that:

1. I have reviewed this report on Form 10-K ofVirginia Electric and Power Company;

2. Based on my knowledge, this report does not contain any untrue statement ofa material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifYing officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and l5d-15(e» for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as ofthe end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifYing officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.

Date: February 28, 2007

lsi Thomas N. Chewning
Thomas N. Chewning

Executive Vice President and Chief Financial Officer

Source: VIRGINIA ELECTRIC &, 10-K, February 28,2007
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of2002, each of the undersigned officers of Virginia Electric
and Power Company (the Company), certify that:

1. the Armual Report on Form 10-K for the year ended December 31, 2006 (the "Report") of the Company to which this certification is an exhibit fully
complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of1934 (15 U.S.C. 78m(a) or 780(d)).

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company as of
December 31,2006 and for the period then ended. I

/s/ Thomas F. Farrell, II
Thomas F. Farrell, II

Chief Executive Officer
February 28, 2007

/s/ Thomas N. Chewning
Thomas N. Chewning

Executive Vice President and
Chief Financial Officer

February 28, 2007
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM lO-Q

(Mark one)

[8] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2007

or

D TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 001-08489

Domln,l:onf

DOMINION RESOURCES, INC.
(Exact name ofregistrant as specified in its charter)

VIRGINIA
(State or other jurisdiction of

incorporation or organization)

120 TREDEGAR STREET
RICHMOND, VIRGINIA

(Address ofprincipal executive offices)

(804) 819-2000
(Registrant's telephone number)

54-1229715
(I.R.S. Employer

Identification No.)

23219
(Zip Code)

Indicate by check mark whether the registrant (I) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days. Yes [RJ No 0

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of "accelerated filer and
large accelerated filer" in Rule l2b-2 of the Exchange Act.

Large accelerated filer [RJ Accelerated filer 0 Non-accelerated filer 0

Indicate by check mark whether the registrant is a shell company (as defined by Rule l2b-2 of the Exchange Act). Yes 0 No [RJ

At September 30, 2007, the latest practicable date for determination, 287,724,069 shares of common stock, without par value, of the registrant were outstanding.

Source: DOMINION RESOURCES I, 10-0, November 01,2007
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DOMINION RESOURCES, INC.

PART I. FINANCIAL INFORMATION
ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

Tbree Montbs Ended
September 30,

Nine Montbs Ended
September 30,

2007 2006 2007 2006
(millio except per sbare amonnts)

Other ener -related commodity purchases

111

64

122

144

339

184

361

862

Gain on sale of U.S. non-Appalachian E&P business 3617 (3602

Other taxes 113 122 436 430

$ 3.80

$ 3.86

__1_4

$ 7.05

$ 1.86

$ 1.85

7.29

4215

$ 7.25

notes

Income from operations

Income from continuing operations before extraordinary item

Income

Extraordina item

Earnin s Per Common Share - Basic

Net income

~ln1ci~0~mrie~t;_a_~xlte;;x;:~;etn:-;s;~epelnse:(illco1m,:) _ .... ==1:,498) ==4~2~1 =~1~5~7~6~ ===7~5jO
o erations before extraordina item ---r,m

Income loss) from discontinued 0 erations 0.01 0.01 0.04

Dividends paid per common share

(I)

(2)

(3)

(4)

Includes affiliated interest expense of $17 million and $29 million for the three months ended September 30, 2007 and 2006, respectively, and $61 million
and $86 million for the nine months ended September 30, 2007 and 2006, respectively.
Net of income tax benefit of$IOI million.
Includes income tax expense of $3 million and $116 million for the three and nine months ended September 30, 2007, respectively. Net of income tax
benefit of $1 million for the three months ended September 30, 2006. Includes income tax benefit of $17 million for the nine months ended September 30,
2006.
Per share figures do not reflect the effects of a two-for-one stock split approved by our board of directors on October 26,2007. Dominion shareholders of
record on November 9, 2007 will receive one additional share of common stock for each share held at the close of business on that date. See Note 10 for
further details.

The accompanying notes are an integral part of our Consolidated Financial Statements.

Page 3
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DOMINION RESOURCES, INC.

CONSOLIDATED BALANCE SHEETS
(Unaudited)

September 30,
2007

millions

Current Assets

December 31,
2006(1)

Customer receivables less allowance for doubtful accounts of $29 and $26

Inventories

Assets held for sale

1687

1072

1,096

2395

1,101

391

Other

Investments

Other

Accumulated depreciation, depletion and amortization

Deferred Char es and Other Assets

Pension and other ostretirement benefit assets

Total deferred charges and other assets

(1) Our Consolidated Balance Sheet at December 31, 2006 has been derived from the audited Consolidated Financial Statements at that date.

The accompanying notes are an integral part of our Consolidated Financial Statements.

Page 4
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DOMINION RESOURCES, INC.

CONSOLIDATED BALANCE SHEETS
(Unaudited)

September 30,
2007

December 31,
2006(1)

Short-tenn debt 2,332

Derivative liabilities 1,787 2,276

Accrued taxes 3075 185

Total current liabilities

Affiliates 678 1 151

Tot 7 7

Deferred income taxes and investment tax credits 4,097 5,858

1,190 614

Total deferred credits and other liabilities

Common stock - no ar

Subsidiar Preferred Stock Not Subject to Mandatory Redemption

(1) Our Consolidated Balance Sheet at December 31, 2006 has been derived from the audited Consolidated Financial Statements at that date.
(2) 500 million shares authorized; 288 million shares outstanding at September 30, 2007 and 349 million shares outstanding at December 31, 2006.

The accompanying notes are an integral part of our Consolidated Financial Statements.
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DOMINION RESOURCES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

249

750968

766 1,042

(164) 231

2007 2006

$ 2,240 $ 1,349

3,796

242

139

185stribution subsidiaries

eneration facilities

Accrued taxes

Net cash provided by operating activities

Gain on sale of non-A alachian E&P business

Mar in de osit assets and liabilities

Nine Months Ended September 30.

Plant construction and other pro er additions

Proceeds from sale of securities and loan receivable collections and a offs

(millions

Net income

Other

Financin Activities

Issuance oflon -term debt

Repayment of affiliated notes pa able

of common stock

Other

Increase(decrease in cash and cash e uivalents

Cash and cash equivalents at end of eriod

(I) Excludes $156 million of proceeds held in escrow from the sale of our Canadian E&P operations.
(2) 2007 amount includes $4 million of cash classified as held for sale in our Consolidated Balance Sheet.
(3) 2007 and 2006 amounts include $2 million of cash classified as held for sale in our Consolidated Balance Sheets.

The accompanying notes are an integral part of our Consolidated Financial Statements.
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DOMINION RESOURCES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note I. Nature of Operations

Dominion Resources, Inc. (Dominion), headquartered in Richmond, Virginia, is one of the nation's largest producers and transporters of energy, with a portfolio
of more than 26,500 megawatts (Mw) of generation, 7,800 miles of natural gas transmission pipeline and I trillion cubic feet equivalent (Tcfe) of natural gas and
oil reserves. Dominion also owns and operates the nation's largest underground natural gas storage system with about 960 billion cubic feet (bct) of storage
capacity and serves retail energy customers in II states. On June 30, 2007, we merged our whol1y-owned subsidiary, Consolidated Natural Gas Company (CNG),
with our holding company, Dominion. As a result of the merger, al1 of CNG's subsidiaries became direct subsidiaries of Dominion.

As of September 30,2007, we have sold al1 of our non-Appalachian natural gas and oil exploration and production (E&P) operations. We chose to retain our
Appalachian assets due to their strategic fit with our natural gas transmission and storage assets. These transactions are discussed in Note 6.

Fol1owing the sale of our non-Appalachian E&P operations, our principal subsidiaries are Virginia Electric and Power Company (Virginia Power), Dominion
Energy, Inc. (DEI), Dominion Transmission, Inc. (DT!) and Virginia Power Energy Marketing, Inc. (VPEM).

Virginia Power is a regulated public utility that generates, transmits and distributes electricity for sale in Virginia and northeastern North Carolina. As of
September 30,2007, Virginia Power served approximately 2.4 million retail customer accounts, including governmental agencies, as wel1 as wholesale
customers such as rural electric cooperatives and municipalities. Virginia Power is a member ofPJM Interconnection, LLC (PJM), a regional transmission
organization (RTO), and its electric transmission facilities are integrated into the PJM wholesale electricity markets.

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

DT! operates a regulated interstate natural gas transmission pipeline and underground storage system in the Northeast, Mid-Atlantic and Midwest states and is
engaged in the production, gathering and extraction of natural gas in the Appalachian basin.

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

We have additional subsidiaries that operate in the natural gas business, including a variety of energy marketing services. As of September 30,2007, our
regulated gas distribution subsidiaries served approximately 1.7 million residential, commercial and industrial gas sales and transportation customer accounts in
Ohio, Pennsylvania and West Virginia and our nonregulated retail energy marketing businesses served approximately 1.6 million residential and commercial
customer accounts in the Northeast, Mid-Atlantic and Midwest regions of the U.S. We also operate a liquefied natural gas (LNG) import and storage facility in
Maryland. Our producer services operations involve the aggregation of natural gas supply and related wholesale activities.

We have substantial1y exited the core operating businesses of Dominion Capital, Inc. (DCI) whose primary business was financial services, including loan
administration, commercial lending and residential mortgage lending. Refer to Note 16 for information on a third-party col1ateralized debt obligation (CDO)
entity that we consolidate in accordance with Financial Accounting Standards Board (FASB) Interpretation No. 46 (revised December 2003), Consolidation of
Variable Interest Entities (FIN 46R).

We manage our daily operations through four primary operating segments: Dominion Delivery, Dominion Energy, Dominion Generation and Dominion E&P. In
addition, we report a Corporate segment that includes our corporate, service company and other functions. Our assets remain whol1y owned by us and our legal
subsidiaries.

In the fourth quarter of2007, we will realign our business units to reflect our strategic refocusing and begin managing our daily operations through three primary
operating segments: Dominion Virginia Power (DVP), Dominion Generation and Dominion Energy. DVP will include our regulated electric distribution and
electric transmission operations in
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Virginia and North Carolina, as well as our nonregulated retail energy marketing and customer service operations. Dominion Generation will continue to include
our regulated and merchant power generation. Dominion Energy will include our regulated natural gas distribution, transmission, storage and LNG operations,
Appalachian-based natural gas and oil E&P operations and producer services.

The terms "Dominion," "Company," "we," "our" and "us" are used throughout this report and, depending on the context of their use, may represent any of the
following: the legal entity, Dominion Resources, Inc., one of Dominion Resources, Inc.'s consolidated subsidiaries or operating segments, or the entirety of
Dominion Resources, Inc. and its consolidated subsidiaries.

Note 2. Significant Accounting Policies

As permitted by the rules and regulations of the Securities and Exchange Commission (SEC), our accompanying unaudited Consolidated Financial Statements
contain certain condensed financial information and exclude certain footnote disclosures normally included in annual audited consolidated financial statements
prepared in accordance with accounting principles generally accepted in the United States ofAmerica (GAAP). These unaudited Consolidated Financial
Statements should be read in conjunction with our Consolidated Financial Statements and Notes in our Annual Report on Form IO-K for the year ended
December 31, 2006 and our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2007 and June 30, 2007.

In our opinion, the accompanying unaudited Consolidated Financial Statements contain all adjustments, including normal recurring accruals, necessary to present
fairly our financial position as of September 30, 2007, our results of operations for the three and nine months ended September 30, 2007 and 2006, and our cash
flows for the nine months ended September 30, 2007 and 2006.

We make certain estimates and assumptions in preparing our Consolidated Financial Statements in accordance with GAAP. These estimates and assumptions
affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses for the periods presented. Actual results may differ from those estimates.

Our accompanying unaudited Consolidated Financial Statements include, after eliminating intercompany transactions and balances, our accounts and those of our
majority-owned subsidiaries and those variable interest entities (VIEs) where we have been determined to be the primary beneficiary.

In accordance with GAAP, we report certain contracts and instruments at fair value. Market pricing and indicative price information from external sources are
used to measure fair value when available. In the absence of this information, we estimate fair value based on near-term and historical price information and
statistical methods. For individual contracts, the use of differing assumptions could have a material effect on the contract's estimated fair value. See Note 2 to our
Consolidated Financial Statements in our Annual Report on Form 10-K for the year ended December 31, 2006 for a more detailed discussion of our estimation
techniques.

The results of operations for interim periods are not necessarily indicative of the results expected for the full year. Information for quarterly periods is affected by
seasonal variations in sales, rate changes, electric fuel and energy purchases, purchased gas expenses and other factors.

Certain amounts in our 2006 Consolidated Financial Statements and Notes have been recast to conform to the 2007 presentation.

As discussed further in Note 5, we reapplied the provisions of Statement of Financial Accounting Standards (SFAS) No. 71, Accountingfor the Effects ofCertain
Types ofRegulation (SFAS No. 71), to the Virginia jurisdiction of our utility generation operations upon enactment of reregulation legislation in Virginia on
April 4, 2007. In connection with the reapplication of SFAS No. 71 to these operations, we prospectively changed certain of our accounting policies to those used
by cost-of-service rate-rcgulated entities.

Under amendments to the Virginia fuel cost recovery statute passed in 2004, the fuel factor provisions for our electric utility were frozen until July 1,2007.
Pursuant to the 2007 amendments to the fuel cost recovery statute, annual fuel rate adjustments, with deferred fuel accounting for over- or under-recoveries of
fuel costs, were instituted beginning July 1, 2007.
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Note 3. Newly Adopted Accounting Standards

FlN48

We adopted the provisions ofFASB Interpretation No. 48, Accountingfor Uncertainty in Income Taxes (FIN 48), on January 1,2007. As a result of the
implementation of FIN 48, we recorded a $58 million charge to beginning retained earnings, representing the cumulative effect of the change in accounting
principle.

Unrecognized tax benefits represent those tax benefits related to tax positions that have been taken or are expected to be taken in tax returns, including refund
claims, that are not recognized in the financial statements because, in accordance with FIN 48, management has either measured the tax benefit at an amount less
than the benefit claimed, or expected to be claimed, or concluded that it is not more-likely-than-not that the tax position will be ultimately sustained.
Unrecognized tax benefits may result in an increase in income taxes payable, a reduction of an income tax refund receivable, an increase in deferred tax
liabilities, or a decrease in deferred tax assets. Noncurrent income taxes payable related to unrecognized tax benefits are classified in other deferred credits and
other liabilities; current payables are included in other current liabilities, except when such amounts are presented net with amounts receivable from or amounts
prepaid to taxing authorities in other current assets.

In May 2007, the FASB issued FASB Staff Position No. FIN 48-1, Definition ofSettlement in FASB Interpretation No. 48 (FSP FIN 48-1), to provide guidance
on how to determine whether a tax position is effectively settled for the purpose of recognizing previously unrecognized tax benefits. In light of its delayed
issuance, if an enterprise did not implement FIN 48 in a manner consistent with the provisions ofFSP FIN 48-1, it is required to retrospectively apply its
provisions to the date of its initial adoption of FIN 48. In our Quarterly Report on Form 10-Q for the quarter ended March 31,2007, we reported that our
unrecognized tax benefits totaled $642 million as of January 1,2007. In accordance with FSP FIN 48-1, we have reduced our January 1,2007 balance of
unrecognized benefits to $625 million to adjust for effectively settled tax positions.

For the nine months ended September 30,2007, the activity for unrecognized tax benefits for tax positions taken in prior years included gross increases of$60
million and reductions of $51 million due to settlements with taxing authorities. The activity for unrecognized tax benefits for tax positions taken in the current
year included gross increases of $47 million and gross decreases of $26 million.

For the majority of our unrecognized tax benefits, the ultimate deductibility is highly certain, but there is uncertainty about the timing of such deductibility.
Unrecognized tax benefits also include amounts, for which uncertainty exists as to whether such amounts are deductible as ordinary deductions or capital losses.
As discussed further in Note 6, we have sold all of our non-Appalachian E&P operations and assets. With the realization of gains from the non-Appalachian E&P
sales, these prior year losses, if ultimately determined to be capital losses, would be deductible in 2007. When uncertainty about the deductibility of amounts is
limited to the timing of such deductibility, any tax liabilities recognized for prior periods would be subject to offset with the availability of refundable amounts
from later periods when such deductions could otherwise be taken. Pending resolution of these timing uncertainties, interest is being accrued from the due date of
prior years' returns until the period in which the amounts would be deductible, if not deducted in prior years. Through the nine months ended September 30,
2007, unrecognized tax benefits for prior periods have been reduced by $248 million to recognize amounts that, ifnot deducted in prior years, would be
deductible in 2007. Over the next twelve months, unrecognized tax benefits could be reduced by an additional $16 million to recognize prior period amounts
becoming otherwise deductible in the current period.

Unrecognized tax benefits as of January 1,2007, included $76 million that, if recognized, would lower the effective tax rate. For the nine months ended
September 30, 2007, the activity for such unrecognized tax benefits related to tax positions taken in the current year included gross decreases of $17 million and
gross increases of $31 million.

Consistent with our existing policies, we continue to recognize estimated interest payable on underpayments of income taxes in interest expense and estimated
penalties that may result from the settlement of some uncertain tax positions in other income. As of January 1,2007, we had accrued approximately $9 million
for interest and penalties.

We file a consolidated U.S. federal income tax return for Dominion and its subsidiaries. In addition, where applicable, we file combined income tax returns for
Dominion and its subsidiaries in various states; otherwise, we file separate income tax returns for our subsidiaries in various states. We also filed federal and
provincial income tax returns for certain former subsidiaries in Canada.
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For Dominion and its subsidiaries, the U.S. federal statute oflimitations has expired for tax years prior to 1999, except that we have reserved the right to claim
certain 1998 tax credits and also have reserved the right to pursue a refund of amounts related to interest costs capitalized on plant and equipment during the
years 1995 through 1998. For CNG and its former subsidiaries, tax years prior to Dominion's acquisition of CNG in January 2000 are no longer subject to
examination, except for amended returns filed in June 2007 for tax years 1996, 1997 and 1998, claiming refunds for certain tax credits.

The U.S. Congressional Joint Committee on Taxation has recently completed its review of our settlement for tax years 1993 through 1998 with the Appellate
Division of the Internal Revenue Service (IRS). As a result, we will receive a tax refund of approximately $42 million. Receipt of this refund will not impact our
results of operations. We are also currently engaged in settlement negotiations with the Appellate Division of the IRS regarding certain adjustments proposed
during the examination of tax years 1999 through 200 I. Settlement negotiations could possibly conclude later this year. In addition, the IRS recently completed
its examination of our 2002 and 2003 consolidated returns and the 2002 and 2003 returns of certain affiliate partnerships. We filed protests for certain proposed
adjustments with the Appellate Division of the IRS in July and October 2007.

We have filed appeals of assessments received from taxing authorities, and we believe that it is reasonably possible that, based on settlement negotiations,
unrecognized tax benefits could decrease by up to $77 million over the next twelve months.

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

State

Pennsylvania
Connecticut
Virginia
Massachusetts

Earliest
Open Tax

Year

2000
2001
2003
2003

We are also obligated to report adjustments resulting from IRS settlements to state taxing authorities. In addition, if we utilize state net operating losses or tax
credits generated in years for which the statute of limitations has expired, the determination of such amounts is subject to examination.

EITF04-13

Prior to the sale of our non-Appalachian E&P business, we entered into buy/sell and related agreements primarily as a means to reposition our offshore Gulf of
Mexico crude oil production to more liquid marketing locations onshore and to facilitate gas transportation. In September 2005, the FASB ratified the Emerging
Issues Task Force's (EITF) consensus on Issue No. 04-13, Accountingfor Purchases and Sales ofInventory with the Same Counterparty (EITF 04-13), that
requires buy/sell and related agreements to be presented on a net basis in the Consolidated Statements of Income if they are entered into in contemplation of one
another. We adopted the provisions ofEITF 04-13 on April I, 2006 for new arrangements entered into, and modifications or renewals of existing arrangements
after that date. As a result, a significant portion of our activity related to buy/sell arrangements is presented on a net basis in our Consolidated Statement of
Income for the three months and nine months ended September 30, 2007; however, there was no impact on our results of operations or cash flows. Pursuant to
the transition provisions of EITF 04-13, activity related to buy/sell arrangements that were entered into prior to April I, 2006 and have not been modified or
renewed after that date continue to be reported on a gross basis and are included in the activity summarized below:

Three Months Ended
September 30,

2007 2006

Nine Months Ended
September 30,

2007 2006

(I) Included in other energy-related commodity purchases expense and purchased gas expense on our Consolidated Statements ofIncome.
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E/TF06-3

Effective January 1,2007, EITF Issue No. 06-3, How Taxes Collectedfrom Customers and Remitted to Governmental Authorities Should Be Presented in the
Income Statement (That Is, Gross versus Net Presentation), requires certain disclosures if an entity collects any tax assessed by a governmental authority that is
both imposed on and concurrent with a specific revenue-producing transaction between the entity, as a seller, and its customers. We collect sales, consumption
and consumer utility taxes but exclude such amounts from revenue.

Note 4. Recently Issued Accounting Standards

SFASNo. /57

In September 2006, the FASS issued SFAS No. 157, Fair Value Measurements (SFAS No. 157), which defines fair value, establishes a framework for measuring
fair value and expands disclosures related to fair value measurements. SFAS No. 157 clarifies that fair value should be based on assumptions that market
participants would use when pricing an asset or liability and establishes a fair value hierarchy of three levels that prioritizes the information used to develop those
assumptions. The fair value hierarchy gives the highest priority to quoted prices in active markets and the lowest priority to unobservable data. SFAS No. 157
requires fair value measurements to be separately disclosed by level within the fair value hierarchy. The provisions of SFAS No. 157 will become effective for us
beginning January I, 2008. Generally, the provisions of this statement are to be applied prospectively. Certain situations, however, require retrospective
application as ofthe beginning of the year of adoption through the recognition of a cumulative effect of accounting change. Such retrospective application is
required for financial instruments, including derivatives and certain hybrid instruments with limitations on initial gains or losses under EITF Issue 02-3, Issues
Involved in Accountingfor Derivative Contracts Heldfor Trading Purposes and Contracts Involved in Energy Trading and Risk Management Activities, and
SFAS No. 155, Accountingfor Certain Hybrid Financial Instruments. We are currently evaluating the impact that SFAS No. 157 will have on our results of
operations and financial condition.

SFASNo.159

In February 2007, the FASS issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (SFAS No. 159). SFAS No. 159
provides an entity with the option, at specified election dates, to measure certain financial assets and liabilities and other items at fair value, with changes in fair
value recognized in earnings as those changes occur. SFAS No. 159 also establishes presentation and disclosure requirements that include displaying the fair
value of those assets and liabilities for which the entity elected the fair value option on the face of the balance sheet and providing management's reasons for
electing the fair value option for each eligible item. The provisions of SFAS No. 159 will become effective for us beginning January I, 2008. We are currently
evaluating the impact that SFAS No. 159 may have on our results of operations and financial condition.

E/TF06-4

In September 2006, the FASS ratified the consensus reached by the EITF on Issue No. 06-4, Accountingfor Deferred Compensation and Postretirement Benefit
Aspects ofEndorsement Split-Dollar Life Insurance Arrangements (EITF 06-4). EITF 06-4 specifies that if an employer provides a benefit to an employee under
an endorsement split-dollar life insurance arrangement that extends to postretirement periods, it should recognize a liability for future benefits in accordance with
SFAS No. 106, Employers'Accountingfor Postretirement Benefits Other Than Pensions (if, in substance, a postretirement benefit plan exists) or Accounting
Principles Soard Opinion No. 12, Deferred Compensation Contracts (if the arrangement is, in substance, an individual deferred compensation contract) based on
the substantive agreement with the employee. We have certain insurance policies subject to the provisions of EITF 06-4 and are currently evaluating the impact
that EITF 06-4 may have on our results of operations and financial condition. The provisions of EITF 06-4 will become effective for us beginning January I,
2008.

E/TF06-II

In June 2007, the FASS ratified the consensus reached by the EITF on Issue No. 06-11, Accountingfor Income Tax Benefits ofDividends on Share-Based
Payment Awards (EITF 06-11). EITF 06-11 addresses the recognition of income tax benefits realized from dividends or dividend equivalents that are charged to
retained earnings and are paid to employees for nonvested equity-classified share-based payment awards. Effective January I, 2008, we will recognize such
income tax benefits as an increase to additional paid-in capital rather than as a reduction to income tax expense. We do not expect EITF 06-11 to have a material
impact on our results of operations or financial condition.

FSP F/N 39-/

In April 2007, the FASS issued FASS Staff Position No. FIN 39-1, Amendment ofFASB Interpretation No. 39, Offietting ofAmounts Related to Certain
Contracts (FSP FIN 39-1). FSP FIN 39-1 amends FIN 39 to permit the
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offsetting of amounts recognized for the right to reclaim cash collateral or the obligation to retum cash collateral against amounts recognized for derivative
instruments executed with the same counterparty under the same master netting arrangement that have been offset. FSP FIN 39-1 will become effective for us
beginning January I, 2008 and must be applied retroactively to all financial statements presented, unless it is impracticable to do so. We are currently evaluating
the impact that FSP FIN 39-1 may have on our financial condition. We do not expect FSP FIN 39-1 to have an impact on our results of operations or cash flows.

Note 5. Reapplication of SFAS No. 71

In March 1999, we discontinued the application of SFAS No. 71 to the majority of our utility generation operations upon the enactment of deregulation
legislation in Virginia. Our utility transmission and distribution operations continued to apply the provisions of SFAS No. 71 since they remained subject to
cost-of-service rate regulation.

In April 2007, the Virginia General Assembly passed legislation that returns the Virginia jurisdiction of our utility generation operations to cost-of-service rate
regulation. As a result, we reapplied the provisions of SFAS No. 71 to those operations on April 4, 2007, the date the legislation was enacted. The accounting
impacts of the reapplication of SFAS No. 71 are described below.

Extraordinary Item

The reapplication of SFAS No. 71 to the Virginia jurisdiction of our utility generation operations resulted in a $259 million ($158 million after tax) extraordinary
charge and the reclassification of $195 million ($119 million after tax) of unrealized gains from accumulated other comprehensive income (AOCI). This was
done in order to establish a $454 million long-term regulatory liability for amounts collected from Virginia jurisdictional customers and placed in external trusts
(including income, losses and changes in fair value thereon) for the future decommissioning of our utility nuclear generation stations, in excess of amounts
recorded pursuant to SFAS No. 143, Accountingfor Asset Retirement Obligations (SFAS No. 143).

Pension and Other Postretirement Benefits

Upon reapplication of SFAS No. 71 to the Virginia jurisdiction of our utility generation operations, we reclassified $110 million ($67 million after tax) of
pension and other postretirement benefit costs attributable to those operations previously recorded in AOCI to a regulatory asset. These costs represent net
unrecognized actuarial (gains) losses, unrecognized prior service cost (credit) and unrecognized transition obligation remaining from our initial adoption of SFAS
No. 106, Employers'Accountingfor Postretirement Benefits Other Than Pensions, that will be recognized as a component of future net periodic benefit cost
based on our historical accounting policy for amortizing such amounts and are expected to be recovered through future rates.

Accounting Policy Changes

In connection with the reapplication of SFAS No. 71, we prospectively changed certain of our accounting policies for the Virginia jurisdiction of our utility
generation operations to those used by cost-of-service rate-regulated entities. Other than the extraordinary item discussed above, the overall impact of these
changes, summarized below, was not material to our results of operations or financial condition.

Utility Nuclear Decommissioning Trust Funds

Net realized and unrealized gains and losses are now recorded to the regulatory liability cstablished upon reapplication of SFAS No. 71 as described above.
Previously, realized gains and losses and any other-than-temporary declines in fair value were included in other income and unrealized gains were reported as a
component ofAOCI, net of tax.

Property, Plant and Equipment

Early retirements of generation-related utility property are now recorded to accumulated depreciation rather than recognizing gains and losses upon retirement.
Cost of removal incurred or salvage proceeds realized in connection with a retirement of utility generation propcrty, plant and equipment is now recorded to
accumulated depreciation rather than being charged to expense as incurred. We discontinued capitalizing interest on all utility generation construction projects
since the Virginia State Corporation Commission (Virginia Commission) previously allowed for current recovery of construction financing costs.

Asset Retirement Obligations (ARO)

Accretion and depreciation associated with utility nuclear decommissioning AROs, previously charged to expense, are now recorded as a reduction to the
regulatory liability for nuclear decommissioning trust funds discussed above, in order to match the recognition for rate-making purposes.

Page 12

Source: DOMINION RESOURCES I, 10-Q, November 01, 2007



Table of Contents
Derivative Instruments

Previously, unrealized gains and losses resulting from changes in the fair value of derivative instruments designated as cash flow or fair value hedges under
SFAS No. 133, Accounting/or Derivative Instruments and Hedging Activities (SFAS No. 133), were recorded in AOCI, or long-term debt, respectively. Also,
ineffectiveness and gains and losses excluded from the measurement of ineffectiveness, were recorded through earnings as incurred. Following the reapplication
of SFAS No. 71, for jurisdictions subject to cost-based regulation, changes in the fair value of these derivative instruments will be classified as regulatory assets
or regulatory liabilities as these instruments now receive regulatory treatment. Gains or losses on the derivative instruments will generally be recognized when
the related transactions impact net income.

Note 6. Dispositions

Sale 0/Non-Appalachian Natural Gas and Oil E&P Operations andAssets

We have completed the sale of our non-Appalachian natural gas and oil E&P operations and assets for approximately $13.9 billion. At December 31, 2006, our
non-Appalachian natural gas and oil assets included about 5.5 Tcfe of proved reserves. The Appalachian assets that we have retained included about I Tcfe of
proved reserves at December 31, 2006.

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

We used most of the after-tax proceeds from these dispositions to reduce our outstanding debt and repurchase shares of our common stock. Sec Note 17 for a
discussion of significant financing transactions.

The E&P operations we have sold are as follows:

Canadian Operations

On June 26, 2007, we completed thc sale of our Canadian E&P operations to Paramount Energy Trust and Baytex Energy Trust for approximately $624 million,
subject to post-closing adjustments. These operations included approximately 267 billion cubic feet equivalent (bcfe) of proved reserves in western Canada as of
December 31, 2006. The sale resulted in an after-tax gain of $61 million ($0.17 per share). As required by the sale agreement, $156 million of the proceeds were
held in escrow to ensure the payment of our Canadian tax obligation, resulting from the gain recognized on the sale. The funds were released from escrow in the
fourth quarter of2007 in exchange for a letter of credit. We expect to pay the tax related to the gain on the sale by the end of the second quarter of2008.

The following table presents selected information regarding the results of operations of our Canadian E&P operations, which are reported as discontinued
operations in our Consolidated Statements ofIncome:

Three Months Ended
Septemher 30,

2007 2006--- --

Nine Months Ended
September 30,

2007 2006-- --

bej:on~ irlcome taxes

(I) Amount includes pre-tax gain of$194 million recognized on the sale.

Offihore Operations

On July 2, 2007, we completed the sale of substantially all of our offshore E&P operations to Eni Petroleum Co. Inc. (Eni) for approximately $4.73 billion,
subject to post-closing adjustments. Our offshore operations included approximately 967 bcfe of proved natural gas and oil reservcs in the outer continental shelf
and deepwater areas of the Gulf of Mexico at December 31, 2006. Of this total, approximately 961 bcfe were sold to Eni. Remaining offshore E&P operations
were disposed of in a separate transaction in June 2007.
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Certain Onshore Operations

On July 31, 2007, we completed the sale to HighMount Exploration & Production LLC, a newly formed subsidiary of Loews Corporation, of our E&P operations
in the Alabama, Michigan and Permian basins for approximately $4.0 billion, subject to post-closing adjustments. These operations included approximately 2.5
Tcfe ofproved natural gas and oil reserves at December 31, 2006.

Also on July 31, 2007, we completed the sale to XTO Energy Inc., of our E&P operations in the Gulf Coast, Rocky Mountains, South Louisiana and San Juan
Basin of New Mexico for approximately $2.5 billion, subject to post-closing adjustments. These operations included approximately I Tcfe of proved natural gas
and oil reserves at December 31, 2006.

On August 31,2007, we completed the sale to Linn Energy, LLC, of our E&P operations in the Mid-Continent Basin for approximately $2.0 billion, subject to
post-closing adjustments. These operations, located primarily in Oklahoma, included approximately 780 bcfe of proved natural gas and oil reserves at
December 31, 2006.

Costs Associated with Disposal ofNon-Appalachian E&P Operations

The sales of our U.S. non-Appalachian E&P operations resulted in the discontinuance of hedge accounting for certain cash flow hedges since it became probable
that the forecasted sales of gas and oil will not occur. In connection with the discontinuance of hedge accounting for these contracts, we recognized charges,
recorded in other operations and maintenance expense in our Consolidated Statement ofIncome, predominantly reflecting the reclassification oflosses from
AOCI to earnings and subsequent changes in fair value of these contracts of $544 million ($347 million after-tax) for the nine months ended September 30, 2007.
We retained these gas and oil derivatives, but have entered into offsetting derivative contracts that will minimize the future volatility in earnings that may result
from these contracts being marked to market. We recognized a similar charge of $15 million ($9 million after-tax) for the nine months ended September 30, 2007
related to our Canadian operations, which is reflected in discontinued operations in our Consolidated Statement ofIncome.

During the nine months ended September 30, 2007, we also recorded a charge of approximately $171 million ($108 million after-tax) for the recognition of
certain forward gas contracts that previously qualified for the normal purchase and sales exemption under SFAS No. 133. The $171 million charge includes $139
million associated with volumetric production payment (VPP) agreements to which we were a party. We paid $250 million to terminate the VPP agreements and
are retaining the repurchased fixed-term overriding royalty interests formerly associated with these agreements.

Additionally, we recognized expenses for employee severance, retention and other costs of $77 million ($48 million after-tax) for the nine months ended
September 30, 2007, related to the sale of our U.S. non-Appalachian E&P business, which are reflected in other operations and maintenance expense in our
Consolidated Statement of Income. We also recognized expenses for employee severance, retention, legal, investment banking and other costs of $30 million
($18 million after-tax) for the nine months ended September 30,2007 related to the sale of our Canadian E&P operations, which are reflected in discontinued
operations in our Consolidated Statement ofIncome.

We recognized a gain of approximately $3.6 billion ($2.1 billion after-tax) from the disposition of our U.S. non-Appalachian E&P operations. This gain is net of
expenses related to the disposition plan for transaction costs, including audit, legal, investment banking and other costs of $47 million ($29 million after-tax), but
excludes severance and retention costs and costs associated with the discontinuance of hedge accounting and recognition of forward gas contracts. We expect to
pay the federal income taxes related to the gain on the sale in the fourth quarter of 2007 and the related state income taxes by the end of the second quarter of
2008.

The total impact on net income from the sale of our Canadian and U.S. non-Appalachian E&P operations was $1.9 billion and $1.5 billion, respectively, for the
three and nine months ended September 30, 2007. This benefit is net of expenses for transaction costs, severance and retention costs, costs associated with the
discontinuance of hedge accounting and recognition of forward gas contracts, and costs associated with our debt tender offer completed in July 2007 using a
portion of the proceeds received from the sale, as discussed in Note 17.

Disposition ofPartially Completed Generation Facility

In September 2007, we completed the sale of the Dresden Energy merchant generation facility (Dresden) to AEP Generating Company (AEP) for $85 million.
During the second quarter 2007, we recorded a $387 million ($252 million after-tax) impairment charge in other operations and maintenance expense to reduce
Dresden's carrying amount to its estimated fair value based on AEP's purchase price.
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Sale ofCertain DCI Operations

In May 2007, we committed to a plan to dispose of certain DCI operations for $30 million. The sale includes substantially all of the assets of Gichner LLC
(Gichner), all ofthe issued and outstanding shares of the capital stock of Gichner, Inc. (an affiliate ofGichner), as well as all of the membership interests in
Dallastown Realty (Dallastown). Gichner designs, manufactures, integrates, markets, distributes, sells and services tactical and logistic shelters and related
products for military commercial applications. Dallastown owns the land and buildings in which Gichner conducts its principal operations in the U.S.

The consideration to be received indicated that the goodwill associated with these operations was impaired and in June 2007, we recorded a goodwill impairment
charge in other operations and maintenance expense in our Consolidated Statement of Income of $8 million related to the DCI reporting unit. In August 2007, we
completed the sale of Gichner and Dallastown for approximately $30 million. The sale resulted in an after-tax loss of$4 million ($0.01 per share), which
included the allocation of$IO million of Corporate reporting unit goodwill to the bases of the investments sold.

The following table presents selected information regarding the results of operations of Gichner and Dallastown, which are reported as discontinued operations in
our Consolidated Statements ofIncome:

Three Months Ended
September 30,

2007 2006-- ---

Nine Months Ended
September 30,

2007 2006

Sale ofMerchant Generation Facilities

In March 2007, we sold three of our natural gas-fired merchant generation peaking facilities (Peaker facilities) for net cash proceeds of $254 million. The sale
resulted in a $24 million after-tax loss ($0.07 per share). The Peaker facilities are:

Armstrong, a 625 Mw station in Shelocta, Pennsylvania;

Troy, a 600 Mw station in Luckey, Ohio; and

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

The carrying amounts of the major classes of assets and liabilities classified as held for sale in our Consolidated Balance Sheet at December 31, 2006 were
comprised of property, plant and equipment, net ($245 million), inventory ($13 million) and accounts payable ($3 million).

The following table presents selected information regarding the results of operations of the Peaker facilities, which are reported as discontinued operations in our
Consolidated Statements ofIncome:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2007 2006-- --

(I) Amount includes pre-tax loss of $25 million recognized on the sale, resulting largely from the allocation of $24 million of Generation reporting unit
goodwill to the bases of the investments sold.

Page 15

Source: DOMINION RESOURCES I, 10-Q, November 01, 2007



Table of Contents
Sale ofRegulated Gas Distribution Subsidiaries

On March 1, 2006, we entered into an agreement with Equitable Resources, Inc., to sell two of our wholly-owned regulated gas distribution subsidiaries, The
Peoples Natural Gas Company (Peoples) and Hope Gas, Inc. (Hope), for approximately $970 million plus adjustments to reflect capital expenditures and changes
in working capital. Peoples and Hope serve approximately 500,000 customer accounts in Pennsylvania and West Virginia. The transaction is subject to
regulatory approval, as discussed in Future Issues and Other Matters in Item 2. Management's Discussion and Analysis of Financial Condition and Results of
Operations. The carrying amounts of the major classes of assets and liabilities classified as held for sale in our Consolidated Balance Sheets are as follows:

(millions

Current Assets

September 30,
2007

December 31,
2006

Other

Accumulated depreciation, depletion and amortization

Deferred Char es and Other Assets

Other

Assets held for sale

Current Liabilities

Deferred income taxes and investment tax credits

Total deferred credits and other liabilities

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

Three Months Ended
September 30,

2007 2006-- --

137 125

(370) (375)

2 4

$ 1,096 $ 1,133

$ 151 $ 236

190 187

Nine Montbs Ended
September 30,

2007 2006

In the nine months ended September 30, 2006, we recognized a $167 million ($103 million after-tax) charge, recorded in other operations and maintenance
expense in our Consolidated Statement of Income, resulting from the write-off of certain regulatory assets related to the pending sale of Peoples and Hope, since
the recovery of those assets is no longer probable. At September 30, 2007, our Consolidated Balance Sheet reflects $134 million of deferred tax liabilities, which
were recorded in accordance with EITF Issue No. 93-17, Recognition ofDeferred Tax Assetsfor a Parent Companys Excess Tax Basis in the Stock ofa
Subsidiary that is Accountedfor as a Discontinued Operation (EITF 93-17). Although these subsidiaries are not classified as discontinued operations, EITF
93-17 requires that the deferred tax impact of the excess of the financial reporting basis over the tax basis of a parent's investment in a subsidiary be recognized
when it is apparent that this difference will reverse in the foreseeable future. We recorded these deferred tax liabilities, since the financial reporting basis of our
investment in Peoples and Hope exceeded our tax basis. This difference and related deferred taxes will reverse and will partially offset current tax expense
recognized upon closing of the sale.

Note 7.Pro Forma Financial Statements

The accompanying unaudited Pro Forma Condensed Consolidated Statements ofIncome for the nine months ended September 30, 2007 and for the year ended
December 31, 2006, reflect the disposition of our non-Appalachian E&P operations as if it had occurred on January 1, 2007 and 2006, respectively.
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The pro forma adjustments have been based on the operations of our non-Appalachian E&P operations during the periods presented, the impact of the disposition
of these operations and other transactions resulting from the disposition. The pro forma adjustments have been made to illustrate the anticipated financial impact
of the disposition upon Dominion and are based upon available information and assumptions that we believe to be reasonable at the date of this filing.
Consequently, the pro forma financial information presented is not necessarily indicative of the consolidated results of operations that would have been reported
had the transaction actually occurred on the dates presented. Moreover, the pro forma financial information does not purport to indicate the future results that
Dominion will experience.

PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF INCOME
Nine Months Ended September 30, 2007

(Unaudited)

As Reported
Less: E&P

Dispositions
Pro Forma

Adjustments
Pro Forma

Results

184

339

1,766

292.7

8

153 (2)

(47.9)(4)

974

339

340.6

interestIncome from continuin 0 erations before income tax ex

Income from continuing operations - Diluted

Income from operations

Weighted average shares outstanding - Diluted

Minority interest

Earnin s Per Share

(I)

(2)

(3)

(4)

Represents the removal of non-recurring expenses associated with the completion of our debt tender offer on July 12, 2007, using a portion of the proceeds
from the disposition of our non-Appalachian E&P operations.
Represents the prorated decrease in interest expense resulting from the repayment of $3.4 billion in debt with a portion of the proceeds from the disposition
of our non-Appalachian E&P operations (disposition). This amount is comprised of $2.5 billion in long term debt retired in connection with our debt
tender offer completed on July 12,2007; $500 million of bank debt incurred at our CNG subsidiary which was repaid prior to the merger of that subsidiary
with and into Dominion, effective June 30, 2007; $200 million of senior notes originally issued by our and CNG's subsidiary Dominion Oklahoma Texas
Exploration & Production, Inc., which were redeemed on June 29, 2007 and $200 million of trust preferred securities originally issued by CNG, which
were redeemed on July 17, 2007.
Reflects the income tax effects of the pro forma adjushnents associated with the disposition of our non-Appalachian E&P operations based on the
weighted-average statutory rates for all jurisdictions that would have applied during the period.
Reflects the prorated impact of our equity tender offer discussed in Note 17. We purchased approximately 57.8 million shares at a price of $91 per share,
with a portion of the proceeds received from the disposition.
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PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF INCOME

Year Ended December 31,2006
(Unaudited)

As Reported(l)
Less: E&P

Dispositions
Pro Forma

Adjustments
Pro Forma

Results

Purchased electric capacity

Total 0

Other income

481 481

613

11,232

173

Income from continuin 0 erations before income tax ex ense and minority interest 2463 1092 254 1625

293.8(57.8)(4)Weighted average shares outstanding - Diluted

Minority interest

(I)
(2)

(3)

(4)

Reflects the reclassification of Gichner, Dallastown and our Canadian E&P operations to discontinued operations.
Represents the decrease in interest expense expected to result from the repayment of$3.4 billion in debt with a portion of the proceeds from the disposition
of our non-Appalachian E&P operations. This amount is comprised of $2.5 billion in long term debt retired in connection with our debt tender offer
completed on July 12,2007; $500 million ofbank debt incurred at our CNG subsidiary which was repaid prior to the merger of that subsidiary with and
into Dominion, effective June 30, 2007; $200 million of senior notes originally issued by our and CNG's subsidiary Dominion Oklahoma Texas
Exploration & Production, Inc., which were rcdeemed on June 29, 2007 and $200 million of trust preferred securities originally issued by CNG, which
were redeemed on July 17, 2007.
Reflects the income tax effects of the pro forma adjustments associated with the disposition of our non-Appalachian E&P operations based on the
weighted-average statutory rates for all jurisdictions that would have applied during the period.
Reflects the final results of our equity tender offer discussed in Note 17. We purchased approximately 57.8 million shares at a price of $91 per share, with
a portion of the proceeds received from the disposition.
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NOTES TO CONDENSED PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Nonrecurring items related to the dispositions

Certain nonrecurring items resulting from the disposition of our non-Appalachian E&P operations have not been reflected in the accompanying Condensed Pro
Forma Consolidated Statements ofIncome. See Costs Associated with Disposal ofNon-Appalachian E&P Operations in Note 6.

Note 8. Operating Revenue

Our operating revenue consists of the following:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2007 2006 2007 2006

1,156
676

1,401
442

$12.375

742
1,191

211
$11.980Total operating revenue

(millions)
Operating Revenue
Electric sales:

Regulated
Nonregulated

Gas sales:
Regulated
Nonregulated

Other

Note 9. Income Taxes

A reconciliation of income taxes at the U.S. statutory federal rate as compared to the income tax expense recorded for continuing operations in our Consolidated
Statements ofIncome is presented below:

Nine Months Ended
September 30,

2007 2006

35.0% 35.0%

Effective tax rate

(0.2)
(0.5)
(0.2)
(0.3)
3.4

(2.6)
5.2

(0.2)
illJ)
39.5%

(0.4)

(0.3)
(0.5)
5.1

Our estimated 2007 annual effective tax rate reflects the effects of the sale of our non-Appalachian E&P operations, including the impact of goodwill, not
deductible for tax purposes, that reduced the book gain on sale. A tax benefit has been recognized from the elimination of $126 million of valuation allowances
on deferred tax assets that relate to federal and state loss carryforwards, since these carryforwards will be utilized to offset gains from the sale. As the result of
changes in state apportionment following the sale, our future effective state tax rate is expected to be higher for ongoing operations.

In 2006, the effective tax rate reflected the net tax benefit from changes in valuation allowances on deferred tax assets, including a $222 million reduction related
to federal and state tax loss carryforwards then expected to be utilized to offset capital gain income anticipated from the pending sale of Peoples and Hope, offset
by a $38 million increase in the second quarter related to the impairment of certain DCI investments. The net benefit was partially offset by the establishment of
$136 million of deferred tax liabilities, in 2006, associated with the excess of our financial reporting basis over our tax basis in the stock of Peoples and Hope, in
accordance with EITF 93-17.
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Note 10. Earnings Per Share

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

Three Months Ended
September 30,

Nine Months Ended
September 30,

2007 2006--- --- 2007 2006--- ---

1349

349.1

349.1

350.9

(0.46)

340.6

338.4351.9

353.9

351.9

$ 654

317.8

317.8

319.8

$2317

- basic

-diluted

Net income

Extraordina item

Net income

Net income

(I) Potentially dilutive securities consist of options, restricted stock, equity-linked securities and contingently convertible senior notes.

PotentiaJly dilutive securities with the right to acquire approximately 1 million common shares for the nine months ended September 30, 2006 were not included
in the respective period's calculation of diluted EPS because the exercise or purchase prices of those instruments were greater than the average market price of
our common shares. There were no such anti-dilutive securities outstanding during the three months ended September 30, 2006 or the three or nine months ended
September 30, 2007.

Common Stock Split

On October 26,2007, our board of directors approved a two-for-one stock split and an increase in the number of shares of common stock the Company is
authorized to issue from 500 million to 1 billion. Shareholders ofrecord on November 9, 2007, will receive one additional share of common stock for each share
held at the close of business on that date; however, the proportionate interest that a shareholder owns in the Company wiJI not change as a result of the stock split.
The additional shares will be distributed on or after November 19,2007. Based on shares outstanding at September 30, 2007, upon the completion of the stock
split Dominion will have approximately 575 million shares of common stock outstanding. The stock split will require us to recast aJl of our historical shares and
per share data in the fourth quarter of 2007.
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Note 11. Goodwill

The changes in the carrying amount of goodwill during the nine months ended September 30, 2007 are presented below:

Total
Dominion

E&P
Dominion
Delivery

Dominion

~

Dominion
Generation

Sale of Gichner and Dallastown

Note 12. Comprehensive Income

The following table presents total comprehensive income:

Three Months Ended
September 30,

Nine Months Ended
September 30,

2007 2006 2007 2006

Total comprehensive income

(I)

(2)
(3)
(4)

(5)

Largely due to the settlement of certain commodity derivative contracts and favorable changes in fair value, primarily resulting from a decrease in
electricity and gas prices.
Principally due to the de-designation of certain E&P cash flow hedges, in connection with the sales of our non-Appalachian E&P operations.
Primarily reflects the recognitIOn of certain pension-related amounts as a component of net periodic benefit cost that were previously deferred in AOCl.
Primarily represents the impact ofnet unrealized gains on investments held in nuclear decommissioning trusts and foreign currency translation
adjustments.
Pnmarily reflects the impact of foreign currency translation adjustments due to the sale of our Canadian E&P operations and the reclassification of
pension-related amounts and unrealized gains on investments held in nuclear decommissioning trusts, both associated with the Virginia jurisdiction of our
utility generation operations, previously recorded in AOCI to regulatory assets and regulatory liabilities, respectively, as a result of the reapplication of
SFAS No. 71 to those operations.
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Note 13. Hedge Accounting Activities

We are exposed to the impact of market fluctuations in the price of electricity, natural gas, oil and other energy-related products marketed and purchascd, as well
as currency exchange and interest rate risks of our business operations. We use derivative instruments to manage our exposure to these risks and designate certain
derivative instruments as fair value or cash flow hedges for accounting purposes as allowed by SFAS No. 133. Selected information about our hedge accounting
activities follows:

Three Months Ended
September 30,

2007 2006- --

Nine Months Ended
September 30,

2007 2006-- ---

For the three months and nine months ended September 30, 2007 and 2006, amounts excluded from the measurement of effectiveness did not have a significant
impact on net income.

See Note 6 for a discussion of the discontinuance ofhedge accounting for gas and oil hedges during the nine months ended September 30, 2007.

In the third quarter of2007, we determined that, as a result of the expected termination of the long-term power sales agreement associated with our 515 Mw State
Line power station (State Line), this agreement no longer qualifies for the normal purchase and normal sale exception allowed under SFAS No. 133. As part of
the termination transaction, we will pay approximately $233 million primarily in exchange for the termination of the power sales agreement, acquisition of coal
inventory and assignmcnt of certain coal supply, transportation and railcar lease contracts. The normal purchase and normal sale exception must be discontinued
if it is no longer probable that physical delivery ofpower will continue to occur throughout the term of the power sales agreement. As a result of the
discontinuance of the normal purchase and normal sale exception, we recorded a $236 million ($140 million after-tax) charge included in other operations and
maintenance expense in our Consolidated Statement of Income. The transaction closed in October 2007.

The following table presents selected information related to cash flow hedges included in AOCI in our Consolidated Balance Sheet at September 30, 2007:

Amounts Expected to be
Reclassified to

Earnings
during the next 12 Months

After-Tax

41
65 months
32 months

225 months
44 months

Maximum Term

6

6
6

(4)
(4)
2

AOCI
After-Tax

(millions)
Commodities:

Gas
Electricity
Other

Interest rate
Foreign
Total·

The amounts that will be reclassified from AOCI to earnings will generally be offset by the recognition of the hedged transactions (e.g., anticipated sales) in
earnings, thereby achieving the realization of prices contemplated by the underlying risk management strategies and will vary from the expected amounts
presented above as a result of changes in market prices, interest rates and foreign exchange rates.
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Note 14. Ceiling Test

We follow the full cost method of accounting for gas and oil E&P activities prescribed by the SEC. Under the full cost method, capitalized costs are subject to a
quarterly ceiling test. Under the ceiling test, amounts capitalized are limited to the present value of estimated future net revenues to be derived from the
anticipated production of proved gas and oil reserves, assuming period-end hedge-adjusted prices.

Approximately 7% of the anticipated production from our Appalachian operations and fixed-term overriding royalty interests formerly associated with the VPP
agreements is hedged by qualifying cash flow hedges, for which hedge-adjusted prices were used to calculate estimated future net revenue. Whether period-end
market prices or hedge-adjusted prices were used for the portion of production that is hedged, there was no ceiling test impairment as of September 30, 2007.

Note 15. Asset Retirement Obligations

The following table describes the changes to our AROs during the nine months ended September 30,2007:

Amoun!

(1) Includes $2 million and $1 million reported in other current liabilities at December 31, 2006 and September 30, 2007, respectively.

Note 16. Variable Interest Entities

Ccrtain variable pricing terms in some of our long-term power and capacity contracts cause them to be considered potential variable interests in the
counterparties. As discussed in Note 16 to our Consolidated Financial Statements in our Annual Report on Form 10-K for the year ended December 31, 2006,
two potential VIEs, with which we have existing power purchase agreements (signed prior to December 31,2003), had not provided sufficient information for us
to perform our evaluation under FIN 46R.

As of September 30, 2007, limited information has been received from the two remaining potential VIEs. We will continue our efforts to obtain information and
will complete an evaluation of our relationship with each of these potential VIEs if sufficient information is ultimately obtained. We have remaining purchase
commitments with these two potential VIE supplier entities of $1.2 billion at September 30, 2007. We are not subject to any risk ofloss from these potential
VIEs, other than the remaining purchase commitments. We paid $24 million for electric generation capacity from these entities in the three months ended
September 30, 2007 and 2006. We paid $34 million and $3 I million for electric energy from these entities in the three months ended September 30, 2007 and
2006, respectively. We paid $74 million and $72 million for electric generation capacity and $84 million and $68 million for electric energy from these entities in
the nine months ended September 30, 2007 and 2006, respectively.

In 2006, we restructured three long-term power purchase contracts with two VIEs, of which we are not the primary beneficiary. The restructured contracts expire
between 2015 and 2017. We have remaining purchase commitments with these two VIE supplier entities of $1 billion at September 30,2007. We are not subject
to any risk ofloss from these VIEs, other than the remaining purchase commitments. We paid $27 million and $29 million for electric generation capacity and
$16 million and $I4 million for electric energy from these entities in the three months ended September 30, 2007 and 2006, respectively. We paid $86 million
and $87 million for electric generation capacity and $44 million and $42 million for electric energy from these entities in the nine months ended September 30,
2007 and 2006, respectively.

During 2005, we entered into four long-term contracts with unrelated limited liability companies (LLCs) to purchase synthetic fuel produced from coal. Certain
variable pricing terms in the contracts protect the equity holders from variability in the cost of their coal purchases, and therefore, the LLCs were determined to
be VIEs. After completing our FIN 46R analysis, we concluded that although our interests in the contracts, as a result of their pricing terms, represent variable
interests in the LLCs, we are not the primary beneficiary. We paid $I20 million and $36 million to the LLCs
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for coal and synthetic fuel produced from coal in the three months ended September 30, 2007 and 2006, respectively, and $333 million and $243 million to the
LLCs for coal and synthetic fuel produced from coal in the nine months ended September 30, 2007 and 2006, respectively. We are not subject to any risk ofloss
from the contractual arrangements, as our only obligation to the VIEs is to purchase the synthetic fuel that the VIEs produce according to the terms of the
applicable purchase contracts. These contracts will terminate on December 31,2007.

Our Consolidated Balance Sheet as of December 31, 2006, reflected net property, plant and equipment of $337 million and $370 million of debt, related to the
consolidation, in accordance with FIN 46R, of a variable interest lessor entity through which we had financed and leased a power generation plant for our utility
operations. The debt was non-recourse to us and was secured by the entity's property, plant and equipment. The lease under which we operated the power
generation facility terminated in August 2007 and we took legal title to the facility through the repayment of the lessor's related debt.

As discussed in Note 27 to the Consolidated Financial Statements in our Annual Report on Form 10-K for the year ended December 31,2006, DCI held an
investment in the subordinated notes of a third-party CDO entity. The CDO entity's primary focus is the purchase and origination of middle market senior
secured first and second lien commercial and industrial loans in both the primary and secondary loan markets. We concluded that the CDO entity is a VIE and
that DCI is the primary beneficiary of the CDO entity, which we have consolidated in accordance with FIN 46R. At September 30,2007, the CDO entity had
$420 million of notes payable that mature in January 2017 and are nonrecourse to us. The CDO entity held the following assets that serve as collateral for its
obligations at September 30,2007:

Amount

Dominion reports loans held for sale at the lower of cost or market (LOCOM). We determine any LOCOM adjustment to the loans held for sale on a pool basis
by aggregating those loans based on similar risks and characteristics. The fair value of the loans are calculated by discounting scheduled cash flows through the
estimated maturity using estimated market discount rates that reflect the credit and interest rate risk inherent in the loan, current economic conditions, and lending
conditions. The estimates of maturity are based on historical experience with repayments for each loan classification. During the third quarter of2007, the fair
value of the loans was determined to be less than the cost of the loans and we recognized an impairment loss on the loans of$54 million ($35 million after-tax).
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Note 17. Significant Financing Transactions

Credit Facilities and Short-Term Debt

As a result of the merger ofCNG with Dominion, all ofCNG's former credit facilities have been assumed by Dominion. We use short-term debt, primarily
commercial paper, to fund working capital requirements, as a bridge to long-term debt financing and as bridge financing for acquisitions, if applicable. 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 addition, we utilize cash and letters of credit to fund collateral requirements under our commodities hedging program. Collateral requirements are
impacted by commodity prices, hedging levels and the credit quality of our companies and their counterparties. At September 30,2007, we had committed lines
of credit totaling $4.9 billion. These lines of credit support commercial paper borrowings and letter of credit issuances. At September 30,2007, we had the
following commercial paper and letters of credit outstanding and capacity available under credit facilities:

Outstanding Outstanding Facility
Facility Commercial Letters of Capacity
Limit Paper Credit Available

millions)

Five- ear Dominion credit facili 1,700 247 1453

Totals $4,900 $ $ 402 $ 4,498

(I)

(2)

(3)

The $3.0 billion five-year credit facility was entered into in February 2006 and terminates in February 2011. This credit facility can also be used to support
up to $1.5 billion ofletters of credit.
The $1.7 billion five-year credit facility is used to support the issuance of letters of credit and commercial paper. The facility was entered into in February
2006 and terminates in August 2010.
The $200 million five-year facility was entered into in December 2005 and terminates in December 2010. This credit facility can be used to support
commercial paper and letter of credit issuances.

In addition to the facilities above, we also entered into a $100 million bilateral credit facility in August 2004 that terminates in August 2009. At September 30,
2007, there were no letters of credit outstanding under this facility.

Long-Term Debt

In May 2007, Virginia Power issued $600 million of6.0% senior notes that mature in 2037. In September 2007, Virginia Power issued $600 million of5.95%
senior notes that mature in 2017. The proceeds were used for general corporate purposes, including the repayment of short-term debt.

We repaid $5.4 billion oflong-term debt and notes payable during the nine months ended September 30,2007, which includes the completion of a debt tender
offer repurchasing $2.5 billion ofour debt securities in July 2007. We recognized charges of $242 million ($148 million after-tax) primarily in connection with
the early redemption of this debt. Of this amount, $234 million ($143 million after-tax) was recorded in interest and related charges in our Consolidated
Statement ofIncome.

Included in the debt repayments above is the redemption of all 8 million units of the $200 million 7.8% Dominion CNG Capital Trust I debentures due
October 31, 2041. These securities were redeemed at a price of $25 per preferred security plus accrued and unpaid distributions. Also included is the redemption
of approximately 240 thousand units of the $250 million 8.4% Dominion Capital Trust III debentures due January 15, 2031. These securities were redeemed at a
price of $1 ,000 per preferred security plus accrued and unpaid distributions.

Convertible Securities

In December 2003, we issued $220 million of contingent convertible senior notes that are convertible by holders into a combination of cash and shares of our
common stock under certain circumstances. At September 30, 2007, since none ofthese conditions had been met, these senior notes are not yet subject to
conversion. In 2004 and 2005, we entered into exchange transactions with respect to these contingent convertible senior notes in contemplation of EITF Issue
No. 04-8, The Effect ojContingently Convertible Instruments on Diluted Earnings per Share. We exchanged the outstanding notes for new notes with a
conversion feature that requires that the principal amount of each note be repaid in cash. At issuance, the notes were valued at a conversion rate of 13.5865 shares
of common stock per $1,000 principal amount of senior notes, which represented a conversion price of $73.60. Amounts payable in excess of the principal
amount will be paid in common stock. The conversion rate is subject to adjustment upon certain events such as subdivisions, splits, combinations of common
stock or the issuance to all common stock holders of certain common stock rights, warrants or options and certain dividend increases. As of September 30, 2007,
the conversion rate has been adjusted to 13.7425 primarily due to individual dividend payments above the level paid at issuance.
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The new notes have been included in the diluted EPS calculation using the method described in EITF 04-8 when appropriate. Under this method, the number of
shares included in the denominator of the diluted EPS calculation is calculated as the net shares issuable for the reporting period based upon the average market
price for the period. This results in an increase in the average shares outstanding used in the calculation of our diluted EPS when the conversion price of $73.60 is
lower than the average market price of our common stock over the period, and no adjustment when the conversion price exceeds the average market price.

Issuance ofCommon Stock

During the nine months ended September 30, 2007, we issued 3.2 million shares and received cash proceeds of $193 million, in connection with the exercise of
employee stock options.

Repurchases ofCommon Stock

During the nine months ended September 30, 2007, we repurchased 64.5 million shares of common stock for approximately $5.8 billion. This amount includes
the completion of our equity tender offer in August 2007, in which we purchased approximately 57.8 million shares at a price of$91 per share for a total cost of
approximately $5.3 billion, excluding fees and expenses related to the tender.

At September 30, 2007, our remaining repurchase authorization is the lesser of 27.0 million shares or $2.7 billion of our outstanding common stock.

Note 18. Stock-Based Awards

In April 2005, our shareholders approved the 2005 Incentive Compensation Plan (2005 Incentive Plan) for employees and the Non-Employee Directors
Compensation Plan (Non-Employee Directors Plan). The 2005 Incentive Plan permits stock-based awards that include restricted stock, performance grants,
goal-based stock and stock options and the Non-Employee Directors Plan permits restricted stock and stock options. Under provisions ofboth plans, employees
and non-employee directors may be granted options to purchase common stock at a price not less than its fair market value at the date of grant with a maximum
term of eight years. Option terms are set at the discretion of the Compensation, Governance and Nominating (CGN) Committee of the Board of Directors or the
Board of Directors itself, as provided under each individual plan. Prior to April 2005, we had an incentive compensation plan that provided stock options and
restricted stock awards to directors, executives and other key employees with vesting periods from one to five years. Stock options generally had contractual
terms from six and one half to ten years in length.

Our results for the three months ended September 30, 2007 and 2006 include $14 million and $8 million, respectively, of compensation costs and $5 million and
$3 million, respectively, of income tax benefits related to our stock-based compensation arrangements. Our results for the nine months ended September 30, 2007
and 2006 include $38 million and $23 million, respectively, of compensation costs and $14 million and $9 million, respectively, of income tax benefits related to
our stock-based compensation arrangements. Stock-based compensation cost is reported in other operations and maintenance expense in our Consolidated
Statements of Income.

Stock Options

The following table provides a summary of changes in amounts of stock options outstanding as of and for the nine months ended September 30, 2007:

Aggregated
intrinsicWeighted-Average

Exercise Price

(I) Intrinsic value represents the difference between the exercise price of the option and the market value of our stock.

We issue new shares to satisfY stock option exercises. We received cash proceeds from the exercise of stock options of approximately $193 million and $23
million in the nine months ended September 30, 2007 and 2006, respectively.
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SFAS No. l23R, Share-Based Payment, requires the benefits of tax deductions in excess of the compensation cost recognized for stock-based compensation
(excess tax benefits) to be classified as a financing cash flow. Approximately $35 million and $2 million of excess tax benefits were realized for the nine months
ended September 30, 2007 and 2006, respectively.

Restricted Stock

The fair value of our restricted stock awards is equal to the market price of our stock on the date of grant. These awards generally vest over a three-year service
period and are settled by issuing new shares. The following table provides a summary of restricted stock activity for the nine months ended September 30,2007:

70.21

65.43
89.03
65.62
75.65

Weighted-Average
Grant Date Fair

Valne

Granted
Vested
Cancelled and
Nonvested at September 30, 2007

As of September 30, 2007, unrecognized compensation cost related to nonvested restricted stock awards totaled approximately $31 million and is expected to be
recognized over a weighted-average period of 1.5 years. Restricted stock awards granted prior to January 1, 2006 contain terms that accelerate vesting upon
retirement. We continue to recognize compensation cost over the stated vesting term for existing restricted stock awards, but are now required to recognize
compensation cost over the shorter of the stated vesting term or period from the date of grant to the date of retirement eligibility for newly issued or modified
restricted stock awards with similar terms. We recognized compensation cost related to awards previously granted to retirement-eligible employees of
approximately $1 million for the three months ended September 30,2007 and 2006, and approximately $3 million and $4 million in the nine months ended
September 30, 2007 and 2006, respectively. At September 30, 2007, unrecognized compensation cost for restricted stock awards held by retirement-eligible
employees totaled approximately $2 million.

Goal-Based Stock

Goal-based stock awards are generally granted to key non-officer employees on an annual basis. The issuance of awards is based on the achievement of multiple
performance metrics during a two-year period, including return on invested capital and total shareholder return relative to that of a peer group of companies.
Goal-based stock awards were also granted in lieu of cash-based performance grants to certain officers who had not achieved a certain level of share ownership.
At September 30, 2007, the targeted number of shares to be issued is approximately 148 thousand, but the actual number of shares issued will vary between zero
and 200% of targeted shares depending on the level of performance metrics achieved. The fair value of goal-based stock is equal to the market price of our stock
on the date of grant. These awards generally vest over a three-year service period and are settled by issuing new shares. The following table provides a summary
of goal-based stock activity:

Targeted Nnmber of
Weighted-Average

Grant Date Fair
Valne

Nonvested at January 1, 2007
Granted
Vested
Cancelled and forfeited
Nonvested at September 30, 2007

At September 30, 2007, unrecognized compensation cost related to nonvested goal-based stock awards totaled approximately $8 million and is expected to be
recognized over a weighted-average period of 1.6 years.

Cash-Based Performance Grant

In April 2006, a cash-based performance grant was made to officers. Payout of the performance grant will occur by March 15,2008 and is based on the
achievement of two performance metrics during 2006 and 2007: return on invested
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capital and total shareholder return relative to that of a peer group of companies. At September 30, 2007, the targeted amount ofthe grant is $13 million, but
actual payout will vary between zero and 200% of the targeted amount depending on the level ofperformance metrics achieved.

In April 2007, a cash-based performance grant was made to officers. Payout of the performance grant will occur by March 15,2009 and is based on the
achievement of two performance metrics during 2007 and 2008: return on invested capital and total shareholder return relative to that of a peer group of
companies. At September 30, 2007, the targeted amount of the grant is $12 million, but actual payout will vary between zero and 200% of the targeted amount
depending on the level of performance metrics achieved.

At September 30, 2007, a liability of $15 million has been accrued for these awards.

Note 19. Commitments and Contingencies

Other than the following matters, there have been no significant developments regarding the commitments and contingencies disclosed in Note 23 to the
Consolidated Financial Statements in our Annual Report on Form 10-K for the year ended December 31, 2006, Note 15 to the Consolidated Financial Statements
in our Quarterly Report on Form 10-Q for the quarter ended March 31, 2007, or Note 18 to the Consolidated Financial Statements in our Quarterly Report on
Form 10-Q for the quarter ended June 30, 2007, nor have any significant new matters arisen during the three months ended September 30, 2007.

Long-Term Purchase Agreements

In connection with the sale of our offshore E&P operations, Eni has indemnified us and assumed the post-closing unconditional purchase obligations associated
with these operations. As a result, the following long-term commitments at December 31, 2006 that are noncancelable or are cancelable only under certain
conditions, and that third parties have used to secure financing for the facilities that will provide the contracted goods or services, are now the responsibility of
Eni:

Lease Commitments

2007 2008 2009 2010 2011 Thereafter Total

In connection with the sale of our non-Appalachian E&P business, the purchasers indemnified us and assumed the post-closing obligations associated with
non-Appalachian lease commitments. Following the completion of the sale of our non-Appalachian E&P business, our lease commitments, as shown in our
Annual Report on Form 10-K for the year ended December 31, 2006, were reduced as follows:

2007 2008 2009 2010 2011 Thereafter Total
millions

Less: E&P business

Litigation

In 2006, Gary P. Jones and others filed suit against DTI, Dominion Exploration and Production, Inc. (DEPI) and Dominion Resources Services, Inc. (DRS). The
plaintiffs are royalty owners, seeking to recover damages as a result of the Dominion defendants allegedly underpaying royalties by improperly deducting
post-production costs and not paying fair market value for the gas produced from their leases. The plaintiffs seek class action status on behalf of all West Virginia
residents and others who are parties to or beneficiaries of oil and gas leases with the Dominion defendants. DRS is erroneously named as a defendant as the
parent company ofDTI and DEPI. In the first quarter of2007, we established a litigation reserve representing our best estimate ofthe probable loss relatcd to this
matter. In the third quarter of2007, we increased the litigation reserve to reflect our revised estimate ofthe probable loss related to this matter. We do not believe
that the final resolution of this matter will have a material adverse effect on our results of operations or financial condition.
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Guarantees

At September 30, 2007, we had issued $41 million of guarantees to support third parties, equity method investees and employees affected by Hurricane Katrina.
We also enter into guarantee arrangements on behalfofour consolidated subsidiaries primarily to facilitate their commercial transactions with third parties. To
the extent that a liability subject to a guarantee has been incurred by one of our consolidated subsidiaries, that liability is included in our Consolidated Financial
Statements. We are not required to recognize liabilities for guarantees issued on behalf of our subsidiaries unless it becomes probable that we will have to
perform under the guarantees. We believe it is unlikely that we would be required to perform or otherwise incur any losses associated with guarantees of our
subsidiaries' obligations. At September 30, 2007, we had issued the following subsidiary guarantees:

Total

Stated Limit Value(1)

(I)

(2)
(3)

(4)

(5)

Represents the estimated portion of the guarantee's stated limit that is utilized as of September 30,2007, based upon prevailing economic conditions and
fact patterns specific to each guarantee arrangement. For those guarantees related to obligations that are recorded as liabilities by our subsidiaries, the value
includes the recorded amount.
Guarantees of debt of a DEI subsidiary. In the event of default by the subsidiary, we would be obligated to repay such amount.
Guarantees related to energy trading and marketing activities and other commodity commitments of certain subsidiaries, including subsidiaries of Virginia
Power and DEI. These guarantees were provided to counterparties in order to facilitate physical and financial transactions in gas, oil, electricity, pipeline
capacity, transportation and related commodities and serviccs. If these subsidiaries fail to perform or pay undcr the contracts and the counterparties seek
performance or payment, we would be obligated to satisfY such obligation. We and our subsidiaries receive similar guarantees as collateral for credit
extended to others. The value provided includes certain guarantees that do not have stated limits.
Guarantee of a DEI subsidiary's leasin~ obligation for the Fairless Energy Power Station.
Guarantees related to certain DEI subSIdiaries' potential retrospective premiums that could be assessed if there is a nuclear incident under our nuclear
insurance programs and guarantees for a DEI subsidiary's and Virginia Power's commitment to buy nuclear fuel. In addition to the guarantees listed
above, we have also agreed to provide up to $150 million and $60 million to two DEI subsidiaries, to pay operating expenses of Millstone and Kewaunee
power stations, respectively, in the event of a prolonged outage as part of satisfYing certain Nuclear Regulatory Commission requirements concerned with
ensuring adequate funding for the operations of nuclear power stations.

Surety Bonds and Letters ofCredit

As of September 30,2007, we had also purchased $88 million of surety bonds and authorized the issuance of standby letters of credit by financial institutions of
$402 million. We enter into these arrangements to facilitate commercial transactions by our subsidiaries with third parties.

Indemnifications

As part of commercial contract negotiations in the normal course of business, we may sometimes agree to make payments to compensate or indemnifY other
parties for possible future unfavorable financial consequences resulting from specified events. The specificd events may involve an adverse judgment in a lawsuit
or the imposition of additional taxes due to a change in tax law or interpretation of the tax law. We are unable to develop an estimate of the maximum potential
amount of future payments under these contracts because events that would obligate us have not yet occurred or, if any such event has occurred, we have not
been notified of its occurrence. However, at September 30, 2007, we believe future payments, if any, that could ultimately become payable under these contract
provisions, would not have a material impact on our results of operations, cash flows or financial position.

We have entered into other types of contracts that require indemnifications, such as purchase and sale agreements and financing agreements. These agreements
may include, but are not limited to, indemnifications around certain title, tax, contractual and environmental matters. With respect to sale agreements, our
exposure generally does not exceed the sale price and is typically limited in duration depending on the nature of the indemnified matter. Since January I, 2004,
we have entered into sale agreements with maximum exposure related to the collective purchase prices of approximately $16 billion, for breach of certain
corporate representations (e.g. title to shares, due authorization), with maximum indemnity exposure for other general business representations (e.g.
environmental, contracts, employee matters, etc.) being generally limited to approximately 10% or less of the purchase price for a set period of time after closing.
We believe that it is unlikely that we would be required to perform under these indemnifications and have not recognized any significant liabilities related to
these arrangements.
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Note 20. Credit Risk

Credit risk is our risk of financial loss if counterparties fail to perform their contractual obligations. In order to minimize overall credit risk, we maintain credit
policies, including the evaluation of counterparty financial condition, collateral requirements and the use of standardized agreements that facilitate the netting of
cash flows associated with a single counterparty. We maintain a provision for credit losses based on factors surrounding the credit risk of our customers,
historical trends and other information. We believe, based on our credit policies and our September 30, 2007 provision for credit losses, that it is unlikely that a
material adverse effect on our financial position, results ofoperations or cash flows would occur as a result of counterparty nonperformance.

As a diversified energy company, we transact with major companies in the energy industry and with commercial and residential energy consumers. These
transactions principally occur in the Northeast, Mid-Atlantic and Midwest regions ofthe u.S. We do not believe that this geographic concentration contributes
significantly to our overall exposure to credit risk. In addition, as a result of our large and diverse customer base, we are not exposed to a significant
concentration of credit risk for receivables arising from electric and gas utility operations, including transmission services and retail energy sales.

Our exposure to credit risk is concentrated primarily within our energy marketing and price risk management activities, as we transact with a smaller, less diverse
group of counterparties and transactions may involve large notional volumes and potentially volatile commodity prices. Energy marketing and price risk
management activities include trading of energy-related commodities, marketing of merchant generation output, structured transactions and the use of financial
contracts for enterprise-wide hedging purposes. Our gross credit exposure for each counterparty is calculated as outstanding receivables plus any unrealized on or
off-balance sheet exposure, taking into account contractual netting rights. Gross credit exposure is calculated prior to the application of collateral. At
September 30, 2007, our gross credit exposure totaled $764 million. After the application of collateral, our credit exposure was reduced to $758 million. Of this
amount, investment grade counterparties, including those internally rated, represented 88% and no single counterparty exceeded 9%.
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Note 21. Employee Benefit Plans

The components of the provision for net periodic benefit cost were as follows:

(millions)

Pension Benefits
2007 2006

Other Postretirement
Benefits

2007 2006

Service

Expected retull1 on plan assets

Amortization of transition obli ation

Settlements and curtailments

Nine Months Ended September 30,

Interest cost

Amortization of rior service cost credit

172

2

158

3

58

(4)

61

(3)

Amortization of net I

and curtailments

(I) Relates to the pending sale of Peoples and Hope and sale of our non-Appalachian E&P business.
(2) Reduction in pension and other postretirement benefit costs, primarily reflecting an increase in the associated discount rate.
(3) Represents a one-time benefit enhancement for certain employees in connection with the disposition of our non-Appalachian E&P business.

Employer Contributions

Under our funding policies, we evaluate pension and other postretirement benefit plan funding requirements annually, usually in the second half of the year after
receiving updated plan information from our actuary. Based on the funded status of each plan and other factors, the amount of additional contributions to be
made each year is determined at that time. We made no contributions to our defined benefit pension plans or other postretirement benefit plans during the nine
months ended September 30, 2007. We do not expect to make any contributions to our pension plans during the remainder of the year. We expect to contribute
approximately $23 million to our other postretirement benefit plans during the fourth quarter of2007.

Note 22. Operating Segments

Our Company is organized primarily on the basis of products and services sold in the U.S. We manage our operations through the following segments.

Dominion Delivery includes our regulated electric and gas distribution and customer service businesses, as well as nonregulated retail energy marketing
operations.

Dominion Energy includes our regulated electric transmission, natural gas transmission pipeline and underground natural gas storage businesses and the Cove
Point LNG facility. It also includes gathering and extraction activities, certain Appalachian natural gas production and producer services, which consist of
aggregation of gas supply, market-based services related to gas transportation and storage and associated gas trading.

Dominion Generation includes the generation operations of our merchant fleet and regulated electric utility, as well as energy marketing and price risk
management activities associated with our generation assets.

Dominion E&P includes our gas and oil exploration, development and production operations. These operations were located in several major producing basins in
the lower 48 states, including the outer continental shelf and deepwater areas of the Gulf of Mexico, West Texas, Mid-Continent, the Rockies and Appalachia.
We have sold all of our non-Appalachian natural gas and oil E&P operations.
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Corporate includes our corporate, service company and other functions (including unallocated debt), corporate-wide enterprise commodity risk management, the
remaining assets of DCI and the net impact ofthe discontinued operations of the Peaker facilities and the Canadian E&P business. In addition, the contribution to
net income by our primary operating segments is determined based on a measure of profit that executive management believes represents the segments' core
earnings. As a result, certain specific items attributable to those segments are not included in profit measures evaluated by executive management in assessing the
segment's performance or allocating resources among the segments and are instead reported in the Corporate segment. In the nine months ended September 30,
2007 and 2006, we reported a net benefit of $939 million and net expenses of $111 million, respectively, in the Corporate segment attributable to our operating
segments.

The net benefit in 2007 largely resulted from:

A $3.6 billion ($2.1 billion after-tax) net gain resulting from the completion of the sale of our U.S. non-Appalachian E&P business, attributable to
Dominion E&P; partially offset by

A $544 million ($347 million after-tax) charge predominantly due to the discontinuance ofhedge accounting for certain gas and oil hedges and subsequent
changes in the fair value of these hedges, attributable to Dominion E&P. As a result of the sale of our U.S. non-Appalachian E&P business, it became
probable that the forecasted sales of gas and oil would not occur;

A $387 million ($252 million after-tax) charge related to the impairment of Dresden, attributable to Dominion Generation;

A $259 million ($158 million after-tax) extraordinary charge due to the reapplication of SFAS No. 71 to the Virginia jurisdiction of our utility generation
operations, attributable to Dominion Generation;

A $236 million ($140 million after-tax) charge for the recognition of a long-term power sales agreement at State Line, that no longer qualifies for the
normal purchase and sales exemption due to the expected termination of the agreement in the fourth quarter 2007, attributable to Dominion Generation;
and

A $171 million ($108 million after-tax) charge for the recognition of certain forward gas contracts that no longer qualifY for the normal purchase and sales
exemption as a result of the sale of our U.S. non-Appalachian E&P business, attributable to Dominion E&P.

The net expenses in 2006 primarily related to the impact of a $167 million ($103 million after-tax) charge resulting from the write-off of certain regulatory assets
related to the pending sale of Peoples and Hope, attributable to Dominion Delivery.

Intersegment sales and transfers are based on contractual arrangements and may result in intersegment profit or loss that is eliminated in consolidation.
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The following table presents segment information pertaining to our operations:

Dominion Dominion Dominion Dominion Adjustments! Consolidated
Delivery ~ Generation E&P Corporate Eliminations Total

(millions)
Three Months Ended
September 30,

$ 673 $ 134 $ 2,229 $ 178 $ 23 $ 352 $ 3,589

676 587 2,260 229 183 (346) 3,589

Net income ------ll __6_1 ----...ill. __3_8 1741 2317

$ 650 $ 198 $ 1996 $ 829 $ 25 $ 325 $ 3,973

652 580 2,025 879 161 324 3,973

Net income (loss) 78 102 253 297 (76) 654
Nine Months Ended
September 30,

Total revenue from external customers $ 737 $ $ 54 $ 933 $ 11,980

3,119 1,893 5,843 1,575 529 (979) 11,980

erations, net of tax 5 (5

2006

Intersegment revenue 8 945 110 168 567 1798

Income from discontinued 0 erations, net of tax 14 14

In the fourth quarter of2007, we will realign our business units to reflect our strategic refocusing and begin managing our daily operations through three primary
operating segments: DVP, Dominion Generation and Dominion Energy. DVP will include our regulated electric distribution and electric transmission operations
in Virginia and North Carolina, as well as our nonregulated retail energy marketing and customer service operations. Dominion Generation will continue to
include our regulated and merchant power generation. Dominion Energy will include our regulated natural gas distribution, transmission, storage and LNG
operations, Appalachian-based natural gas and oil E&P operations and producer services.
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DOMINION RESOURCES, INC.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management's Discussion and Analysis of Financial Condition and Results of Operations (MD&A) discusses the results of operations and general financial
condition of Dominion. MD&A should be read in conjunction with our Consolidated Financial Statements. The terms "Dominion," "Company," "we," "our" and
"us" are used throughout MD&A and, depending on the context of their use, may represent any of the following: the legal entity, Dominion Resources, Inc., one
of Dominion Resources, Inc.'s consolidated subsidiaries or operating segments, or the entirety of Dominion Resources, Inc. and its consolidated subsidiaries.

Contents ofMD&A

Our MD&A consists of the following information:

Forward-Looking Statements

Accounting Matters

Results of Operations

Segment Results of Operations

Selected Information - Energy Trading Activities

Liquidity and Capital Resources

Future Issues and Other Matters

Forward-Looking Statements

This report contains statements concerning our expectations, plans, objectives, future financial performance and other statements that are not historical facts.
These statements are "forward-looking statements" within the meaning of the Private Securities Litigation Reform Act of 1995. In most cases, the reader can
identify these forward-looking statements by such words as "anticipate," "estimate," "forecast," "expect," "believe," "should," "could," "plan," "may" or other
similar words.

We make forward-looking statements with full knowledge that risks and uncertainties exist that may cause actual results to differ materially from predicted
results. Factors that may cause actual results to differ are often presented with the forward-looking statements themselves. Additionally, other factors may cause
actual results to differ materially from those indicated in any forward-looking statement. These factors include but are not limited to:

Unusual weather conditions and their effect on energy sales to customers and energy commodity prices;

Extreme weather events, including hurricanes and winter storms, that can cause outages and property damage to our facilities;

State and federal legislative and regulatory developments and changes to environmental and other laws and regulations, including those related to climate
change, to which we are subject;

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

Risks associated with the operation of nuclear facilities;

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

Counterparty credit risk;

Capital market conditions, including price risk due to marketable securities held as investments in nuclear decommissioning and benefit plan trusts;

Fluctuations in interest rates;

Changes in rating agency requirements or credit ratings and their effect on availability and cost of capital;

Changes in financial or regulatory accounting principles or policies imposed by governing bodies;

Employee workforce factors including collective bargaining agreements and labor negotiations with union employees;
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The risks of operating businesses in regulated industries that are subject to changing regulatory structures;

Receipt of approvals for and timing of closing dates for acquisitions and divestitures, including our divestiture of Peoples and Hope;

Risks associated with the realignment of our operating assets, including the potential dilutive effect on earnings in the near term;

Political and economic conditions, including the threat of domestic terrorism, inflation and deflation;

Completing the divestiture of investments held by our financial services subsidiary, DCI; and
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Changes in rules for RTOs in which we participate, including changes in rate designs and new and evolving capacity models.

Additionally, other risks that could cause actual results to differ from predicted results are set forth in Item IA. Risk Factors in this report, in our Quarterly
Reports on Form 10-Q for the quarters ended March 31, 2007 and June 30, 2007 and in our Annual Report on Form 10-K for the year ended December 31, 2006.

Our forward-looking statements are based on our beliefs and assumptions using information available at the time the statements are made. We caution the reader
not to place undue reliance on our forward-looking statements because the assumptions, beliefs, expectations and projections about future events may, and often
do, differ materially from actual results. We undertake no obligation to update any forward-looking statement to reflect developments occurring after the
statement is made.

Accounting Matters

Critical Accounting Policies and Estimates

As of September 30,2007, there have been no significant changes with regard to the critical accounting policies and estimates disclosed in MD&A in our Annual
Report on Form 10-K for the year ended December 31, 2006. The policies disclosed included the accounting for derivative contracts at fair value, goodwill and
long-lived asset impairment testing, asset retirement obligations, employee benefit plans, regulated operations, gas and oil operations, and income taxes.

Other

See Notes 3 and 4 to our Consolidated Financial Statements for a discussion of newly adopted and recently issued accounting standards. See Note 5 to our
Consolidated Financial Statements for a discussion of the reapplication of SFAS No. 71 to the Virginia jurisdiction of our utility generation operations.

Results of Operations

Presented below is a summary of our consolidated results for the quarter and year-to-date periods ended September 30, 2007 and 2006:

Overview

Third Quarter 2007 VS. 2006

Net income increased by 254% to $2.3 billion. Diluted EPS increased to $7.24 and includes $0.15 of share accretion resulting from the repurchase of shares with
proceeds received from the sale of our non-Appalachian E&P business. Favorable drivers include the gain on the sale of our U.S. non-Appalachian E&P
business, higher realized prices for our gas and oil production and the reapplication of deferral accounting effective July I, 2007, for Virginia jurisdiction fuel
costs at our utility generation operations. Unfavorable drivers include a decrease in gas and oil production due to the sale of our U.S. non-Appalachian E&P
business, charges related to the early extinguishment of outstanding debt associated with the completion of our debt tender offer in July 2007, a charge for the
expected termination of a long-term power sales agreement at State Line and the absence ofbusiness interruption insurance revenue received in 2006, associated
with the 2005 hurricanes.

Year-To-Date 2007 VS. 2006

Net income increased by 66% to $2.2 billion. Diluted EPS increased to $6.58 and includes $0.11 of share accretion resulting from the repurchase of shares with
proceeds received from the sale of our non-Appalachian E&P business. Favorable drivers include the gain on the sale of our U.S. non-Appalachian E&P
business, higher realized prices for our gas and oil production, higher margins at our merchant generation business and the reapplication of dcferral accounting
effective July I, 2007, for Virginia jurisdiction fuel costs at our utility generation operations. Unfavorable drivers
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include a decrease in gas and oil production due to the sale of our U.S. non-Appalachian E&P business, an impairment charge related to the sale of Dresden, an
extraordinary charge in connection with the reapplication of SFAS No. 71 to the Virginia jurisdiction of our utility generation operations, charges related to the
early extinguishment of outstanding debt associated with the completion of our debt tender offer in July 2007, a charge due to the discontinuance of hedge
accounting for certain gas and oil hedges and subsequent changes in the fair value ofthese hedges as a result of the sale of our U.S. non-Appalachian E&P
business, a charge for the expected termination of a long-term power sales agreement at State Line and the absence of business interruption insurancc revenue
received in 2006, associated with the 2005 hurricanes.

Analysis of Consolidated Operations

Presented below are selected amounts related to our results of operations.

millions)

Third Quarter Year-To-Date
2007 2006 $ Change

Operatin Expenses

Purchased electric ca aci

An analysis of our results of operations for the third quarter and year-to-date periods of2007 compared to the third quarter and year-to-date periods of2006
follows:

Third Quarter 2007 vs. 2006

Operating Revenue decreased 10% to $3.6 billion, primarily reflecting:

A $299 million decrease in sales of gas and oil production primarily due to lower volumes ($589 million), partially offset by higher realized prices ($290
million);

A $269 million decrease related to business interruption insurance revenue received in 2006, associated with the 2005 hurricanes;

An $82 million decrease in nonutility coal sales, primarily from lower sale volumes related to exiting certain sales activities. This decrease was largely
offset by a corresponding decrease in Other energy-related commodity purchases expense; and

A $35 million decrease in sales of extracted products due to the sale of our U.S. non-Appalachian E&P business.

These decreases were partially offset by:

A $147 million increase in revenue from our electric utility operations, largely resulting from:

A $70 million increase due to the impact of a comparatively higher fuel rate in certain customer jurisdictions;

A $46 million increase in sales to retail customers attributable to variations in rates resulting from changes in sales mix and other factors ($25
million) and new customer connections ($21 million) primarily in our residential and commercial customer classes; and

A $22 million increase in sales to wholesale customers.

An $87 million increase for merchant generation operations, primarily reflecting higher realized prices for nuclear and fossil operations, increased volumes
for fossil operations and higher capacity revenue associated with new capacity markets in New England Power Pool (NEPOOL) and PJM; and

A $74 million increase associated with hedging activities for our merchant generation assets. The effect of this increase was largely offset by a
corresponding increase in Other operations and maintenance expense.
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Operating Expenses and Other Items

Electric fuel and energy purchases expense decreased 14% to $914 million, primarily reflecting the combined impact of the following:

A $212 million decrease for utility generation operations primarily due to the reapplication of deferral accounting for Virginia jurisdiction fuel costs
beginning on July 1,2007. The underlying fuel costs, including those subject to deferral accounting, increased by approximately $26 million due to higher
consumption of fossil fuel and purchased power resulting primarily from a change in generation mix. This increase was more than offset by a $238 million
reduction in fuel expenses, primarily to defer fuel costs that were in excess of current period fuel rate recovery; partially offset by

A $38 million increase related to our retail energy marketing operations resulting from an increase in volume ($19 million) and higher prices ($19 million).

Other energy-related commodity purchases expense decreased 56% to $64 million, primarily due to an $80 million dccrease in the cost of nonutility coal sales,
discussed in Operating Revenue.

Other operations and maintenance expense increased to $1.2 billion, primarily reflecting the combined effects of:

A $236 million charge related to the expected termination of a long-term power sales agreement at State Line;

$86 million of impairment charges related to DCI investments;

A $71 million increase primarily related to hedging activities associated with our merchant generation assets. The effect of this increase is more than offset
by a corresponding increase in Operating Revenue;

A $62 million increase primarily due to the inclusion of financial transmission rights revenue, which is uscd to offset congestion costs associated with PJM
power purchases incurred by our utility generation operations, in Electric fuel and energy purchases expense, beginning July I, 2007, as a result of the
reapplication of defcrred fuel accounting for the Virginia jurisdiction;

A $46 million increase primarily due to the absence of a 2006 benefit from favorable changes in the fair value of certain gas and oil hedges that were
dedesignated following the 2005 hurricanes;

A $45 million decrease in gains from the sales of emissions allowances held for consumption; and

A $27 million charge resulting from the accrual oflitigation reserves.

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

Depreciation, depletion and amortization decreased 27% to $284 million, principally due to decreased oil and gas production resulting from the sale of our U.S.
non-Appalachian E&P business.

Other income decreased 23% to $33 million, resulting primarily from lower decommissioning trust earnings due to the reapplication of SFAS No. 71 to the
Virginia jurisdiction of our utility generation operations, since they are deferred as a regulatory liability.

Interest and related charges increased 71 % to $437 million, resulting principally from charges related to the early extinguishment of outstanding debt associated
with our debt tender offer completed in July 2007, partially offset by a reduction in interest expense resulting from the retirement of this debt.

Income tax expense increased to $1.5 billion, reflecting income tax expense on the gain realized from the sale of our U.S. non-Appalachian E&P business.

Year-To-Date 2007 vs. 2006

Operating Revenue decreased 3% to $I2 biiiion, primarily reflecting:

A $422 million decrease in revenue from sales of oil purchased by E&P operations, primarily due to the impact ofnetting sales and purchases of oil under
buy/sell arrangements associated with the implementation of EITF 04-13 in 2006. This decrease was largely offset by a corresponding decrease in Other
energy-related commodity purchases expense;

A $269 million decrease related to business interruption insurance revenue received in 2006, associated with the 2005 hurricanes;

A $242 million decrease in gas sales by our gas distribution operations reflecting the combined effects of:

A $200 million decrease reflecting lower gas prices; and
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A $198 million decrease resulting from the migration of customers to energy choice programs; partially offset by

A $156 million increase in volumes due to an increase in the number of heating degree days, primarily in the first quarter of2007, and changes in
customer usage patterns and other factors. This decrease was more than offset by a corresponding decrease in Purchased gas expense.

A $227 million decrease in nonutility coal sales, primarily from lower sale volumes ($210 million) related to exiting certain sales activities and lower
prices ($17 million). This decrease was more than offset by a corresponding decrease in Other energy-related commodity purchases expense;

A $210 million decrease in sales of gas and oil production primarily due to lower volumes ($770 million), partially offset by higher realized prices ($560
million);

A $58 million decrease in our producer services business as the result of lower margins related to price risk management activities;

A $52 million decrease in revenue from sales of gas purchased by E&P operations to facilitate gas transportation and other contracts primarily due to the
implementation ofEITF 04-13 and a reduction in quantities of purchased gas. This decrease was more than offset by a corresponding decrease in
Purchased gas expense; and

A $40 million decrease in the sales of emissions allowances held for resale. This decrease was largely offset by a corresponding decrease in Other
energy-related commodity purchases expense.

These decreases were partially offset by:

A $362 million increase in revenue from our electric utility operations, largely resulting from:

A $125 million increase in sales to retail customers attributable to variations in rates resulting from changes in sales mix and other factors ($71
million) and new customer connections ($54 million) primarily in our residential and commercial customer classes;

A $90 million increase in sales to retail customers due to an increase in the number of heating and cooling degree days;

A $56 million increase duc to the impact of a comparatively higher fuel rate in certain customer jurisdictions;

A $50 million increase in sales to wholesale customers; and

A $32 million increase resulting primarily from higher ancillary service revenue reflecting higher regulation and operating reserves revenue received
from PJM.

A $288 million increase for merchant generation operations, primarily reflecting higher realized prices for nuclear and fossil operations, increased volumes
for fossil operations and higher capacity revenue associated with new capacity markets in NEPOOL and PJM;

A $233 million increase associated with hedging activities for our merchant generation assets. The effect of this increase was largely offsct by a
corresponding increase in Other operations and maintenance expense;

A $135 million increase in gas sales by retail energy marketing activities due to increased customer accounts ($178 million) partially offset by lower
contracted sales prices ($43 million). This increase was largely offset by a corresponding increase in Purchased gas expense; and

A $66 million increase in gas transportation and storage revenue primarily attributable to our gas distribution operations due to increased volumes and
higher prices.

Operating Expenses and Other Items

Electric fuel and energy purchases expense increased 6% to $2.7 billion, primarily reflecting:

An $80 million increase related to our retail energy marketing operations resulting from higher prices;

A $59 million increase for our merchant generation operations primarily due to higher commodity prices and increased fossil fuel consumption; and

A $12 million increase for utility generation operations. The underlying fuel costs, including those subject to deferral accounting, increased by
approximately $237 million due to higher consumption offossil fuel and purchased power resulting from an increase in the number ofheating and cooling
degree days, higher commodity costs and a change in generation mix. This increase was largely offset by a $225 million reduction in fuel expenses,
primarily to defer fuel costs that were in excess of current period fuel rate recovery.

Purchased gas expense decreased 6% to $2.0 billion, principally resulting from:
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A $192 million decrease in costs attributable to gas distribution operations, primarily reflecting lower prices as discussed in Operating Revenue; and

A $59 million decrease related to E&P operations, resulting from the impact of netting purchases and sales of gas under buy/sale arrangements due to the
implementation ofEITF 04-13 and a reduction in purchased gas quantities. The effect of this decrease is largely offset by a corresponding decrease in
Operating Revenue.
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These decreases were partially offset by:

A $111 million increase associated with retail energy marketing activities, due to higher volumes ($162 million), partially offset by lower prices ($51
million), as discussed in Operating Revenue; and

A $19 million increase associated with our producer services business, due to the net impact of an increase in volumes partially offset by lower prices.

Other energy-related commodity purchases expense decreased 79% to $184 million, primarily attributable to the following factors, all of which are discussed in
Operating Revenue:

A $409 million decrease as a result ofthe implementation ofEITF 04-13;

A $229 million decrease in the cost of nonutility coal sales; and

A $38 million decrease in the cost of sales of emissions allowances held for resale.

Other operations and maintenance expense increased 84% to $3.9 billion, resulting from:

A $544 million charge predominantly due to the discontinuance of hedge accounting for certain gas and oil hedges and subsequent changes in the fair
value of these hedges as a result of the sale of our U.S. non-Appalachian E&P business;

A $387 million impairment charge related to the sale of Dresden;

A $236 million charge related to the expected termination of a long-term power sales agreement at State Line;

A $211 million increase primarily related to hedging activities associated with our merchant generation assets. The effect of this increase is more than
offset by a corresponding increase in Operating Revenue;

A $177 million increase primarily due to the absence of a 2006 benefit from favorable changes in the fair value of certain gas and oil hedges that were
dedesignated following the 2005 hurricanes;

A $171 million charge primarily due to the termination ofVPP agreements as a result of the sale of our U.S. non-Appalachian E&P business;

$86 million ofimpairmcnt charges related to DCI invcstments;

A $63 million increase due to a decrease in gains from the sale of emissions allowances held for consumption;

A $53 million charge resulting from the accrual of litigation reserves; and

A $40 million increase primarily due to the inclusion of financial transmission rights revenue, which is used to offset congestion costs associated with PJM
power purchases incurred by our utility generation operations, in Electric fuel and energy purchases expense, beginning July I, 2007, as a result of the
reapplication of deferred fuel accounting for the Virginia jurisdiction.

These charges were partially offset by the absence of the following 2006 items:

A $167 million charge related to the write-off of certain regulatory assets in connection with the pending sale of Peoples and Hope; and

A $60 million charge due to the elimination ofhedge accounting for certain interest rate swaps associated with our junior subordinated notes payable to
affiliated trusts.

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

Interest and related charges increased 27% to $974 million, resulting principally from charges related to the early extinguishment of outstanding debt associated
with our debt tender offer completed in July 2007, partially offset by a reduction in interest expense resulting from the retirement of this debt.

Income tax expense increased to $1.6 billion, reflecting income tax expense on the gain realized from the sale of our U.S. non-Appalachian E&P business.

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

Segment results include the impact of intersegment revenues and expenses, which may result in intersegment profit and loss. Presented below is a summary of
contributions by operating segments to net income for the quarter and year-to-date periods ended September 30, 2007 and 2006:

Dominion Ener

Dominion E&P

Co orate

Dominion E&P

Corporate

Dominion Delivery

Presented below are operating statistics related to our Dominion Delivery operations:

Net Income
2007 2006 $ Change

Diluted EPS
2007 ~ $ Change

Third Quarter Year-To-Date
2007 2006 % Change 2007 2006 % Change

5 15 67 2365 2056 15

33 37 (II) 186 167 II

ts

Gas transportation 890 893 901 807 12

mwhrs = megawatt hours

bcf = billion cubic feet

(I)
(2)

(3)

(4)

Includes electricity delivered through the retail choice program for our Virginia jurisdictional electric customers.
Cooling degree days (CDDs) are units measuring the extent to which the average daily temperature is greater than 65 degrees. CDDs are calculated as the
difference between the average temperature for each day and 65 degrees.
Heating degree days (HDDs) are units measuring the extent to which the average daily temperature is less than 65 degrees. HDDs are calculated as the
difference between the average temperature for each day and 65 degrees.
Period average, in thousands.
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Presented below, on an after-tax basis, are the key factors impacting Dominion Delivery's net income contribution:

Third Quarter
2007 vs. 2006

Increase (Decrease)

A~t EL
(millions, except EPS)

Year-To-Date
2007 vs. 2006

Increase (Decrease)

A~t EL

Re lated electric sales:

Weather

Re lated as sales - weather

Other

Change in net income contribution

(I) Primarily resulting from the absence in 2007 of costs associated with tropical storm Emesto in September 2006.
(2) Decrease primarily due to charge-otIs associated with our gas distribution operations.
(3) Increase in the year-to-date penod reflects higher revenues largely attributable to an increase in the number of gas customers.

Dominion Energy

Presented below are operating statistics related to our Dominion Energy operations:

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

Third Qnarter
2007 vs. 2006

Increase (Decrease)
Amount EPS

Year-To-Date
2007 vs. 2006

Increase (Decrease)
Amount EPS

(millions except EP

Gas transmission 0 erations

Other

Change in net income contribution

(I)

(2)

For the quarter, decrease is primarily due to unfavorable price changes on price risk management activities and lower mark-to-market gains on positions
economically hedging gas and storage. Decrease in the year-to-date period is primarily related to unfavorable price changes due to reduced market
volatility, as compared to the post-200S hurricane market conditions in 2006.
Decrease is primarily due to a decline in market center services and higher system fuel costs.

Page 41

Source: DOMINION RESOURCES I, 10-0, November 01,2007



Table of Contents
Dominion Generation

Presented below are operating statistics related to our Dominion Generation operations:

Third Quarter Year-To-Date
2007 2006 % Chauge 2007 2006 % Change

Utility 23.7 23.0 3% 64.7 61.2 6%

De

Heating 5 IS (67) 2,365 2,056 IS

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

Third Quarter
2007 vs. 2006

Increase (Decrease)
Amount EPS-- ---

Year-To-Date
2007 vs. 2006

Increase (Decrease)
Amount EPS

Change in net income contribution

48 0.14 106 0.30

(I)

(2)

(3)

For the quarter and year-to-date periods, primarily reflects the reapplication of deferred fuel accounting effective July I, 2007 for our utility generation
operations. For the year-to-date period, the benefit is partially offset by increased consumption of fossil fuel and higher purchased power costs during the
first six months of the year.
Primarily reflects higher overall realized prices for our New England nuclear and fossil generating assets and higher volumes and capacity revenue for
other fossil generation operations. Higher prices include implementation of new capacity markets in NEPOOL and PJM.
For the quarter, primarily reflects an increase in the number of scheduled outage days for our utility generation operations, partially offset by lower
scheduled outage days for merchant nuclear operations. For the year-to-date period, primarily reflects higher scheduled outage days for both utility and
merchant generation operations.

Page 42

Source: DOMINION RESOURCES I, 10-Q, November 01, 2007



Table of Contents
Dominion E&P

Presented below are operating statistics related to our E&P operations:

Third Quarter Year-To-Date

5

(4)$ 6.86

~ %Chauge
··218.5 (16)%

17.9 (37)

37.24 35.31
$ 1.87 .... $ 1.64

$ 6.59

2007

-183.1 
11.2

(7)

27
2

~ %Chauge
75.8 (55)%

6.0 (87)

$ 6.34

32.78
$ 1.66

$ 5.89

41.70
$1.70

2007

- .34.4
0.8

Oil (per bbl)
DD&A (unit of production rate per mcfe)

bbl(s) = barrel(s)

mcf= thousand cubic feet

mcfe = thousand cubic feet equivalent

Gas production (bcf)
Oil production (million bbls)
Average realized p~1es without hedging results:

Gas er mcf)

(I) Excludes $60 million for the three months ended September 30, 2006 and $71 million and $203 million for the nine months ended September 30,2007 and
2006, respectively, of revenue recognized under the VPP agreements, which were terminated in the second quarter of2007, as described in Note 6 to our
Consolidated Financial Statements.

Presented below, on an after-tax basis, are the key factors impacting Dominion E&P's net income contribution:

Third Quarter
2007 vs. 2006

Year-To-Date
2007 vs. 2006

Increase (Decrease)
Amount EPS

Increase (Decrease)
Amount EPS

DD&A
Operations and maintenance(3)
Interest expense

Share accretion
Change in net inc:oIIle (;oIlltrilbutiorl

(I)
(2)
(3)

Represents a decrease in gas and oil production related principally to the sale of our U.S. non-Appalachian E&P business.
Decrease is due to the absence of business interruption msurance proceeds received in 2006 associated with the 2005 humcanes.
Lower operations and maintenance expenses for the quarter reflect overall decreases in lifting and transportation costs associated with the sale of our U.S.
non-Appalachian E&P business. Higher operations and maintenance expenses in the year-to-date period, primarily reflecting the absence of a 2006 benefit
from favorable changes in the fair value of certain gas and oil hedges that were de-designated following the 2005 hurricanes.
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Included below are the volumes and weighted-average prices associated with hedges in place for our Appalachian operations and fixed-term overriding royalty
interests formerly associated with the VPP agreements as of September 30, 2007 by applicable time period.

Natural Gas
Hedged Average

Production Hedge Price

Corporate

Presented below are the Corporate segment's after-tax results:

Other corporate operations

Earnings per share impact

Third Quarter Year-To-Date
2007 .2.!!!!L $ Change

Specific Items Attributable to Operating Segments

Corporate includes specific items attributable to our operating segments that have been excluded from profit measures evaluated by management, either in
assessing segment performance or in allocating resources among the segments. See Note 22 to our Consolidated Financial Statements for discussion of these
items.

Peaker Discontinued Operations

Year-To-Date 2007 vs. 2006

The increase in the loss from the discontinued operations of the Peaker facilities primarily reflects a $25 million loss on the sale of the Peaker facilities in March
2007, resulting largely from the allocation of$24 million of Generation reporting unit goodwill to the bases of the investments sold.

Other Corporate Operations

Third Quarter 2007 vs. 2006

Net expenses increased $123 million, primarily due to $267 million of charges ($163 million after-tax) related to the early retirement of outstanding debt
associated with the completion of our debt tender offer in July 2007. The increase in net expenses also reflects an $86 million ($55 million after-tax) impairment
charge related to certain DCI investments. These expenses were partially offset by higher ineome tax benefits in 2007, primarily refleeting the interim impaet of
changes to our estimated annual effective tax rate.

Year-To-Date 2007 vs. 2006

Net expenses increased $13 million, primarily refleeting charges related to the completion of our debt tender offer in July 2007, deseribed above. These charges
were partially offset by a $119 million tax benefit from the elimination of valuation allowances on deferred tax assets, representing federal and state tax loss
carryforwards, since these losses will be utilized to offset taxable ineome generated from the sale of our non-Appalachian E&P business.

Selected Information-Energy Trading Activities

See Selected Information-Energy Trading Activities in MD&A included in our Annual Report on Form 10-K for the year ended December 31, 2006 for a
discussion of our energy trading, hedging and marketing activities and related accounting policies. For additional discussion of trading activities, see Market Risk
Sensitive Instruments and Risk Management in Item 3.
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A summary of the changes in the unrealized gains and losses recognized for our energy-related derivative instruments held for trading purposes during the nine
months ended September 30, 2007 follows:

Amount

eriod

Net unrealized gain at September 30, 2007

The balance of net unrealized gains and losses recognized for our energy-related derivative instruments held for trading purposes at September 30, 2007, is
summarized in the following table based on the approach used to determine fair value and contract settlement or delivery dates:

Maturity Based on Contraet Settlement or Delivery Date(s)

Source of Fair Value
(millions)

Other external sources

Less than
1

~

1-2 2-3 3-5 In excess of
5 years Total

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

Liquidity and Capital Resources

We depend on both internal and external sources ofliquidity to provide working capital and to fund capital requirements. Short-term cash requircments not met
by cash provided by operations are generally satisfied with proceeds from short-term borrowings. Long-term cash needs are met through sales of securities and
additional long-term financing.

At September 30, 2007, we had $4.6 billion ofunused capacity under our credit facilities, comprised of approximately $4.5 billion under our core credit facilities
and $100 million available under a bilateral credit facility.

A summary of our cash flows for the nine months ended September 30, 2007 and 2006 is presented below:

2007 2006
(millions)
Cash and cash equivalents at January 1,(1)

Cash flows provided by (used in):
:Operating activities
Investin activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at September 30,(2)

$ .142 .. ·. $: 146

(I) 2007 amount includes $4 million of cash classified as held for sale in our Consolidated Balance Sheet.
(2) 2007 and 2006 amounts include $2 million of cash classified as held for sale in our Consolidated Balance Sheets.

Operating Cash Flows

For the nine months ended September 30,2007, net cash provided by operating activities decreased by $1.2 billion as compared to the nine months ended
September 30, 2006. The decrease was primarily due to a reduction in cash flow resulting from the sale of our non-Appalachian E&P business, the absence of
business interruption insurance proceeds received in 2006, and higher income taxes paid. Our operations are subject to risks and uncertainties that may negatively
impact the timing or amounts of operating cash flows which are discussed in Item IA. Risk Factors in this report, our Quarterly Reports on Form IO-Q for the
quarters ended March 31, 2007 and June 30, 2007 and in our Annual Report on Form IO-K for the year-ended December 31, 2006.
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Credit Risk

Our exposure to potential concentrations of credit risk results primarily from our energy marketing and price risk management activities. Presented below is a
summary of our gross credit exposure as of September 30,2007, for these activities. Our gross credit exposure for each counterparty is calculated as outstanding
receivables plus any unrealized on or off-balance sheet exposure, taking into account contractual netting rights. Gross credit exposure is calculated prior to the
application of collateral.

Gross Credit
Exposure

Credit
Collateral

Net Credit
Exposure

$

26

155

764

5

26

150

(I)

(2)
(3)
(4)

Designations as investment grade are based upon minimum credit ratings assigned by Moody's Investors Service (Moody's) and Standard & Poor's
Ratings Services. The five largest counterparty exposures, combined, for this category represented approximately 35% of the total net credit exposure.
The five largest counterparty exposures, combined, for this category represented approximately 2% ofthe total net credit exposure.
The five largest counterparty exposures, combined, for this category represented approximately 15% of the total net credit exposure.
The five largest counterparty exposures, combined, for this category represented approximately 2% ofthe total net credit exposure.

Investing Cash Flows

Significant cash flows provided by investing activities for the nine months ended September 30, 2007, included:

$13.7 billion of net proceeds from the sale of our non-Appalachian E&P business;

$696 million of proceeds from sales of securities held as investments in our nuclear decommissioning trusts; and

$339 million of net proceeds from the sale of merchant generation facilities.

Cash flows provided by investing activities for the nine months ended September 30, 2007, were partially offset by:

$1.8 billion of capital expenditures for the purchase and development of gas and oil producing properties, drilling and equipment costs and undeveloped
lease acquisitions;

$1.4 billion of capital expenditures, including environmental upgrades, routine capital improvements, purchase of nuclear fuel, and construction and
improvements of gas and electric transmission and distribution assets; and

$763 million for purchases of securities held as investments in our nuclear decommissioning trusts.

Financing Cash Flows and Liquidity

We rely on banks and capital markets as a significant source of funding for capital requirements not satisfied by cash provided by the companies' operations. As
discussed further in the Credit Ratings and Debt Covenants section, our ability to borrow funds or issue securities and the return demanded by investors are
affected by the issuing company's credit ratings. In addition, the raising of external capital is subject to meeting certain regulatory requirements, including
registration with the SEC and, in the case ofVirginia Power, approval by the Virginia Commission.

Significant financing activities for the nine months ended September 30, 2007 included:

$5.8 billion for the repurchase of common stock, primarily due to the completion of our equity tender offer in August 2007;

$5.4 billion for the repayment oflong-term debt and notes payable, largely resulting from the completion of our debt tender offer in July 2007;

$2.3 billion for the repayment of short-term debt; and

$704 million of dividend payments; partially offset by

$1.2 billion from the issuance of long-term debt.

Page 46

Source: DOMINION RESOURCES I, 10-Q, November 01, 2007



Table of Contents
See Note 17 to our Consolidated Financial Statements for further information regarding our credit facilities, liquidity and significant financing transactions,
including our debt and equity tender offers.

Credit Ratings and Debt Covenants

Credit ratings are intended to provide banks and capital market participants with a framework for comparing the credit quality of securities and are not a
recommendation to buy, sell or hold securities. In the Credit Ratings and Debt Covenants sections of MD&A in our Annual Report on Form 10-K for the year
ended December 31,2006, we discussed the use of capital markets by Virginia Power, CNG and us (the Dominion Companies), as well as the impact of credit
ratings on the accessibility and costs of using these markets. In addition, these sections ofMD&A discussed various covenants present in the enabling agreements
underlying the Dominion Companies' debt. As a result of the merger of CNG with Dominion, all of CNG's former rights and obligations under its indentures
have been assumed by Dominion. Subsequent to the merger, Moody's lowered its rating ofCNG Senior Unsecured debt from Baal to Baa2 to equal their rating
of Dominion's Senior Unsecured debt.

In June 2006 and September 2006, we executed Replacement Capital Covenants (RCCs) in connection with our offering of $300 million of 2006 Series A
Enhanced Junior Subordinated Notes due 2066 (June hybrids) and $500 million of 2006 Series B Enhanced Junior Subordinated Notes due 2066 (September
hybrids), respectively. We initially designated the 8.4% Capital Securities of Dominion Resources Capital Trust III as covered debt for purposes of the RCCs.
However, due to our acquisition of most of these securities in our debt tender offer in July 2007, they ceased to be eligible as covered debt for the RCCs. Under
the terms of the RCCs, we are required under certain circumstances to change the series of our debt designated as covered debt under the RCCs. In the third
quarter of 2007, we designated the September hybrids as covered debt under the June hybrids' RCC and designated the June hybrids as covered debt under the
September hybrids' RCC.

We monitor the covenants on a regular basis in order to ensure that events of default will not occur. As of September 30, 2007 there have been no events of
default under our debt covenants. Other than the change in covered debt for the RCCs discussed above, as of September 30, 2007, there have been no changes to
our debt covenants.

Future Cash Payments for Contractual Obligations

As of September 30, 2007, there have been no material changes outside the ordinary course of business to the contractual obligations disclosed in MD&A in our
Annual Report on Form IO-K for the year ended December 31, 2006, with the exception of the following.

In connection with the sales of our non-Appalachian E&P operations, the purchasers have indemnified us and assumed our contractual obligations associated
with these operations. Additionally, we used some of the after-tax proceeds from these dispositions to reduce our outstanding debt. As a result of these
transactions, our contractual obligations at December 31, 2006 have been reduced as follows:

Less than 1
year

1-3

~

3-5

~

More than 5
years Total

Total cash payments as adjusted

Planned Capital Expenditures

As of September 30, 2007, our planned capital expenditures for 2008 are expected to total approximately $3.5 billion. The decrease, as compared to the amounts
originally forecasted in our Aunual Report on Form 10-K for the year ended December 31,2006, primarily reflects the sale of our non-Appalachian E&P
operations, partially offset by an increase in capital spending associated with the need for additional generation in our electric utility service territory. Our
planned capital expenditures include capital projects that are subject to board approval. We expect to fund our capital expenditures with cash from operations and
a combination of sales of securities and short-term borrowings.

Use of Off-Balance Sheet Arrangements

Following the closing of the sale of our offshore E&P operations in July 2007, we have been released from all obligations under the off-balance sheet
arrangements related to the Thunder Hawk facility and an ultra-deepwater drilling rig discussed in MD&A in our Annual Report on Form 10-K for the year
ended December 31, 2006.
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With the exception of these items, as of September 30, 2007, there have been no material changes in the off-balance sheet arrangements disclosed in MD&A in
our Annual Report on Form 10-K for the year ended December 31, 2006.

Future Issues and Other Matters

The following discussion of future issues and other information includes current developments of previously disclosed matters and new issues arising during the
period covered by and subsequent to our Consolidated Financial Statements. This section should be read in conjunction with Future Issues and Other Matters in
our Annual Report on Form 10-K for the year ended December 31 , 2006 and our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2007 and
June 30, 2007.

Common Stock Dividend Increase and Stock Split

On October 26, 2007, our board of directors approved an increase in our quarterly common stock dividend rate. The quarterly dividend rate was increased to 79
cents per share, an 11 % increase over our existing quarterly dividend rate of7l cents per share. Stated as an annual rate, the board's action increases the dividend
rate from $2.84 per share to $3.16 per share.

In a separate matter, the board of directors approved a two-for-one stock split and an increase in the number of shares of common stock the Company is
authorized to issue from 500 million to 1 billion. Shareholders of record on November 9,2007, will receive one additional share of common stock for each share
held at the close of business on that date; however, the proportionate interest that a shareholder owns in the Company will not change as a result of the stock split.
The additional shares will be distributed on or after November 19, 2007. Based on shares outstanding at September 30, 2007, upon the completion of the stock
split Dominion will have approximately 575 million shares of common stock outstanding.

Dividends are payable on December 20,2007, to shareholders of record on November 30, 2007. The dividend payment will be made after the stock split. As a
result of the timing, shareholders of record on November 30,2007, will receive an annual dividend rate on a post-split basis of $1.58 per share or 39.5 cents per
share on a quarterly basis.

Regulatory Approval of Sale of Peoples and Hope

In March 2006, Peoples and Equitable Resources, Inc. (Equitable) filed a joint petition with the Pennsylvania Public Utility Commission (Pennsylvania
Commission) seeking approval of the purchase by Equitable of all of the stock of Peoples and Hope. In April 2006, Hope and Equitable filed a joint petition
seeking West Virginia Public Service Commission (West Virginia Commission) approval of the purchase by Equitable of all of the stock of Hope. In April 2007,
the Pennsylvania Commission approved ajoint settlement approving the sale in Pennsylvania. Following the approval of the sale of Peoples by the Pennsylvania
Commission, the Federal Trade Commis;ion (FTC) filed an action in federal court seeking to block the transaction. Such action was denied and the case is
currently on appeal by the FTC in the 3' U.S. Circuit Court ofAppeals. A decision in such case is expected in November 2007. In West Virginia, the regulatory
process had been delayed by the West Virginia Commission's decision to include certain gas purchasing practices in its examination of the sale. However, in July
2007, the West Virginia Commission ordered that the matter of the acquisition ofHope by Equitable and the matter related to certain gas purchasing practices of
Hope be separated allowing the West Virginia Commission to move forward with its review of the sale. The West Virginia Commission has established a
briefing schedule that is expected to result in a final decision regarding the sale in late 2007, unless the parties reach an earlier settlement. After November 1,
2007, either Dominion or Equitable is entitled to terminate the transaction, although at this time neither party has indicated its intention to exercise its termination
right.

Transmission Expansion Plan

Each year, as part ofPJM's Regional Transmission Expansion Plan (RTEP) process, reliability projects are authorized. In June 2006, PJM, through the RTEP
process, authorized construction ofnumerous electric transmission upgrades through 2011. We are involved in two of the major construction projects. The first
project is an approximately nO-mile 500-kilovolt (kV) transmission line from southwestern Pennsylvania to northern Virginia, of which we will construct
approximately 65 miles in Virginia and a subsidiary ofAllegheny Energy, Inc. (Trans-Allegheny Interstate Line Company) will construct the remainder. The
second project is an approximately 60-mile 500-kV transmission line that we will construct in southeastern Virginia. These transmission upgrades are designed to
improve the reliability of service to our customers and the region. The siting and construction of these transmission lines will be subject to applicable state and
federal permits and approvals. In April 2007, we, along with Trans-Allegheny Interstate Line Company, filed an application with the Virginia Commission
requesting approval of the proposed construction of the
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65-mile transmission line in northern Virginia. Evidentiary hearings on this application will be held in February 2008. In May 2007, we filed an application with
the Virginia Commission requesting approval of the proposed construction of the 60-mile transmission line in southeastern Virginia. Evidentiary hearings will be
held on this application in February 2008.

Generation Expansion

Based on available generation capacity and current estimates of growth in customer demand in our utility service area, we will need additional generation over
the next 10 years. As a result, in April 2007, we filed an application with the Virginia Commission requesting approval to add two 150 Mw natural gas-fired
electric generating units (Units 3 and 4) to our Ladysmith Power Station to supply electricity during periods of peak demand. The facility is expected to be in
operation by August 2008, at an estimated cost of $135 million. The Virginia Commission approved the application on August 24, 2007, and construction has
commenced. Approval by the North Carolina Commission for a related affiliate transaction is still pending.

On September 13,2007, we filed a Petition for Reconsideration requesting that the Virginia Commission modify its order ofAugust 24, 2007 for the limited
purpose of continuing the docket generally to provide us with an opportunity to file supplemental information supporting approval of a fifth combustion turbine
(Unit 5) at the existing Ladysmith generating facility. The Virginia Commission granted the petition for that limited purpose on September 14, 2007 and we plan
to file for approval of Unit 5 in early November 2007.

In July 2007, we filed an application with the Virginia Commission requesting approval to construct and operate a 585 Mw (nominal) carbon capture compatible,
clean coal powered electric generation facility to be located in Wise County, Virginia. We also requested approval to continue to accrue an allowance for funds
used during construction until capped rates end and, beginning January 1,2009, receive current recovery of financing costs including a return on common equity
of 11.75% together with a 200 basis point enhancement through a rate adjustment clause. Pending regulatory approval and necessary permits, the facility is
expected to be in operation by 2012 at an estimated cost of approximately $1.6 billion, at that time. A public hearing is scheduled for January 8, 2008.

PJM Rate Design

In May 2005, the Federal Energy Regulatory Commission (FERC) issued an order finding that PJM's existing transmission service rate design may not be just
and reasonable, and ordered an investigation and hearings into the matter. In April 2007, FERC reaffirmed PJM's existing transmission service rate design.
FERC also determined that the costs of new PJM-planned transmission facilities that operate at or above 500 kV will be allocated on a PJM region-wide basis,
while the costs of new PJM-planned facilities that operate below 500 kV will be assigned to zones within the PJM region based on a new model to be developed
in further proceedings. Rehearing of the FERC order was sought in May 2007. We cannot predict whether the FERC decision with regard to the allocation of
costs of facilities operating at or above 500 kV will be modified upon rehearing. In September 2007, a settlement proposal was filed at FERC with regard to the
allocation of costs ofPJM-planned facilities that operate below 500 kY. Such settlement proposal is still pending.

Ohio Rate Case

In August 2007, The East Ohio Gas Company (East Ohio) filed an application to increase base rates. In this rate case, East Ohio requests approval of an increase
in operating revenues of over $73 million to provide a rate of return on rate base of 8.72%. As part of its request, East Ohio is proposing to install automated
meter reading devices for all of its 1.2 million customers over a 5-year period and to spend up to an additional $5.5 million per year over a three-year period on
demand side management programs if the Public Utilities Commission of Ohio approves a decoupling mechanism that would automatically adjust base rates in
order to maintain base rate revenues per customer at the level approved in the rate case. In addition, East Ohio is proposing to expand its gross receipts tax rider
to apply to all amounts billed for services, rather than just gas cost recoveries, thereby excluding gross receipts tax from base rates.
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Depreciation Study

In October 2007, we revised the depreciation rates for our utility generation assets to reflect the results of a new depreciation study, which incorporates changes
in service life estimates and the property, plant and equipment accounting policy changes that were made upon the reapplication of SFAS No. 71, as discussed in
Note 5 to our Consolidated Financial Statements. This change is expected to increase annual depreciation expense by approximately $54 million ($33 million
after-tax) prospectively.

Environmental Matters

Virginia Energy Plan

The Virginia Energy Plan, released by the Governor of Virginia in September 2007, set a goal of reducing greenhouse gas emissions statewide back to 2000
levels by 2025, and has called for the formation of a Commission on Climate Change to develop a plan to achieve this goal. Until this goal results in legislative
or regulatory action, the outcome in terms of specific requirements and timing is uncertain, and we cannot predict the financial impact on our operations at this
time.

Clean AirAct Compliance

Illinois has finalized regulations to implement the Clean Air Interstate Rule with requirements more strict than the federal rule. The Indiana Air Pollution Control
Board has approved adoption of the federal Clean Air Mercury Rule, with only minor changes. Projected capital expenditures at our affected facilities remain
consistent with the estimates provided in our Annual Report on Form 10-K for the year ended December 31, 2006.

Clean Water Act Compliance

In October 2003, the EPA and the Massachusetts Department of Environmental Protection each issued new National Pollutant Discharge Elimination System
(NPDES) permits for the Brayton Point Power Station (Brayton Point). The new permits contained identical conditions that in effect require the installation of
cooling towers to address concerns over the withdrawal and discharge of cooling water. In November 2003, appeals were filed with the EPA Environmental
Appeals Board (EAB) and the Division ofAdministrative Law Appeals in Massachusetts, and both permits were stayed. In February 2006, the EAB remanded a
portion of the EPA's NPDES permit to the EPA for reconsideration. In November 2006, EPA issued its determination on remand regarding four remaining issues
appealed by Brayton Point concerning its NPDES permit. In January 2007, Brayton Point appealed three of those issues to the EPA EAB. In September 2007,
EAB denied review of those issues, thus concluding the EPA's review process. In October 2007, Brayton Point filed a motion with the Regional Administrator
for the U.S. EPA seeking a stay of the effectiveness of the Station's NPDES permit. On October 26,2007, the Regional Administrator denied the motion. Also
on October 26,2007, Brayton Point filed an appeal of the permit with the U.S. Court ofAppeals. On October 30,2007, Brayton Point filed a motion requesting
the U.S. Court ofAppeals stay the permit pending resolution of its petition for review. EPA has agreed to a temporary stay until November 16,2007, to allow for
briefing of the motion for stay. Until the appeals process is completed, the outcome of this matter cannot be predicted. However, should the appeals process result
in an unfavorable outcome, we would likely be required to install cooling towers, which could result in material capital expenditures in future years.
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ITEM 3. QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

The matters discussed in this Item may contain "forward-looking statcments" as described in the introductory paragraphs under Part I, Item 2. Management's
Discussion and Analysis of Financial Condition and Results of Operations of this Form IO-Q. The reader's attention is directed to those paragraphs for discussion
of various risks and uncertainties that may affect our future.

Market Risk Sensitive Instruments and Risk Management

Our financial instruments, commodity contracts and related financial derivative instruments are exposed to potential losses due to advcrse changes in commodity
prices, interest rates, foreign currency exchange rates and equity security prices as described below. Commodity price risk is present in our electric operations,
energy marketing and trading operations, and gas and oil production and procurement operations due to the exposure to market shifts in prices received and paid
for electricity, natural gas, oil and other commodities. We use commodity derivative contracts to manage price risk exposures for these operations. Interest rate
risk is generally related to our outstanding debt. We are exposed to foreign currency exchange rate risks related to our purchases of fuel and fuel services
denominated in foreign currencies. In addition, we are exposed to equity price risk through various portfolios of equity securities.

The following sensitivity analysis estimates the potential loss of future earnings or fair value from market risk sensitive instruments over a selected time period
due to a 10% unfavorable change in commodity prices, interest rates and foreign currency exchange rates.

Commodity Price Risk

We manage price risk associated with purchases and sales of electricity, natural gas, oil, and certain other commodities using commodity-based financial
derivative instruments held for non-trading purposes. As part of our strategy to market energy and to manage related risks, we also hold commodity-based
financial derivative instruments for trading purposes.

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

A hypothetical 10% unfavorable change in market prices of our non-trading commodity-based financial derivative instruments would have resulted in a decrease
in fair value of approximately $274 million and $597 million as of September 30, 2007 and December 31, 2006, respectively. The decrease is primarily due to
the execution of offsetting derivatives related to the divestiture of our non-Appalachian E&P business. A hypothetical 10% unfavorable change in commodity
prices would have resulted in a decrease of approximately $5 million and $3 million in the fair value of our commodity-based financial derivative instruments
held for trading purposes as of September 30, 2007 and December 31, 2006, respectively.

The impact of a change in energy commodity prices on our non-trading commodity-based financial derivative instruments at a point in time is not necessarily
representative of the results that will be realized when such contracts are ultimately settled. Net losses from commodity derivative instruments used for hedging
purposes, to the extent realized, will generally be offset by recognition of the hedged transaction, such as revenue from sales.

Foreign Currency Exchange Risk

We manage our foreign currency exchange risk exposure associated with anticipated future purchases of nuclear fuel processing services denominated in foreign
currencies by utilizing currency forward contracts. As a result of holding these contracts as hedges, our exposure to foreign currency risk is minimal. A
hypothetical 10% decrease in relevant foreign exchange rates would have resulted in a decrease of approximately $2 million and $3 million in the fair value of
currency forward contracts held by us at September 30, 2007 and December 31, 2006, respectively.
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Interest Rate Risk

We manage our interest rate risk exposure predominantly by maintaining a balance of fixed and variable rate debt. We also enter into interest rate sensitive
derivatives, including interest rate swaps and interest rate lock agreements. For financial instruments outstanding at September 30,2007, a hypothetical 10%
increase in market interest rates would have resulted in a decrease in annual earnings of approximately $7 million. A hypothetical 10% increase in market interest
rates, as determined at December 31, 2006, would have resulted in a decrease in annual earnings of approximately $25 million.

In addition, we retain ownership ofmortgage investments, including subordinated bonds and interest-only residual assets retained from securitizations of
mortgage loans originated and purchased in prior years. Note 27 to our Consolidated Financial Statements in our Annual Report on Form 10-K for the year ended
December 31, 2006 discusses the impact of changes in value of these investments.

Investment Price Risk

We are subject to investment price risk due to marketable securities held as investments in decommissioning trust funds. These marketable securities are
managed by third-party investment managers and are reported in our Consolidated Balance Sheets at fair value. We recognized net realized gains (including
investment income) on nuclear decommissioning trust investments of$35 million and $59 million for the nine months ended September 30,2007 and 2006,
respectively, and $63 million for the year ended December 31, 2006. We recorded, in AOCI, unrealized gains on these investments of $69 million for the nine
months ended September 30,2007, and net unrealized gains on these investments of $84 million for the nine months ended September 30, 2006. For the year
ended December 31, 2006, we recorded, in AOCI, unrealized gains on these investments of $194 million.

Following the reapplication of SFAS No. 71 to the Virginia jurisdiction of our utility generation operations, gains or losses on those decommissioning trust
investments are deferred as regulatory liabilities or regulatory assets, respectively.

We also sponsor employee pension and other postretirement benefit plans that hold investments in trusts to fund benefit payments. To the extent that the values
of investments held in these trusts decline, the effect will be reflected in our recoguition of the periodic cost of such employee benefit plans and the determination
of the amount of cash to be contributed to the employee benefit plans.

ITEM 4. CONTROLS AND PROCEDURES

Senior management, including the Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure controls and procedures as
of the end of the period covered by this report. Based on this evaluation process, the Chief Executive Officer and Chief Financial Officer have concluded that
Dominion's disclosure controls and procedures are effective.

In accordance with the purchase and sale agreements related to the divestiture of certain non-Appalachian E&P operations, Dominion agreed to provide transition
services to buyers for a period extending into 2008, including services that affect internal controls over financial reporting. As such, certain transaction
processing, financial reporting and information technology controls related to these non-Appalachian E&P operations were temporarily added or modified during
the period to help support these services. For further discussion related to the divestiture, see Notes I and 6 to our Consolidated Financial Statements. Apart from
this, there have been no significant changes in Dominion's internal control over financial reporting during the quarter ended September 30, 2007, that have
materially affected, or are reasonably likely to materially affect, Dominion's internal control over financial reporting.
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PART II. OTHER INFORMATION

ITEM I. LEGAL PROCEEDINGS

From time to time, we are alleged to be in violation or in default under orders, statutes, rules or regulations relating to the enviromnent, compliance plans
imposed upon or agreed to by us, or permits issued by various local, state and federal agencies for the construction or operation of facilities. Administrative
proceedings may also be pending on these matters. In addition, in the ordinary course of business, we are involved in various legal proceedings. We believe that
the ultimate resolution of these proceedings will not have a material adverse effect on our financial position, liquidity or results of operations. See Future Issues
and Other Matters in MD&A for discussions on various environmental and other regulatory proceedings to which we are a party.

In October 2003, the Enviromnental Protection Agency (EPA) and the Massachusetts Department ofEnviromnental Protection each issued new National
Pollutant Discharge Elimination System (NPDES) permits for the Brayton Point Power Station (Brayton Point). The new permits contained identical conditions
that in effect require the installation of cooling towers to address concerns over the withdrawal and discharge of cooling water. In November 2003, appeals were
filed with the EPA Environmental Appeals Board (EAB) and the Division ofAdministrative Law Appeals in Massachusetts, and both permits were stayed. In
February 2006, the EAB remanded a portion of the EPA's NPDES permit to the EPA for reconsideration. In November 2006, EPA issued its determination on
remand regarding four remaining issues appealed by Brayton Point concerning its NPDES permit. In January 2007, Brayton Point appealed three ofthose issues
to the EPA EAB. In September 2007, EAB denied review of those issues, thus concluding the EPA's review process. In October 2007, Brayton Point filed a
motion with the Regional Administrator for the U.S. EPA seeking a stay of the effectiveness of the Station's NPDES permit. On October 26,2007, the Regional
Administrator denied the motion. Also on October 26,2007, Brayton Point filed an appeal of the permit with the U.S. Court ofAppeals. On October 30, 2007,
Brayton Point filed a motion requesting the U. S. Court ofAppeals stay the permit pending resolution of its petition for review. EPA has agreed to a temporary
stay until November 16, 2007, to allow for briefing of the motion for stay. Until the appeals process is completed, the outcome of this matter cannot be predicted.

In December 2006 and January 2007, we submitted self-disclosure notifications to EPA Region 8 regarding three E&P facilities in Utah that have potentially
violated Clean Air Act permitting requirements. On July 31,2007, a third party purchased Dominion's E&P assets in Utah including these facilities and under the
purchase and sale agreement the third party assumed responsibility for the resolution of any enforcement action or Consent Decree, including penalties.

In March 2006, Peoples and Equitable filed a joint petition with the Pennsylvania Commission seeking approval of the purchase by Equitable of all of the stock
of Peoples and Hope. In April 2006, Hope and Equitable filed a joint petition seeking West Virginia Commission approval of the purchase by Equitable of all of
the stock of Hope. In April 2007, the Pennsylvania Commission approved a joint settlement approving the sale in Pennsylvania. Following the approval of the
sale of Peoples by the Pennsylvania Cowmission, the FTC filed an action in federal court seeking to block the transaction. Such action was denied and the case is
currently on appeal by the FTC in the 3' U.S. Circuit Court ofAppeals. A decision in such case is expccted in November 2007. In West Virginia, the regulatory
process had been delayed by the West Virginia Commission's decision to include certain gas purchasing practices in its examination of the sale. However, in July
2007, the West Virginia Commission ordered that the matter of the acquisition of Hope by Equitable and the matter related to certain gas purchasing practices of
Hope be bifurcated allowing the West Virginia Commission to move forward with its review of the sale. The West Virginia Commission has established a
briefing schedule that is expected to result in a final decision regarding the sale in late 2007, unless the parties reach an earlier settlement.
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ITEM IA. RISK FACTORS

Our business is influenced by many factors that are difficult to predict, involve uncertainties that may materially affect actual results and are often beyond our
control. We have identified a number of these risk factors in our Annual Report on Form 10-K for the year ended December 31, 2006 and our Quarterly Reports
on Form 10-Q for the quarters ended March 31, 2007 and June 30, 2007, which factors should be taken into consideration when reviewing the information
contained in this report. With the exception of the risk factor below, there have been no material changes with regard to the risk factors previously disclosed in
our most recent Form 10-K and our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2007 and June 30, 2007. For other factors that may cause
actual results to differ materially from those indicated in any forward-looking statement or projection contained in this report, see Forward-Looking Statements
inMD&A.

The sale of most of our E&P assets is expected to reduce our operating revenues and may not yield the benefits that we expect. Since June 2007 we have
sold approximately 5.5 Tcfe equivalent of proved natural oil and gas reserves for approximately $13.9 billion. This sale of most of our E&P assets is expected to
reduce our operating revenues in the near-term and may not yield the benefits that we expect.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

The table below provides certain infonnation with respect to our purchases of our common stock:

ISSUER PURCHASES OF EOUITY SECURITIES

(c) Total Nomber
of Shares (or Units)
Pnrehased as Part

(d) Maximum Number (or
Approximate Dollar Value)

of Shares (or Units) that May
Yet Be Purehased under the

(I) Amount includes registered shares tendered by employees to satisfY tax withholding obligations on vested restricted stock.

In addition to the table above, in August 2007, we completed an equity tender offer, approved by our Board of Directors, for the purchase of approximately
57,751,767 shares at a price of$91 per share, for a total cost of approximately $5.3 billion, excluding fees and expenses related to the tender.
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ITEM 6. EXHIBITS

(a) Exhibits:

3.1 Articles oflncorporation as in effect August 9,1999, as amended March 12,2001 (Exhibit 3.1, Form 10-K for the year ended December 31,2002, File
No. 1-8489, incorporated by reference).

3.2 Amended and Restated Bylaws effective on June 20, 2007 (Exhibit 3.1, Form 8-K filed June 22, 2007, File No. 1-8489, incorporated by reference).

4.1 Dominion Resources, Inc. agrees to furnish to the Securities and Exchange Commission upon request any other instrument with respect to long-term debt
as to which the total amount of securities authorized does not exceed 10% of its total consolidated assets.

4.2 Form of Senior Indenture, dated as of June I, 1998, between Virginia Electric and Power Company and The Bank of New York (as successor trustee to
JP Morgan Chase Bank (formerly The Chase Manhattan Bank» as supplemented by the First Supplemental Indenture (Exhibit 4.2, Form 8-K, dated June
12, 1998, File No. 1-2255, incorporated by reference); Second Supplemental Indenture (Exhibit 4.2, Form 8-K, dated June 3, 1999, File No.I-2255,
incorporated by reference); Third Supplemental Indenture (Exhibit 4.2, Form 8-K, dated October 27,1999, File No. 1-2255, incorporated by reference);
Form of Fourth Supplemental Indenture (Exhibit 4.2, Form 8-K, dated March 22, 2001, File No. 1-2255, incorporated by reference); and Form of Fifth
Supplemental Indenture (Exhibit 4.3, Form 8-K, dated March 22, 2001, File No. 1-2255, incorporated by reference); Form of Sixth Supplemental
Indenture (Exhibit 4.2, Form 8-K, dated January 24, 2002, incorporated by reference); Seventh Supplemental Indenture dated September I, 2002 (Exhibit
4.4, Form 8-K filed September 11,2002, File No. 1-2255, incorporated by reference); Form of Ninth Supplemental Indenture (Exhibit 4.2, Form 8-K
filed December 4,2003, File No. 1-2255, incorporated by reference); Form of Eighth Supplemental Indenture (Exhibit 4.2, Form 8-K filed February 27,
2003, File No. 1-2255, incorporated by reference); Form ofTenth Supplemental Indenture (Exhibit 4.3, Form 8-K filed December 4,2003, File No.
1-2255, incorporated by reference); Form of Eleventh Supplemental Indenture (Exhibit 4.2, Form 8-K filed December II, 2003, File No. 1-2255,
incorporated by reference); Form ofTwelfth Supplemental Indenture (Exhibit 4.2, Form 8-K filed January 12, 2006, File No. 1-2255, incorporated by
reference); Form of Thirteenth Supplemental Indenture (Exhibit 4.3, Form 8-K filed January 12,2006, File No. 1-2255, incorporated by reference); Form
of Fourteenth Supplemental Indenture (Exhibit 4.2, Form 8-K filed May 16, 2007, File No. 1-2255, incorporated by reference); Form of Fifteenth
Supplemental Indenture (Exhibit 4.2, Form 8-K filed September 10,2007, File No. 1-2255, incorporated by reference).

12 Ratio of earnings to fixed charges (filed herewith).

31.1 Certification by Registrant's Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).

31.2 Certification by Registrant's Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).

32 Certification to the Securities and Exchange Commission by Registrant's Chief Executive Officer and Chief Financial Officer, as required by Section
906 of the Sarbanes-Oxley Act of2002 (filed herewith).

99 Condensed consolidated earnings statements (unaudited) (filed herewith).
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.

DOMINION RESOURCES, INC.
Registrant

November I, 2007

Source: DOMINION RESOURCES I, 10-0, November 01, 2007
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Senior Vice President and ChiefAccounting Officer



Exhibit 12

Dominion Resources Inc. and Subsidiaries
Computation of Ratio of Earnings to Fixed Charges
(millions of dollars)

Earnings from continuing operations before income taxes and
minority interests in consolidated subsidiaries

Fixed charges, as defined:

Rental interest factor

Ratio of Earnings to Fixed Charges

Years Ended Deeember 31,
Nine Montbs Twelve

Ended Months Ended
September 30, Septemher 30,

2007 (a) 2007 (b) 2006 (e) 2005 (d) 2004 (e) 2003 ( 2002

$ 3,986 $ 4,359 $2,463 $1,606 $1,951 $1,494 $2,008

(a) Earnings for the nine months ended September 30,2007 include a $3.6 billion gain from the disposition of our non-Appalachian exploration and
production (E&P) business, partially offset by $1 billion of charges related to the disposition which are comprised of $544 million related to the
discontinuance of hedge accounting for certain gas and oil hedges and subsequent changes in the fair value of these hedges, $171 million primarily related
to the settlement of volumetric production payment agreements, $242 million of charges related to the early retirement of debt, and $77 million of
employee-related expenses. Earnings for the period also include $416 million of impairment charges related to our generation assets, including a $387
million impairment of the partially-completed Dresden generation facility; a $236 million charge due to the expected termination of a power sales
agreement at our State Line generating facility; $86 million of impairment charges related to Dominion Capital, Inc. (DCI) assets; $53 million of charges
related to litigation reserves, and $26 million of charges related to other items. Fixed charges for the nine months ended September 30, 2007 include $234
million of costs related to the early retirement of debt associated with our debt tender offer completed in July 2007. Excluding these items from the
calculation would result in a lower ratio of earnings to fixed charges for the nine months ended September 30, 2007.

(b) Earnings for the twelve months ended September 30, 2007 include a $3.6 billion gain from the disposition of our non-Appalachian E&P business, partially
offset by $1 billion of charges related to the disposition which are comprised of $544 million related to the discontinuance ofhedge accounting for certain
gas and oil hedges and subsequent changes in the fair value of these hedges, $171 million primarily related to the settlement of volumetric production
payment agreements, $242 million of charges related to the early retirement of debt, and $84 million of employee-related expenses. Earnings for the period
also include $416 million of impairment charges related to our generation assets, including a $387 million impairment of the partially-completed Dresden
generation facility; a $236 million charge due to the expected termination of a power sales agreement at our State Line generating facility; $86 million of
impairment charges related to DCI assets; $53 million of charges related to litigation reserves; $42 million of impairment charges related to securities held
in nuclear decommissioning trusts; a $27 million charge resulting from the termination of a pipeline project in West Virginia, and $6 million of net charges
related to other itcms. Fixed charges for the twelve months ended September 30, 2007 include $234 million of costs related to the early retirement of debt
associated with our debt tender offer completed in July 2007. Excluding these items from the calculation would result in a lower ratio of earnings to fixed
charges for the twelve months ended September 30, 2007.

Source: DOMINION RESOURCES I, 10-0, November 01, 2007



(c) Earnings for the twelve months ended December 31, 2006 include $189 million of charges related to the pending sale of two natural gas distribution
utilities, The Peoples Natural Gas Company and Hope Gas, Inc., including $166 million resulting from the write-off of certain regulatory assets, $90
million of impairment charges related to DCI assets, a $60 million charge due to an adjustment eliminating the application of hedge accounting related to
certain interest rate swaps associated with our junior subordinated notes payable to affiliated trusts, a $27 million charge resulting from the termination of
a pipeline project in West Virginia, a $26 million impairment charge resulting from a change in method of assessing other-than-temporary decline in the
fair value of certain securities, $17 million of incremental charges related to the 2005 hurricanes, and $9 million of net charges related to other items.
Excluding these items from the calculation would result in a higher ratio of earnings to fixed charges for the twelve months ended December 31, 2006.

(d) Earnings for the twelve months ended December 31, 2005 include a $423 million charge reflecting the de-designation of hedge contracts resulting from the
delay of natural gas and oil production following Hurricanes Katrina and Rita, $73 million in charges resulting from the termination of certain long-term
power purchase contracts, $21 million in net charges related to trading activities discontinued in 2004, including the Batesville long-term power-tolling
contract divested in the second quarter of 2005 and other activities, $35 million of impairment charges related to DCI assets, a $76 million charge related
to miscellaneous asset impairmcnts, a $28 million charge related to expenses following Hurricanes Katrina and Rita and $5 million of charges related to
other items. Excluding these items from the calculation would result in a higher ratio of earnings to fixed charges for the twelve months ended
December 31, 2005.

(e) Eamings for the twelve months ended December 31, 2004 include $76 million of impairment charges related to Dominion's investment in and planned
divestiture of DCI, a $23 million benefit associated with the disposition of certain assets held for sale, an $18 million benefit from the reduction of accrued
expenses associated with Hurricane Isabel restoration activities, $96 million oflosses related to the discontinuance of hedge accounting for certain oil
hedges and subsequent changes in the fair value of those hedges during the third quarter following Hurricane Ivan, $71 million in charges resulting from
the termination of certain long-term power purchase contracts, a $184 million charge related to the Batesville long-term power-tolling contract divested in
the second quarter of2005, and $22 million of charges related to net legal settlements and other items. Excluding these items from the calculation would
result in a higher ratio of earnings to fixed charges for the twelve months ended December 31, 2004.

(f) Earnings for the twelve months ended December 31, 2003 include a $134 million impairment of DCI assets, $28 million for severance costs related to
workforce reductions, an $84 million impairment of certain assets held for sale, $197 million for restoration expenses related to Hurricane Isabel, a $105
million charge related to the termination of a power purchase contract, $64 million in charges for the restructuring and tcrmination of certain electric sales
contracts and a $144 million charge related to our investment in Dominion Telecom including impairments, the cost of refinancings, and reallocation of
equity losses. Excluding these items from the calculation would result in a higher ratio of earnings to fixed charges for the twelve months cnded
December 31, 2003.

Source: DOMINION RESOURCES I, 10-0, November 01, 2007



Exhibit 31.1

I, Thomas F. Farrell, II, certify that:

1. I have reviewed this report on Form 10-Q of Dominion Resources, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e» and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that inVOlves management or other employees who have a significant role in the registrant's internal control
over financial reporting.

Date: November 1,2007

/s/ Thomas F. Farrell. II
Thomas F. Farrell, II

President and Chief Executive Officer

Source: DOMINION RESOURCES I, 10-Q, November 01,2007



Exhibit 31.2

I, Thomas N. Chewning, certifY that:

I. I have reviewed this report on Form 10-Q of Dominion Resources, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows ofthe registrant as of, and for, the periods presented in this report;

4. The registrant's other certifYing officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosurc controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control ovcr financial reporting; and

5. The registrant's other certifYing officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

(b) Any fraud, whethcr or not material, that involves management or other employees who have a significant role in the registrant's internal control
over financial reporting.

Date: November I, 2007

lsi Thomas N. Chewning
Thomas N. Chewning

Executive Vice President and Chief Financial Officer

Source: DOMINION RESOURCES I, 10-Q, November 01,2007



Exhibit 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, each of the undersigned officers of Dominion
Resources, Inc. (the Company), certify that:

I. the Quarterly Report on Form 10-Q for the quarter ended September 30, 2007 (the "Report") of the Company to which this certification is an exhibit fully
complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m(a) or 780(d)).

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company as of
September 30, 2007 and for the period then ended.

/s/ Thomas F. Farrell, II
Thomas F. Farrell, II
President and Chief Executive Officer
November I, 2007

/s/ Thomas N. Chewning
Thomas N. Chewning
Executive Vice President and Chief Financial Officer
November 1,2007

Source: DOMINION RESOURCES I, 10-0, November 01,2007



Exhibit 99

DOMINION RESOURCES, INC.

CONDENSED CONSOLIDATED EARNINGS STATEMENT
(Unaudited)

Twelve Months
Ended

September 30, 2007

Earnings Per Common Share-Diluted
Income from continuing operations before ·exi:raordinary item
Extraordinary item
Loss from discontinued operations
Net income

Income before income tax expense
Income tax expense· .
Minority interest
Income from continuing operations before extraordinary item
Extraordinary item (net of income tax benefit of$101)
Loss from discontlilUed operations (including income tax expense of$26)
Net Income
Earnings Per Common Share-Basic
k~~:~:~cl~~~nUingoperations befoJrr·ee extra,ordlimlf)' item •...

Loss from discontinued 0pllral.iorls

Created by lOKWizard www.lOKWizard.com

Source: DOMINION RESOURCES 1,10-0, November 01,2007
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PART I

ITEM 1. BUSINESS

General

Old Dominion Electric Cooperative ("ODEC" or "we" or "our") was incorporated under the laws of the
Commonwealth of Virginia in 1948 as a not-for-profit power supply cooperative. We were organized for the
purpose of supplying the power our member distribution cooperatives require to serve their customers on a cost
effective basis. Through our member distribution cooperatives, we served more than 535,000 retail electric
consumers (meters) representing a total population of approximately 1.3 million people in 2006. We provide this
power pursuant to long-term, all-requirements wholesale power contracts. See "--Member Distribution
Cooperatives" below.

We supply our member distribution cooperatives' power requirements, consisting of capacity requirements
and energy requirements, through a portfolio of resources including generating facilities, power purchase contracts,
and fOlward, short-term and spot market energy purchases. Our generating facilities are fueled by a mix of coal,
nuclear, natural gas, and fuel oil. See "-Power Supply Resources" below and "Properties" in Item 2 for a
description of these resources.

We are owned entirely by our members, which are the primary purchasers of the power we sell. We have
two classes of members. Our Class A members are twelve customer-owned electric distribution cooperatives that
sell electric service to their customers in 70 counties throughout Virginia, Delaware, Maryland, and a small portion
of West Virginia. Our sole Class B member is TEC Trading, Inc. ("TEC"), a taxable corporation owned by our
member distribution cooperatives. TEC was fon11ed for the primary purposes of purchasing power from uS to sell in
the market, acquiring natural gas to supply our three combustion turbine facilities, and taking advantage of other
power-related trading opportunities in the market. TEC does not engage in speculative trading. See "·-TEC"
below.

Our member distribution cooperatives primarily serve suburban, rural and recreational areas. These areas
predominantly reflect stable growth in residential capacity and energy requirements both in terms of power sales and
number of customers. See "-Members' Service Territories and Customers" below. Under state restructuring
legislation, nearly all customers of our member distribution cooperatives are able to select their power suppliers.
The member distribution cooperatives are the exclusive providers of distribution services and, at least initially, the
default providers of power to their customers in their service telTitories. See "Regulation-Competition" below.

As a not-for-profit electric cooperative, we are currently exempt from federal income taxation under
Section 501(c)(l2) of the Internal Revenue Code of 1986, as amended. See "Management's Discussion and
Analysis of Financial Condition and Results of Operations-Factors Affecting Results-Tax Status" in Item 7 for a
further discussion of our tax status.

Weare not a party to any collective bargaining agreement. We had 103 employees as of March 1, 2007.

Our principal executive offices are located in the Innsbrook Corporate Center, at 4201 Dominion
Boulevard, Glen Allen, Virginia 23060-6721. Our telephone number is (804) 747-0592.

Cooperative Structure

In general, a cooperative is a business organization owned by its members, which are also either the
cooperative's wholesale or retail customers. Cooperatives are designed to give their members the opportunity to
satisfy their collective needs in a particular area of business more effectively than if the members acted
independently. As not-for-profit organizations, cooperatives are intended to provide services to their members on a
cost-effective basis, in part by eliminating the need to produce profits or a retUI11 on equity in excess of required



margins. Margins not distributed to members constitute patronage capital, a cooperative's principal source of
equity. Patronage capital is held for the account of the members without interest and returned when the board of
directors of the cooperative deems it appropriate to do so.

We are a power supply cooperative. Electric distribution cooperatives form power supply cooperatives to
acquire power supply resources, typically through the consttuction of generating facilities or the development of
other power purchase arrangements, at a lower cost than if they were acquiring those resources alone.

Our Class A members are electric distribution cooperatives. Electric distribution cooperatives own and
maintain nearly half of the distribution lines in the United States and serve three-quarters of the United States' land
mass. There are currently approximately 870 electric distribution cooperatives in the United States. Historically,
electric distribution cooperatives have owned and operated distribution systems to supply the power requirements of
their retail customers. See also "-Competition and Changing Regulations" below.

Member Distribution Cooperatives

General

Our member distribution cooperatives provide electric services, consisting of power supply, transmission
services, and distribution services (including metering and billing) to residential, commercial, and industrial
customers in 70 counties in Virginia, Delaware, Maryland, and West Virginia. The member distribution
cooperatives' distribution business involves the operation of substations, transformers, and electric lines that deliver
power to customers. Three of our member distribution cooperatives provide electric services on the Delmarva
Peninsula: A&N Electric Cooperative in Virginia, Choptank Electric Cooperative in Maryland, and Delaware
Electric Cooperative in Delaware. Our remaining nine members, which serve the Virginia mainland, are: BARC
Electric Cooperative, Community Electric Cooperative, Mecklenburg Electric Cooperative, Northern Neck Electric
Cooperative, Northern Virginia Electric Cooperative ("NOVEC"), Prince George Electric Cooperative,
Rappahannock Electric Cooperative, Shenandoah Valley Electric Cooperative, and Southside Electric Cooperative.
Shenandoah Valley Electric Cooperative also serves a small portion of West Virginia. The member distribution
cooperatives are not our subsidiaries, but rather our owners. We have no interest in their properties, liabilities,
equity, revenues, or margins.

Wholesale Power Contracts

We sell power to our member distribution cooperatives under "all-requirements" wholesale power
contracts. Each contract obligates us to sell and deliver to the member distribution cooperative, and obligates the
member distribution cooperative to purchase and receive from us, all power that it requires for the operation of its
system, with limited exceptions, to the extent that we have the power and facilities available to do so. F--ach of these
wholesale power contracts is effective through 2028 and continues in effect beyond 2028 until either party gives the
other at least three years notice of termination. See "-Northern Virginia Electric Cooperative" below for a
description of negotiations and proceedings related to the wholesale power contract ofone of our members.

There are two principal exceptions to the all-requirements obligations of the parties. First, each Virginia
mainland member distribution cooperative may purchase power allocated to it from the Southeastern Power
Administration ("SEPA"), which operates hydroelectric facilities in Virginia. The total allocation of power from
SEPA to the member distribution cooperatives in 2006 was 76 megawatts ("MW") plus associated energy. This
power represented approximately 3.0% of our total member distribution cooperatives' peak capacity requirements
and approximately 1.3% of our total member distribution cooperatives' energy requirements. In 2006, the energy
received by our member distribution cooperatives from SEPA was comparable to that received in 2005. Second, if
pursuant to the Public Utility Regulatory Policies Act ("PURPA") or other laws, a member distribution cooperative
is required to purchase electric power from a qualifying facility, the member distribution cooperative must make the
required purchases. Any required purchases made by the member distribution cooperative will be at a rate no more
than our avoided cost, as established by us. At our option, the member distribution cooperative will sell that power
to us at a price no more than that rate. The member distribution cooperative may appoint us to act as its agent in all

2



dealings with the owner of any of these qualifying facilities. Purchases of power generated by qualifying facilities
constituted less than 1.0% of our member distribution cooperatives' capacity and energy requirements in 2006.

Each member distribution cooperative is required to pay us monthly for power furnished under its
wholesale power contract in accordance with our formulary rate. The formulary rate, which has been filed with and
accepted by the Federal Energy Regulatory Commission ("FERC"), is designed to recover our total cost of service
and create a firm equity base. See "Management's Discussion and Analysis of Financial Condition and Results of
Operations-Factors Affecting Results-Formulary Rate" in Item 7. More specifically, the formulary rate is
intended to meet all of our costs, expenses and financial obligations associated with our ownership, operation,
maintenance, repair, replacement, improvement, modification, retirement and decommissioning of our generating
plants, transmission system or related facilities, as well as all of our costs, expenses and financial obligations
relating to the acquisition and sale of power or related services that we provide to our member distribution
cooperatives under the wholesale power contracts, including:

• payments of principal and premium, if any, and interest on all indebtedness issued by us (other than
payments resulting from the acceleration of the maturity of the indebtedness);

• the cost of any power purchased by us for resale by us under the wholesale power contracts and the
costs of transmission, scheduling, dispatching and controlling services for delivery ofelectric power;

• any additional cost or expense, imposed or permitted by any regulatory agency or which is paid or
incurred by us relating to our generating plants, transmission system or related facilities or relating to
the services we provide to our member distribution cooperatives that is not otherwise included in any
of the costs specified in the wholesale power contracts;

• all amounts we are required to pay under any contract to which we are a party;

• additional amounts required to meet the requirement of any rate covenant with respect to coverage of
principal and interest on our indebtedness contained in any indenture or contract with holders of our
indebtedness; and

• any additional amounts which our board of directors deems advisable 111 the marketing of our
indebtedness.

The rates established under the wholesale power contracts are designed to enable us to comply with
financing, regulatory and governmental requirements, which apply to us from time to time.

We may revise our budget at any time to the extent that our current budget does not accurately reflect our
demand (or capacity)-related costs and expenses or estimates of our demand sales of power. Increases or decreases
in our budget automatically amend the demand component of our formulary rate. See "Management's Discussion
and Analysis of Financial Condition and Results of Operations-Factors Affecting Results-Formulary Rate" in
Item 7 for a description of capacity-related costs and the demand component of our formulary rate. Also, the
wholesale power contracts pennit us to acljust the amounts to be collected from the member distribution
cooperatives to equal our actual demand costs. We make these adjustments under our Margin Stabilization Plan.
See "Management's Discussion and Analysis of Financial Condition and Results of Operations-Critical
Accounting Policies-·Margin Stabilization Plan" in Item 7. These adjustments are treated as due, owed, incurred
and accrued for the year to which the increase or decrease relates. The member distribution cooperatives payor
receive any amounts owed to or by us as a result of this adjustment in the following year. If at any time our board of
directors determines that the formula does not meet all of our costs and expenses, it may adopt a new formula to
meet those costs and expenses, subject to any necessary regulatory review and approval.

During the term of each wholesale power contract, each member distribution cooperative will not, without
obtaining our written consent, take or pennit to be taken any steps for reorganization or dissolution, consolidation
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with or merger into any corporation, or the sale, lease or transfer of all or a substantial portion of its assets. We will
not, however, unreasonably withhold our consent to any reorganization, dissolution, consolidation, merger or sale,
lease or transfer of assets. In addition, we will not withhold or condition our consent if the transaction would not
(1) increase rates to our other member distribution cooperatives, (2) impair our ability to repay our indebtedness or
any other obligation, or (3) affect our system performance in any material way. Despite these restrictions, a member
distribution cooperative may reorganize or dissolve, consolidate with or merge into any corporation, or sell, lease or
transfer a substantial portion of its assets without our consent if it:

• pays the portion of our indebtedness or other obligations as we determine, and

• complies with reasonable temls and conditions that we may require to eliminate any adverse effects on
the rates of our other member distribution cooperatives, or to provide assurance that we will have the
ability to repay our indebtedness and abide by our other obligations.

Possible Changes to Power Supply Arrangements with Member ])istribution Cooperatives

We strive to supply our member distribution cooperatives' power requirements in an efficient and cost
effective manner. We consistently explore new ways to serve our member distribution cooperatives better and
respond to the challenges we face. These efforts have taken several forms in recent years. In 2004, we developed a
plan to reorganize our ownership and power supply alTangements with our members. In addition, we have evaluated
possible modifications to our wholesale power contracts with our member distribution cooperatives to address the
desire of some of our member distribution cooperatives for additional flexibility in meeting their power
requirements. We also have attempted to resolve outstanding issues with our largest member distribution
cooperative, NOVEC, in proceedings relating to the potential reorganization and in discussions regarding possible
modifications 10 our wholesale power contracts.

New Dominion

On July 26, 2004, we entered into a reorganization agreement with our twelve member distribution
cooperatives, TEC and a newly formed taxable power supply cooperative, New Dominion Energy Cooperative
("New Dominion"). The purpose of New Dominion is to provide us with additional flexibility to finance fl1ture
capital expenditures and eliminate some existing operational constraints.

Structurally, the reorganization contemplated by the reorganization agreement would result in all of our
member distribution cooperatives exchanging their membership interests in ODEC for a membership interest in
New Dominion. All of their equity in ODEC would be transferred to New Dominion in return for an equal amount
of equity in New Dominion. As a result, New Dominion would become our sole member.

As part of the reorganization, the reorganization agreement requires that New Dominion enter into a take
or-pay power sales contract with us, pursuant to which New Dominion would agree to purchase and receive 100% of
the output and services of our power supply resources and to pay 100% of our costs, including amounts sufficient
for us to meet the rate covenant under our Indenture of Mortgage and Deed of Trust, dated as of May 1, 1992, with
Crestar Bank (predecessor to SunTrust Bank), as tmstee (the "Indenture"). Payments required under this contract
would not be excused by any event, including our inability or failure to perform. The reorganization agreement
further provides that the wholesale power contracts we have with our member distribution cooperatives would be
assigned to and assumed by New Dominion. TEC would withdraw as a member in conjunction with the completion
of the reorganization and our power sales relationship with TEC also would be terminated at that time.

The reorganization agreement includes several provisions intended to protect our credit profile. We would
not transfer our ownership of any of our tangible assets, including our interest in any of our generation facilities, in
connection with the reorganization. We would continue to be responsible for all of our existing indebtedness and
the reorganization agreement would require New Dominion to guarantee all ofour outstanding obligations under our
Indenture at the time of the consummation of the reorganization.
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The formation of New Dominion and the consummation of the reorganization will have almost no impact
on our consolidated financial statements. We currently do not anticipate transferring ownership of any ofour assets
as part of the reorganization, with one exception. We will transfer to New Dominion, at the direction of our
members, any prepayments for electric service held by us as of the reorganization date. These prepayments totaled
approximately $44.2 million at December 31, 2006. As described above, we also will continue to be responsible for
all our existing indebtedness following the reorganization. The amount of our members' equity will remain
unchanged although the number ofmembers we have will be reduced from thirteen to one.

The only change in our liquidity immediately following the reorganization will be the entry into a mutual
credit agreement with New Dominion. The mutual credit agreement will pennit either ODEC or New Dominion to
request from the other an extension of credit in the form of loans, guarantees, or other credit support. This mutual
credit agreement wilInot be a committed credit facility and neither ODEC nor New Dominion will be required to
extend credit to the other thereunder.

If consummated, we anticipate that following the reorganization New Dominion would conduct physical
and financial power and gas procurement activities and purchase, in the markets, the power needed to supply our
member distribution cooperatives over and above that obtained from us. New Dominion would not engage in
speculative marketing or trading activities. We would expect to continue to perform all of our other current
operations, including our obligations to operate and maintain our generating facilities. Future generating resources,
including purchased power agreements, could be owned by either New Dominion or ODEC, depending upon our
analysis of the advantages and disadvantages at the time the resources were acquired. New Dominion would be a
taxable cooperative; however, no change would occur in our status as an organization exempt from federal income
tax a result of the reorganization. We would continue to be regulated by federal or state govemmental authorities in
the same manner as we currently are, and we expect that New Dominion would be regulated in a similar manner.

Following the reorganization, both our and New Dominion'S board of directors would consist of two
representatives of each of our member distribution cooperatives. No changes in our management personnel are
contemplated as a result of the reorganization. We would supply all administrative and management services
required by New Dominion.

Several conditions must be satisfied before the reorganization will occur, including conditions relating to
obtaining all necessary regulatory approvals. NOVEC has intervened in proceedings with FERC relating to
approvals required for the consummation of the reorganization. See "Legal Proceedings-FERC Proceedings
Relating to Potential Reorganization" in Item 3. Because several of these conditions are beyond our control, we
cannot determine when or if the reorganization will occur. Even if all other conditions to the reorganization were
satisfied, we would have the right to terminate the reorganization agreement because the conditions to closing were
not satisfied prior to a specified date in the reorganization agreement. We currently anticipate, however, that we and
our member distribution cooperatives will continue to pursue satisfaction of the conditions to the reorganization.

Possible Extensions and Modifications of Wholesale Power Contracts

Over the past several years, we have evaluated the potential of providing our member distribution
cooperatives with greater flexibility in their power supply options in the future. In particular, we have had
discussions with NOVEC about changing the nature of its wholesale power contract with us from an a11
requirements contract to a partial-requirements contract. We have always approached discussions regarding our
wholesale power contracts from the perspective that we would never amend or modify the wholesale power
contracts in any way that could adversely affect our financial condition or that of any of our member distribution
cooperatives. Similarly, no member distribution cooperative, including NOVEC, has ever sought to be relieved of
its obligations relating to our existing generating facilities, including debt service and other costs related or allocable
to these facilities.

In February 2007, our member distlibution cooperatives other than NOVEC agreed on a framework for the
potential extension and modification of their wholesale power contracts. The framework provides that these
member distribution cooperatives would extend their contracts for a term that would end approximately 45 years
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following the date of the effectiveness of the modifications. The framework further provides that the wholesale
power contracts would be modified to pennit - but not obligate - these member distribution cooperatives to
purchase the greater of five percent of their power requirements or five megawatts from other suppliers. These
member distribution cooperatives also would be pennitted to purchase power from other suppliers in limited
circumstances following approval by our board of directors. This framework was agreed upon in principle but is
subject to satisfactory resolution of several other matters related to the modifications, including the implementation
of amendments to our bylaws to require a supermajority approval of our board of directions before we take action in
some circumstances. The possible extensions and modifications of the wholesale power contracts of these member
distribution cooperatives are not definitive and any final agreement relating to these matters would be subject to
approvals by our board of directors and the boards of directors of the applicable member distribution cooperatives,
among others.

NOVEC

Although we have discussed potential changes to its wholesale power contract for several years, NOVEC
has not agreed with our other member distribution cooperatives regarding this framework for the potential extension
and modification of our wholesale power contract with it. The entry into modified wholesale power contracts with
our other member distribution cooperatives would not affect our CUITent wholesale power contract with NOVEC.
NOVEC's wholesale power contract would continue in effect in accordance with its current tem1S and conditions
described above.

In 2006, NOVEC filed an action with FERC to reform its wholesale power contract. For some time prior to
the filing, NOVEC had made known that it might bring such an action before FERC or the Virginia State
Corporation Commission ("VSCC"), FERC denied NOVEC's 2006 complaint and its subsequent request for a
rehearing. NOVEC has appealed these orders. See "Legal Proceedings - Northern Virginia Electric Cooperative"
in Item 3 for a discussion of these proceedings.

While we cannot predict the ultimate resolution of these proceedings, we do anticipate that we will engage
in discussions with NOVEC about the possible termination of its wholesale power contract and its withdrawal as a
member of Old Dominion, As in the case of any modification of the wholesale power contracts, we will not
consider any termination of the wholesale power contract or take any other action in connection with the resolution
of our issues with NOVEC that we believe in any way could adversely affect our financial condition or that of our
other member distribution cooperatives.

TEC

TEC was formed for the primary purpose of purchasing from us, to sell in the market, energy that is not
needed to meet the actual needs of our member distribution cooperatives, acquiring natural gas aud forward
purchase contracts to hedge the price of natural gas to supply our combustion turbine facilities, and to take
advantage of other power-related trading opportunities in the market which will help lower our member distribution
cooperatives' costs. TEC does not engage in speculative trading.

TEC is owned by our member distribution cooperatives, and currently is our only Class B member. As a
member, TEC is entitled to receive patronage capital distributions from us based on our allocation of margins to
Class B members and the amount of its business with us. We are continuing to evaluate the potential reorganization
ofour relationships with our members, including TEC. See "-New Dominion" above.

We have a power sales contract with TEC, under which TEC purchases power from us that we do not need
to meet the actual needs of our member distribution cooperatives for resale to the market and sells this power to the
market under market-based rate authority granted by FERC. To fully participate in power-related markets, TEC
must maintain credit support sufficient to meet delivery and payment obligations associated with its power trades.
To assist TEC ill maintaining this credit support, we have agreed to guarantee up to a maximulU of $60.0 million of
TEC's delivery and payment obligations associated with its power trades. As of December 31, 2006, we had issued
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guarantees for up to $11.0 million of TEC's obligations and TEC has liabilities of $0.2 million to vendors related to
these guarantees.

In 2006, TEC purchased from us, and subsequently sold to the market, 585,887 megawatt.hours
("MWh") of energy. In 2006, we purchased fro111 TEC $43.4 million of natural gas to fuel our combustion turbine
facilities. We charged TEC $12,000 for administrative services we performed for TEC in 2006.

In accordance with Financial Accounting Standards Board Interpretation No. 46R, "Consolidation of Variable
Interest Entities, an Interpretation of Accounting Research Bulletin No. 51" ("FIN 46"), TEC is considered a variable
interest entity for which we are the primary beneficiary. We became the primary beneficiary ofTEC in 2001. We first
consolidated TEC's financial position as of December 31,2004, and beginning January 1, 2005, TEC's operations
were also consolidated as a result of the adoption of FIN 46. For financial reporting purposes, we have eliminated all
intercompany balances and transactions in consolidation. The assets and liabilities and non-controlling interest ofTEC
are recorded at carrying value and the net assets consolidated were $11.0 million and $25.1 million at December 31,
2006, and December 31,2005, respectively. The decrease in the calTying value of the net assets consolidated is due to
the decrease in the number ofTEC's natural gas futures contracts held by TEC, and the fair value of these contracts.

Members' Service Territories and Customers

Historically, our member distribution cooperatives have had the exclusive right to provide electric service
to customers within their exclusive service territories certified by their respective state public service commissions.
The member distribution cooperatives, like other incumbent utilities, then charged their customers a bundled rate for
electric service, which included charges for power, transmission services, and distribution (including metering and
billing) services,

Virginia, Delaware, and Malyland each grant retail customers the right to choose their power supplier. The
laws of each state maintain the exclusive right of the incumbent electric utilities, including our member distribution
cooperatives, to continue to provide transmission and distribution services and, at least initially, to be the default
providers of power to their customers in their respective service ten'itodes. See "-RegUlation-Competition"
below.

The territories served by our member distribution cooperatives cover large portions of Virginia, Delaware,
and Maryland. One of our member distribution cooperatives also serves a small portion of West Virginia. These
service territories range fl'om the suburban metropolitan Washington, D.C. area in northern Virginia, to the Atlantic
shore of Virginia, Delaware, and Maryland, to the Appalachian Mountains and the North Carolina border. The
service territories of member distribution cooperatives serving the high growth, increasingly suburban area between
Washington, D.C. and Richmond, Virginia, account for approximately half ofour capacity requirements. While our
member distribution cooperatives do not serve any major cities, several portions of their service territories are in
close proximity to urban areas. These areas continue to experience growth due to the expansion of suburban
communities into neighboring rural areas and the continuing development of resort and vacation communities within
their service territories.

Our member distribution cooperatives' service territories areA diverse and encompass primarily suburban,
rural and recreational areas. These territories predominantly reflect historically stable growth in residential capacity
and energy requirements both with respect to power sales and number of customers, These customers' requirements
for capacity and energy generally are seasonal and increase in winter and summer as home heating and cooling
needs increase and then decline in the spring and fall as the weather becomes milder. Our member distribution
cooperatives also serve major industries, which include manufacturing, fisheries, agriculture, forestry and wood
products, paper, travel, and trade. Additionally, our member distribution cooperatives can expand their service
telTitories through acquisition.
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Our member distribution cooperatives' sales of energy in 2006 totaled approximately 10,562,609 MWh.
These sales were divided by type as follows:

Customer Class

Residential
Commercial and industrial
Other

Percentage of
MWh Sales

65.0%
33.8

1.2

Percentage of
Customers

92.2%
7.0
0.8

From 2001 through 2006, our member distribution cooperatives .experienced an average annual compound
growth rate of approximately 3.5% in the number of customers and an average annual compound growth rate of
3.9% in energy sales measured in MWh.

Revenues from the following member distribution cooperatives equaled or exceeded 10% of our total
revenues in 2006:

Member nistribution Cooperatives

Northern Virginia Electric Cooperative
Rappahannock Electric Cooperative
Delaware Electric Cooperative

Revenues
(in millions)
$ 214.5

163.7
80.0

Percentage of
Total Revenues

28.7 %
21.9
10.7

The member distribution cooperatives' average number of customers per mile of energized line has
increased approximately 5.7% since 2001 to approximately 9.5 customers per mile in 2006. System densities of our
member distribution cooperatives in 2006 ranged f)'om 6.2 customers per mile in the service territory of BARC
Electric Cooperative to 21.1 customers per mile in the service territory of NOVEC. In 2006, the average service
density for all distribution electric cooperatives in the United Stales was approximately 7.0 customers per mile.

POWER-SUPPLY RESOURCES

General

We provide power to our members through a combination of our interests in the Clover Power Station
("Clover"), North Anna Nuclear Power Station ("North Anna"), Louisa generating facility ("Louisa"), Marsh Run
generating facility ("Marsh Run"), Rock Springs generating facility ("Rock Springs"), distributed generation
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facilities, long-term and short-tenn physically-delivered fOlward power purchase contracts and spot purchases of
power in the open market. Our power supply resources for the past three years have been as follows:

Year Ended December 31,
2006 2005 2004

Generated: (in MWh and percentages)

Clover 3,470,018 27.4% 3,190,796 24.9% 3,342,530 29.2%
NorthAlU1a 1,752,349 13.8 1,784,512 14.0 1,718,545 15.0
Louisa 221,400 1.7 200,535 1.6 212,087 1.9
Marsh Run 232,330 1.8 243,864 1.9 25,761 0.2
Rock Springs 55,692 0.5 119,387 0.9 125,244 1.1
Distributed generation 719 2,312 354

Total Generated 5,732,508 45.2 5,541,406 43.3 5,424,521 47.4
Pm'chased:

Total Purchased 6,956,454 54.8 7,260,938 56.7 6,005,984 52.6
Total Available Energy 12,688,962 100.0 % 12,802,344 100.0% 11,430,505 100.0 %

Typically, our member distribution cooperatives' peak demand for energy occurs in the summer, This peak
is due in large part to the summer air conditioning requirements of the member distribution cooperatives' customers,
which reflects the large residential component of our total capacity requirements. In 2006, the peak demand for the
member distribution cooperatives' customers occurred in August.

Clover and North Anna satisfied approximately 26.3% of our capacity requirements and 41.2% of our
energy requirements in 2006. Louisa, Marsh Run and Rock Springs provided 18.8%, 19.2%, and 12.9% ofour 2006
capacity requirements, respectively, and 1.7%, 1.8%, and 0.5%, respectively, of our 2006 energy requirements. In
2006, we obtained the remainder of our capacity and energy requirements from numerous suppliers under various
long-term and short-term physically-delivered forward power purchase contracts and spot market purchases. Most
of our long-term power purchase contracts will expire by the end of 2010. See "-Power Purchase Contracts"
below.

Power Supply Resources

Generating Facilities

We have ownership interests in tive electric generating facilities plus distributed generation facilities. For a
description of these facilities see "Properties" in Item 2. In 2006, these facilities provided 45.2% of our energy
requirements.

Power Purchase Contracts

In 2006, we purchased approximately 54.8% of our total energy requirements. These energy requirements
were provided principally by neighboring utilities and power marketers through long-term and short-term
physically-delivered power purchase contracts and purchases ofenergy in the spot markets.

Our most significant long-term power purchase arrangements are with Virginia Electric & Power Company
("Virginia Power"), the operator and co-owner of Clover and North Anna. We have an agreement with Virginia
Power which grants us the right, but not the obligation, to purchase energy at a price determined by reference to a
specified natural gas index (the Operating and Power Sales Agreement or "OPSA"). In addition, we have other
contractual anangements with Virginia Power which permit us to purchase reserve capacity and energy. We intend
to purchase our reserve capacity requirements tor Clover and North Anna from Virginia Power under these
arrangements until either the date on which all facilities at North Anna have been retired or decommissioned, or the
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date we have no interest in North Anna, whichever is earlier. The purchase price we pay for any reserve energy
purchased under these arrangements equals the natural gas-indexed price we pay for intemlediate energy under our
other agreements with Virginia Power. In addition to Virginia Power, we have other power purchase agreements
with Mid-Atlantic utilities, which provide a small portion of our capacity and energy requirements.

The remainder of our energy requirements is provided by the market. We purchase significant amounts of
power in the market through long-term and short-term physically-delivered forward power purchase contracts. We
also purchase power in the spot market. This approach to meeting our member distribution cooperatives' energy
requirements is not without risks. See "Risk Factors" in Item lAo below. To mitigate these risks, we attempt to
match our energy purchases with our energy needs to reduce our spot market purchases of energy. Additionally, we
utilize policies and procedures to manage the risks in the changing business environment. These procedures,
developed in cooperation with ACES Power Marketing LLC ("APM"), are designed to strike the appropriate
balance between minimizing costs and reducing energy cost volatility. See also "Management's Discussion and
Analysis of Financial Condition and Results of Operations-Future Issues-Reliance on Market Purchases of
Energy" in Item 7.

Transmission

We rely on transmission services provided by PJM Interconnections, LLC C"PJM") to serve our member
distribution cooperatives. PJM is a regional transmission organization of transmission facilities serving all of
Delaware, Maryland, West Virginia and most of Virginia, as well as other areas outside our member distribution
cooperatives' service territories.

We transmit power to our twelve member distribution cooperatives through the transmission systems of
PJM - South, PJM -- West Region, and PJM - Classic Region. We have agreements with PJM, which provide us
with access to transmission facilities under their control as necessary to deliver energy to our member distribution
cooperatives. We own a small amount of transmission facilities. See "Properties" in Item 2.

PJM continually balances its participants' power requirements with the power resources available to supply
those requirements. Based on this evaluation ofsupply and demand, PJM schedules available resources in a manner
intended to meet the demand for power in the most reliable and cost-effective manner. When available resources
cannot be dispatched due to transmission constraints, more expensive generating facilities must be dispatched to
meet the requested power requirements. PJM participants whose power requirements cause the redispatch are
obligated to pay the additional costs to dispatch the more expensive generating facilities. These additional costs are
commonly referred to as congestion costs. PJM operates the transmission system in a manner intended to support a
competitive generation marketplace. PJM has proposed additional transmission upgrades and these efforts may
reduce our congestion costs in the future. Our net congestion costs for 2006 were approximately $I3.4 million.

Fuel Supply

Nuclear

Virginia Power, as operating agent, has the sole authority and responsibility to procure nuclear fuel for
North Anna. Virginia Power advises they use primarily long-term contracts to support North Anna's nuclear fuel
requirements and that worldwide market conditions are continuously evaluated to ensure a range of supply options
at reasonable prices which are dependent upon the market environment. We are not a direct party to any of these
procurement contracts, and therefore cannot control their terms or duration. Virginia Power reports that current
agreements, inventories, and spot market availability are expected to SUppOlt North Anna's current and planned fuel
supply needs and that additional fuel is purchased as required to attempt to ensure optimum cost and inventory
levels.
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Coal

Virginia Power, as operating agent, has the sole authority and re..<;ponsibility to procure sufficient coal for
the operation of Clover. Historically, Virginia Power has employed both long-term contracts and spot market
purchases to acquire the low sulfur bituminous coal used to thel the facility. Virginia Power advises us that its
procurement policy is to secure the bulk of the coal requirements under long-term contracts, with specific contract
target percentages fluctuating, based on prevailing market conditions. We are not a direct party to any of these
procurement contracts, and therefore cannot control their terms or duration. As of December 31, 2006, and
December 31, 2005, there was a 38.5 day and a 26.5 day supply of coal at Clover, respectively. We anticipate that
sufficient supplies of coal will be available in the future at reasonable prices, but market prices and price volatility
both may be higher than we currently anticipate. See "Quantitative and Qualitative Disclosures About Market Risk"
in Item 7A.

Natural Gas

Many electric generating facilities are fueled by natural gas, causing an increase in competition for natural
gas capacity. Our three operating combustion turbine facilities are powered by natural gas and are located adjacent
to natural gas transmission Jines. With assistance from APM, we developed and utilize a natural gas supply strategy
for providing natural gas to each of the three combustion turbine facilities. We are responsible for procuring the
natural gas to qe used by aI1 units at Louisa, Marsh Run and Rock Springs. The strategy includes securing
transportation contracts and incorporating the ability to use No.2 distillate fuel oil as a back up fuel for Louisa and
Marsh Run, as needed, to minimize transportation costs. We have identified our primary natural gas suppliers and
have negotiated the contracts needed for procurement of physical natural gas. We have put in place strategies and
mechanisms to financially hedge our natural gas needs. We presently anticipate that sufficient supplies of natural
gas will be available in the future at reasonable prices making the operation of the combustion turbine facilities
economical or when their operation is required by PJM for system reliability purposes, but significant price volatility
may occur. See "Quantitative and Qualitative Disclosures About Market Risk" in Item 7A.

REGULATION

General

We are subject to regulation by FERC and to a limited extent, state public service commissions. Some of
our operations are also subject to regulation by the Virginia Department of Environmental Quality ("DEQ"), the
Department of Energy ("DOE"), the Nuclear Regulatory Commission ("NRC"), and other federal, state, and local
authorities. Compliance with future laws or regulations may increase our operating and capital costs by requiring,
among other things, changes in the design or operation ofour generating facilities.

Rntes

FERC regulates our rates for transmission services and wholesale sales of power in interstate commerce.
We establish our rates for power furnished to our member disttibution cooperatives pursuant to our formulary rate,
which has been accepted by FERC. The formulary rate is intended to permit us to collect revenues, which, together
with revenues from all other sources, are equal to all ofour costs and expenses, plus an additional amount up to 20%
ofour total interest charges, plus additional equity contributions as approved by our board ofdirectors. The formula
has three main components: a demand rate, a base energy rate, and a fuel factor adjustment rate. See
"Management's Discussion and Analysis of Financial Condition and Results of Operations--Factors Affecting
Results - Formulary Rate" in Item 7.

FERC may review our rates upon its own initiative or upon complaint and order a reduction of any rates
determined to be unjust, unreasonable, or otherwise unlawful and order a refund for amounts collected during such
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proceedings in excess of the just, reasonable, and lawful rates. Our charges to TEC are established under our
market-based sales tariff filed with FERC.

Because our rates alid services are regulated by FERC, the VSCC, the Delaware Public Service
Commission ("Delaware PSC"), and the Maryland Public Service Commission ("Maryland PSC") do not have
jurisdiction over our rates and services. The state commissions, however, do oversee the siting of our utility
facilities in their respective jurisdictions. They also regulate the rates and services offered by our Virginia and
Maryland member distribution cooperatives. Effective August 2006, one of our member distribution cooperatives,
Delaware Electric Cooperative, is no longer regulated by the Delaware PSC.

Other FERC Regulation

In addition to its jurisdiction over rates, FERC regulates the issuance of securities and assumption of
liabilities by us, as well as mergers, consolidations, the acquisition of securities of other utilities, and the disposition
of property other than generating facilities. Under FERC regulations, we are prohibited from selling, leasing, or
otherwise disposing of the whole of our facilities subject to FERC jurisdiction (other than generating facilities), or
any part of such facilities having a value in excess of$10.0 million without FERC approval.

Competition

Virginia, Delaware and Maryland each have laws unbundling the power component (also known as
generation) of electric service to retail customers, while maintaining regulation of transmission and distribution
services. All retail customers in Virginia, Delaware and Maryland, including retail customers of our member
distribution cooperatives, are currently permitted to purchase power from the registered supplier of their choice. At
March 1, 2007, no entity had registered to be an alternative power supplier in any of the service ten-itories of our
member distribution cooperatives and, as a result, none of their retail customers have switched to alternative
providers. If customers of our member distribution cooperatives choose alternative power suppliers in the future,
this could result in a reduction in our revenues and cash flows. If the resulting decrease in our member revenues is
significant enough, we could lose our tax-exempt status. See "Management's Discussion and Analysis of Financial
Condition and Results ofOperations--Factors Affecting Results-Tax Status" in Item 7.

To address the difference between what an electric utility would have recovered under regulated cost-of·
service rates and what that electric utility would have recovered under competitive market rates, sometimes referred
to as "stranded costs," and to facilitate the implementation of retail competition, legislation was passed in Virginia,
Delaware and Maryland requiring each incumbent utility to cap the rates that it charges its retail customers in its
certificated service territory during a specified transition period. The transition periods for our Delaware member
distribution cooperative and our Maryland member distribution cooperative expired in 2005. Capped rates extend
until December 31, 20] 0, for our Virginia member distribution cooperatives. These capped rates are unbundled, or
itemized, into power, transmission and distribution components and a competitive transition charge. Our member
distribution cooperatives located in Virginia have the ability to pass through to their customers, changes in energy
costs even while under capped rates. Additionally, they may request one change in their capped rates prior to July I,
2007, and one additional change between July I, 2007 and December 31, 2010. Currently, there is legislation
pending approval in Virginia that would change the termination of the capped rates from December 31, 2010 to
December 3], 2007. Beginning January I, 2008, this legislation would allow our Virginia member distribution
cooperatives to adjust their rates on a cumulative basis by a maximum net increase or decrease of 5% in any three
year period without presenting a rate case to the VSCC. This new legislation would not affect our Virginia member
distribution cooperatives ability to pass through to their customers, changes in energy costs. This legislation is
subject to approval by the Govemor of Virginia in early April 2007.

Environmental

We are subject to federal, state, and local laws and regulations and permits designed to protect human
health and the environment and regulate the emission, discharge, or release of pollutants into the environment. We
believe we are inlllaterial compliance with all current requirements of such environmental laws and regulations and
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pelmits. As with all electric utilities, the operation of our generating units could, however, be affected by future
environmental regulations, Capital expenditures and increased operating costs required to comply with any future
regulations could be significant. See "Risk Factors" in Item ]A. below.

Our direct capital expenditures for environmental control facilities at Clover and North Anna, ex.cluding
capitalized interest, were immaterial in 2006. Based upon information provided by Virginia Power, we anticipate
that beginning in 2011, we will have an increase in our direct capital expenditures for environmental control
facilities at Clover. In 2006, we did 110t have any direct capital ex.penditures for environmental control facilities at
our Louisa, Marsh Run or Rock Springs combustion turbine facilities and there are currently no projected capital
expenditures for environmental control facilities in 2007, 2008, or 2009. See "Management's Discussion and
Analysis of Financial Condition and Results of Operations-Capital Expenditures" in Item 7,

The most important environmental law affecting our operations is the Clean Air Act. The Clean Air Act
requires, among other things, that owners and operators of fossil fuel-fired power stations limit emissions of sulfur
dioxide ("802") and nitrogen oxides ("NO;'). In addition, regulations have been issued to limit emissions of
mercury, and programs are being proposed to limit emissions of carbon dioxide ("C02") and other greenhouse
gases.

With respect to 802, under the Clean Air Act's Acid Rain Program, each of our fossil fuel-fired plants must
obtain S02 allowances equal to the number of tons ofS02 they emit into the atmosphere annually. The total number
of allowances is capped, and allowances can be traded. As a facility that was built before the Acid Rain Program,
Clover receives an annual allocation of S02 allowances at no cost based upon its baseline operations. Newer
facilities, including Louisa, Marsh Run and Rock Springs, need to obtain allowances, but because they are primarily
gas-fired, the number of 802allowances they must obtain are expected to be minimal and will be supplied from
excess 802 allowances allocated to Clover. On March 10, 2005, the EPA issued the Clean Air Interstate Rule
("CAIR"), requiring significant reductions of S02 and NO, in the eastern United States, including Virginia and
Maryland. During its 2006 session, the Virginia General Assembly adopted legislation setting the framework for the
implementation ofCAIR in Virginia. The DEQ adopted the final CArR regulation and it is expected to be published
in the Virginia Register in the spring. With respect to S02, emissions it is expected that Virginia will participate in
the federal S02 cap and trade program established by CAIR. That program is similar, but is in addition to the Acid
Rain Program and would require all of our facilities in Virginia (including Clover) to acquire additional allowances
for each ton of802 they emit beginning in 2009, and additional allowances per ton slarting in 2015. We are entitled
to sufficient 802 allowances because of our interest in Clover so that we do not anlicipate needing to purchase
additional S02 allowances for the Louisa, Marsh Run and Rock Springs generating facilities through both phases of
CAIR.

Pursuant to the Clean Air Act, both Virginia and Maryland have enacted regulations to reduce the
emissions of NOx by establishing NO, cap and trade programs similar to the federal S02 allowance programs. Both
of these programs are being revised to meet the more stringent NO, emission caps established under CAIR and with
respect to the facilities in Virginia, additional NOxemission reductions mandated by the Virginia General Assembly.
Under the current system, Clover is allocated a certain number of NO, allowances. If Clover, even with use of
conventional and advanced pollution control equipment emits more, then additional NOx emissions allowances will
have to be purchased. We have an agreement with Virginia I)ower to provide us with the option each year to
purchase from it the NOx emissions allowances necessalY to compensate for any shortfall between Our NO.
emissions allowance requirement for Clover and our portion of the regulatory NO, emissions allocation for Clover.

Louisa, Marsh Run and Rock Springs will each emit significant amounts ofNOx. In 2006, NO. allowances
were allocated and we anticipate receiving NO. allowances through 2008. All three sites will be allocated NO,
emission allowances under CAIR. NOx emission allowances that are not received fr0111 the new source set aside
pools will be purchased in the market for the operation of all three combustion tllrbine facilities. We project that we
will be able to obtain sufficient quantities of NO, allowances in the future at commercially reasonable prices, but
increased NO. emissions or increased restrictions could cause the price of allowances to be higher than we expect.
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In December 2000, the EPA determined that it was appropriate and necessary to regulate mercury
emissions from oil and coal-fired power plants as a hazardous air pollutant under the Clean Air Act. In March 2005,
the EPA reversed that earlier decision and instead issued the Clean Air Mercury Rule ("CAMR") which establishes
caps for overall mercury emissions that would be implemented in two phases, with the first phase becoming
effective in 2010 and the second phase in 2018, and allows the individual states to regulate mercury emissions
through a market-based cap and trade program. In response to a request for reconsideration, the EPA confirmed its
approach in May 2006. In June 2006, 16 states and several environmental groups filed law suits challenging CAMR
and the law suits are currently pending. We cannot predict the outcome of the ongoing challenges of CAMR or
what effects any decision may have that would require the EPA to regulate mercury as a hazardous air pollutant. In
2006, the Virginia General Assembly decided to adopt the cap and trade program foreseen ill CAMR, subject to
certain limitations. If the EPA's decisions are upheld and CAMR is implemented we do not anticipate that any
additional measures will be required at Clover due to Clover's existing pollution control requirement which already
removes greater than 90% of the mercury.

In addition to traditional air pollutants, the question of climate change has been the focus of much public
attention. Several bills have been introduced in Congress to limit emissions of CO2 and other greenhouse gases
believed to contribute to climate change. Also, there are numerous actions at the state and regional level, including
the Regional Greenhouse Gas Initiative ("RGGI") established in December 2005 by the governors of seven
Northeastern and Mid-Atlantic states. The RGGI provides for a cap and trade system for CO2 among those states,
capping emissions at cUlTent levels in 2009, and then reducing emissions 10% by 2019. In 2006, Maryland decided
to join the RGGr. Climate change issues are also the subject of several lawsuits, although we were not party to any
of those lawsuits. In November 2006, the U.S. Supreme Court heard a case concerning the EPA's authority to
regulate CO2 emissions under the Clear Air Act. The case concerns CO2 emissions from the transportation sector,
but the Court's decision will also influence the regulation of other sectors. We cannot exclude the possibility that
future CO2 emission regulations could have a significant effect on our operations, especially at Clover; however, at
this stage we are not able to predict the final form ofany such regulation.

The Clean Water Act and applicable state laws regulate water intake stlUctures, discharges of cooling
water, stonn water lun-off and other wastewater discharges at our generating facilities. We are in material
compliance with these requirements and with permits that must be obtained with respect to such discharges. Our
permits are subject to periodic review and renewal proceedings, and can be made more restrictive over time.
Limitations on the thermal discharges in cooling water, or withdrawal of cooling water during low flow conditions,
can restrict our operations. During 2006, we experienced no such restrictions; however, such restrictions can arise
during drought conditions. Clover has two consent orders with the DEQ. One consent order is to study the impact
of withdrawing water to support Clover during low river flow conditions and the other is to relocate one of the
landfill discharge pipes from Black Walnut Creek to the Roanoke River. The low flow study has been conducted
and the results are being finalized. One of the landfill discharge pipes has been relocated to the Roanoke River.

New legislative and regulatory proposals are frequently proposed on both a federal and state level that
would modify the environmental regulatory programs applicable to our facilities. An example is the control of
carbon dioxide and other "greenhouse" gases that may contribute to global climate change. With respect to
proposed legislation and regulatory proposals that have not yet been formally proposed, we cannot provide
meaningful predictions regarding their final form, or their possible effects upon our operations.

We incurred approximately $5.7 million, $9.4 million, and $11.0 million, of expenses, including
depreciation, during 2006, 2005, and 2004, respectively, in connection with environmental protection and
monitoring activities, such as costs related to the disposal of solid waste, operation of landfills, operation of air
emissions reduction equipment, and disposal of hazardous waste material. These expenses were included in fuel
expense, operations and maintenance expense, and depreciation, amortization and decommissioning expense. We
anticipate expenses to be approximately $5.0 million in 2007 in connection with environmental protection and
monitoring activities, including depreciation.
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Nuclear

Under the Nuclear Waste Policy Act, the DOE is required to provide for the pennanent disposal of spent
nuclear fuel produced by nuclear facilities, such as NOlth Anna, in accordance with contracts executed with the
DOE. However, since the DOE did not begin accepting spent fuel in 1998 as specified in its contracts, Virginia
Power is providing on-site spent nuclear fuel storage at the North Anna facility site. Virginia Power will continue to
safely manage its spent nuclear fuel until the DOE begins accepting the spent nuclear fuel. In January 2004,
Virginia Power filed a lawsuit seeking recovery damages for breach of the contract due to the DOE's delay in
accepting spent nuclear fuel from North Anna.

ITEM lA. - RISK FACTORS

RISK FACTORS

The following risk factors and all other information contained in this report should be considered carejidly when
evaluating Old Dominion. These risk facto}~~ could affect our actual results and cause these results to differ
materially from those expressed in any fOl1vard-looking statements ofOld Dominion. Other risks and uncertainties,
in addition to those that are described below may also impair our business operations. We consider the risks listed
below to be material, but you may view risks differently than we do and we may omit a risk that we consider
immaterial but you consider important. An adverse outcome ofany ofthefollowing risks could materially affect our
business orfinancial condition. These risk.fclctors should be read in conjunction with the other detailed information
set forth in the notes to Consolidated Financial Statements Clnd in "Management's Discussion and Analysis of
Financial Condition and Results ofOperations" in Item 7 below, including "Caution Regarding Forward Looking
Statements. "

We rely substantially on purchases ofenergy.from otherpower suppliers.

We supply our member distribution cooperatives with all of their power, that is capacity and energy,
requirements, with limited exceptions. Our costs to provide this capacity and energy are passed through to our
member distribution cooperatives under our wholesale power contracts. We obtain the power to serve their
requirements fi'om generating facilities in which we have an interest and purchases of power from other power
suppliers.

Historically, our power supply strategy has relied substantially on purchases of energy from other power
suppliers. In 2006, we purchased approximately 54.8% of our energy resources. These purchases consisted of a
combination of purchases under long-term and short-term physically-delivered forward contracts and purchases of
energy in the spot markets. Our reliance on energy purchases may continue well into the future and may increase as
our member distribution cooperatives' requirements for power increase. Our reliance on energy purchases also
could increase because the operation of our generation facilities is subject to many risks, including the shutdown of
our facilities or breakdown or failure ofequipment.

Purchasing power helps us mitigate high fixed costs relating to the ownership of generating facilities but
exposes us, and consequently our member distribution cooperatives, to significant market price risk because energy
prices can fluctuate substantially. When we enter into long-term power purchase contracts or agree to purchase
energy at a date in the future, we rely on models based on our judgments and assumptions. These judgements and
assumptions relate to factors such as future demand for power and market prices of energy and the price of
commodities, such as natural gas used to generate electricity. Our models cannot exactly predict what will actually
occur and our results may vary from what our models predict, which may in turn impact our resulting costs to our
members. Our models become less reliable the further into the future that the estimates are made. Although we
have engaged APM, an energy trading and risk management company, to assist us in developing strategies to meet
our power requirements in the Illost economical manner and we have implemented a hedging strategy to limit our
exposure to variability in the market, we still may purchase energy at a price which is higher than our member

15



distribution cooperatives' competitors' costs of generating energy or future market prices of energy. For further
discussion of our market price risk, see Item 7A "Quantitative and Qualitative Disclosures About Market Risk."

Changes ill filel ami purchased power costs coultl increase OUf gellerating costs.

We are subject to changes in fuel costs, which could increase the cost ofgenerating power and thus increase the cost
to our member distribution cooperatives. The market prices for fuel may fluctuate over relatively short periods of
time. Factors that could influence fuel costs are:

• Weather;

• Supply and demand;

• The availability of competitively priced alternative energy sources;

• The transportation of fuels;

• Price competition among fuels used to produce electricity, including natural gas, coal and crude oil;

• Energy transmission or natural gas transportation capacity constraints;

• Federal, state and local energy and environmental regulation and legislation; and

• Natural disasters, war, terrorism, and other catastrophic events.

Adverse challges ill our credit fatings coult/negaJively impact our ability to access capital and may require liS to
provide credit supportfor some ofour obligations.

Changes in our credit ratings could affect our ability to access capital. Standard & Poor's Ratings Services
("S&P"), Moody's Investors Service ("Moody's"), and Fitch Inc., currently rate our outstanding obligations issued
under the Indenture at "A", "A3", and "A", respectively. If these agencies were to downgrade our ratings,
particularly below investment grade, we may be required to pay higher interest rates on tinancings, which we may
decide to undertake in the future, and our potential pool of investors and funding sources could decrease. In
addition, in limited circumstances, we have obligations to provide credit support if our obligations issued under the
Indenture are rated below specified thresholds by S&P and Moody's. These circumstances relate to lease and
leaseback of our undivided interest in Clover Unit 1 and some of our purchases of power in the market. See also
"Management's Discussion and Analysis of Financial Condition and Results ofOperations·-Signiticant Contingent
Obligations" in Item 7.

To the extent that we would have to provide additional credit support as a result of a downgrade in our
credit ratings, our ability to access additional credit may be limited and our liquidity, including our ability to service
our outstanding indebtedness, may be materially impaired.

We are subject to risks associated with owning all interest in a nuclear gmerationfacility.

We have an 11.6% undivided ownership interest in North Anna which provided approximately 13.8% of
our energy requirements in 2006. Ownership of an interest in a nuclear generating facility involves risks, including:

• potential liabilities relating to harmful effects on the environment and human health resulting from the
operation of the facility and the storage, handling and disposal of radioactive materials;
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• significant capital expenditures relating to maintenance, operation and repair of the facility, including
repairs required by the NRC;

• limitations on the amounts and types of insurance commercially available to cover losses that might arise
in connection with operation of the facility; and

• uncertainties regarding the technological and financial aspects of decommissioning a nuclear plant at the
end of its licensed life.

The NRC has broad authority under federal law to impose licensing and safety-related requirements for the
operation of North Anna. If the facility is not in compliance, the NRC may impose fines or shut down one or both
units until compliance is achieved or both depending upon its assessment of the situation. Revised safety
requirements issued by the NRC have, in the past, necessitated substantial capital expenditures at other nuclear
generating facilities. In addition, although we have no reason to anticipate a serious nuclear incident at North Anna,
if an incident did occur, it could have a material but presently undeterminable adverse effect on our operations or
financial condition. Further, any unexpected shut down at North Anna as a result of regulatory non-compliance or
unexpected maintenance will require us to purchase replacement energy. We can buy this replacement power either
fi-om Virginia Power under the OPSA or the market. See "Power Supply Resources--Power Purchase Contracts."

Ellvil'onmentall'egulation may limit our operatiolls or increase our costs or both.

Weare required to comply with numerous federal, state and local laws and regulations relating to the
protection of the environment. While we believe that we have obtained all material environmental-related approvals
currently required to own and operate our facilities or that these approvals have been applied for and will be issued
in a timely manner, we may incur significant additional costs because of compliance with these requirements.
Failure to comply with environmental laws and regulations could have a material effect on us, including potential
civil or criminal liability and the imposition of fines or expenditures of fimds to bring 0\.11- facilities into compliance.
Delay in obtaining, or failure to obtain and maintain in effect any environmental approvals, or the delay or failure to
satisfy any applicable environmental regulatory requirements related to the operation of our existing facilities or the
sale ofenergy from these facilities could result in significant additional cost to us.

Our financial cOlldition is largely depende1lt IIp011 our members.

Our financial condition is largely dependent upon our member distribution cooperatives satisfying their
obligations under the "all-requirements" wholesale power contract that each has executed with us. The wholesale
power contracts require our member distribution cooperatives pay us for power fill11ished to them in accordance
with our FERC formulary rate, which is designed to pennit us to recover our total cost of service and create a firm
equity base. Our board of directors, which is composed of representatives of our members, can approve changes in
the rates we charge to our member distribution cooperatives without seeking FERC approval with limited
exceptions. In 2006, 61.3% of our revenues were received from our three largest members, NOVEC, Rappahannock
Electric Cooperative and Delaware Electric Cooperative.

Since January 2005, we have been involved in litigation with NOVEC, our largest member, regarding our
potential reorganization and NOVEC's desire to change the nature of its wholesale power contract to a partial
requirements contract. While we cannot predict the ultimate resolution of these matters, we will not amend or
modify our wholesale power contracts in any way that could adversely affect our financial condition or that of our
member distribution cooperatives.

The use (~fhedging instruments coultl impact our liquidity.

We use hedging instruments, including forwards, filtures, financial transmission rights, and options, to
manage our power market price risks. These hedging instruments generally include collateral requirements that
require us to deposit funds or post letters ofcredit with counterparties when a counterparty's credit exposure to us is
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in excess of agreed upon credit limits. When commodity prices decrease to levels below the levels where we have
hedged future costs, we may be required to use a material portion of our cash or liquidity facilities to cover these
collateral requirements. See also "Management's Discussion and Analysis of Financial Condition and Results of
Operations-Market Price Risk" in Item 7A.

COlmtel1Jarties llm[el' power pm'chase arrangements may fail to peltoI'm their obligatiolls to us.

Because we rely substantially on the purchase of energy from other power suppliers, we are exposed to the
risk that counterparties will default in performance of their obligations to us. While we utilize APM to assist us in
analyzing default risks of counterparties and other credit issues related to these purchases, and we may require our
counterpatties to post collateral with us, defaults may still occur. Defaults may take the form of failure to physically
deliver the purchased energy. If this occurs, we may be forced to enter into alternative contractual arrangements or
purchase energy in the forward, short-term or spot markets at then-current market prices that may exceed the prices
previously agreed upon with the defaulting counterparty.

Our member distribution cooperatives are subject to mar/wt competition.

Virginia, Delaware and Maryland each permit our member distribution cooperatives' customers to purchase
electricity from an alternate supplier while our member distribution cooperatives continue to provide distribution
services to all consumers of electricity located in their certificated service territories. Substantially all of our
member distribution cooperatives' customers are free to choose an altemate power supplier; however, to date, no
customer of our member distribution cooperatives has selected an altel11ate supplier of power. The competitive
retail market has been slow to develop and therefore it is difficult to predict the pace at which a competitive
environment will evolve and the impact on us or our member distribution cooperatives. See "Business
Regulation-Competition" in Item 1 above.

ITEM lB. UNRESOLVED STAFF COMMENTS

None
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ITEM 2. PROPERTIES

Our principal properties consist of our interest in five electric generating facilities, additional distributed
generation facilities across our member distribution cooperatives' service territories and a small amount of
transmission facilities. All of our physical properties are subject to the lien of our Indenture. See "Restated
Indenture" below. Our generating facilities consist of the following:

Name of Ownership Primary Commercial Net Capacity
Facility Interest Location Fuel Operation Date Entitlement(3)
Clover 50.0%(1) Halifax County, Virginia Coal Unit 1 - 10/1995 215MW

Unit 2 - 0311 996 215MW
430MW

North Anna 11.6% Louisa County, Virginia Nuclear Unit 1 - 0611978 (4) 107MW
Unit 2 - 12/1980 (4) 107MW

2l4MW

Louisa 100.0% Louisa County, Virginia Natural Unit 1 - 06/2003 84MW
Gas Unit 2 - 06/2003 84MW

Unit 3 - 06/2003 84MW
Unit 4 - 06/2003 84MW
Unit 5 - 06/2003 ·168MW

504MW

Marsh Run 100.0% Fauquier County, Natural Unit 1 -- 0912004 168MW
Virginia Gas Unit 2 - 09/2004 168MW

Unit 3 - 09/2004 168MW
504MW

Rock Springs 50.0%(2) Cecil County, Maryland Natural Unit 1 - 0612003 168MW
Gas Unit 2 - 06/2003 l.QJiMW

336MW

Distributed 100.0% Multiple Diesel 10 units - 07/2002 -f.QMW
generation

Total 2,008MW

(I) Our interest in Clover is subject to long-term leases. See "Clover" below.
(2) We own 100% of two units, each with a net capacity rating of 168 MW, and 50% oflllc common facilities for the facility.

See "Combustion Turbine Facilities-Rock Springs" below.
(3) Represents an approximation of our entitlement to the maximum dependable capacity, which does not represent actual usage.
(4) We purchased our 11.6% undivided ownership interest ill North Anna in December 1983.

Clover

Virginia Power, as the co-owner of Clover, is responsible for operating Clover and procuring and arranging
for the transportation of the fuel required to operate Clover. See "Power Supply Resources-Fuel Supply-Coal" in
Item I. We are responsible for and must fund half of all additions and operating costs associated with Clover, as
well as half of Virginia Power's administrative and general expenses for Clover. Under the terms of the Clover
operating agreement, Old Dominion and Virginia Power each take half of the power produced by Clover.
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Lease of Clover Ullit 1

In March 1996, we entered into a lease with an owner trust for the benefit ofan investor in which we leased
our interest in Clover Unit I and related common facilities, subject to the lien of the Indenture, for a term extendable
by the owner trust up to the full productive life of Clover Unit 1, and simultaneously entered into an approximately
21.8 year lease of the interest back to us. If the lien of the Indenture is ever released, the interest of the owner trust
in Clover Unit I would no longer be subject and subordinate to the lien of the Indenture in the future. See "Restated
Indenture" below. We have provided for substantially all of our periodic basic rent payments under the lease by
investing in obligations issued or insured by entities, the claims paying ability or senior debt obligations of which
are rated "AAA" by S&P and "Aaa" by Moody's. The lease to us contains events of default, which, if they occur,
could result in termination of the lease, and, consequently, our loss of possession and right to the output of Clover
Unit 1.

At the end of the term of the leaseback, we have three options: (l) retain possession of the interest in the
unit by paying a fixed purchase price to the owner trust, (2) return possession of the interest to the owner trust and
arrange for an acceptable third party to enter into a power purchase agreement with the owner tlUSt, or (3) retum
possession of the interest and pay a tennination amount to the owner trust. See "Management's Discussion and
Analysis of Financial Condition and Results of Operations-Liquidity and Capital Resources-Off-Balance Sheet
Arrangements-··Clover Leases" in Item 7 for a discussion of our obligations at the end of the teon of the leaseback
of Clover Unit I and sources of funding for these obligations.

Leasc of Clovcr Unit 2

In July 1996, we entered into another lease subject to the lien of the Indenture with an owner trust for the
benefit of a different investor of our interest in Clover Unit 2 and related common facilities for a term extendable by
the owner trust up to the fhll productive life of Clover Unit 2. We simultaneously entered into an approximately
23.4 year lease back of the interest. If the lien of the Indenture is ever released, the interest of the owner trust in
Clover Unit 2 would no longer be subject and subordinate to the lien of the Indenture in the future. See "Restated
Indenture" below. We have provided for all of our periodic basic rent payments under the lease by investing in
obligations issued or insured by entities, the claims paying ability or senior debt obligations of which are rated
"AAA" by S&P and "Aaa" by Moody's. As with the Clover Unit 1 lease, the leaseback of Clover Unit 2 contains
events of default, which could result in termination of the lease and loss of possession and right to the output of the
unit.

In connection with this lease, we granted a subordinated lien and security interest in Clover Unit 2 to secllre
our obligations under the lease and our reimbursement obligation to an insurer for its payments under a surety bond
securing some of our payment obligations under the lease. This subordinated lien and security interest will be
required to be released prior to the date of the release of the lien of the Indenture in connection with its amendment
and restatement unless the holders of obligations issued under the Indenture are equally and ratably secured with
respect to the assets subject to the lease. After that date, the interest of the owner tmst would no longer be subject
and subordinate to the lien of the Indenture. See "Management's Discussion and Analysis of Financial Condition
and Results of Operations-Future Issues-Restated Indenture" in Item 7 for a discussion of the possible
amendment and restatement of the Indenture.

At the end of the term of the leaseback, we may either (I) retain possession of the interest in the unit by
paying a fixed purchase price to the owner trust, or (2) return possession of the interest to the owner trust and
arrange for an acceptable third party to enter into a power purchase agreement with the owner trust. See
"Management's Discussion and Analysis of Financial Condition and Results of Operations-Liquidity and Capital
Resources--Off-Balance Sheet Arrangements-Clover Leases" in Item 7 for a discussion of our obligations at the
end of tile term of the leaseback of Clover Unit 2 and sources offullding for these obligations.

20



North Anna

Virginia Power, as the co-owner of North Alma, is responsible for operating North Anna. Virginia Power
also has the authority and responsibility to procure nuclear fuel for North Anna. See "Fuel Supply-Nuclear" in
Item I. We are entitled to 11.6% of the power generated by North Anna. Additionally, we are responsible for and
must fund 11.6% of all post-acquisition date additions and operating costs associated with North Anna, as well as a
pro-rata portion of Virginia Power's administrative and general expenses directly attributable to North Anna. We
are obligated to fund these items. In addition, we separately fund our pro-rata portion of the decommissioning costs
of North Anna. Old Dominion and Virginia Power also bear pro-rata any liability arising from ownership of North
Anna, except for liabilities resulting fi-om the gross negligence of the other.

Combustion Turbine Facilities

Louisa

We undertook responsibility for the operation and maintenance of the Louisa facility beginning in 2006.
We supply all services, goods and materials required to operate the facility, including alTanging for the
transportation and supply of the natural gas and No.2 distillate fuel oil required by the facility.

Marsh Run

We also operate and maintain the Marsh Run facility. We supply all services, goods and materials required
to operate the facility, including arrangement for the transportation and supply of the natural gas and No.2 distillate
fuel oil required by the facility.

Rock Springs

The Rock Springs facility was developed together with another participant, CED Rock Springs, LLC
("ConEd"). ODEC and ConEd each individually own two units (a total of 336 MWs each) and 50% of the common
facilities. Additionally, ODEC and ConEd each individually dispatch their respective units as it determines to be
necessary and prudent. The facility is currently permitted to allow two additional 168 MW combustion turbines to
be installed at the site for a total site capacity of 1,008 MW.

The Rock Springs facility is operated and maintained by CED Operating Co., LLP, an affiliate of ConEd,
pursuant to a service agreement under which CED Operating Co., LLP, supplies all services, goods and materials,
other than natural gas, required to operate the facility. We are responsible for all costs associated with the
development, construction, additions and operating costs and administrative and general expenses relating to our
two units and the proportional share of the costs relating to the common facilities for Rock Springs.

We arrange for the transportation of the natural gas required by the operator for all units at Rock Springs
and arrange for the supply of natural gas to our units only.

Distributed Generation l?aciIities

We have distributed generation facilities in our member distribution cooperatives' service territory
primarily to enhance our system's reliability. Four diesel generators service our member distributions cooperatives'
in the Virginia mainland territory and six diesel generators service our member distribution cooperatives' in the
Delmarva Peninsula territory.
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Transmission

We own two 1,100 foot 500 kilovolt ("kV") transmission lines and a 500 kV substation at the Rock Springs
site jointly with ConEd. As a transmission owner in PJM, we have relinquished control of these transmission
facilities to PJM and contracted with third parties to operate and maintain the transmission facilities.

Restated Indenture

In 2001, we entered into a supplemental indenture to the Indenture that contains provisions, which, if they
become effective, will amend and restate the Indenture to release its lien on our property. This amended and
restated indenture (the "Restated Indenture") will become effective when all obligations under the Indenture issued
prior to September 1, 200l, cease to be outstanding or when the holders of those obligations consent to the
effectiveness of the Restated Indenture. We have $1.0 million of obligations issued under the Indenture prior to
September 1, 200 I, the holders of which have not consented to the effectiveness of the Restated Indenture. We have
the ability to redeem these obligations on any June I or December 1, following appropriate notice to the holders of
those obligations. The amendment and restatement may not occur, however, if, immediately afterwards, an event of
default exists under the Indenture or an event ofdefault would occur. The release ofa subordinated mortgage on our
interest in Clover Unit 2 also is to be obtained prior to the amendment and restatement. After the date the Restated
Indenture becomes effective, the obligations outstanding under the Restated Indenture will be unsecured general
obligations, ranking equally and ratably with all ofour other unsecured and unsubordinated obligations.

ITEM 3. LEGAL PROCEEDINGS

NOVEC

Over the past several years, we have had discussions and negotiations with NOVEC about changing the
nature of its wholesale power contract from an all-requirements contract to a partial-requirements contract. Our
board of directors is composed of representatives of our member distribution cooperatives and we must reach
consensus among our member distribution cooperatives before any change to any of our wholesale power contracts
can be made. Building a consensus for any change is difficult because any change in our rate setting methodology
or provisions of service affects our various member distribution cooperatives differently.

On January 5, 2006, NOVEC flIed a complaint with FERC pursuant to Section 206 of the Federal Power
Act seeking reformation of its wholesale power contract. Specifically, NOVEC sought "to modify its wholesale
power contract to allow NOVEC the flexibility to acquire power and energy over and above that available from
NOVEC's share of Old Dominion's existing resources." NOVEC claimed that the wholesale power contract's terms
were no longer just and reasonable or in the public interest because the contract was entered into in 1983, and
amended and restated in 1992, prior to an allegedly different era of open transmission access and wholesale power
markets. NOVEC stated in the complaint that it would not seek to be relieved of its obligations pertaining to its
share of our existing power supply resources. Obligations pertaining to our existing resources include debt service,
lease rentals, operation and maintenance expenses, interest coverage requirements and other costs and expenses
related to our electric generating facilities and existing power purchase arrangements. On March 2, 2006, FERC
denied NOVEC's complaint. On April 3,2006, NOVEC filed a request for rehearing and on May 1,2006, FERC
issued a tolling order to allow additional time to consider the issues. On August 24, 2006, FERC issued it final
order denying NOVEC's request for rehearing. On October 20, 2006, NOVEC appealed FERC's denial in the
United States Court of Appeals for the District of Columbia. We have intervened in this proceeding. On March 5,
2007, the court issued the procedural schedule and NOVEC's brief is scheduled to be filed on or before May 7,
2007.

We intend to continue to vigorously contest NOVEC's claim and we will not amend or modify the
wholesale power contract in any way that could adversely affect our financial condition or that of our other member
distribution cooperatives.

22



Norfolk Southern

In April 1989, we entered into a coal transportation agreement with Norfolk Southern Railway Company
("Norfolk Southern") for delivery of coal to Clover. The agreement, which was later assigned to Virginia Power as
operator of Clover, had an initial 20-year term and provides that the amounts payable for coal transportation services
are subject to adjustment based on a reference index. In October 2003, Norfolk Southern claimed that it had been
using an incon'ect reference index to calculate amounts due to it since the inception of the agreement, and that it
would begin to escalate prices for these services in the future based on an alternate reference index. On November
26, 2003, together with Virginia Power, we filed suit against Norfolk Southern in the Circuit Court of Halifax
County, Virginia, seeking an order to clarify the price escalation provisions in the coal transportation agreemenL In
its reply to our suit, Norfolk Southern filed a counter-claim and sought (1) recovery from Virginia Power and us for
additional amounts resulting from its use of the alternate reference index since December 1, 2003, and (2) an order
requiring the parties to calculate the amounts Norfolk Southern claims it was underpaid since the inception of the
agreement by using the alternate reference index.

On December 22, 2004, the court found in favor of Norfolk Southern on the issue of ambiguity and held
that the price escalation provisions in the agreement were clear and unambiguous. The court later denied Virginia
Power's and our motion to file an amended complaint based on additional evidence that was not considered by the
court in the original proceedings. The court permitted Virginia Power and us to file an amended answer to Norfolk
Southel11's counter-claims and our amended answer was filed on March 4, 2005.

On September 1, 2006, the court granted Norfolk Southern's request to substantially dispose of the issues in
the case. On September 23,2006, we, along with Virginia Power, appealed the court's order to the Supreme Court of
Virginia. On December 13,2006, Norfolk Southem filed a motion to dismiss for lack of jurisdiction, contending that
we and Virginia Power failed to timely appeal. We intend to vigorously prosecute the appeal, if the Supreme Court of
Virginia determines we are able to appeal.

We recorded a liability related to the Norfolk Southem dispute and created the related regulatory asset.
The regulatory asset was amortized over 21 months (April I, 2005 through December 31, 2006) and was fully
amortized and collected through rates as of December 31, 2006. The current period charges are being collected
through rates, If it is ultimately determined that we owe any such amounts to Norfolk Southern, the amounts are not
expected to have a material impact on our financial position or results of operations due to our ability to collect such
amounts through rates charged to our member distribution cooperatives.

Ragnar Benson

In December 2002, we entered into a contract with Ragnar Benson, Inc. ("RBI") for engineering,
procurement and construction services relating to the construction of our Marsh Run combustion turbine facility.
Construction of the facility began in April 2003 and the facility was required to be substantially complete in the
second quarter of 2004. The facility ultimately became available for commercial operation on September 15,2004,
but is still not substantially complete according to the terms of the contract. On December 23, 2004, we terminated
the contract with RBI for default and filed suit in the U.S. District Court for the Eastern District of Virginia,
Richmond Division, against RBI seeking liquidated damages for delay in completion of the project up to $15.0
million and damages for breach of contract up to $5.0 million. RBI counterclaimed for damages exceeding $15.0
million related to conditions they claim to have encountered during construction. We filed an answer to RBI's
counterclaim denying any liability to RBI. During the discovery phase of the legal proceeding, RBI revised its
claim £I'om $15.0 million to $33.0 million.

On September 27, 2005, the U.S. District Court for the Eastern District of Virginia, Richmond Division,
ruled 011 motions for partial summary judgment in our claims against RBI. Specifically, the court granted our
motion for partial summary judgment pertaining to claims of entitlement to a change order and fi'aud allegations, it
dismissed six of RBI's counterclaims, including all counterclaims pertaining to fraud, and it limited our possible
recovery of liquidated damages to the liquidated damages cap of approximately $4.7 million. The trial began
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October II, 2005 and concluded October 26, 2005. During the trial, RBI revised its claim from $33.0 million to
$36.0 million.

RBI and its parent companies, The Austin Company and Austin Holdings, Inc., filed for bankruptcy under
Chapter 11 of the bankruptcy code on October 14, 2005. The automatic litigation stay was lifted for our litigation
with RBI.

On June 13, 2005, we executed an agreement with RBI's surety, Seaboard Surety Company ("Seaboard"),
under which it assumed all responsibilities for the final completion of the Marsh Run facility in accordance with the
terms of the original agreement with RBI. Because RBI declared bankruptcy during the legal proceeding, we served
a lawsuit against Seaboard on February 10, 2006, in order to enforce the eventual outcome of the suit with RBI.

On August 4, 2006, the court ruled in our favor on all remaining issues in the case and awarded us damages
of $5.2 million plus expenses. On January 22, 2007, the Court entered its final order awarding us an additional $2.5
million for attomeys' fees and certain other costs and expenses. On Febmary 1,2007, we filed a motion to amend
the final order to address our claim for expert witness fees and interest from the date of the trial, totaling
approximately $0.8 million. This motion is still pending before the court. After the court rules on this motion, the
judgment is final and the appeals process may begin. RBI will have 30 days to appeal any of the court's rulings. We
intend to enforce the court's rulings against RBI, to the extent permitted by its bankruptcy proceeding, and against
Seaboard.

FERC Proceedings Related to Potential Reorganization

On October 5, 2004, we, together with New Dominion, filed an application at FERC requesting that FERC
approve the assignment of our existing wholesale power contracts with our twelve member distribution cooperatives
to New Dominion and accept certain changes to our cost-of-service formula to confonll it for use by New Dominion
for the billing of its sales to the member distribution cooperatives. On December 7, 2004, we filed an application for
approval of a new tariff for sales to New Dominion, with charges determined under a cost allocation formula.

On January 14,2005, NOYEC intervened in the FERC proceedings related to the proposed reorganization.
See "Member Distribution Cooperatives-New Dominion" and "-NOYEC" in Item I and "NOYEC" in Legal
Proceedings above. Other interveners in these proceedings included Bear Island Paper Company, LLP and the
YSCC.

On March 8, 2005, FERC issued an order that set the proposed assignment of the wholesale power
contracts for hearing on the limited issue of whether an Old Dominion credit downgrade could raise rates, and, if so,
whether the downgrade is due to the proposed transaction. The hearing was conducted on October 18 through 20,
2005, and concluded on November 2, 2005. The initial decision was issued on February 2, 2006, and the judge
ruled in our favor on all material issues. On December 21,2006, FERC issued an order affirming the initial decision
indicating that it had not been shown that the credit downgrade experienced by ODEC could raise rates. On January
22, 2007, NOYEC filed a request for rehearing and on February 21, 2007, FERC issued a tolling order to allow for
additional time for consideration of the matters.

Also on March 8, 2005, FERC consolidated the October 5,2004, and December 7, 2004, rate applications
and set hearing and settlement procedures. On June 10, 2005, formal settlement procedures were terminated and a
judge was assigned to hear the case. Informal settlement talks continued, and on October 13,2005, we joined with
New Dominion in filing a proposed settlement agreement that resolved all issues in dispute in these proceedings
among us, Bear Island Paper Company, LLP, and the Virginia YSCc. On December 23,2005, the judge certified
the partial settlement to FERC with a recommendation that it be approved. FERC issued an order approving the
partial settlement on April 7, 2006, leaving NOYEC, FERC staff and us as participants in the proceeding, The
hearing was conducted on October 17 through 19,2006, and the jnitial decision was issued on FeblUary 5, 2007,
when the judge ruled in our favor on all material matters.. NOVEC and FERC staff filed exceptions to the ruling on
March 7, 2007 and we have 20 days to respond.
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Other

Other than the issues discussed above and certain other legal proceedings arising out of the ordinary course
of business that management believes will not have a material adverse impact on our results of operations or
financial condition, there is 110 other litigation pending or threatened against us.

ITEM 4. SUBMISSION OJ? MATTERS TO A VOTE OF SECURITY HOLDERS

None

PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY,
RELATED STOCKHOLDER MATTERS AND ISSUER I~URCHASESOF EQUITY SECURITIES

Not Applicable
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ITEM 6. SELECTED FINANCIAL DATA

The selected financial data below present selected historical information relating to our financial condition
and results of operations. The financial data for the five years ended December 31, 2006, are derived from our
audited consolidated financial statements. You should read the information contained in this table together with our
consolidated financial statements, the related notes to the consolidated financial statements, and the discussion of
this infomlation in "Management's Discussion and Analysis of Financial Condition and Results of Operations" in
Item 7.

Year Ended December 31,
2006 2005 2004 2003 2002

(in thousands, except ratios)
Statement ofOperations Data:

Operating Revenues $ 817,515 $ 737,679 $ 588,451 $ 535,576 $ 494,642
Operating Margin 73,461 68,196 61,615 57,941 43,983

Net Margin(l) 21,244 12,109 12,134 12,056 9,996

Margins for Interest Ratio 1.39 1.22 1.25 1.31 1.20

Balance Sheet Data:

Net Electric Plant
Investments
Other Assets

Total Assets

Capitalization:
Patronage Capital
Accumulated Other
Comprehensive (Loss)/Income

Non-controlling Interest
Long-teml Debt

Total Capitalization

2006 2005
December 31,

2004
(in thousands, except ratios)

2003 2002

Equity Rafio(2) 26.5% 24.6% 23.3% 22.1% 23.9%

(i>Net Margin for 2006-i;~cludcs an additional equity contriblltion of $9.0 million.
(2) Equity ratio equals patronage capital divided by the slim of our long-Ienn debt lind palronage capital.

Our Indenture obligates us to establish and collect rates for service to our member distribution
cooperatives, which are reasonably expected to yield a margin for interest ratio for each fiscal year equal to al least
1.10, subject to any necessary regulatory or judicial approvals. The Indenture requires that these amounts, together
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with other moneys available to us, provide us moneys sufficient to remain in compliance with our obligations under
the Indenture. We calculate the margins for interest ratio by dividing our margins for interest by our interest
charges.

Margins for interest under the Indenture equal:

• our net margins;

• plus revenues that are subject to refund at a later date which were deducted in the determination of net
margins;

• plus non-recurring charges that may have been deducted in determining net margins;

• plus total interest charges (calculated as described below);

• plus income tax accruals imposed all income after deduction of total interest for the applicable period.

In calculating margins for interest under the Indenture, we factor in any item of net margin, loss, income,
gain, earnings or profits of any of our affiliates or subsidiaries, only if we have received those amounts as a dividend
or other distribution from the affiliate or subsidiary or if we have made a contribution to, or payment under a
guarantee or like agreement for an obligation of: the affiliate or subsidiary. Any amounts that we are required to
refund in subsequent years do not reduce margins for interest as calculated under the Indenture for the year the
refund is paid.

Interest charges under the Indent\lre equal our total interest charges (other than capitalized interest) related
to (1) all obligations under the Indenture, (2) indebtedness secured by a lien equal or prior to the lien of the
Indenture, and (3) obligations secured by liens created or assumed in connection with a tax-exempt financing for the
acquisition or construction of property used by us, in each caSe including amortization of debt discount and expense
or premium.
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ITEM 7. MANAGEMENrS mSCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Caution Regal·ding Forward Looking Statements

Management's Discussion and Analysis of Financial Condition and Results of Operations contains forward
looking statements regarding matters that could have an impact on our business, financial condition, and future
operations. These statements, based on our expectations and estimates, are not guarantees of future performance and
are subject to risks, uncertainties, and other factors that could cause actual results to differ materially from those
expressed in the forward looking statements. These risks, uncertainties, and other factors include, but are not limited
to, general business conditions, increased competition in the electric utility industry, demand for energy, federal and
state legislative and regulatOly actions and legal and administrative proceedings, changes in and compliance with
environmental laws and policies, weather conditions, the cost of commodities used in our industry, and
unanticipated changes in operating expenses and capital expenditures. Our actual results may vary materially from
those discussed in the forward looking statements as a result of these and other factors. Any forward looking
statement speaks only as of the date on which the statement is made, and we undertake no obligation to update any
forward looking statement or statements to reflect events or circumstances after the date on which the statement is
made even if new information becomes available or other events occur in the future.

Basis of Presentation

The accompanying financial statements reflect the consolidated accounts of Old Dominion Electric
Cooperative ("ODEC" or "we" or "our"), its subsidiaries and TEC Trading, Inc. ("TEC"). See Note l-····Summary of
Significant Accounting Policies in Note 1 in the Notes to the Consolidated Financial Statements in Item 8.

Overview

ODEC is a not-for-profit power supply cooperative owned entirely by its twelve member distribution
cooperatives and a thirteenth member, TEC. We supply O1.lr member distribution cooperatives' power requirements,
consisting of capacity requirements and energy requirements, through a portfolio of resources including generating
facilities, long-term and short-term physically-delivered forward power purchase contracts, and spot market
purchases.

Our financial results for the year ended December 31, 2006, were significantly impacted by changing
conditions in the power markets. As prices for energy and natural gas fell in 2006, the fair value of our forward
purchase power contracts and natural gas futures, which we use to mitigate market price risk, decreased. This was
the primary reason for the decrease in our regulatory liabilities, and the corresponding reduction in our net cash
provided by operating activities. Although spot market prices for energy and natural gas were generally lower in
2006 as compared to 2005, our purchased power and fuel expense increased because we acquired or hedged the
majority of our 2006 power needs in prior years, and our reliance on the spot market was minimal.

Critical Accollnting Policies

The preparation of our financial statements in conformity with generally accepted accounting principles
requires that our management make estimates and assumptions that affect the amounts reported in our financial
statements. We base these estimates and assumptions on information available as of the date of the financial
statements and they are not necessarily indicative of the results to be expected for the year. We consider the
following accounting policies to be critical accounting policies due to the estimation involved in each.
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Accounting for Rate Regulation

We are a rate-regulated entity and, as a result, are subject to the accounting requirements of Statement of
Financial Accounting Standards ("SFAS") No. 71, "Accounting for Certain Types of Regulation." In accordance
with SFAS No. 71, some of our revenues and expenses can be deferred at the discretion of our board of directors,
which has budgetary and rate setting authority, if it is probable that these amounts will be refunded or recovered
through our formulary rate in future years. Regulatory assets on our Consolidated Balance Sheet are costs that we
expect to recover fi-om our member distribution cooperatives based on rates approved by our board of directors in
accordance with our formulary rate. Regulatory liabilities on our Consolidated Balance Sheet represent probable
future reductions in our revenues associated with amounts that we expect to refund to our member distribution
cooperatives based on rates approved by our board of directors in accordance with our formulary rate. See "
Factors Affecting Results-Fonnulary Rate" below. Regulatory assets are generally included in deferred charges
and regulatory liabilities are generally included in deferred credits and other liabilities. We recognize regulatory
assets and liabilities as expenses or as a reduction in expenses, concurrent with their recovery through rates.

Deferred l<~nergy

In accordance with SFAS No. 71, we use the deferral method of accounting to recognize differences
between our energy expenses and our energy revenues collected from our member distribution cooperatives.
Deferred energy expense on our Consolidated Statement of Revenues, Expenses and Patronage Capital represents
the difference between energy revenues and energy expenses. The deferred energy balance on our Consolidated
Balance Sheet represents the net accumulation of any under- or over-collection of energy costs. Under-collected
energy costs appear as an asset on our Consolidated Balance Sheet and will be collected fi'om our member
distribution cooperatives in subsequent periods through our formulary rate. Conversely, over-collected energy costs
appear as a liability on our Consolidated Balance Sheet and will be refunded to our member distribution
cooperatives in subsequent periods through our formulary rate.

Margin Stabilization Plan

We have a Margin Stabilization Plan that allows us to review our actual capacity-related costs of service
and capacity revenue as of year end and adjust revenues from our member distribution cooperatives to meet our
financial coverage requirements and accumulate additional equity as approved by our board of directors. Our
formulary rate allows us to recover and refund amounts under the Margin Stabilization Plan. We record all
adjustments, whether increases or decreases, in the year affected and allocate any adjustments to our member
distribution cooperatives based on power sales during that year. We collect these increases from our member
distribution cooperatives, or off..<>et decreases against amounts owed by our member distribution cooperatives to us,
in the succeeding calendar year. Each quarter we adjust revenues and accounts payable-members or accounts
receivable, as appropriate, to reflect these adjustments. In 2006 and 2005, under our Margin Stabilization Plan, we
reduced operating revenues by $2.8 million and $13.3 million, respectively, and increased accounts payable
members by the same amounts. There was no adjustment to operating revenues under our Margin Stabilization Plan
in 2004.

Accounting fOI" Asset Retirement Obligations

We adopted SFAS No. 143 "Accounting for Asset Retirement Obligations" effective January 1, 2003.
SFAS No. 143 requires legal obligations associated with the retirement of long-lived assets to be recognized at £'lir
value when incurred and capitalized as part of the related long-lived asset. In the absence of quoted market prices,
we estimate the fair value of our asset retirement obligations using present value techniques, in which estimates of
future cash flows associated with retirement activities are discounted using a credit-adjusted risk-tree rate. Asset
retirement obligations currently reported on our Consolidated Balance Sheet were measured during a period of
historically low interest rates. The impact on measurements of new asset retirement obligations using different rates
in the future may be significant.
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In March 2005, the FASB issued Interpretation No. 47 "Accounting for Conditional Asset Retirement
Obligations, an Interpretation of Financial Accounting Standards Board ("FASB") Statement No. 143" ("FIN 47").
FIN 47 is a further clarification of SFAS No. 143 and requires the establishment of a liability for conditional asset
retirement obligations. A conditional asset retirement obligation is a legal obligation to perform an asset retirement
activity in which the timing and/or method of settlement are conditional on a future event that mayor may not be
within the control of the entity. Uncertainty about the timing and/or method of settlement is required to be
considered in the measurement of the liability when sufficient information exists. FIN 47 also clarifies when an
entity would have sufficient information to reasonably estimate the fair value of an asset retirement obligation. We
adopted FIN 47 as of December 31, 2005, and the impact on our results of operations and financial condition was
immaterial.

A significant portion of our asset retirement obligations relates to our share of the future decommissioning
of the North Anna Nuclear Power Station ("North Anna"). At December 31, 2006, North Anna's nuclear
decommissioning asset retirement obligation totaled $51.5 million, which represented approximately 92.3% of our
total asset retirement obligations. Because of its significance, the following discussion of critical assumptions
inherent in determining the fair value of asset retirement obligations relates to those associated with our nuclear
decommissioning obligations. .

We obtain ii-om third-party experts periodic site-specific "base year" cost studies in order to estimate the
nature, cost and timing of planned decommissioning activities for North Anna. These cost studies are based on
relevant information available at the time they are performed; however, estimates of future cash flows for extended
periods are by nature highly uncertain and may vary significantly from actual results. In addition, these estimates
are dependent on subjective factors, including the selection of cost escalation rates, which we consider to be a
critical assumption. These studies were last performed in 2005 and received in 2006.

We detennine cost escalation rates, which represent projected cost increases over time, due to both general
inflation and increases in the cost of specific decommissioning activities. The weighted average cost escalation rate
used for the study perfonllcd in 2002 was 3.27%. The weighted average cost escalation rate used for the study
performed in 2005 was 2.42% and this rate was applied when the cash flows increased as compared to the cash
flows in the 2002 study. If the cash flows decreased, the 2002 rate of 3.27% was applied. The use of alternative
rates would have been material to the liabilities recognized. For example, had we increased the cost escalation rates
by 0.5% to 3.77% and 2.92%, the amount recognized as of December 31,2006, for our asset retirement obligations
related to nuclear decommissioning would have been $10.4 million higher.

Acconnting for Derivative Contracts

We primarily purchase power under both long-term and short-term physically-delivered forward contracts
to supply power to our member distribution cooperatives under our wholesale power contracts with them. See
"Member Distribution Cooperatives ---- Wholesale Power Contracts" in Item 1. These forward purchase contracts
meet the accounting definition of a derivative; however, a majority of the torward purchase derivative contracts
qualify for the normal purchases/normal sales accounting exception under SFAS No. 133 "Accounting for
Derivative Instruments and Hedging Activities." As a result, these contracts are not recorded at fair value. We
record a liability and purchased power expense when the power under the forward physical delivery contract is
delivered. We also purchase natural gas futures generally for three years or less to hedge the price of natural gas for
the operation of our combustion turbine facilities and for use as a basis in determining the price of power in cerlain
forward power purchase agreements. These derivatives do not qualify for the normal purchases/normal sales
accounting exception.

For all derivative contracts that do not qualify for the normal purchases/normal sales accounting exception,
we may elect cash flow hedge accounting in accordance with SFAS No. 133. Accordingly, gains and losses on
derivative contracts are deferred into Other Comprehensive Income until the hedged underlying transaction occurs
or is 110 longer likely to occur. For derivative contracts where hedge accounting is not utilized, or for which
ineffectiveness exists, we defer all remaining gains and losses on a net basis as a regulatory assel or liability in
accordance with SFAS No.7-I. These amounts are subsequently reclassified as purchased power or fuel expense in
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our Consolidated Statements of Revenues, Expenses, and ]>atronage Capital as the power or fuel is delivered and/or
the contract settles.

Generally, derivatives are reported on the Consolidated Balance Sheet at fair value. The measurement of
fair value is based on actively quoted market prices, if available. Otherwise, we seek indicative price information
from external sources, including broker quotes and industry publications. For individual contracts, the use of
differing assumptions could have a material effect on the contract's estimated fair value.

Factors Affecting Results

Formulary Rate

Our power sales are comprised of two power products - energy and capacity (also referred to as demand).
Energy is the physical electricity delivered through transmission and distribution facilities to customers. We must
have sufficient committed energy available to us for delivery to our member distribution cooperatives to meet their
maximum energy needs at any time, with limited exceptions. This committed available energy at any time is
referred to as capacity.

The rates we charge our member distribution cooperatives for sales of energy and capacity are determined
by a formulary rate accepted by the Federal Energy Regulatory Commission ("FERC") which is intended to permit
collection of revenues which will equal the sum of:

• all of our costs and expenses;

• 20% of our total interest charges; and

• additional equity contributions approved by our board of directors.

The fonllulary rate has three main components: a demand rate, a base energy rate and a fuel factor
adjustment rate. The formulary rate identifies the cost components that we can collect through rates, but not the
actual amounts to be collected. With limited minor exceptions, we can change our rates periodically to match the
costs we have incurred and we expect to incur without seeking FERC approval.

Energy costs, which are primarily variable costs, such as nuclear, coal and natural gas fuel costs and the
energy costs under our power purchase contracts with third parties, are recovered through the two separate rates, the
base energy rate and the fuel factor adjustment rate. The base energy rate is a fixed rate that requires FERC
approval prior to adjustment. However, to the extent the base energy rate over- or under-collects our energy costs,
we refund or collect the difference through a fuel factor adjustment rate. We review our energy costs at least every
six months to determine whether the base energy rate and the current fuel factor adjustment rate together are
adequately recovering our actual and anticipated energy costs, and revise the fuel factor adjustment rate accordingly.
Since the fuel factor adjustment rate can be revised without FERC approval, we can effectively change our total
energy rate to recover all our energy costs without seeking the approval ofFERC.

Capacity costs, which are primarily fixed costs, such as depreciation expense, interest expense,
administrative and general expenses, capacity costs under power purchase contracts wilh third parties, transmission
costs, and our margin requirements and additional amounts approved by our board of directors are recovered
through our demand rale. The formulary rate allows us to change the actual demand rate we charge as our capacity
related costs change, without seeking FERC approval, with the exception of decommissioning cost, which is a fixed
number in the formulary rate that requires FERC approval prior to any adjustment. FERC approval is also needed to
change account classifications cunentIy in the formula or to add accounts not olhelwise included in the current
formula. Additionally, future depreciation studies are to be filed with FERC for their approval if it would result in a
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change in our depreciation rates. Our demand rate is revised automatically to recover the costs contained in our
budget and any revisions made by our board ofdirectors to our budget.

Recognition of Revenue

Our operating revenues on our Consolidated Statement of Revenues, Expenses and Patronage Capital
reflect the actual capacity-related costs we incurred plus the energy costs that we collected during each calendar
quarter and at year-end. Estimated capacity-related costs are collected during the period through the demand
component ofour formulary rate. In accordance with our Margin Stabilization Plan, these costs, as well as operating
revenues, are adjusted at the end of each reporting period to reflect actual costs incurred during that period. See "
Critical Accounting Policies-Margin Stabilization Plan." Estimated energy costs are collected during the period
through the base energy rate and the fuel factor adjustment rate. Energy costs and operating revenues are not
adjusted at the end of each reporting period to reflect actual costs incurred during that period. The difference
between actual energy costs incurred and energy costs collected during each period is recorded as deferred energy
expense. See "-Critical Accounting Policies-Deferred Energy."

We bill energy to each of our member and non-member customers based on the total megawatt-hours
("MWh") delivered to them each month. We bill capacity to each of our member distribution cooperatives based on
its requirement for energy during the hour of the month when the need for energy among all of the consumers in the
Virginia mainland or the Delmarva Peninsula, as applicable, is highest, measured in megawatts ("MW").

Consumers' Requirements for Power

Growth in the number of consumers and growth in consumers' requirements for power significantly affect
our member distribution cooperatives' consumers' requirements for power. Factors affecting our member
distribution cooperatives' consumers' requirements for power include weather, as well as the amount, size, and
usage of electronics and machinery and the expansion of operations among their commercial and industrial
customers.

Weather

Weather affects the demand for electricity. Relatively higher or lower temperatures tend to increase the
demand for energy to use air conditioning and heating systems. Mild weather generally reduces the demand because
heating and air conditioning systems are operated less.

Power Supply Resources

Market forces influence the structure of new power supply contracts into which we enter. When we enter
into long-term power purchase contracts or agree to purchase energy at a date in the future, we rely on models based
on our judgments and assumptions of factors such as future demand for power and market prices of energy and the
price of commodities, such as natural gas used to generate electricity. Our actual results may vary from what our
models predict, which may in turn impact our resulting costs to our members. Additionally, our models become less
reliable the further into the future that the estimates are made.

We satisfy the majority of our member distribution cooperatives' capacity requirements and slightly less
than halfof their energy requirements through our ownership interests in the Clover Power Station ("Clover"), North
Anna, the Louisa Generating Facility ("Louisa"), the Marsh Run Generating Facility ("Marsh Run"), and the Rock
Springs Generating Facility ("Rock Springs"), and we purchase power under long-term and short-term physically
delivered forward contracts and in the spot market to supply the remaining needs of our member distribution
cooperatives.

Our operating expenses are significantly affected by the extent to which we purchase power and, relatcdly,
the availability of our base load generating facilities, Clover and North Anna. Base load generating facilities,
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particularly nuclear power plants such as North Anna, generally have relatively high fixed costs. Nuclear facilities
operate with relatively low variable costs due to lower fuel costs and technological efficiencies. In addition, coal
fired facilities have relatively low variable costs, as compared to combustion turbine facilities such as Louisa, Marsh
Run and Rock Springs. Owners of power plants incur the fixed costs of these facilities whether or not the units
operate. When either Clover or North Anna is off-line, we must purchase replacement energy from either Virginia
Electric & Power Company ("Virginia Power") or from the market. As a result, our operating expenses, and
consequently our rates to our member distribution cooperatives, are significantly affected by the operations of
Clover and North Anna but not our combustion turbine facilities. Our combustion turbine facilities have relatively
low fixed costs and greater operational flexibility; however, they are more expensive to operate and, as a result, we
will operate them only when the market price of energy makes their operation economical or when their operation is
required by PJM for system reliability purposes. The output of Clover and North Anna for the past three years as a
percentage ofmaximum dependable capacity rating of the facilities was as follows:

Clover
Year Ended December 31,

2006 2005 2004

North Anna
Year Ended December 31,

2006 2005 2004

Unit 1
Unit 2
Combined

Clover

90.8 %
91.3
91.1

86.7 %
80.7
83.7

82.2 %
92.2
87.2

88.2 %
99.7
94.0

99.9 %
91.3
95.6

91.3 %
91.7
91.5

Clover Unit 1 was off-line five days in 2006, nine days in 2005, and 37 days in 2004 for scheduled
maintenance. Clover Unit 1 was off-line approximately two days in 2006 and eight days in 2005 for minor
unscheduled outages.

Clover Unit 2 was off-line five days in 2006, 34 days in 2005, and five days in 2004 for scheduled
maintenance. Clover Unit 2 was off-line approximately two days in 2006 and nine days in 2005 for minor
unscheduled outages.

On May I, 2005, operational control of Virginia Power's transmission facilities was transfen-ed to PJM
Interconnection, LLC ("PJM"). With that transfer, all of our member distribution cooperatives' capacity and energy
requirements are now within the PJM control area and our generating fucilities are now under dispatch control of
PJM. Accordingly, Clover Units 1 and 2 are operated pursuant to PJM dispatching requirements. During 2005,
Clover Units 1 and 2 were dispatched less by PJM than they were by Virginia Power in prior years. When our
generating facilities are dispatched less, we purchase more power to meet the needs of our member distribution
cooperatives.

North A111Ul

North Anna Unit 1 was off~line for 29 days for a scheduled refueling and maintenance outage during 2006.
North Anna Unit 1 experienced minor unscheduled outages during 2005 and was off-line 24 days in 2004 for a
scheduled refueling outage.

North Anna Unit 2 experienced minor unscheduled outages during 2006 and 2005. North Anna Unit 2 was
off-line for 28 days in 2005 and 28 days in 2004 for a scheduled refueling outage.
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CombustioJl turbi1le facilities

During 2006, 2005, and 2004, the operational availability of our Louisa, Marsh Run, and Rock Springs
combustion turbine facilities was as follows:

Year Ended December 31,
2006 2005 2004

Louisa
Marsh Run
Rock Springs

99.2 %
93.6
91.2

98.2 %
97.4
95.8

96.8 %
90.5
96.5

Margins

We operate on a not-for-profit basis and, accordingly, seek to generate revenues sufficient to recover our
cost of service and produce margins sufficient to establish reasonable reserves, meet financial coverage
requirements, and accumulate additional equity approved by our board of directors. Revenues in excess of expenses
in any year are designated as net margins in our Consolidated Statements of Revenues, Expenses and Patronage
Capital. We designate retained net margins in our Consolidated Balance Sheets as patronage capital, which we
assign to each of our members on the basis of its class of membership and business with us. Any distributions of
patronage capital are subject to the discretion of our board of directors and restrictions contained in our Indenture.

Indenture Rate Covenant

Under the Indenture, we are required, subjrct to any necessary regulatory or judicial approvals, to establish
and collect ratcs reasonably expected to yield margins for interest for each fiscal year equal to at least 1.10 times our
total interest charges for the fiscal year. The Indenture requires that these amounts, together with other moneys
available to us, provide us moneys sufficient to remain in compliance with our obligations under the Indenture. See
Item 6, "Selected Financial Data" for a description of the calculations of margins for interest and interest charges
under the Indenture, and "-Restated Indenture" in Item 2 for a discussion of the effect of a possible amendment
and restatement of the Indenture.

Results of Operations

Operating Revenues

Operating revenues are derived from power sales to our members and non-members. Sales to members
include sales to our Class A members, which are our twelve distribution cooperative members, and, for 2004, sales
to oUr single Class B member, TEC. Our operating revenues by type of purchaser for the past three years were as
[ollows:

Year Ended December 31,

583,514
4,937

$ 564,624
18,890

$ 588,451

657,022
80,657

$ 737,679

746,506
71,009

2006 2005 2004
(in thousands)

$ 657,022

$ 817,515

$ 746,506
Revenues from sales to members:

Member disttibution cooperatives
TEC
Total revenues fi'om sales to members

Revenues ii-om sales to non-members
Total revenues
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In accordance with Financial Accounting Standards Board Interpretation No. 46R, "Consolidation of
Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51" ("FIN 46"), TEC is considered
a variable interest entity for which Old Dominion was the primary beneficiary. Beginning in 2005, the income
statement of TEC is consolidated and the inter-company revenues and expenses are eliminated in consolidation.
Beginning January 1, 2005, we reported no sales to TEC because TEC is now consolidated as a result of the
adoption ofFIN 46. TEC's sales to third parties are reflected as non-member revenues.

Sales to Member Distribution Cooperatives

Revenues from sales to our member distribution cooperatives are a function of our formulary rate for sales
of power to our member distribution cooperatives and our member distribution cooperatives' consumers'
requirements for power. Our formulary rate is based on our cost of service in meeting these requirements. See "
Factors Affecting Results---·Formulary Rate."

Our revenues from sales to our member distribution cooperatives by formulary rate component, energy
sales to our member distribution cooperatives, and average costs to our member distribution cooperatives per MWh
for the past three years were as follows:

Year Ended December 31,

331,692
232,932

$ 564,624

$ 189,897
141,795

433,338
223,684

$ 657,022

2006 2005 2004
(in thousands)
$ 200,993

232,345
516,028
230,478

$ 746,506

$ 198,376
317,652

Revenues from sales to member distribution cooperatives:
Base energy revenues
Fuel factor adjustment revenues
Total energy revenues

Demand (capacity) revenues
Total revenues from sales to member distribution cooperatives

Eneq,'Y sales to member distribution cooperations (in MWh)

Average costs to member distribution cooperatives (per MWh)(I)

11,026,284

$ 67.70

11,191,729

$ 58.71

10,518,241

$ 53.68

(I) Our average costs to our member distribution cooperatives is bused on the blended cost of power from all of our power supply
resources.

2006 Compared to 2005

Total revenues from sales to our member distribution cooperatives for the year ended December 31, 2006,
increased $89.5 million, or 13.6%, as compared to the same period in 2005, primarily as a result of higher energy
rates.

Our total energy rate (including our base energy rate and our fuel factor adjustment rate) was 20.9% higher,
on a per MWh basis, for the year ended December 31, 2006, as compared to the same period in 2005. Due to
continued increases in our energy costs and the need to collect revenues to reduce our deferred energy balance, we
increased our fuel factor adjustment rate effective April 1, 2006, and again on October I, 2006, resulting in an
increase to our total energy rate of approximately 11.9% and 5.2%, respectively. Energy sales volumes were
essentially flat, decreasing approximately 1.5% in 2006 as compared to 2005.

The capacity costs we incuned, and thus the capacity-related revenues we reflected, increased $6.8 million,
or 3.0% for the year ended December 31, 2006, as compared to the same period in 2005, as a result of the collection
of $9.0 million in additional equity contribution partially offset by decreases in our transmission and general and
administrative costs.
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Our average costs per MWh to member distribution cooperatives increased $8.99 per MWh, or 15.3%, for
the year ended December 31, 2006, as compared to the same period in 2005, as a result of the increase in our total
energy rate.

2005 Compared to 2004

Total revenues from sales to our member distribution cooperatives for the year ended December 31, 2005,
increased $92.4 million, or 16.4%, as compared to the same period in 2004, primarily as a result of higher energy
rates and increased sales of energy.

Our total energy rate (including our base energy rate and our fuel factor adjustment rate) was 22.8% higher,
on a per MWh basis, for the year ended December 31, 2005, as compared to the same period in 2004. Due to
continued higher energy costs in 2005, we increased our fuel factor adjustment rate effective April I, 2005, resulting
in an increase to our total energy rate of approximately 14.6%. During 2005, energy costs continued to rise and we
increased O~lr fuel factor adjustment rate effective October 1, 2005, resulting in an increase to our total energy rate of
approximately 8.1 %.

Sales volumes increased approximately 6.4% as a result of colder weather experienced by customers of our
member distribution cooperatives in March of2005 as compared to the same period in 2004, and warmer weather in
June through September 2005 as compared to the same period in 2004, which created a greater requirement for
power to operate heating and air conditioning systems.

The capacity costs we incurred, and thus the capacity-related revenues we reflected, for the year ended
December 31,2005, as compared to the same period in 2004, decreased $9.2 million, or 4.0%, primarily as a result
oflower demand costs incurred in 2005.

Our average costs per MWh to member distribution cooperatives increased $5.03 per MWh, or 9.4%, for
the year ended December 31, 2005, as compared to the same period in 2004, as a result of the increase in our total
energy rate, partially off:~et by the increase in sales volumes.

Sales to TEe

In accordance with Financial Accounting Standards Board Interpretation No. 46R, "Consolidation of
Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51" ("FIN 46"), TEC is considered
a variable interest entity for which Old Dominion was the primary beneficiary. Beginning in 2005, the income
statement ofTEC was consolidated and the inter-company revenues and expenses were eliminated in consolidation.
Beginning January I, 2005, we reported no sales to TEC because TEC was consolidated as a result of the adoption
of FIN 46. TEC's sales to third parties are reflected as non-member revenues. Prior to January I, 2005, sales to TEC
consisted primarily of sales of excess energy that we did not need to meet the requirements of our member
distribution cooperatives. We sold the portion of this energy that could not be utilized by our member distribution
cooperatives to TEC for resale into the market, or to non-members.

Sales to Non-Members

Sales to non-members consist of sales of excess purchased energy and sales of excess generated energy.
We primarily sell excess energy to PJM under its rates for providing energy imbalance services. Excess energy is
sold at the prevailing market price at the time of sale and is the result of changes in our purchased power portfolio,
differences between actual and forecasted needs, as well as changes in market conditions. Prior to May 1, 2005, we
also sold excess energy fi'om Clover to Virginia Power pursuant to the requirements of the Clover operating
agreement. Non-member revenue decreased by $9.6 million, or 12.0%, in 2006 as compared to the same period in
2005 due to the decrease in the average price at which we sold excess energy. Beginning in 2005, TEC's sales to
third parties were reflected as sales to non-members. Our non-member energy sales in MWh for 2006, 2005, and
2004, were 1,349,473, 1,318,647, and 87,836, respectively.

36



Operating Expenses

We supply our member distribution cooperatives' power requirements, consisting of capacity requirements
and energy requirements, through (1) our interests in electric generating facilities which consist of a 50% interest in
Clover, an 11.6% interest in North Alma, our Louisa, Marsh Run, and Rock Springs combustion turbine facilities,
and distributed generation, and (2) long-term and short-term physically-delivered forward power purchase contracts
and spot purchases ofpower in the open market See "Power Supply Resources" ill Item 1.

Components of Operating Expense

The components of our operating expenses for the years ended December 31, 2006, 2005, and 2004, were
as follows:

Year Ended December 31,

$ 526,836

$ 90,635
314,763

(8,775)
40,595
28,800
32,759
20,543

2,251
5,265

$ 669,483

2006 2005 2004
(in thousands)

$ 143,332
434,557
(26,135)
34,221
34,523
38,556

1,909
2,496
6,024

$ 744,054

$ 154,931
464,047

6,414
35,551
32,502
38,393

2,701
2,783
6,732

Fuel
Purchased power
Deferred energy
Operations and maintenance
Administrative and general
Depreciation, amOliization and decommissioning
Amortization of re!,'Ulatory assetl(liability), net
Accretion ofasset retirement obligations
Taxes, other than income taxes

Total operating expense

Our operating expenses are comprised of the costs that we incur to generate and purchase power to meet
the needs of our member distribution cooperatives, and the costs associated with any sales of power to TEC and
non-members. Our energy costs generally are variable and include fuel expense as well as the energy portion of our
purchased power expense. Our capacity or demand costs generally are fixed and include depreciation, amortization
and decommissioning expenses, and interest charges (a non-operating expense), as well as the capacity portion of
our purchased power expense. See "Factors Affecting Results-Formulary Rate."

2006 Compared to 2005

Total operating expenses for 2006 increased $74.6 million, or 11.1%, over 2005 primarily due to the
change in deferred energy expense and increases in purchased power expense and fuel expense.

Deferred energy expense changed $32.5 million, or 124.5%, as compared to 2005 retlecting an over
collection of energy costs in 2006 as compared to 2005 when we under-collected our costs. Our deferred energy
balance changed from a net under-collection of energy costs of $21.3 million to a net under-collection of energy
costs of $14.9 million, reBecting the fact that our energy rate allowed us to collect all of our cunent year energy
costs as well as $6.4 million of prior year energy costs.

Purchased power expense increased $29.5 million, or 6.8%, as a result of an 11.5% increase in the average
price of purchased power, partially off..,;et by a 4.2% decrease in the volume of purchases of additional energy fi·om
the market to supply our member distribution cooperatives' requirement. Clover generated more energy in 2006
than in 2005 because it was dispatched by PJM more in 2006 than in 2005 and had fewer scheduled maintenance
outage days, thereby reducing our need to purchase energy fi'ol11 the market.
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Fuel expense increased $11.6 million, or 8.1 %, primarily due to the 15.8% increase in our average price of
coal partially offset by the 7.1 % decrease in OUf average price of natural gas in 2006 as compared to ZOOS.

2005 Compared to 2004

Total operating expenses for 2005 increased $142.6 million, or 27.1%, over 2004 primarily due to increases
in purchased power expense and fuel expense. These increases were partially offset by the change in the
amortization ofregulatory assetJ(liability), net and the change in deferred energy expense.

Purchased power expense increased $119.8 million, or 38.1%, as a result of the purchase of additional
energy fr0111 the market to supply our member distribution cooperatives' requirements and a 14.2% increase in the
average price of purchased power. During 2005, Clover was dispatched less by PJM based upon economic factors,
which resulted in increased purchased power.

Fuel expense increased $52.7 million, or 58.1 %, primarily due to the 62.6% increase in the average price of
coal and the 35.8% increase in the average price of natural gas in 2005 as compared to Z004. Marsh Run began
commercial operation in September of 2004.

Amortization of regulatory asset/(liability), net changed $18.6 million, or 90.7%, resulting in decreased
operating expenses primarily due to the acceleration of the amortization of a regulatory asset in 2004. This
regulatory asset was established in 2002 in connection with the collection of additional amounts we collected and
then paid relating to a dispute under a power purchase agreement with Public Service Gas and Electric Company
("PSE&G").

Deferred energy expense changed $] 7.4 million, or 197.8%, over 2004 reflecting a greater under-collection
of energy costs in 2005 as compared to 2004. The $26. I million we under-collected in 2005 changed our deferred
energy balance from a $4.8 million liability at December 31, 2004, to a $21.3 million asset at December 31, 2005.

Other Items

Investment Income

Investment income increased in 2006 by $4.0 million, ()I" 60.0%, primarily due to income earned on our
increased average balances in cash and temporary investments as a result of higher member prepayments and higher
interest rates.

Investment income increased in 2005 by $3.7 million, or 128.6%, as a result of both higher yields on our
cash and temporary investments and higher investable balances than in 2004. We eamed higher yields on our
invested funds largely as a result of increased market interest rates in 2005. Our higher investable balance occurred
primarily during the last five months of the 2005 when we held cash posted fi·om counterparties under terms of our
power purchase and sale agreements.

Interest Charges, Net

The primary factors affecting our interest expense are scheduled payments of principal on our indebtedness,
interest related to our potential liability associated with our dispute with Norfolk Southern, and capitalized interest.
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The major components of interest charges, net for the years ended December 31, 2006, 2005, and 2004,
were as follows:

Year Ended December 31,

(60,667)
8,161

$ (56,252)
(4,415)

$ (52,506)

(60,545)
198

$ (60,347)

(61,218)
269

2006 2005 2004
(in thousands)

$ (56,700)
(3,845)

$ (60,949)

$ (55,542)
(5,676)

Interest expense on long-ternl debt
Other

Total Interest Charges
Allowance for borrowed funds used during construction

Interest Charges, net

Interest charges, net remained relatively flat as compared to 2005. Other interest increased $1.8 million, or
47.6%, as compared to 2005, primarily as a result of accrued interest on our potential liability related to our dispute
with Norfolk Southern. Interest expense on long-term debt decreased $1.2 million as a result of our declining long
term debt balance. Interest charges, net increased in 2005 by $7.8 million, or 14.9%, as compared to 2004, primarily
due to the reduction of capitalized interest associated with Marsh Run. We ceased capitalizing interest on Marsh
Run in September 2004 when the facility became commercially operable. Capitalized interest is computed monthly
using an interest rate, which reflects our embedded cost of indebtedness, multiplied by our investment in projects
under construction.

Financial Condition

Thc principal changes in our financial condition from December 31, 2005 to December 31, 2006, were
caused by decreases in regulatory liabilities, deferred charges-·other, net electric plant, deposits, accounts
payable···--deposits and accounts receivable, and increases in accounts receivable-deposits and patronage capital.
Regulatory liabilities decreased $43.8 million primarily due to the change in the fair value of our forward purchase
power contracts and natural gas futures for which cash flow hedge accounting is not utilized. Defen-ed charges
other decreased $39.9 million also as a, result of the decrease in the fair value of our forward purchased power
contracts and natural gas futures, partially offset by the resulting increase in the amount of collateral we were
required to post in connection with our natural gas futures. Net electric plant decreased $27.1 million as we
continued to depreciate our existing generating facilities. Deposits and accounts payable-deposits both decreased
$24.7 million. As of December 3], 2005, our counterparties were required to post $24.7 million in deposits in
accordance with the terms of our respective master power purchase and sales agreements with them. At December 3],
2006, due to changes in encrgy plices, our counte'1)arties were not required to post deposits. Accounts receivable
decreased $21.2 million as a result of decreased sales of excess power to non-members. Accounts receivable
deposits increased $23.6 million related to collateral we were required to post with our counterparties. Patronage
capital increased $21.2 million as a D.mction of our interest coverage requirement and the additional $9.0 million that
our board ofdirectors approved to be collected through rates in 2006.

Liquidity and Capital Resources

Sources

Cash generated by our operations, issuances of indebtedness and, periodically, borrowings under available
lines ofcredit and our revolving credit facility provide our sources ofliquidity and capital.

Operations

Historically, our operating cash flows have becn sufficient to meet our short- and long-tcrm capital
expenditures related to our existing generating facilities, our debt service requirements, and our ordinary business
operations. Our operating activities provided cash flows of$14.5 million, $122.6 million, and $0.9 million, in 2006,
2005, ancl 2004, respectively. Operating activities in 2006 were primarily impacted by the change in regulatory
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assets and liabilities, and current liabilities, partially offset by changes in defelTed charges and credits, defen'ed
energy and current assets. Regulatory assets and liabilities changed $55.8 million primarily due to the reduction in
the fair value of our derivatives. Current liabilities changed $30.9 million primarily as a result of decreased
accounts payable-deposits as a result of the change in the amount of deposits posted by our counterparties in
accordance with the terms of our respective master power purchase and sales agreements with them and decreased
accounts payable-members as a result of a lower margin stabilization adjustment in 2006 as compared to 2005 and
lower member prepayment balances. DefelTed charges and credits changed $14.5 million as a result of the reduction
in the fair value of our derivatives which was partially offset by the resulting increase in the amount ofcollateral we
were required to post. At December 31,2006, we had an under-collected defen'ed energy balance of$14.9 million
as compared to an under-collected deferred energy balance of $21.3 million at December 31, 2005, which resulted in
a cash inflow of$6.4 million. Current assets changed $3.0 million related to the changes in accounts receivable and
accounts receivable deposits. Deposits decreased $24.7 million as a result of changes in deposits posted by our
counterparties in accordance with the terms of our respective master power purchase and sales agreements with
them. Accounts receivable decreased $21.2 million as a result of decreased purchased power receivables, which was
offset by an increase of$23.6 million related to collateral we were required to post with our counterparties.

Credit Facilities

In addition to liquidity from our operating activities, we maintain committed lines of credit and revolving
credit facilities to cover our short- and medium-term funding needs. CUlTentIy, we have short-term committed
variable rate lines of credit in an aggregate amount of $180.0 million, all of which are available fur general working
capital purposes. At December 31,2006 and 2005, we had no short-term borrowings or letters of credit outstanding
under any of these arrangements. We expect these working capital lines ofcredit to be renewed as they expire.

Our short-term committed variable rate lines of credit are more particularly described by lender, the amount
of the line of credit and the expiration date as follows:

Lender

Bank of America, N.A.

Bank of America, N.A.

Branch Banking and Trust Company of Virginia

CoBank, ACB

JPMorgan Chase Bank, N.A.

Amount Expiration Date
(in millions)
$ 30.0 September 30, 2007

30.0 June 25, 2007

25.0 April 30,2007

25.0 October 30, 2007

70.0 May 8, 2007
$ 180.0

In addition to our lines of credit, we have two committed three-year revolving credit facilities, $50.0
million each, available for capital expenditures and general c0!1)orate purposes. Our revolving credit facility with
CoBank, ACB expires on June 18, 2007. Our revolving credit facility with National Rural Utilities Cooperative
Finance Corporation expires on January 30,2009. As of December 31, 2006 and 2005, there were no borrowings or
letters of credit outstanding under these facilities.

Our credit agreements relating to our lines of credit and revolving credit facilities contain customary events
of default, which, if they occur, would terminate our ability to borrow amounts under those facilities and potentially
accelerate any outstanding loans under those facilities at the election of the lender. Some of these customary events
of default relate to:

• our failure to timely pay any principal and interest due under that credit facility;
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• a breach by us ofour representations and warranties in the credit agreement or related documents;

• a breach of a covenant contained in the credit agreement, which, in some cases we are given an
opportunity to cure and, in one case, includes a debt to capitalization financial covenant;

• failure to pay, when due, other indebtedness above a specified amount;

• an unsatisfied judgment above specified amounts; and

• bankruptcy events relating to us.

Finallcillgs

We fund the portion of our capital expenditures that we are not able to supply from operations through
financings in the market. Since 1983, these capital expenditures have consisted primarily of the costs related to the
acquisition of our interest in North Anna, our share of the costs to construct Clover, and the development and
construction of our three combustion turbine facilities. In 2006 and 2005, we did not engage in any material
financing activities.

Uses

Our uses of liquidity and capital relate to fimding our working capital needs, investment activities and
financing activities. Substantially all of our investment activities relate to capital expenditures in connection with
our generating facilities. We expect that cash flows from our operations and our existing lines of credit and
revolving credit facilities will be sufficient to meet our currently anticipated operational and capital requirements.

Capital Expenditures

We regularly forecast our capital expenditures as part of our long-term business planning activities. We
review these projections fj'equently in order to update our calculations to reflect changes in our future plans,
construction costs, market factors, and other items affecting our forecasts. Our actual capital expenditures could
vary significantly from these projections. The table below summarizes our actual and projected capital
expenditures, including nuclear fuel and capitalized interest, for 2004 through 2009:

$0.5
2.9

15.0
0.6

$19.0

$0.5
6.3

15.5
0.6

$22.9

$5.1
1.6

13.2
0.2

$20.1$54.6

$38.5
3.4

11.7
1.0

Actual Projected
Year Ended December 31, Year Ended December 31,
2004 2005 2006 2007 2008 2009

(in millions)
$0.3 $0.5

3.9 1.9
14.7 15.4

---: 1.__1 3.2

$20.0 $21.0

Combustion t1ll'bine facilities
Clover
North Anna
Other

Total

Nearly all of our capital expenditures consist of additions to electric plant and equipment. Our future
capital requirements include our portion of the cost of the nuclear fuel purchased for North Anna and other capital
expenditures including generation facility improvements. We intend to use our cash from operations to fund all of
our currently projected capital requirements through 2009.
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Contractual Obligations

In the normal course of business, we enter into long-tel1ll arrangements relating to the construction,
operation and maintenance of our generating facilities, power purchases, the financing of our operations and other
matters. See "Business-Power Supply Resources·-Power Purchase Contracts" in Item 1 and "Future Issues
Reliance on Market Purchases of Energy." The following table summarizes our long-term contractual obligations at
December 31,2006:

Payments due by Period
Less thallI More than

Contractual Obligations Total year 1-3 years 3-5 years 5 years
(in millions)

Long-term indebtedness $ 1,371.5 $ 69.8 $ 142.2 $ 387.5 $ 772.0
Operating lease obligations 379.3 2.7 7.7 12.2 356.7
Power purchase obligations 656.4 351.4 305.0
Asset retirement obligations 249.9 249.9

Total $ 2,657.1 $ 423.9 $ 454.9 $ 399.7 $ 1,378.6

We have no capital lease obligations, no purchase obligations, no other long-temlliabilities, and no construction
obligations that are considered contractual obligations.

We expect to fund these obligations with cash flow from operations and the issuances of additional
long-term indebtedness.

Long-Term Indebtedness

At December 31, 2006, nearly all of our long-term indebtedness was issued under the Indenture. This
indebtedness includes bonds issued to the public and bonds issued to local governmental authorities in consideration
for loans to us of the proceeds of tax-exempt offerings of indebtedness by those governmental authorities. Long
term indebtedness includes both the principal of and interest on long-term indebtedness, long-term indebtedness due
within one year and unamortized discounts and premiums relating to long-term indebtedness.

Operating Lease Obligations

In 1996, we entered into two separate long-term lease transactions of our undivided interests in each of
Clover Unit 1 and Clover Unit 2. See "Properties-Clover" in Item 2. Our obligations described above relate to a
portion ofour obligations under these leases, including periodic basic rent. We fund substantially all ofour payment
of these obligations through the application of the proceeds of investments we purchased at the time we entered into
the leases. The investments are rated "AAA" by Standard & Poor's Ratings Services ("S&P") and "Aaa" by
Moody's Investors Service ("Moody's"). Operating lease obligations includes (I) periodic basic rent obligations
under the two separate long-term lease transactions which will not be satisfied by the payment undertakers under the
payment undertaking agreements, and (2) the purchase option prices at the end of the term ofthe Leasebacks.

Power Purchase Obligations

As part of our power supply strategy, we entered into a number of agreements for the purchase of capacity
and energy in order to meet our member distribution cooperatives' requirements. See "Business-Power Supply
Resources-Power Purchase Contracts" in Item 1. Some of these power purchase agreements contain finn capacity
and minimum energy purchase obligations.
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Asset Retirement Obligations

Effective January 1,2003, we adopted Statement of Financial Accounting Standards No. 143 "Accounting
for Asset Retirement Obligations" which requires legal obligations associated with the retirement of long-lived
assets to be recognized at fair value when incurred and capitalized as part of the related long-lived asset. A
significant portion ofour asset retirement obligations relates to the future decommissioning ofNorth Anna by 2059.

Significant Contingent Obligations

In addition to these existing contractual obligations, we have significant contingent obligations. These
obligations primarily relate to our power purchase arrangements and leases of our interest in Clover. See
"Properties-Clover" in Item 2.

To facilitate the ability ofTEC, which is consolidated in our financial statements as of December 31) 2004,
to sell power in the market, we have agreed to guarantee up to a maximum of $60.0 million ofTEC's delivery and
payment obligations associated with its energy trades if requested. See "Business-TEC" in Item 1. Our agreement
to guarantee these obligations continues in effect until we elect to tenninate it by providing at least 30 days prior
written notice of termination or until all amounts owed to us by TEC have been paid. Our guarantee of TEC's
obligations will enable it to maintain sufficient credit support to meet its delivery and payment obligations
associated with its energy trades. At December 3],2006, we had issued guarantees for up to $11.0 million ofTEC's
obligations and $0.2 million ofsuch obligations were outstanding.

)

In limited circumstances, we have obligations to provide credit support if our obligations issued under the
Indenture are rated below specified thresholds by S&P and Moody's. These circumstances relate to our lease and
leaseback ofour undivided interest in Clover Unit 1 and some of our purchases ofpower in the market.

In connection with the lease and leaseback of our undivided interest in Clover Unit 1) we agreed to deliver
a letter of credit to the institutional investor party to the lease within 90 days after our obligations under the
Indenture are either rated below "A-" by S&P or "Baa2" by Moody's, or if such obligations are placed on negative
credit watch by either S&P or Moody's while rated "A-" by S&P or "Baa2" by Moody's, respectively. Ifour ratings
had been below this minimum rating at December 31, 2006, the amount of the letter of credit we would have been
required to provide was $53.8 million. The amount of any letter of credit we are required to deliver in connection
with the lease decreases over time to zero by December 18,2018.

In addition, like many other utilities, we purchase power in the market pursuant to a form master power
purchase and sale agreement ("EE! Form Contract") prepared by the Edison Electric Institute, an association of U.S.
investor-owned electric utilities and industry affiliates. The EEl Fonn Contract is intended to standardize the terms
and conditions ofpurchases ofpower in the market and consequently foster trading among utilities. Under the terms
of the EEl Form Contract, a utility may agree to provide collateral under certain circumstances. Under the terms of
our EEl Form Contracts, the collateral we may be required to post is normally a function of the collateral thresholds
we negotiate with a counterparly relative to a range of credit ratings as well as the value of our transaction(s) under
the EE! Form Conlract with a respective counterparty. At December 31) 2006, we had $23.6 million of collateral on
deposit with counlerparties pursuant to the EEl Form Contracts we have in place. Typically, collateral thresholds
under our EEl Fonl1 Contracts are zero once an entity is rated below investment grade by S&P or Moody's (i.e.,
"131313-" or "Baa3"). We are also party to two other power purchase agreements with credit provisions similar to
those in our EEl Form Contracts. At December 31, 2006, if the credit ratings referenced in our EEl form contracts
or our two other power purchase agreemenls fell below investment grade we estimate we would have been obligated
to post approximately $67.0 million of collateral with our counterparties, which is in addition to the $23.6 million
referenced above. This calculation is based on energy prices on December 31,2006 and delivered power for which
we have not yet paid. Depending on the difference between the price of power under the contracts and the price of
power in the market at the time of the calculation, this amount could increase or decrease.

Additionally, in accordance with the credit policy of PJM, PJM subjects each applicant, participant and
member of PJM to a complete credit evaluation to determine its creditworthiness, and whether it must provide any
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collateral to support its obligations in connection with its PJM transactions. A material change in our financial
condition, including the downgrading of our credit rating by any rating agency, could cause PJM to re-evaluate our
creditworthiness and require that we provide collateral. As of December 31, 2006, if PJM detennined that we
needed to provide collateral to support our obligations, PJM could have asked us to provide up to approximately
$16.9 million ofcollateral.

Finally, several of the power purchase agreements we utilize to satisfy our member distribution
cooperatives' capacity and energy requirements obligate us to purchase capacity or energy or both beyond specified
minimum amounts based on our requirements. See "Business-Power Supply Resources-Power Purchase
Contracts" in Item 1.

Off-Balance Sheet An3ngements

In 1996, we entered into two lease transactions relating to our 50% undivided ownership interest in Clover.
See "Properties-Clover" in Item 2. One lease relates to our undivided interest in Clover Unit I and the other
relates to our undivided interest in Clover Unit 2 and, in each case, the common facilities. In both transactions, we
leased our undivided interests in the facilities to an owner trust for the benefit of an investor for the full productive
life of Unit 1 and Unit 2 in exchange for one-time rental payments at the beginning of the leases of $315.0 million
and $320.0 million, respectively. Immediately after the leases to the owner trusts, we leased the units back for terms
of21.8 years and 23.4 years, respectively, and agreed to make periodic rental payments to the owner trusts.

We used a portion of the one-time rental payments we received in each transaction to enter into payment
undertaking agreements and to purchase investments, which provide for substantially all of:

• our periodic basic rent payments under the leasebacks; and

• the fixed purchase price of the interests in the units at the end of the termS of the leasebacks if we
exercise our option to purchase the interests of the owner trusts in the units at that time.

The payment undertaking agreements and investments are jssued or insured by entities, which have claims
paying abilities or senior debt obligations which are rated "AAA" by S&P and "Aaa" by Moody's. After entering
into the payment undertaking agreements, making the investments and paying transaction costs, we had $23.7
million and $39.3 million, respectively, remaining of the one-time rental payments in the Unit I and Unit 2
transactions. As a result, following completion of the transactions, we retained possession and our initial entitlement
to the output of the units, and we had funds of$63.0 million remaining.

Both leasebacks require us to make periodic basic rental payments. For 2006, our statement of cash flow
reflects payments we made of basic rent to the Unit I and Unit 2 owner trusts of $0.9 million and $1.9 million,
respectively. Of these payments, $0.6 million and $1.9 million, respectively, were funded through distributions
from the investments made with lease proceeds. In addition to these amounts, approximately $7.8 million and $] 7.5
million of additional basic rent was required under the Unit 1 and Unit 2 leases, respectively, in 2006. These
additional amounts of basic rent were paid by third parties, "payment undertakers," under payment undertaking
agreements. As described above, we made a payment to each of the payment undertakers at the inception of the
leasebacks in consideration for the payment undertakers agreeing to pay additional amounts of basic rent as they
become due. We have no obligation to payor repay additional amounts to the payment undertaker in the future.
Under each of these arrangements, we made a payment to the payment undertaker in return for which the payment
undertaker agreed to make payments directly to the lender in the related lease transaction in satisfaction of a portion
of our basic rent payment obligation under the leaseback and the owner trust's repayment obligation under the loan
to it. At December 31, 2006, both the value of the portion of our lease obligations to be paid by the payment
undertaker, as well as the value of our interest in the related payment undertaking agreements, totaled approximately
$297.5 million and $242.0 million for Unit 1 and Unit 2, respectively. Our financial statements do not reflect the
payment undertaking agreements, the payments made by the payment undertaker or the payment of this portion of
basic rent. We remain liable for all rental payments under the leasebacks if the payment undertaker £1ils to make
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such payments, although the owner trusts have agreed to pursue the payment undertakers before pursuing payment
from us.

At the end of the term of both leasebacks, we have the option to purchase the owner trust's interest in the
applicable unit or arrange for an acceptable third party to enter into a power purchase agreement with the owner
trust. If we decide to purchase the owner trust's interest in a unit, we must pay the applicable owner trust a fixed
purchase price of$430.5 million in the case of Unit 1, and $458.9 million in the case of Unit 2. Payments under the
payment undertaking agreements will fund a substantial portion of these payments. Substantially all of the
remainder of these payments will be funded by the investments we made at the inception of the leaseback. Ifwe do
not elect to purchase the owner trust's interest in either unit, Virginia Power has an option to purchase that interest.
If Virginia Power elects to purchase the interest but tails to pay the purchase price when due, we are obligated to
make that payment, with interest, within 30 days.

If we elect not to purchase the owner trust's interest in either unit, we can arrange for a third party to
purchase the applicable owner trust's output of the unit at prices which will preserve each owner trust's net
economic return as if we had purchased the related unit at the purchase option price. To be an eligible power
purchaser, the third party must have, among other things, a net worth of at least $500 million and minimum
specified credit ratings or other acceptable credit enhancement. We would assist in transmitting power to the third
party by entering into a transmission and interconnection agreement with the owner tmst. We also would be
obligated to assist the owner trust in arranging new financing for the lease debt which remains outstanding at the
expiration of the leasebacks. We would not be obligated, however, to provide this financing. Under the leaseback
for Unit 1, however, if altemate financing is not available or we otherwise fail to satisfy the conditions to an-ange for
a new third party purchaser, we must either exercise our purchase option or make a termination payment to the
owner trust. Under the Unit I lease, we also must provide management services to the owner trust if power is being
sold to the third party.

In the Unit 1 lease, a third option at the end of the term of the leaseback exists. We may pay to the owner
tiUst an amount equal to the difference between a specified termination amount and the fair market value of its
interest in Unit 1 and return possession of the interest in the unit back to the owner trust. The amount we are
obligated to pay cannot exceed the specified termination amount minus 20% of the fair market value of the owner
trust's interest in the unit at the time the lease was entered into in 1996 or be less than the amount of the owner
trust's debt to its lenders at the expiration of the leaseback. If we do not purchase the interest and the owner tJUst
requests, we are obligated to use our best efforts to sell the owner trust's interest in the unit at the end of the
leaseback. Any sale proceeds would be credited against the payment we are obligated to make to the owner hust. If
we are not able to sell the interest by the end of the leaseback, we must pay the owner tlllst the full amount of the
required payment but we are entitled to be reimbursed out of the proceeds of the sale in excess of 20% of the value
of the owner trust's interest at the time the lease was entered into in 1996, plus interest, if the facility is sold within
the following 36 months.

In connection with the lease relating to Unit I, we agreed to deliver a letter of credit to the institutional
investor party in the lease in some instances. See "-Significant Contingent Obligations" above.

Tax Increase Prevention and Reconciliation Act of 2005

On May 17, 2006, President Bush signed into law an act entitled the "Tax Increase Prevention and
Reconciliation Act of 2005" (the "2005 Tax Act"). Among other provisions, the 2005 Tax Act imposes an excise
tax on certain types of leasing transactions entered into by tax-exempt entities. At this time, it is not clear whether
the excise tax imposed by the 2005 Tax Act is applicable to our lease transactions. We are continuing to evaluate
this legislation and the impact on us; however, specific guidance has not yet been made available. We have revised
our estimate of the potential impact and have dete1111ined that we do not need to record a liability based upon the
currently available information. We have determined that our potential liability for 2006 could range from zero to
approximately $ 1.2 million and that zero represents our best estimate at this time. However, once fllfther guidance
is issued, our potential liability under the 2005 Tax Act may change.
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Future Issues

Reliance on Market Purchases of Energy

While the combustion turbine facilities provide most of our capacity requirements above those met by
Clover and North Anna, they do not satisfy a significant portion of our energy requirements. Combustion turbine
facilities are most economical to operate when the market price ofenergy is relatively high compared to the variable
costs to operate these facilities. By operating the combustion turbine facilities during those times, we reduce our
exposure to market energy price volatility risk but use the market to supply energy during other times.

Because we have and will rely heavily on market purchases of energy, we have taken two primary steps to
reduce our exposure to future price fluctuations in the energy market. We have secured, through market purchases
or energy contracts, a substantial portion of our energy requirements not supplied by our generating facilities or the
combustion turbine facilities through the end of 2008. We plan to continue purchasing energy for significant
periods into the future by utilizing a combination of long-term and short-term physically-delivered forward fixed
price contracts and option contracts for the purchase of energy, as well as spot market purchases. In addition, we
plan to use similar efforts to manage our exposure to market changes in the price of fuel, especially changes in the
price of natural gas. Second, we have engaged ACES Power Marketing LLC ("APM"), an energy trading and risk
management company, to assist us in executing trades to purchase energy, developing a strategy of when to operate
the combustion turbine facilities or purchase energy, modeling our power requirements, and analyzing our power
purchase contracts and credit risks of counterparties. See "Quantitative and Qualitative Disclosures About Market
Risk" in Item 7A. We continue to review our power supply resource options and future requirements. As we have
done in the past, we expect to adjust our portfolio of power supply resources to reflect our projected power
requirements and changes in the market.

46



ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The operation of our business exposes us to several common market risks, including changes in interest
rates, equity prices and market prices for power and fuel. We are exposed to market price risk by purchasing power
and natural gas in the market to supply a portion of the power requirements ofour member distribution cooperatives.
In addition, we are exposed to a limited amount of interest rate and equity price risk.

Market Price Risk

Weare exposed to market price risk by purchasing power in the market to supply the power requirements
of our member distribution cooperatives in excess of our entitlement to the output of our generating facilities. See
"Management's Discussion and Analysis of Financial Condition and Results of Operations-Future Issues
Reliance on Market Purchases of Energy" in Item 7. In addition, the purchase of fuel to operate our generating
facilities also exposes us to market price risk.

As an example of our level of exposure to market price risk, a 10% increase in the purchase price of our
unhedged power, natural gas and coal purchases is estimated to have increased these expenses by approximately
$10.5 million or 1.8% of total energy-related operating expenses in 2006. Conversely, a 10% decrease in these
purchase prices is estimated to have decreased expenses by approximately the same amount. This calculation
assumes generation and purchases consistent with historical performance and applies the 10% increase or decrease
only to purchases not hedged at the begirming of2006.

The fair value of the hedging instruments we use to mitigate market price risk is impacted by changes in
market prices. At December 31, 2006, we estimate that the fair value of aU!' purchase power agreements and
forward purchases of energy and natural gas is between $800 million and $900 million. Approximately 75% of the
fair value of this portfolio is estimable using observable market prices. The remaining 25% of the fair value of this
portfolio is related to less liquid products and the fair values of these products are not directly estimable using
observable market prices. In the absence of observable market prices, the valuation of the 25% of this portfolio that
relates to less liquid products involves management judgment, the use of estimates, and the underlying assumptions
in our portfolio model, which we have developed with the assistance of APM. As a result, changes in estimates and
underlying assumptions or use of alternate valuation methods could affect the estimated fair value of this portfolio.
As an example of our portfolio's exposure to market price risk, a 10% increase in the price of the commodities
hedged by the portion of this portfolio with observable market prices is estimated to have increased the fair value of
this portion of the portfolio by $64.3 million at December 31,2006. Conversely, a 10% decrease in the price of the
commodities hedged by the same portion of this portfolio is estimated to have decreased the fair value of this portion
of the portfolio by $64.3 million. To the extent all or portions of our portfolio are liquidated at above or below our
original cost, these gains or losses are factored into the energy costs billed to our members pursuant to our formulary
rate.

The hedging instruments we use to mitigate market price risk generally include collateral requirements that
require us to deposit funds or post letters ofcredit with counterparties when a counterparty's credit exposure to us is
in excess of agreed upon credit limits. When commodity prices decrease to levels below the levels where we have
hedged future costs, we may be required to use a material portion of our cash or liquidity facilities to cover these
collateral requirements. For example, at December 31,2006, we had $48.9 million ofcollateral on deposit with our
counterparties and a further 10% decrease in the price of the commodities hedged by our portfolio would have
required us to post additional collateral of approximately $21.1 million at December 31, 2006.

Through our relationship with ArM, we have formulated policies and procedures to manage the risks
associated with these market price fluctuations. We use various commodity instruments, such as futures, forwards
and options, to reduce our risk exposure. APM assists us in managing our market price risks by:

• maintaining a portfolio model that identifies our power producing resources (including our power
purchase contract positions and generating capacity, and fuel supply, transportation and storage.
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arrangements) and analyzing the optimal use of these resources in light of costs and market risks
associated with using these resources;

• modeling our power obligations and assisting us with analyzing altelllatives to meet our member
distribution cooperatives' power requirements;

• selling power as our agent and the agent ofTEC; and

• executing hedge trades to stabilize the cost of fuel requirements, primarily natural gas, used to operate
our combustion turbine facilities and to limit our exposure under power purchase contracts with
variable rates based on natural gas prices.

We also are subject to market price risk relating to purchases of fuel for North Anna and Clover. We
manage these risks indirectly through our participation in the management arrangements for these facilities.
Virginia Power, as operator of these facilities, has the direct authority and responsibility to procure nuclear fuel and
coal for North Anna and Clover, respectively.

We understand that Virginia Power's procurement strategy for nuclear fuel includes both spot purchases
and long-term contracts and is regularly reviewed by various fuel procurement perso11nel and Virginia Power
management. Virginia Power regularly evaluates worldwide market conditions to ensure a range of supply options
at reasonable prices. See "Business--Fuel Supply-Nuclear" in Item 1.

Virginia Power has advised us that its coal procurement policy for the Clover facility is to secure the bulk
of its requirements under long-term contracts, with specific contract target percentages fluctuating, based on
prevailing market conditions. The majority of the coal supplied to Clover is delivered under long-term contracts.
Generally, on a quarterly basis, Virginia Power has advised us that it evaluates the specific terms offered by various
coal suppliers to determine the optimal mix of long-term and spot market purchases, and subsequently enters
purchase agreements to accomplish the desired mix. See "Business-Fuel Supply-Coal" in Item 1.

Interest Rate Risk and Equity Price Risk

In 2006, all of our outstanding long-term indebtedness accrued interest at fixed rates, except for a $6.8
million promissory note owed to Virginia Power which relates to the loan to us of a portion of the proceeds ofa tax
exempt debt financing. A 2% rise in interest rates would result in our paying Virginia Power approximately
$135,000 ofadditional interest per year.

We also have $180.0 million of committed available lines of credit and $ I00.0 million available under
revolving credit agreements. See Item 7, "Management's Discussion and Analysis of Financial Condition and
Results of Operations---Liquidity and Capital Resources." Any amounts we borrow under these facilities will
accrue interest at a variable rate. During 2006, no amounts were outstanding under any of these facilities.

At December 31, 2006, $20.0 million of our cash and cash equivalents was invested primarily in fixed
income securities. Due to the short-term nature of these investments, an increase or decrease in interest rates is
unlikely to materially increase or decrease the income generated by our cash and cash equivalents.

We accrue decommissioning costs over the expected service life of North Anna and have made periodic
deposits to a trust fund so that the fund balance will cover the estimated cost to decommission North Anna at the
time of decommissioning. At December 31, 2006, $33.4 million of these funds were invested in fixed-income
securities and $58.2 million of these funds were invested in equity securities. The value of these equity and fixed
income securities will be impacted by changes in interest rates and price fluctuations in equity markets. To
minimize adverse changes in the aggregate value of the trust fund, we actively monitor our portfolio by measuring
the performance of our investments against market indexes and by maintaining and reviewing established target
allocation percentages of assets in our trust to various investment options. We believe the trust fund's exposure to
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changes in interest rates and price fluctuations in equity markets will not have a material impact on our financial
results.

Credit Risk

Credit risk is defined as the potential loss that we could incur as a result of non-payment or non
performance by a counterparty. We attempt to measure and monitor the amount of our credit risk principally in
order to maintain an acceptable level of credit risk. We are exposed to credit risk through our power and fuel
purchases and sales.

Our internal risk management committee has the overall responsibility to review and manage our credit risk
and does so on a regular basis. We have adopted a Credit Risk Policy that establishes the basis for determining
counterparty credit standards and processes to detennine credit limits. Through our relationship with APM, we
obtain information and assistance to enable us to manage our credit risk. If required by our credit standards and
limits, we require counterparties to provide collateral in the [onn of letters of credit, cash, parent guarantees or other
collateral in the future upon the occurrence of specified events. Our risk management committee monitors our credit
exposure on a regular basis. At December 31,2006, we did not hold collateral related to power and fuel purchases.
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Report of Independent Registered Public Accounting Finn

To The Board of Directors
Old Dominion Electric Cooperative

We have audited the accompanying consolidated balance sheets of Old Dominion Electric Cooperative as
of December 31, 2006 and 2005, and the related consolidated statements of revenues, expenses and patronage
capital, comprehensive income, and cash flows for each of the three years in the period ended December 31, 2006.
These financial statements are the responsibility of the Cooperative's management. OUf responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perfonn the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Cooperative's internal control over financial reporting. An audit includes consideration of intemal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Old Dominion Electric Cooperative at December 31, 2006 and 2005, and the
consolidated results of its operations and its cash flows for each of the three years in the period ended December 31,
2006, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements the Cooperative changed its method of
accounting for variable interest entities effective December 31, 2004, to comply with the accounting provisions of
Financial Accounting Standard Interpretation No. 46R.

Richmond, Virginia
March 14,2007
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OLD DOMINION ELECTRIC COOPERATIVE

CONSOLIDATED STATEMENTS OF REVENUES, EXPENSES AND PATRONAGI<: CAPITAL
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

2006 2005 2004
(in thollsands)

Operating Revenues $ 817,515 $ 737,679 $ 588,451

Operating Expenses:
Fuel 154,931 143,332 90,635
Purchased power 464,047 434,557 314,763
Deferred energy 6,414 (26,135) (8,775)
Operations and maintenance 35,551 34,221 40,595
Administrative and general 32,502 34,523 28,800
Depreciation, amortization and decommissioning 38,393 38,556 32,759
Amortization ofregu!atory asset/(Iiability), net 2,701 1,909 20,543
Accretion of asset retirement obligations 2,783 2,496 2,251
Taxes other than income taxes 6,732 6,024 5,265

Total Operating Expenses 744,054 669,483 526,836
Operating Margin 73,461 68,196 61,615

Other (Expense)/Income, net (45) (157) 129
Investment Income 10,591 6,620 2,896
Interest Charges, net (60,949) (60,347) (52,506)

Net Margin before income taxes and non-controlling interest 23,058 14,312 12,134
Income taxes (726) (881)
NOll-controlling interest (1,088) (1,322)

Net Margin 21,244 12,109 12,134
Patronage Capital - Beginning of Year 271,833 259,724 247,590
Patronage Capital- End of Year $ 293,077 . $ 271,833 $ 259,724

The accompanying notes are an integral part of the consolidated financial statementS.
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OLD DOMINION ELECTRIC COOPERATIVE

CONSOLIDATED STATEMENTS OJ? COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

Net Margin
Other Comprehensive Income:

Unrealized (Ioss)/gain on derivative contracts(l)
Other comprehensive income before non-controlling interest

Less: Non-controlling interest in comprehensive income
Comprehensive Income

2006 2005 2004
(in thousands)

$ 21,244 $ 12,109 $ 12,134

(15,157) 15,592
6,087 27,701 12,134

15,157 (15,592)
$ 21,244 $ 12,109 $ 12,134

The accompanying notes are an integral part of the consolidated financial statements.

{lJ The tax effect relates to the consolidation ofTEC Trading, Inc.'s, a taxable entity, results of operations beginning in 2005.
Unrealized (loss)/gain on derivative contracts net of tax benefit of$9.7 million for 2006 and net of tax
expense of$IO.0 million for 2005. There was no tax effect in 2004.
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OLD DOMINION ELECTIUC COOPERATIVE

CONSOLIDATED STATEMENTS OF CASH FLOW
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

2006 2005 2004
(in thollsands)

Operating Activities:
Net Margin $ 21,244 $ 12,109 $ 12,134
Adjustments to reconcile net margins to net cash provided by

operating activities:
Depreciation, amortization and decommissioning 38,393 38,556 32,759
Other noncash charges 16,192 11 ,555 10,779
Non-controlling interest 1,088 1,322
Amortization oflease obligations 10,976 10,368 9,964
Interest on lease deposits (10,647) (9,953) (9,542)
Change in current assets 3,043 (55,611) (18,111)
Change in deferred energy 6,414 (26,135) (8,775)
Change in current liabilities (30,869) 89,442 (39,952)
Change in regulatory assets and liabilities (55,833) 63,558 15,134
Change in deferred charges and credits 14,546 (12,652) (3,446)

Net Cash Provided by Operating Activities 14,547 122,559 944

Financing Activities:
Payment of long-term debt (22,917) (22,917)
Obligations under long-term [eases (596) (521 ) (529)

Net Cash (Used for) Financing Activities (23,513) (23,438) (529)

Investing Activities:
Purchases of available for sale securities (112,650) (101,085) (10,500)
Proceeds fi'om sale of available for sate securities 100,325 107,540 53,000
Increase in other investments (5,316) (4,403) (3,234)
Consolidation of TEC Trading, Inc. 2,488
Electric plant additions (20,008) (20,104) (56,363)

Net Cash (Used for) Investing Activities (37,649) (18,052) (14,609)
Net Change in Cash and Cash Equivalents (46,615) 81,069 (14,194)

Cash and Cash Equivalents-Beginning of Year 98,633 17,564 31,758
Cash and Cash Equivalents-End of Year $ 52,018 $ 98,633 $ 17,564

----_.-
The accompanying notes are an integral' part of the consolidated financial statements.
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OLD DOMINION ELECTRIC COOPERATIVE
NOTI~S TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE I-Summary of Significant Accounting Policies

General

The accompanying financial statements reflect the consolidated accounts of Old Dominion Electric
Cooperative ("ODEC" or "we" or "our"), its subsidiaries and TEC Trading, Inc. ("TEC"). In accordance with
Financial Accounting Standards Board ("FASB") Interpretation No. 46R, "Consolidation of Variable Interest
Entities, an Interpretation of Accounting Research Bulletin No. 51" (the "Interpretation"), TEC, is considered a
variable interest entity for which we are the primary beneficiary and has been consolidated as of December 31,
2004. We have eliminated all intercompany balances and transactions in consolidation. Our non-controlling, 50%
or less, ownership interest in other entities is recorded using the equity method of accounting.

We are a not-for-profit wholesale power supply cooperative, incorporated under the laws of the
Commonwealth of Virgillia in 1948. We have two classes of members. Our Class A members are twelve customer
owned electric distribution cooperatives engaged in the retail sale of power to member consumers located in
Virginia, Delaware, Maryland, and parts of West Virginia. Our sole Class B member is TEC, a taxable corporation
owned by our member distribution cooperatives. Our board of directors is composed of two representatives from
each of the member distribution cooperatives and one representative fi'om TEC. Our rates are not regulated by the
respective states' public service commissions, but are set periodically by a formula that was accepted for filing by
the Federal Energy Regulatory Commission ("FERC") on December 23,2003. An amendment to the formula was
accepted for filing by FERC on February 19, 2005, subject to the outcome of other pending ODEC FERC
proceedings.

We comply with the Unifonn System of Accounts prescribed by FERC. In conformity with accounting
principles generally accepted in the United States ("GAAP"), the accounting policies and practices applied by us in
the determination of rates are also employed for financial reporting purposes.

In accordance with Financial Accounting Standards Board Interpretation No. 46R, "Consolidation of
Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51" (the "Interpretation"), TEC
was considered a variable interest entity for which ODEC was the primary beneficiary and has been consolidated as
of December 31, 2004. Because TEC was not consolidated until December 31, 2004, TEC's revenues and expenses
for 2004 are not included in ODEC's consolidated statements of revenues, expenses and patronage capital and
consolidated statements of cash flow for 2004. Beginning in 2005, the income statement ofTEC is consolidated and
the inter-company revenues and expenses are eliminated in consolidation. The balance sheet of TEC has been
consolidated into the financial statements of ODEC and all inter-company balances have been eliminated in the
consolidation. Because TEC is 100% owned by ODEC's twelve member distribution cooperatives, its equity is
presented as a non-controlling interest in ODEC's consolidated financial statements.

TEC was initially capitalized by ODEC in 2001 with a $7.5 million cash investment in exchange for all of its
capital stock. ODEC then distributed all ofTEC's stock as a patronage capital distribution to its member distribution
cooperatives. TEC was formed for the primary purpose of purchasing ft'OIll us, to sell in the market, energy that is not
needed to meet the actual needs of ODEC's member distribution cooperatives, acquiring natural gas and forward
purchase contracts to hedge the price ofnatural gas to supply our combustion turbine facilities, and to take advantage of
other power-related trading opportunities in the market which will help lower our member distribution cooperatives'
costs. TEC does not engage in speculative trading. ODEC first became the primary beneficiary upon the formation of
TEC in 2001. As both ODEC and TEC were under common control at the date TEC was formed and the date ODEC
became the primary beneficiary, the initiall11easurement ofTEC's assets and liabilities was at their carrying amounts.

56



The preparation of our consolidated financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the amounts reported therein. Actual results could differ from those
estimates.

Electric Plant

Electric plant is stated at original cost when first placed in service. Such cost includes contract work, direct
labor and materials, allocable overhead, an allowance for bOlTowed funds used during construction and asset
retirement costs. Upon the partial sale or retirement of plant assets, the original asset cost and current disposal costs
less sale proceeds, if any, are charged or credited to accumulated depreciation. In accordance with industry practice,
no profit or loss is recognized in connection with normal sales and retirements of property units.

Maintenance and repair costs are expensed as incurred. Replacements and renewals of items considered to
be units of property are capitalized to the property accounts,

Depreciation

Beginning January 1, 2005, we conducted a depreciation study and updated our depreciation rates.
Depreciation rates are as follows:

Nuclear Fuel

Generating Facility

Clover
North Anna
Louisa
Marsh Run
Rock Springs

Depreciation Rates
_--:;2;;.;;0.:..06,::.. 2005

(in percents)
1.8 % 1.8 %
2.9 3.2
3,5 3.6
3.5 3.6
3.8 3.8

2004

2,1 %
2.1
3.4
3.6
3.6

Nuclear thel is amortized 011 a unit of production basis sufficient to fully amortize the cost of fuel over Ihe
estimated service life and is recorded in fuel expense.

In accordance with the Nuclear Waste Policy Act of 1982, the Department of Energy ("DOE") is required
to provide for the permanent disposal of spent nuclear fuel produced by nuclear facilities, such as the North Anna
Nuclear Power Station ("North Anna") in which we have an 11.6% ownership interest, in accordance with contracts
executed with the Department of Energy ("DOE"). However, since the DOE did not begin accepting spent fuel in
1998 as specified in its contracts, Virginia Electric & Power Company ("Virginia Power") is providing on-site spent
nuclear fuel storage at the North Anna facility. These facilities are expected 10 be adeqllate until the DOE begins
accepting the spent nuclear fuel. Virginia Power will continue to safely manage ils spent nuclear fuel unlil the DOE
begins accepting Ihe spent nuclear fuel. In January 2004, Virginia Power filed a lawsuit seeking recovery damages
for breech of the slandard contract due to the DOE's delay in accepting spent nuclear fuel for Norlh Anna.

Fuel, Materials and Supplies

Fuel, materials and supplies is primarily comprised of spare parts for our generating assets, which are
recorded at lower of cost or market, and fuel, which consisls primarily of coal and #2 fuel oil, which is recorded at
average cost.
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Allowance for Borrowed Funds Used During Construction

Allowance for borrowed funds used during construction is defined as the net cost of borrowed funds used
for construction purposes during the construction period and a reasonable rate on other funds when so used. We
capitalize interest on bon'owings for significant construction projects. Interest capitalized in 2006, 2005, and 2004,
was $0.3 million, $0.2 million, and $8.2 million, respectively.

Income Taxes

As a not-for-profit electric cooperative, we are cun'entry exempt from federal income taxation under
Section 501(c)(l2) of the Internal Revenue Code of 1986, as amended, and we intend to continue to operate in this
manner. Based on our assessment and evaluations of relevant authority, we believe we could sustain treatment as a
tax-exempt utility in the event of a challenge of our tax status. Accordingly, no provisions for income taxes has
been recorded based on ODEC's operations in the accompanying consolidated financial statements.

TEC, a taxable corporation, has been consolidated in the accompanying financial statements as of
December 31, 2004, and its provision for income taxes was approximately $0.] million and $0.9 million as of
December 31,2006 and December 31, 2005, respectively.

Operating Revenues

Our operating revenues are derived from sales to our members and non-members. We sell energy to our
Class A members pursuant to long-term wholesale power contracts that we maintain with each of our member
distribution cooperatives. These wholesale power contracts obligate each member distribution cooperative to pay us
for power furnished in accordance with our rates. Power furnished is determined based on month-end meter
readings. At December 31, 2006, 2005, and 2004, sales to our member distribution cooperatives were $746.5
million, $657.0 million, and $564.6 million, respectively. See Note 5··--Wholesale Power Contracts-to the
Consolidated Financial Statements.

We sell excess purchased energy and excess generated energy from our combustion turbine facilities, if
any, to our Class B member under FERC market-based rate authority. Beginning January 1, 2005, the income
statement of TEC is consolidated and the inter-company revenues and expenses are eliminated in consolidation.
Therefore, we reported no sales to TEC beginning in 2005. TEC's sales to third parties are reflected as non-member
revenues. Sales to TEC consisted primarily of sales of excess energy that we did not need to meet the actual needs
of our member distribution cooperatives. We sold the portion of this energy that could not be utilized by our
member distribution cooperatives to TEC for resale into the market, or to non-members. In 2004, sales to TEC were
$18.9 million. Excess purchased energy that is not sold to TEC is sold to the PJM Interconnection, LLC
("PJM") under its rates for providing energy imbalance service. Prior to May 1,2005, excess energy from Clover
was sold to Virginia Power. For the years ended December 31, 2006, 2005, and 2004, energy sales to non-members
were $71.0 million, $80.7 million, and $4.9 million, respectively.

Regulatory Assets lind Liabilities

We account for certain revenues and expenses as a rate-regulated entity in accordance with Statement of
Financial Accounting Standards ("SFAS") No. 71, "Accounting for the Effects of Certain Types of Regulation."
SFAS No. 71 which allows certain revenues and expenses to be deferred at the discretion of our board of directors,
pursuant to their budgetary and rate setting authority, if it is probable that such amounts will be refunded or
recovered through our formulary rate in future years. Regulatory assets represent certain costs that are expected to
be recovered from our member distribution cooperatives based on rate action by our board ofdirectors in accordance

. with our formulary rate. Regulatory liabilities represent certain probable future reductions in revenues associated
with amounts that are to be refunded to our member distribution cooperatives based on rate action by our board of
directors in accordance with our formulary rate. Certain regulatory assets are included in deferred charges. Certain
regulatory liabilities are included in deferred credits and other liabilities. Deferred energy, which can be either a
regulatory asset or a regulatory liability, (see Note ]-Deferred Energy-to the Consolidated Financial Statements)
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is included in current assets or current liabilities. The regulatory assets and liabilities will be recognized as expenses
or as a reduction in expenses, concurrent with their recovery through rates.

Debt Issuance Costs

Capitalized costs associated with the issuance of debt totaled $10.4 million and $11.3 million, at
December 31, 2006 and 2005, respectively and are included in deferred charges - other. These costs are being
amortized using the effective interest method over the life of the respective debt issues, and are included in interest
charges, net.

Deferred Credits and Other Liabilities-Other

Deferred credits and other liabilities-other, includes gains on long-term lease transactions (see Note 6
Long-Tenn Lease Transactions-to the Consolidated Financial Statements), DOE decontamination and
decommissioning liability, and liabilities associated with benefit plans for certain executives. Gains on long-term
lease transactions totaled $33.7 million and $36.5 millioll at December 3 I, 2006 and 2005, respectively. These
gains are being amortized into income ratably over the terms of the operating leases as a reduction to depreciatioll,
amortization and decommissioning expense.

Deferred Energy

We use the deferral method of accounting to recognize differences between our energy expenses and our
energy revenues collected from our member distribution cooperatives. Our deferred energy balance represents the
net accumulation of any previous under- or over-collection of energy costs. At December 31, 2006 and 2005, we
had an under-collected deferred energy balance of $14.9 million and $21.3 million, respectively. Under-collected
deferred energy balances are collected from our members in subsequent periods.

Financial Instruments (including Derivatives)

Financial instruments included in the decommissioning fund are classified as available for sale, and
accordingly, are carried at fair value. Unrealized gains and losses on investments held in the decommissioning fund
arc deferred as a regulatory liability or a regulatory asset until realized.

Our investments in marketable securities, which are actively managed, are classified as available for sale
and are recorded at fair value. Unrealized gains or losses on these investments, if material, are reflected as a
component of other comprehensive income. Investments in debt securities that we have the positive intent and
ability to hold to maturity are classified as held to maturity and are recorded at amortized cost. See Note 7
Investments-to the Consolidated Financial Statements. Other investments are recorded at cost, which
approximates market value.

We purchase power under both long-term and short-term physically-delivered forward contracts to supply
power to our member distribution cooperatives under "all requirements" wholesale power contracts. These forward
purchase contracts meet the accounting definition of a derivative; however, a majority of the forward purchase
derivative contracts qualify for the normal purchases/normal sales exception under SFAS No. 133 "Accounting for
Derivative Instruments and Hedging Activities." As a result, these contracts are not recorded at fair value. We
record a liability and purchased power expense when the power under the forward contract is delivered.

We also purchase natural gas futures generally for three years or less to hedge the price of natural gas for
the operation of our combustion turbine facilities and for use as a basis in determining the price of power in certain
forward power purchase agreements. These derivatives do not qualify for the nOl1nal purchases/normal sales
exception. For all derivative contracts that do not qualify for the normal purchases/nonnal sales accounting
exception, we may elect cash flow hedge accounting in accordance with SFAS No. 133. Accordingly, gains and
losses on derivative contracts are deferred into Other Comprehensive Income until the hedged underlying
transaction occurs or is no longer likely to occur. For derivative contracts where hedge accounting is not utilized, or
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for which ineffectiveness exists, we defer all remaining gains and losses on a net basis as a regulatory asset or
liability in accordance with SFAS No. 71 "Accounting for Certain Types of Regulation." These amounts are
subsequently reclassified as purchased power or fuel expense in our Consolidated Statements of Revenues,
Expenses, and Patronage Capital as the power or fuel is delivered andlor the contract settles.

Generally, derivatives are reported on the Consolidated Balance Sheet at fair value. The measurement of
fair value is based on actively quoted market prices, if available. Otherwise, we seek indicative price information
from external sources, including broker quotes and industry publications. For individual contracts, the use of
differing assumptions could have a material effect on the contract's estimated fair value. During 2006, 2005, and
2004, we expensed option premiums totaling $3.0 million, $0.8 million, and $1.4 million, respectively, as purchased
power expense.

Hedge ineffectiveness during the years ended December 31, 2006 and 2005, was $0.1 million and $0.2,
respectively. There was no hedge ineffectiveness during the year ended December 31, 2004.

Risk Management Policy

We have established an internal Risk Management Committee to monitor the compliance with our
established risk management policies.

We are exposed to market risks associated with commodity prices for energy and fuel related to our
business operations. Through our relationship with ACES Power Marketing LLC ("APM"), we have formulated
policies and procedures to manage the risks associated with these price fluctuations. We manage our exposure to
these fluctuations in energy and fuel market prices by entering into forward purchase contracts to hedge the
variability of cash flows associated with changes in market prices of energy. We have operating procedures in place
to help ensure that proper internal controls are maintained regarding the use of derivatives.

We are also exposed to credit risk in our business operations. We have adopted a Credit Risk Policy that
establishes the basis for determining counterparty credit standards and processes to determine credit limits. Our risk
management committee monitors credit exposure on a regular basis. Fonnal cmmterparty credit reviews are
performed at least annually and informal reviews are performed on an ongoing basis. At December 31, 2006, none
of our counterparties were required to post collateral for power and fuel purchases and sales. At December 31,
2005, our counterparties for power and fuel purchases and sales had posted $24.7 million in collateral.

Patronage Capital

We are organized and operate as a cooperative. Patronage capital represents our retained net margins,
which have been allocated to our members based upon their respective power purchases in accordance with our
bylaws. Any distributions are subject to the discretion of our board of directors and the restrictions contained in the
Indenture of Mortgage and Deed of Trust, dated as of May I, 1992, between ODEC and Crestar Bank (predecessor
to SunTrust Bank), as trustee (as supplemented by seventeen supplemental indentures thereto and hereinafter
referred to as the "Indenture").

Concentrations of Credit Risk

Financial instruments that potentially subject us to concentrations of credit risk consist of cash equivalents,
investments, and receivables arising n'om sales to our members and non-members. We place our temporary cash
investments with high credit quality financial institutions and invest in debt securities with high credit standards as
required by our board of directors. Cash and cash equivalents balances may exceed FDIC insurance limits on
occasion. Concentrations of credit risk with respect to receivables arising from sales to our member distribution
cooperatives are limited due to the large member consumer base that represents our member distribution
cooperatives' accounts receivable. Receivables from our member distribution cooperatives at December 31, 2006
and 2005, were $94.1 million and $80.6 million, respectively.
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Cash Equivalents

For purposes of our Consolidated Statements of Cash Flow, we consider all unrestricted highly liquid debt
instruments purchased with an original maturity of three months or less to be cash equivalents.

New Accounting !)rollouncements

In July 2006, the Financial Accounting Standards Board ("FASB") issued FASB Interpretation No. 48,
"Accounting for Uncertainty in Income Taxes - an Interpretation of FASB Statement No. 109" ("FIN 48"). This
interpretation requires that income tax positions recognized in an entity's tax returns have a more-Iikely-than-not
chance of being sustained prior to recording the related tax benefit in the financial statements. Tax benefits would
be derecogllized if information became available which indicated that it was more-Iikely-than-not that the position
would not be sustained. We will adopt this interpretation in the first quarter of fiscal 2007. We have substantially
completed our analysis of FIN 48 and we do not expect it to have a material impact on our financial statements.

In September 2006, the FASB issued Statement No. 157, "Fair Value Measurements" ("SFAS No. 157").
SFAS No. 157 clarifies that the term fair value is intended to mean a market-based measure, not an entity-specific
measure and gives the highest priority to quoted prices in active markets in determining fair value. SFAS No. ]57
requires disclosures about the extent to which companies measure assets and liabilities at fair value, the methods and
assumptions used to measure fair value, and the effect of fair value measures on earnings. SFAS No. 157 is
effective for fiscal years beginning after November] 5, 2007. We are currently evaluating the impact that SFAS No.
157 may have on our financial statements.

Reclassifications

Certain reclassifications have been made to the prior years' consolidated financial statements to conform to
the current year's presentation.

NOTE 2-Electric Plant

Our net electric plant is comprised of the following for 2006:

Combustion
Clover North Anna Turbines Other Total

(in thollsands, except percentages)
Ownership interest 50% 1].6% 100% 100%

Electric plant in service $654,128 $281,023 $ 574,885 $ 17,636 $ 1,527,672
Accumulated depreciation (300,008) (140,533) (61,866) (6,899) (509,306)
Nuclear fuel 49,258 49,258
Accumulated amortization of nuclear fuel (40,877) (40,877)
Construction work in progress 3,811 16,346 50 135 20,342

$357,93 ] $165,217 $ 513,069 $ 10,872 $ 1,047,089
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Our net electric plant was comprised of the following for 2005:

Ownership interest

Electric plant in service
Accumulated depreciation
Nuclear fuel
Accumulated amortization of nuclear fuel
Constmction work in progress

Clovcr

50%

$655,265
(289,944)

415
$365,736

Combustion
North Allna Turbines Other Total

(ill thousands, except percentages)
11.6% 100% 100%

$272,225 $ 575,386 $ 16,702 $ 1,519,578
(132,698) (42,057) (6,036) (470,735)

48,218 48,218
(39,200) (39,200)
15,895 55 16,365

$164,440 $ 533,329 $ 10,721 $ 1,074,226

Invcstment in Jointly Owned Generating Facilities

We hold a 50% undivided ownership interest in the Clover Power Station ("Clover"), a two-unit, 860 MW
(net capacity entitlement) coal-fired electric generating facility operated by Virginia Power. We are responsible for
50% of all post-construction additions and operating costs associated with Clover, as well as a pro-rata portion of
Virginia Power's administrative and general expenses for Clover, and must fund these items. Our portion of assets,
liabilities, and operating expenses associated with Clover are included in our consolidated financial statements. At
December 31, 2006 and 2005, we had an outstanding accounts payable balance of $1.4 million and $5. I million,
respectively, due to Virginia Power for operation, maintenance, and capital investment at Clover.

We have an 11.6% undivided ownership interest in North AlUla, a two-unit, 1,842 MW (net capacity
entitlement) nuclear power facility, as well as nuclear fuel and common facilities at the power station, and a portion
of spare parts inventory, and other support facilities. North Anna is operated by Virginia Power, which owns the
balance of the plant. We are responsible for 11.6% of all post acquisition date additions and operating costs
associated with the plant, as well as a pro-rata portion of Virginia Power's administrative and general expenses for
North Anna, and must fund these items. Our portion of assets, liabilities, and operating expenses associated with
North Anna are included in our consolidated financial statements. At December 31, 2006, we did not have an
outstanding accounts payable balance due to Virginia Power for the operation, maintenance, and capital investment
at the North Anna facility and at December 31, 2005, we had an outstanding accounts payable balance of $4.2
million related to North Anna.

Projected capital expenditures for Clover for 2007 through 2009 are $1.9 million, $6.3 million and $2.9
million, respectively. Projected capital expenditures for North Anna for 2007 through 2009 are $15.4 million, $15.5
million and $15.0 million, respectively.

J>roperty, Plant & Equipment

We own three combustion turbine facilities that are carried at cost, less accumulated depreciation. We also
own distributed generation facilities, which are included in "Other" in the net electric plant table. Projected capital
expenditures for our combustion turbine facilities for 2007 through 2009 are $0.5 million, $0.5 million, and $0.5
million, respectively. Projected capital expenditures for our distributed generation facilities and other for 2007
through 2009 are $3.2 million, $0.6 million and $0.6 million, respectively.

NOTIJ: 3- Accounting for Asset Retirement Obligations

We adopted SFAS No. 143 "Accounting for Asset Retirement Obligations" effective January I, 2003.
SFAS No. 143 requires legal obligations associated with the retirement of long-lived assets to be recognized at fair
value when incurred and capitalized as part of the related long-lived asset. Over time, the liability is accreted to its
present value each period, and the capitalized asset is depreciated over the useful life of the long-lived asset. SFAS
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No. 143 requires that any transition adjustment determined at adoption be recognized as a cumulative effect of
change in accounting principle.

In the absence of quoted market prices, we determined fair value by using present value techniques, in
which estimates of future cash flows associated with retirement activities are discounted using a credit adjusted risk
free rate. Our estimated liability could change significantly if actual costs vary from assumptions or if governmental
regulations change significantly.

Approximately every four years, a new decommissioning study for North Anna is perfonned. In 2006, we
received the new study and adopted it effective January 1,2006, which resulted in an additional layer related to the
asset retirement obligation associated with North Anna. The additional layer resulted in an increase to our asset
retirement cost and our asset retirement obligation of$4.2 million.

The following represents changes in our asset retirement obligations for the years ended December 31,
2006 and 2005 (in thousands):

Asset retirement obligations at December 31 , 2004
Additional asset retirement obligations - FIN 47
Accretion expense

Asset retirement obligations at December 31, 2005
Accretion expense
Additional asset retirement obligations - new layer

Asset retirement obligations at December 31, 2006

$ 46,295
19

2,496
$ 48,810

2,783
4,219

$ 55,812

The cash flow estimates for North Anna's asset retirement obligations were based upon the 20-year life
extension. Given the life extension, the level of decommissioning trust fund currently appears to be adequate to
fund North Anna's asset retirement obligations and no additional funding is currently required. Therefore, with the
approval by FERC, we ceased collection of decommissioning expense in August 2003. As we are not currently
collecting decommissioning expense in our rates, we are deferring as part of our SFAS No. 143 regulatmy liability
(See Note g·-Regulatory Assets and Liabilities-to the Consolidated Financial Statements) the difference between
the earnings on the decommissioning trust fund and the total asset retirement obligation related depreciation and
accretion expense for North Anna.

NOTE 4-Power Purchase Agreements

In 2006, 2005, and 2004, oU!' owned generating facilities together furnished approximately 45.2%, 43.3%,
and 47.4%, respectively, of our energy requirements. The remaining needs were satisfied t1u'ough long-term and
short-term physically-delivered forward purchase power contracts with other power suppliers and purchases of
energy in the spot markets.

Our most significant long:term power purchase arrangements are with Virginia Power, the operator and co
owner of Clover and North Anna. We have an agreement with Virginia Power, which grant us the right, but not the
obligation, to purchase energy at a price determined by reference to a specified natural gas index (the Operating and
Sales Agreement, or "OPSA"). In addition, we have other contractual arrangements with Virginia Power which
permit us to purchase reserve capacity and energy. We intend to purchase our reserve capacity requirements for
Clover and North Anna from Virginia Power under these arrangements until either the date on which all facilities at
North Anna have been retired or decommissioned or the datc we have no interest in North Anna, whichever is
earlier.

The purchase price we pay for any reserve energy purchased under these arrangements equals the natural
gas-indexed price we pay for intermediate energy under our other agreements with Virginia Power. In addition to
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Virginia Power, we have other power purchase contracts with Mid-Atlantic utilities, which provide a small portion
ofour capacity and energy requirel!1ent.

The remainder ofour energy requirements are provided by the market. We purchase significant amounts of
power in the market through long-term and short-term physically-delivered forward power purchase contracts. We
also purchase power in the spot market. This approach to meeting our member distribution cooperatives' energy
requirements is not without risks. To mitigate these risks, we attempt to match our energy purchases with our
energy needs to reduce our spot market purchases of energy. Additionally, we have developed policies and
procedures to manage the risks in the changing business environment. These procedures, developed in cooperation
with APM, are designed to strike the appropriate balance between minimizing costs and reducing energy cost
volatility. As of December 31, 2005, our counterparties were required to post $24.7 million in deposits in accordance
with the telms ofour respective master power purchase and sales agreements with them. At December 31, 2006, due to
changes in energy prices, we were required to post $23.6 million with our counterparties.

Our purchased power costs for 2006, 2005, and 2004 were $464.0 million, $434.6 million, and $314.8
million, respectively.

Our power purchase agreements contain certain firm capacity and minimum energy requirements. As of
December 31, 2006, our minimum purchase commitments under the various agreements, without regard to capacity
reductions or cost adjustments, were as follows:

Firm Minimum
Capacity Energy

Ycar Ending December 31, Requircmcn ts Reqnircments Total
(in millions)

2007 $ 0.9 $ 343.9 $ 344.8
2008 191.8 191.8
2009 113.2 113.2

$ 0.9 $ 648.9 $ 649.8

Congestion

Primarily due to transmission import limitations into the Delmarva Peninsula, our net congestion costs for
2006,2005, and 2004, were approximately $13.4 million, $14.1 million, and $7.0 million, respectively. These costs
were incurred under our transmission agreements with PJM when higher cost generation was run due to
transmission constraints.

NOTE 5-Wholesalc Power Contracts

We have a wholesale power contTact with each of our member distribution cooperatives whereby each
member distribution cooperative is obligated to purchase substantially all of its power requirements from us through
the year 2028 and beyond 2028 unless either party gives the other at least three years notice of termination. Each
such contract provides that we shall provide all of the power that the member distribution cooperative requires for
the operation of its system, with limited exceptions, to the extent that we have the power and facilities available.
Each member distribution cooperative is required to pay us monthly for power fi.trnished under its wholesale power
contract in accordance with rates and charges established by us pursuant to our formulary rate, which has been
accepted by the Federal Energy Regulatory Commission ("FERC".) Under the accepted formulary rate, our rates
are developed llsing a rate methodology under which all categories of costs are specifically separated as components
of the formula to determine our revenue requirements. The formula is intended to permit collection of revenues,
which, together with revenues from all other sources, are equal to all costs and expenses, plus an additional 20% of
total interest charges, plus additional equity contributions as approved by our board of directors. It also provides for
the periodic adjustment of our rates to recover actual, plUdent1y incurred costs, whether they increase or decrease,
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without further application to or acceptance by FERC with limited minor exceptions. In accordance with the
fOn1mla, the board ofdirectors can authorize accelerating the recovery of costs in the establishment of rates.

The formulary rate allows us to recover and refund amounts under our Margin Stabilization Plan. We have
a Margin Stabilization Plan that allows us to review our actual capacity-related cost of service and capacity revenues
as of year end and adjust revenues from our member distribution cooperatives to meet our financial coverage
requirements and accumulate additional equity as approved by our board of directors. We record all adjustments,
whether increases or decreases, in the year affected and allocate any adjustments to our member distribution
cooperatives based on power sales during that year. We collect these increases from our member distribution
cooperatives, or offset decreases against amounts owed by our member distribution cooperatives to us, in the
succeeding calendar year. Each quarter we adjust revenues and accounts payable-members or accounts receivable,
as appropriate, to reflect that adjustment. In 2006 and 2005, under our Margin Stabilization Plan, we reduced
operating revenues by $2.8 million and $13.3 million, respectively, and increased accounts payable-members by
the same amounts. There was no adjustment to operating revenues under our Margin Stabilization Plan in 2004. On
November 14, 2006, our board approved an additional equity contribution of $9.0 million in accordance with our
wholesale power contracts and our fonllulary rate.

Revenues from the following member distribution cooperatives equaled or exceeded 10% of our total
revenues for the past three years:

Northern Virginia Electric Cooperative
Rappahannock Electric Cooperative
Delaware Electric Cooperative

NOTE 6-Long-term Lease Transactions

Year Ended December 31,
2006 2005 2004

(in millions)
$ 214.5 $ 186.5 $ 159.7

163.7 142.0 120.8
80.0 72.2 61.0

On March 1, 1996, we entered into a long-term lease transaction with an owner trust for the benefit of an
institutional equity investor. Under the terms of the transaction, we entered into a 48.8 year lease of our interest in
Clover Unit 1 (valued at $315.0 million) to such owner trust, and simultaneously entered into a 2I.8 year lease ofthe
interest back fi'om such owner trust. As a result of the transaction, we recorded a deferred gain of $23.7 million,
which is being amortized into income ratably over the 21.8 year operating lease term, as a reduction to operating
expenses.

We have provided for substantially all of our periodic basic rent paymehts under the lease by investing in
obligations issued or insured by entities, the claims paying ability or senior debt obligations of which are rated
"AAA" by Standard & Poor's Ratings Services ("S&P") and "Aaa" by Moody's Investors Service ("Moody's"). At
the end oftlle term of the leaseback, we have three options: (I) retain possession of the interest in the unit by paying
a fixed purchase price to the owner trust, (2) return possession of the interest to the owner trust and arrange for an
acceptable third party to enter into a power purchase agreement with the owner trust, or (3) retum possession of the
interest and pay a termination amount to the owner tmst.

On July 31, 1996, we entered into a long-term lease transaction with a business trust created for the benefit
of another equity investor. Under the terms of the transaction, we entered into a 63.4 year lease of our interest in
Clover Unit 2 (valued at $320.0 million) to such business trust and simultaneously entered into a 23.4 year lease of
the interest back from such business trust. As a result of the transaction, we recorded a deferred gain of $39.3
million, which is being amortized into income ratably over the 23.4 year operating lease term, as a reduction to
operating expenses.

At December 31, 2006, and December 31, 2005, the unamortized portion of the deferred gains was $33.7
million and $36.5 million, respectively.
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As with the Clover Unit I lease, the leaseback of Clover Unit 2 contains events of default, which could
result in termination of the lease and loss ofpossession and right to the output of the unit. At the end of the term of
the leaseback, we have two options: (1) retain possession of the interest in the unit by paying a fixed purchase price
to the owner trust, or (2) return possession of the interest to the owner trust and an"ange for an acceptable third party
to enter into a power purchase agreement with the owner hust.

Immediately after the leases to the owner trusts, we leased the units back for terms of21.8 years and 23.4
years, respectively, and agreed to make periodic rental payments to the owner trusts. We used a portion of the one
time rental payments we received in each transaction to enter into payment undertaking agreements and to purchase
investments, which provide for substantially all of our periodic basic rent payments under the leasebacks; and the
fixed purchase price of the interests in the units at the end of the tenns of the leasebacks if we exercise our option to
purchase the interests of the owner tnlsts in the units at that time. At December 31, 2006 and December 31, 2005,
the amount of debt considered to be extinguished by in substance defeasance was $539.5 million and $519.9 million,
respectively"
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NOTE 7-Investments

Investments were as follows at December 31, 2006 and 2005:

Gross Gross
Unrealized Unrealized

Description Cost Gains Losses Fail' Value
(in thousands)

Uecember 31,2006

Availablefor Sale
Corporate obligations $ 20,000 $ $ $ 20,000

Registered investment companies(J) 33,514 (140) 33,374

Common stock 41,703 15,677 57,380
ShorHenn investments 61,034 61,034

$ 156,251 $ 15,677 $ (140) $ 171,788

Held to Maturity
U.S. Govemment obligations $ 64,584 $ 21,430 $ $ 86,014
Corporate obligations 48,956 48,956

$ 113,540 $ 21,430 $ $ 134,970

Other $ 1,628 $ $ $ 1,628

December 31,2005

Availablefor Sale
Corporate obligations $ 7,675 $ $ $ 7,675

Registered investment companies(l) 32,004 (532) 31,472

Common stock 37,628 9,996 47,624
Short-term investments 60,143 60,143

$ 137,450 $ 9,996 $ (532) $ 146,914

Held to Maturity
U.S. Government obligations $ 60,447 $ 24,957 $ $ 85,404
Corporate obligations 45,728 45,728

$ 106,175 $ 24,957 $ $ 131,132

Other $ 1,724 $ $ $ 1,724

(I} Investments included herein are primarily invested in corporate obligations.
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Contractual maturities ofdebt securities at December 31, 2006, were as tollows:

One
Through More

Less Than Five Than Five

Description One Year Years Years Total
(in thousands)

Available tor Sale $ 20,000 $ $ $ 20,000

Held to Maturity 279 1,412 111,849 ] 13,540

$ 20,279 $ 1,412 $ 111,849 $ 133,540

As discussed in Note 3, realized and unrealized gains and losses related to assets held in the
decommissioning trust are deferred as a regulatory liability. Realized and unrealized gains and losses for all other
available-tor-sale securities were not significant for any period presented.

NOTE 8 - Regulatory Assets and Liabilities

In accordance with SFAS No. 71, we record regulatory assets and liabilities that result from our
ratemaking. Our regulatory assets and liabilities at December 31, 2006 and 2005, were as tollows:

2006 2005
(in thousands)

Regulatory Assets:
Unamortized losses on reacquired debt
Deferred transportation costs
Deferred asset retirement costs
DOE decontamination and decommissioning
Deferred net unrealized losses on derivative instruments

Tolal Regulatory Assets

$

$

34,289

480

14,969
49,738

$

$

36,887
5,919

496
451

43,753

Regulatory Liabilities:
Deferred net unrealized gains on derivative instruments
North Anna SFAS No. 143 deferral
North Anna decommissioning fund market value adjustmcnt
Unamortized gains on reacquired debt

Total Regulatory Liabilities

$

$

$ 52,466
34,918 32,234
15,537 9,464

1,042 1,107
51,497 $ 95,271

Regulatory Assets included in Current Assets:
Deterred encrgy $ 14,914 $ 21,328

The regulatory assets will be recognized as expenses concurrent with their recovery through ratcs and the
regulatory liabilities will be recognized as a reduction to expenses concurrent with their refund through rates.
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Regulatory assets included in deferred charges are detailed as follows:

• Unamortized losses on reacquired debt are the costs we incuued to purchase our outstanding
indebtedness prior to its scheduled retirement. These losses are amortized over the life of the original
indebtedness and will be fully amortized in 2023.

• Deferred transportation costs. We began amortizing these costs April 1,2005, and they were
recovered through rates over 21 months. and were fully amortized as ofDecember 31, 2006.

• Defen-ed asset retirement costs for the cumulative effect of change in accounting principle for the
Clover and distributed generation facilities as a result of the adoption ofSFAS No. 143.

• DOE decontamination and decommissioning represents our share of the costs for decontamination and
decommissioning levied under the Atomic Energy Act of 1954, as amended by Title XI of the Energy
Policy Act of 1992. These costs were fully amortized as ofDecember 31, 2006.

• Deferred net unrealized losses on derivative instruments. These losses will be matched and recognized
in the same period the expense is incurred for the hedged item.

Regulatory liabilities included in deferred credits and other liabilities are detailed as follows:

• Deferred net unrealized gains on derivative instruments. These gains will be matched and recognized
in the same period the expense is incurred for the hedged item.

• North Anna SFAS No. 143 deferral is the cumulative effect of change in accounting principle as a
result of the adoption of SFAS No. 143.

• North Anna decommissioning fund market value adjustment is the market value adjustment Oll the
decommissioning trust fund.

• Unamortized gains on reacquired debt are the gains we recognized when we purchased our outstanding
indebtedness prior to its scheduled retirement. These gains are amortized over the life of the original
indebtedness and will be fully amortized in 2023.

Regulatory assets included in current assets are detailed as follows:

• Defen-cd energy-see Note I-DefelTed Energy--to the Consolidated Financial Statements for our
method of accounting for deferred energy.
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NOTE 9-Long-term Debt

Long-term debt consists of the following:

$250,000,000 principal amowlt of2003 Series A Bonds due 2028 at
an interest rate of5.676%

$27,755,000 principal amowlt of2002 Series A Bonds due 2028 at an
interest rate of 5.00%

$32,455,000 principal amount of2002 Series ABonds due 2028 at an
interest rate of5.625%

$300,000,000 plincipal amowlt of 2002 Series B Bonds due 2028 at
an interest rate of6.21%

$215,000,000 principal amowlt of2001 Series A Bonds due 201 I at
an interest rate of6.25%

$109,182,937 principal amount of First Mortgage Bonds, 1996
Series B, due 20 IS at an effective interest rate of7.06%

$120,000,000 principal amount ofFirst MOltgage Bonds, 1993
Series A due 2023 at an interest rate of7.78%

December 31,
2006 2005

(in thousands)

$ 229,167 $ 239,583

27,755 27,755

32,455 32,455

275,000 287,500

215,000 215,000

108,601 \08,601

1,000 1,000

Virginia Electric and Power Company Promissory Note (North Anna),
due 2008 with variable interest rates (averaging 6.35% in 2006, and
4.18% in 2005)

Less unamOltized discounts and premiwns
Less CWTent matm'ities

Total Long-term Debt

6,750
895,728
(59,547)
(22,917)

$ 813,264

6,750
, 918,644

(62,747)
(22,917)

$ 832,980

At December 31,2006, and December 31, 2005, deferred gains and losses on reacquired debt totaled a net
loss of approximately $33.2 million and $35.8 million, respectively. DefelTed gains and losses on reacquired debt
are deferred under regulatory accounting - see Note 8 - Regulatoiy Assets and Liabilities ill Notes to the
Consolidated Financial Statements.
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Estimated maturities of1ong~term debt for the next five years and thereafter are as follows:

Year Ending December 31, (ill thousands)

2007
2008
2009
2010
2011
2012 and thereafter

$

$

22,917
29,667
22,917
22,917

237,917
559,393
895,728

The aggregate fair value of long-term debt was $862.9 million and $894.3 million at December 31, 2006
and 2005, respectively, based on current market prices. For debt issues that are not quoted 011 an exchange, interest
rates currently available to us for issuance of debt with similar terms and remaining maturities are used to estimate
fair value. We believe that the carrying amount of debt issues with variable rates is a reasonable estimate of fair
value.

Substantially all of our assets are pledged as collateral under the Indenture. Under the Indenture, we may
not make any distribution, including a dividend or payment or retirement of patronage capital, to our members if an
event of default exists under the Indenture. Otherwise, we may make a distribution to our members if (1) after the
distribution, our patronage capital as of the end of the most recent fiscal quarter would be equal to or greater than
20% of our total long-term debt and patronage capital, or (2) all of our distributions for the year in which the
distribution is to be made do not exceed 5% of the patronage capital as of the end of the most recent fiscal year. For
this purpose, patronage capital and totallong-tenn debt and patronage capital do not include any earnings retained in
any of our subsidiaries or affiliates or the debt of any ofour subsidiaries or affiliates.

NOTE lO-Shol't-term Borrowing Arrangements

We maintain committed lines of credit and revolving credit facilities to cover short- and intermediate- term
funding needs. Currently, we have short-term committed variable rate lines of credit in the aggregate amount of
$180.0 million, all of which are available for general working capital purposes. Additionally, we have two
committed three-year revolving credit facilities, $50.0 million each, that are available for capital expenditures and
general corporate purposes. These facilities expire on Junc 18,2007, and January 30, 2009. At December 31,2006
and 2005, we had no borrowings or letters of credit outstanding under any of these arrangements. We expect the
working capital lines ofcredit and revolving credit facilities to be renewed as they expire.

We maintain a policy which allows our member distribution cooperatives to pre-payor extend payment on
their monthly power bills. Under this policy, we pay interest on early payment balances at a blended investment and
outside short-term borrowing rate, and we charge interest on extended payment balances at a blended prepayment
and outside short-term borrowing rate. Amounts advanced by our member distribution cooperatives are included in
accounts payable--members and totaled $44.2 million and $49.8 million at December 31, 2006 and 2005,
respectively. Amounts extended by our member distribution cooperatives are included in accounts receivable-
members and totaled $23.5 million and $12.0 million at December 31, 2006 and 2005, respectively.

NOTE II-Employee Benefits

Substantially all of our employees participate in the National Rural Electric Cooperative Association
("NRECA") Retirement and Security Program, a noncontributory, defined benefit multiple employer master pension
plan. We participate in a pension restoration plan, which is intended to provide a supplemental benefit for
employees who would have a reduction in their pension benefit from the Retirement and Security Program because
of the Internal Revenue Code limitations. The cost of these plans is funcled annually by payments to NRECA to
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ensure that annuities in amounts established by the plan will be available to individual paliicipants upon their
retirement. Pension expense was $1.0 million for 2006 and 2005, and was $0.8 million for 2004.

We have also elected to participate in a defined contribution 401 (k) retirement plan administered by
Diversified Investment Advisors. Under the plan, employees may elect to have up to 100% or $]S,OOO, whichever
is less, of their salary withheld on a pretax basis, subject to Internal Revenue Service limitations, and invested on
their behalf. We match up to the first 2% of each participant's base salary. Our matching contributions were
$]26,000, $118,000, and $110,000, in 2006, 2005, and 2004, respectively.

NOTE 12-Insnrance

As a joint owner of North Anna, we are a party to the insurance policies that Virginia Power procures to
limit the risk of loss associated with a possible nuclear incident at the station, as well as policies regarding general
liability and property coverage. All policies are administered by Virginia Power, which charges us for our
proportionate share of the costs.

The Price-Anderson Act provides the public up to $10.8 billion of protection per nuclear incident via
obligations required of owners of nuclear power plants. The Price-Anderson Act Amendment of 1988 allows for an
inflationary provision adjustment every five years. Virginia Power has purchased $300 million of coverage from
commercial insurance pools with the remainder provided through a mandatory industry risk-sharing program. In the
event of a nuclear incident at any licensed nuclear reactor in the United States, we, jointly with Virginia Power,
could be assessed up to $100.6 million for each licensed reactor not to exceed $lS.0 million per year per reactor.
There is no limit to the number of incidents for which this retrospective premium can be assessed. The Price
Anderson Act was first enacted in 1957 and was renewed again in 200S.

Virginia Power's current level of property insurance coverage, $2.S5 billion for North Anna, exceeds the
Nuclear Regulatory Commission ("NRC") minimum requirement for nuclear power plant licensees of $1.06 billion
for each reactor site and includes coverage for premature decommissioning and functional total loss. The NRC
requires that the proceeds from this insurance be used first to return the reactor to and maintain it in a sate and stable
condition and second to decontaminate the reactor and station site in accordance with a plan approved by the NRC.
The nuclear property insurance is provided to Virginia Power and us, jointly, by Nuclear Electric Insurance Limited
("NEIL"), a mutual insurance company, and is subject to retrospective premium assessments in any policy year in
which losses exceed the funds available to the insurance company. The maximum assessment for the current policy
period is $50.0 million. Based on the severity of the incident, the board of directors of the nuclear insurer has the
discretion to lower or eliminate the maximum retrospective premium assessment. We, jointly with Virginia Power,
have the financial responsibility for any losses that exceed the limits or for which insurance proceeds are not
available because they must first be used for stabilization and decontamination.

Virginia Power purchases insurance from NEIL to cover the cost of replacement power during the
prolonged outage of a nuclear unit due to direct physical damage of the unit. Under this program, we, jointly with
Virginia Power, are subject to a retrospective premium assessment for any policy year in which losses exceed funds
available to NEIL. The current policy period's maximum assessment is $19.0 million.

Our share of the contingent liability for the coverage assessments described above is a maximum of $31.3
million at December 31 , 2006.

NOTE 13-Regional Headquarters, Inc.

We own 50% of Regional Headquarters, Inc. ("RHI"), which holds title to the office building that is being
partially leased to us, which we account for under the equity method. We are obligated to make lease payments
equal to one half of RBI's anllual operating expenses, net of rental income fi'om third party lessees, through the year
2016. During 2006 and 2005, our rent expense was $0.4 million and during 2004 our rent expense was $0.3 million.

72



Estimated nlture lease payments, without regard to changes in square footage, third party occupancy rates,
operating costs, and inflation are as follows:

Year Ending December 31,

2007
2008
2009
2010
2011
2012 and thereafter

NOTE 14-Supplemental Cash Flows Information

(in thousands)

$ 448
448
448
448
448

2,240
$ 4,480

Cash paid for interest in 2006, 2005, and 2004, was $54.3 million, $53.8 million, and $54.0 million,
respectively.

NOTE IS-Commitmcnts and Contingcncies

Legal

Northern Virginia mectric Cooperative ("NOVEC")

Over the past several years, we have had discussions and negotiations with NOVEC about changing the
nature of its wholesale power contract from an all-requirements contract to a partial-requirements contract. Our
board of directors is composed of representatives of our member distribution cooperatives and we must reach
consensus among our member distribution cooperatives before any change to any of our wholesale power contracts
can be made. Building a consensus for any change is difficult because any change in our rate setting methodology
or provisions of service affects our various member distribution cooperatives differently.

On January 5, 2006, NOVEC filed a complaint with FERC pursuant to Section 206 of the Federal Power
Act seeking reformation of its wholesale power contract. Specifically, NOVEC sought "to modify its wholesale
power contract to allow NOVEC the flexibility to acquire power and energy over and above that available from
NOVEC's share ofOld Dominion's existing resources." NOVEC claimed that the wholesale power contract's terms
were no longer just and reasonable or in the public interest because the contract was entered into in 1983, and
amended and restated in 1992, prior to an allegedly different era of open transmission access and wholesale power
markets. NOVEC stated in the complaint that it would not seek to be relieved of its obligations pertaining to its
share of our existing power supply resources. Obligations pertaining to our existing resources include debt service,
lease rentals, operation and maintenance expenses, interest coverage requirements and other costs and expenses
related to our electric generating facilities and existing power purchase arrangements. On March 2, 2006, FERC
denied NOVEC's complaint. On April 3, 2006, NOVEC filed a request for rehearing and on May I, 2006, FERC
issued a tolling order to allow additional time to consider the issues. On August 24, 2006, FERC issued it final
order denying NOVEC's request for rehearing. On October 20, 2006, NOVEC appealed FERC's denial in the
United States Court of Appeals for the District of Columbia. We have intervened in this proceeding. On March 5,
2007, the court issued the procedural schedule and NOVEC's brief is scheduled to be filed on or before May 7,
2007.

We intend to continue to vigorollsly contest NOVEC's claim and we will not amend or modify the
wholesale power contract in any way that could adversely affect our financial condition or that of our other member
distribution cooperatives.
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Norfolk Soutllern Railway Company ("Norfolk Southern")

In April 1989, we entered into a coal transportation agreement with Norfolk Southe11l for delivery of coal
to Clover. The agreement, which was later assigned to Virginia Power as operator of Clover, had an initial 20-year
term and provides that the amounts payable for coal transportation services are subject to adjustment based on a
reference index. In October 2003, Norfolk Southern claimed that it had been using an inconect reference index to
calculate amounts due to it since the inception of the agreement, and that it would begin to escalate prices for these
services in the future based on an alternate reference index. On November 26, 2003, together with Virginia Power,
we filed suit against Norfolk Southern in the Circuit COUlt of Halifax County, Virginia, seeking an order to clarify
the price escalation provisions in the coal transportation agreement. In its reply to our suit, Norfolk Southern filed a
counter-claim and sought (l) recovery fi'om Virginia Power and us for additional amounts resulting from its use of
the alternate reference index since December 1, 2003, and (2) an order requiring the parties to calculate the amounts
Norfolk Southern claims it was underpaid since the inception of the agreement by using the altemate reference
index.

On December 22, 2004, the court found in favor of Norfolk Southem on the issue of ambiguity and held
that the price escalation provisions in the agreement were clear and unambiguous. The court later denied Virginia
Power's and our motion to file an amended complaint based on additional evidence that was not considered by the
court in the original proceedings. The court permitted Virginia Power and us to file an amended answer to Norfolk
Southem's counter-claims and our amended answer was filed on March 4, 2005.

On September 1, 2006, the COUIt granted Norfolk Southern's request to substantially dispose of the issues in
the case. On September 23, 2006, we, along with Virginia Power, appealed the COUlt's order to the Supreme Court of
Virginia. On December 13,2006, Norfolk Southern filed a motion to dismiss for Jack ofjurisdiction, contending that
we and Virginia Power failed to timely appeal. We intend to vigorously prosecute the appeal, if the Supreme Court of
Virginia determines we are able to appeal.

We recorded a liability related to the Norfolk Southern dispute and created the related regulatory asset.
The regulatory asset was amortized over 21 months (April 1, 2005 through December 3 I, 2006) and was fully
amortized and collected through rates as of December 3 I, 2006. The current period charges are being collected
through rates. If it is ultimately determined that we owe any such amounts to Norfolk Southern, the amounts are not
expected to have a material impact on our 1inancial position or results of operations due to our ability to collect such
amounts through rates charged to our member distribution cooperatives.

Ragnar Benson, Inc. ("RBI")

In December 2002, we entered into a contract with RBI for engineering, procurement and construction
services relating to the construction of our Marsh Run combustion turbine facility. Constmction of the facility
began in April 2003 and the facility was required to be substantially complete in the second quarter of 2004. The
facility ultimately became available for commercial operation on September 15,2004, but is still not substantially
complete according to the terms of the contract. On December 23,2004, we terminated the contract with RBI for
default and filed suit in the U.S. District Court for the Eastem District of Virginia, Richmond Division, against RBI
seeking liquidated damages for delay in completion of the project up to $15.0 million and damages for breach of
contract up to $5.0 million. RBI counterclaimed for damages exceeding $15.0 million related to conditions they
claim to have encountered during construction. We filed an answer to RBI's counterclaim denying any liability to
RBI. During the discovery phase of the legal proceeding, RBI revised its claim from $15.0 million to $33.0 million.

On September 27, 2005, the U.S. District Court for the Eastern District of Virginia, Richmond Division,
ruled on motions for partial summary judgment in our claims against RBI. Specifically, the court granted our
motion tor partial summary judgment pertaining to claims of entitlement to a change order and fraud allegations, it
dismissed six of RBI's counterclaims, including all counterclaims pertaining to fi'aud, and it limited our possible
recovery of liquidated damages to the liquidated damages cap of approximately $4.7 million. The trial began
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October 11, 2005 and concluded October 26,2005. During the trial, RBI revised its claim from $33,0 million to
$36.0 million.

RBI and its parent companies, The Austin Company and Austin Holdings, Inc., filed for bankruptcy under
Chapter 11 of the bankruptcy code on October 14, 2005. The automatic litigation stay was lifted for our litigation
with RBI.

On June 13,2005, we executed an agreement with lillI's surety, Seaboard Surety Company ("Seaboard"),
under which it assumed all responsibilities for the final completion of the Marsh Run facility in accordance with the
terms of the original agreement with RBI. Because RBI declared ballkmptcy during the legal proceeding, we served
a lawsuit against Seaboard on February 10,2006, in order to enforce the eventual outcome of the suit with RBI.

On August 4, 2006, the court ruled in our favor on all remaining issues in the case and awarded us damages
of $5.2 million plus expenses. On January 22, 2007, the court entered its final order awarding us an additional $2.5
million for attomeys' fees and certain other costs and expenses. On February I, 2007, we filed a motion to amend
the final order to address our claim for expert witness fees and interest from the date of the trial, totaling
approximately $0.8 million. This motion is still pending before the court. After the court rules on this motion, the
judgment is final and the appeals process may begin. RBI will have 30 days to appeal any ofthe court's rulings. We
intend to enforce the court's rulings against RBI, to the extent pemlitted by its bankruptcy proceeding, and against
Seaboard.

FERC Proceedings Related to Potential Reorganization

On October 5, 2004, we, together with New Dominion, filed an application at FERC requesting that FERC
approve the assignment of our existing wholesale power contracts with our twelve member distribution cooperatives
to New Dominion and accept certain changes to our cost-of-service formula to conlurm it for use by New Dominion
for the billing of its sales to the member distribution cooperatives. On December 7, 2004, we filed an application for
approval of a new tariff for sales to New Dominion, with charges determined under a cost allocation fOl111Ula.

On January 14, 2005, NOVEC intervened in the FERC proceedings related to the proposed reorganization.
Other interveners in these proceedings included Bear Island Paper Company, LLP and the Virginia State
Corporation Commission ("VSCC").

On March 8, 2005, FERC issued an order that set the proposed assignment of the wholesale power
contracts for hearing on the limited issue of whether an Old Dominion credit downgrade could raise rates, and, if so,
whether the downgrade is due to the proposed transaction. The hearing was conducted on October 18 through 20,
2005, and concluded on November 2, 2005. The initial decision was issued on February 2, 2006, and the judge
ruled in our favor all all material issues. On December 21, 2006, FERC issued an order affirming the initial decision
indicating that it had not been shown that the credit downgrade experienced by ODEC could raise rates. On January
22,2007, NOVEC filed a request for rehearing and 011 February 21,2007, FERC issued a tolling order to allow for
additional time for consideration of the matters.

Also on March 8, 2005, FERC consolidated the October 5, 2004, and December 7, 2004, rate applications
and set hearing and settlement procedures. On June 10, 2005, f011nal settlement procedures were terminated and a
judge was assigned to hear the case. 1nf0l11lal settlement talks continued, and on October 13, 2005, we joined with
New Dominion in filing a proposed settlement agreement that resolved all issues in dispute in these proceedings
among us, Bear Island Paper Company, LLP, and the VSCC, On December 23,2005, the judge certified the partial
settlement to FERC with a recommendation that it be approved. FERC issued an order approving the partial
settlement on April 7,2006, leaving NOVEC, FERC staff and tiS as participants in the proceeding. The hearing was
conducted on October 17 through 19, 2006, and the initial decision was issued on February 5, 2007, when the judge
ruled in our favor on all material matters. NOVEC and FERC staff filed exceptions to the ruling on March 7, 2007
and we have 20 days to respond,
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Environmental

We are subject to federal, state, and local laws and regulations and permits designed to protect human
health and the environment and regulate the emission, discharge, or release of pollutants into the environment. We
believe we are in material compliance with all current requirements of such environmental laws and regulations and
permits. As with all electric utilities, the operation of our generating units could, however, be affected by future
environmental regulations. Capital expenditures and increased operating costs required to comply with any future
regulations could be significant.

Our direct capital expenditures for environmental control facilities at Clover and North Anna, excluding
capitalized interest, were immaterial in 2006. Based upon information provided by Virginia Power, we anticipate
that beginning in 20 II, we will have an increase in our direct capital expenditures for environmental control
facilities at Clover. In 2006, we did not have any direct capital expenditures for environmental control facilities at
our Louisa, Marsh Run or Rock Springs combustion turbine facilities and there are currently no pr~jected capital
expenditures for environmental control facilities in 2007, 2008, 01' 2009.

The most important environmental law affecting our operations is the Clean Air Act. The Clean Air Act
requires, among other things, that owners and operators of fossil fuel-fired power stations limit emissions of sulfur
dioxide ("802") and nitrogen oxides ("NOx"). In addition, regulations have been issued to limit emissions of
mercury, and programs are being proposed to limit emissions of carbon dioxide ("C02") and other greenhouse
gases.

With respect to 802, under the Clean Air Act's Acid Rain Program, each of our fossil fuel-fired plants must
obtain 802 allowances equal to the number of tons of 802they emit into the atmosphere annually. The total number
of allowances is capped, and allowances can be traded. As a facility that was built before the Acid Rain Program,
Clover receives an annual allocation of S02 allowances at no cost based upon its baseline operations. Newer
facilities, including Louisa, Marsh Run and Rock Springs, need to obtain allowances, but because they are primarily
gas-fired, the number of 802 allowances they must obtain are expected to be minimal and will be supplied from
excess 802 allowances allocated to Clover. On March 10, 2005, the EPA issued the Clean Air Interstate Rule
("CAIR"), requiring significant reductions of S02 and NOx in the eastern United States, including Virginia and
Maryland. During its 2006 session, the Virginia General Assembly adopted legislation setting the framework for the
implementation of CAIR in Virginia. The Virginia Department of Environmental Quality ("DEQ") adopted the
final CAIR regulation and it is expected to be published in the Virginia Register in the spring. With respect to S02,
emissions it is expected that Virginia will participate in the federal S02 cap and trade program established by CAIR.
That program is similar, but is in addition to the Acid Rain Program and would require all of our facilities in
Virginia (including Clover) to acquire additional allowances for each ton 0[802 they emit beginning in 2009, and
additional allowances per ton starting in 2015. We are entitled to sufficient S02 allowances because of our interest
in Clover so that we do not anticipate needing to purchase additional S02 allowances for the Louisa, Marsh Run and
Rock Springs generating facilities through both phases ofCAIR.

Pursuant to the Clean Air Act, both Virginia and Maryland have enacted regulations to reduce the
emissions of NOx by establishing NOx cap and trade programs similar to the federal S02 allowance programs. Both
of these programs are being revised to meet the more stringent NO, emission caps established under CAIR and with
respect to the facilities in Virginia, additional NO.. emission reductions mandated by the Virginia General Assembly.
Under the current system, Clover is allocated a certain number of NO, allowances. If Clover, even with use of
conventional and advanced pollution control equipment emits more, then additional NOx emissions allowances will
have to be purchased. We have an agreement with Virginia Power to provide us with the option each year to
purchase from it the NO, emissions allowances necessary to compensate for any shortfall between our NOx
emissions allowance requirement for Clover and our portion of the regulatory NOxemissions allocation for Clover.

Louisa, Marsh Run and Rock Springs will each emit significant amounts ofNO,. In 2006, NOx allowances
were allocated and we anticipate receiving NO.. allowances through 2008. All three sites will be allocated NO,
emission allowances under CAIR. NOx emission allowances that are not received fi'om the new source set aside
pools will be purchased in the market for the operation of all three combustion turbine facilities. We project that we
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will be able to obtain sufficient quantities of NO. allowances in the future at commercially reasonable prices, but
increased NO. emissions or increased restrictions could cause the price ofallowances to be higher than we expect.

In December 2000, the EPA determined that it was appropriate and necessary to regulate mercury
emissions from oil and coal-fired power plants as a hazardous air pollutant under the Clean Air Act. In March 2005,
the EPA reversed that earlier decision and instead issued the Clean Air Mercury Rule ("CAMR") which establishes
caps for overall mercury emissions that would be implemented in two phases, with the first phase becoming
effective in 2010 and the second phase in 2018, and allows the individual states to regulate mercury emissions
through a market-based cap and trade program. In response to a request for reconsideration, the EPA confirmed its
approach in May 2006. In June 2006,16 states and several environmental groups filed law suits challenging CAMR
and the law suits are currently pending. We cannot predict the outcome of the ongoing challenges of CAMR or
what effects any decision may have that would require the EPA to regulate mercury as a hazardous air pollutant. In
2006, the Virginia General Assembly decided to adopt the cap and trade program foreseen in CAMR, subject to
certain limitations. If the EPA's decisions are upheld and CAMR is implemented we do not anticipate that any
additional measures will be required at Clover due to Clover's existing pollution control requirement which already
removes greater than 90% of the mercury.

In addition to traditional air pollutants, the question of climate change has been the focus of much public
attention. Several bills have been introduced in Congress to limit emissions of CO2 and other greenhouse gases
believed to contribute to climate change. Also, there are numerous actions at the state and regional level, including
the Regional Greenhouse Gas Initiative ("RGGI") established in December 2005 by the governors of seven
Northeastel11 and Mid-Atlantic states. The RGGI provides for a cap and trade system for CO2 among those states,
capping emissions at current levels in 2009, and then reducing emissions 10% by 2019. In 2006, Maryland decided
to join the RGGl. Climate change issues are also the subject of several lawsuits, although we were not party to any
of those lawsuits. In November 2006, the U.S. Supreme Court heard a case conceming the EPA's authority to
regulate CO2 emissions under the Clear Air Act. The case concerns CO2 emissions from the transportation sector,
but the Court's decision will also influence the regulation of otherisectors. We cannot exclude the possibility that
future CO2 emission regulations could have a significant effect on our operations, especially at Clover; however, at
this stage we are not able to predict the final form ofany such regulation.

The Clean Water Act and applicable state laws regulate water intake structures, discharges of cooling
water, storm water run-off and other wastewater discharges at our generating facilities. We are in material
compliance with these requirements and with permits that must be obtained with respect to such discharges. Our
permits are subject to periodic review and renewal proceedings, and can be made more restrictive over time.
Limitations on the thermal discharges in cooling water, or withdrawal of cooling water during low flow conditions,
can restrict our operations. During 2006, we experienced no such restrictions; however, such restrictions can arise
during drought conditions. Clover has two consent orders with the DEQ. One consent order is to study the impact
of withdrawing water to support Clover during low river flow conditions and the other is to relocate one of the
landfill discharge pipes from Black Walnut Creek to the Roanoke River. The low flow study has been conducted
and the results are being finalized. One of the landfill discharge pipes has been relocated to the Roanoke River.

New legislative and regulatory proposals are frequently proposed on both a federal and state level that
would modify the environmental regulatory programs applicable to our facilities. An example is the control of
carbon dioxide and other "greenhouse" gases that may contribute to global climate change. With respect to
proposed legislation and regulatory proposals that have not yet been formally proposed, we cannot provide
meaningful predictions regarding their final form, or their possible effects upon our operations.

We incurred approximately $5.7 million, $9.4 million, and $11.0 million, of expenses, including
depreciation, during 2006, 2005, and 2004, respectively, in connection with environmental protection and
monitoring activities, such as costs related to the disposal of solid waste, operation of landfills, operation of air
emissions reduction equipment, and disposal of hazardous waste material. These expenses were included in fuel
expense, operations and maintenance expense, and depreciation, amortization and decommissioning expense. We
anticipate expenses to be approximately $5.0 million in 2007 in connection with environmental protection and
monitoring activities, including depreciation.
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Tax Increase Prevention ami Reconciliation Act of2005

On May 17, 2006, President Bush signed into law an act entitled the "Tax Increase Prevention and
Reconciliation Act of 2005" (the "2005 Tax Act"). Among other provisions, the 2005 Tax Act imposes an excise
tax on certain types of leasing transactions entered into by tax-exempt entities. At this time, it is not clear whether
the excise tax imposed by the 2005 Tax Act is applicable to our lease transactions. We are continuing to evaluate
this legislation and the impact on us; however, specific guidance has not yet been made available. We have revised
our estimate of the potential impact and have determined that we do not need to record a liability based upon the
currently available information. We have determined that our potential liability for 2006 could range from zero to
approximately $1.2 million and that zero represents our best estimate at this time. However, once further guidance
is issued, our potential liability under the 2005 Tax Act may change.

Insurance

Under several of the nuclear insurance policies procured by Virginia Power to which we are a party, we are
subject to retrospective premium assessments in any policy year in which losses exceed the funds available to the
insurance companies. See Note 12-Insurance- to the Consolidated Financial Statements.

Projected Capital Expenditures

Our projected capital expenditures for 2007, 2008 and 2009 are $21.0 million, $22.9 million, and $19.0
million, respectively. Our future projected capital expenditures include a portion of the cost of the nuclear fuel
purchased for North Alma and other capital expenditures including generating facility improvements.

NOTE 16-Selected Quarterly Financial Data (Unaudited)

A summary of thc quarterly results of operations for the years 2006 and 2005 follow. Amounts reflect all
adjustments, consisting of only normal recun"jng accruals, necessary in the opinion of managemcnt for a fair
statement of the results for the interim periods. Results for the interim periods may fluctuate as a result of weather
conditions, changes in rates and other factors.

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

(in thousands except ratios)
Statement ofOperations Data:

2006:
Operating Revenue $ 203,461 $ 185,952 $ 221,231 $ 206,871 $ 817,515
Operating Margin 16,901 16,436 16,624 23,500 73,461
Net Margill 2,990 3,035 3,089 12,130 21,244

2005:
Operating Revenue $ 171,591 $ 160,457 $ 207,491 $ 198,140 $ 737,679
Operating Margin 17,238 16,690 17,192 17,076 68,196
Net Margin 2,939 2,946 2,956 3,268 12,109
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ITI~M 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None

ITEM 9A. CONTROLS AND PROCEDURES

As of the end of the period covered by this report, our management, including the President and Chief
Executive Officer and Senior Vice President and Chief Financial Officer conducted an evaluation of the
effectiveness of our disclosure controls and procedures. Based upon that evaluation, the President and Chief
Executive Officer and Senior Vice President and Chief Financial Officer concluded that our disclosure controls and
procedures are effective in ensuring that all material information required to be filed in this report has been made
known to them in a timely matter. We have established a Disclosure Assessment Committee comprised of members
from senior and middle management to assist in this evaluation. There have been no significant changes in our
internal cOlltrols over financial reporting 01' in other factors that could significantly affect such controls during the
previous fiscal quarter.

ITEM 9B. OTHER INFORMATION

None
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Directors

We are governed by a board of 25 directors, consisting of two representatives from each of our member
distribution cooperatives and one representative from TEC. Each of our twelve member distribution cooperatives
nominates two directors at least one of whom must be a director of that member in good standing. One director
cUlTently serves as a director on behalf of a member distribution cooperative and TEC. The candidates for director
are elected to our board of directors by voting delegates from each of our member distribution cooperatives elected
by each member distribution cooperatives' board of directors. Each elected candidate is authorized to represent that
member for a renewable tenn ofone year at our annual meeting. This election process occurs annually. Our board
ofdirectors sets policy and provides direction to our President and Chief Executive Officer. Beginning in 2007, the
board ofdirectors generally meets every other month.

Infonnation concerning our directors, including principal occupation and employment during the past five
years and directorships in public corporations, if any, is listed below.

John William Andrew, Jr. (53). President and Chief Executive Officer of Delaware Electric Cooperative
since January 2005. Mr. Andrew also served as Vice President, Engineering and Operations from 1998 to 2004.
Mr. Andrew has been a Director ofODEC since 2005.

M. Johnson Bowman (61). President and Chief Executive Officer of Mecklenburg Electric Cooperative
since 2001. Mr. Bowman also served as Executive Vice President and General Manager of Mecklenburg Electric
Cooperative from 1981 to 2001. Mr. Bowman has been a Director ofODEC since 1974.

M Dale Bradshaw (53). Chief Executive Officer of Prince George Electric Cooperative since 1995. Mr.
Bradshaw has been a Director ofODEC since 1995.

Vernon N. Brinkley (60). President and Chief Executive Officer of A&N Electric Cooperative since 2003.
Mr. Brinkley also served as President of A&N Electric Cooperative from 1995 10 2003 and as Executive Vice
President and General Manager fro111 1982 to 1995. Mr. Brinkley has been a Director ofODEC since 1982.

Calvin P. Carter (82). Owner ofCarler's Store since 1960 and Carter Stone Co., a stone quarry since 1965.
Mr. Carter has served as a member of the Campbell County Board of Supervisors since 1979. Mr. Carter has been a
Director of ODEC since 1991 and a Director of Southside Electric Cooperative since 1972.

Glenn F. Chappel! (63). Self-employed farmer since 1961. Mr. Chappell has been a Director of ODEC
since 1995 and a Director ofPrince George Electric Cooperative since 1985.

Kent D. Farmer (49). President and Chief Executive Officer of Rappahannock Electric Cooperative since
2004. Mr. Fanner also served as Chief Operating Officer of Rappahannock Electric Cooperative from 1999 to 2004.
Mr. Farmer has been a Director of ODEC since 2004.

Stanley C. Feuerberg (55). President and Chief Executive Officer of Northern Virginia Electric
Cooperative since 1992. Mr. Feuerberg has been a Director of ODEC since 1992.

William C. Frazier (76). hlsurance broker of Associates Insurance Agency, a general insurance company,
since 1999. Mr. Frazier has been a Director of ODEC since 2003 and a Director of Rappahannock Electric
Cooperative since 1981.
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Fred C. Garber (62). Retired, formerly President of Mt. Jackson Farm Service, a retail farm supply
company, from 1973 to 2003. Mr. Garber has been a Director of ODEC since 2005 and a Director of Shenandoah
Valley Electric Cooperative since 1984.

Hunter R. Greenlaw, Jr. (61). President of Greenlaw, Edwards & Leake, Inc., a real estate development
and general contracting company since 1974. Mr. Greenlaw has been a Director ofODEC since 1991 and a Director
of Northem Neck Electric Cooperative since 1979.

Bruce A. Hemy (61). Owner and SecretaryfTreasurer of Delmarva Builders, Inc., a building contracting
company since 1981. Mr. Henry has been a Director of ODEC since 1993 and a Director of Delaware Electric
Cooperative since 1978.

Wade C. House (60). Vice President/Branch Manager of APAC-Atlantic, Inc., a highway cOllstmction
company since 1972. Mr. House has been a Director of ODEC since 2004 and a Director of Northem Virginia
Electric Cooperative since 1993.

Frederick L. Hubbard (66). President and Chief Executive Officer of Choptank Electric Cooperative since
2001. Mr. Hubbard also served as Senior Vice President and Chief Executive Officer of Choptank Electric
Cooperative from 1991 to 2001. Mr. Hubbard has been a Director ofODEC since 1991.

David J. Jones (58). Owner/operator of Big Fork Farms since 1970 and Vice President of Exchange
Warehouse, Inc. from 1996 to 2006. Mr. Jones has been a Director of ODEC since 1986 and a Director of
Mecklenburg Electric Cooperative since 1982.

Bruce M King (60). General Manager oH~ARC Electric Cooperative since 2003. Prior to that Mr. King
was General Manager of Cherryland Electric Cooperative from 1993 to 2002. Mr. King has been a Director of
ODEC since 2003.

William M Leech, Jr. (79). Retired, former self-employed farmer li'OI11 1955 to 1988. Mr. Leech has been
a Director ofODEC since 1977 and a Director of BARC Electric Cooperative since 1970.

M. Lany Longshore (65). President and Chief Executive Officer of Southside Electric Cooperative since
1998. Prior to that Mr. Longshore was President and Chief Executive Officer of Newberry Electric Cooperative
from 1973 to 1998. Mr. Longshore has been a Director of ODEC since 1998.

Paul E.Owen (56). Director of Business Management with Smithfield Deli Group since 1974. Mr. Owen
has been a Director ofODEC since 2007 and a Director of Community Electric Cooperative since 2000.

James M. Reynolds (59). President of Community Electric Cooperative since 2001. Mr. Reynolds also
served as General Manager of Community Electric Cooperative from 1977 to 2001. Mr. Reynolds has been a
DirectorofODEC since 1977.

Myron D. Rummel (54). President and Chief Executive Officer ofShenandoah Valley Electric Cooperative
since 2005. Mr. Rummel also served as Vice President, Engineering and Operations of Shenandoah Valley Electric
Cooperative from 1993 to 2005. Mr. Rummel has been a Director ofODEC since 2005.

Philip B. Tankard (78). Office manager for Tankard Nurseries since 1985. Mr. Tankard has been a
Director ofODEC since 2002 and a Director of A&N Electric Cooperative since 1960.

Gregory W White (54). President and Chief Executive Officer of Northern Neck Electric Cooperative
since 2005. Mr. White served as Senior Vice President of Power Supply ofODEC 11"om 2004 to 2005, Senior Vice
President Engineering and Operations of ODEC from 2002 to 2004 and Senior Vice President Retail and Alliance
Management ofODEC [1'01112000 to 2002. Mr. White has been a Director ofODEC since 2005.
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Carl R. Widdowson (68). Self-employed fanner since 1956. Mr. Widdowson has been a .Director of
ODEC since 1987 and a Director of Choptank Electric Cooperative since 1980.

Audit Committee Financial Expert

We presently do not have an audit committee financial expert because of our cooperative governance
structure and the resulting experience all of our directors have with matters affecting electric cooperatives in their
roles as a chief executive officer or director of one of our member distribution cooperatives. In addition, the audit
committee employs the services ofaccounting and financial consultants as it deems necessary.

Itxecutive Officers

Our President and Chief Executive Officer administers our day-to-day business and affairs. Our executive
officers, their respective ages, positions and recent business experience are listed below.

Jackson E. Reasor (54). President and Chief Executive Officer ofODEC and the Virginia, Maryland and
Delaware Association of Electric Cooperatives (the "VMDA"), an electric cooperative association which provides
services to its members and certain other electric cooperatives, since 1998. Mr. Reasor served as Vice President of
First Virginia Bank from 1997 until 1998; President and Chief Executive Officer of Premier Trust Company from
1995 until 1997; a Virginia State Senator from 1992 .until 1998; and an attorney with Galumbeck, Simmons &
Reasor from 1992 until 1995.

Robert L. Kees (54). Senior Vice President and Chief Financial Officer since January 1, 2006. Mr. Kees
also served as our Vice President and Controller from March 2004 to December 2005, as Assistant Vice President
and Controller fi'om March 2000 to February 2004 and as Controller from January 1994 to February 2000.

Lisa M. Johnson (41). Senior Vice President of Power Supply since May 2006. Prior to joining ODEC,
Ms. Johnson served as Vice President at Mirant Corporation from 2001 to 2006.

John C. Lee. Jr. (46). Vice President of Member and External Relations since April 2004. Mr. Lee served
as our Vice President Cooperative Affairs/Assistant to the President from March 2000 to March 2004; and as our
Manager of Administration from February 1995 to February 2000.

Elissa M. Ecker (47). Vice President of Human Resources since November 2004. Prior to joining ODEC,
Ms. Ecker served as Director of Human Resources of Xperts, Inc. from 2003 to 2004; as Director of Human
Resources of Securicor New Century, L.L.C. from 2002 to 2003; and as Director of Human Resources of
Manorhouse Retirement Centers, Inc. from 1997 to 2002.

Code of Ethics

We have a Code of Ethics, which applies to our President and Chief Executive Officer, Senior Vice
President and Chief Financial Officer, and Vice President and Controller. A copy of this Code of Ethics is available
without charge by sending a written request for the Code of Ethics to Old Dominion Electric Cooperative, Attention
Mr. Robert L. Kees, Senior Vice President and Chief Financial Officer, 420 I Dominion Boulevard, Glen Allen, VA
23060.
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ITEM 11. EXECUTIVE COMPENSAnON

Compensation Discussioll and Analysis

General Philosophy

Our compensation philosophy has four objectives:

• attract and retain a qualified, diverse workforce through a competitive compensation program;
• provide equitable and fair compensation;
• support our business strategy; and
• ensure compliance with applicable laws and regulations.

Total Compensation Package

We compensate our senior management through the use of a total compensation package to include base
salary, competitive benefits, and the potential of a bonus. The compensation of the chief executive officer ("CEO")
of ODEC is reviewed by the executive committee of our board of directors and a recommendation is then provided
to our entire board of directors. The entire board of directors approves our CEO's compensation. Our board of
directors determines an annual salary derived from third party market data fi'om the relevant labor market for
positions of similar responsibilities. Our compensation structure is aligned with the extemalmarket through the use
of a market pricing approach.

Targeted Overall Compensation

We engaged a consulting finn to assist us in establishing a market-based compensation program and to
provide an annual review of our market analysis for all of our employees, including senior management. Our
compensation program utilizes the creation and maintenance of accurate, d~tailed job descriptions as an instrument
to establish benchmarked positions. The market compensation information includes salmy data for positions within
the determined competitive labor market. Our job descriptions are reviewed annually and include essential and non
essential responsibilities, required knowledge, skills and abilities, formal education and experience necessary to
accomplish the requirements of the position which in turn helps us achieve operational goals. Utilizing this
information, our human resources department determines a market-based salary for each position. A third-party
consultant, Burton Fuller Management, Inc., reviews the market-based salary data we compiled for reasonableness
and faimess annually. Our board ofdirectors has defined market-based salary as approximately 95% to 100% of the
50th percentile of the market, excluding new hires that may be hired at 90% of the 5011

' percentile of market until a
leaming period is complete.

Process

We do not have a standing compensation committee because our board of directors has delegated to our
President and CEO the authority to establish and adjust compensation for all other employees other than himself.
We have a sub-committee of our board of directors, the executive committee, which recommends compensation for
our CEO to the entire board of directors and the entire board of directors approves the compensation. The
compensation for all other employees, including members of senior management other than the CEO, is determined
by our CEO based upon market-based salary data. On an annual basis our board of directors reviews the
performance and compensation of our CEO and our CEO reviews the performance and compensation of the
remaining senior management.

Our CEO is also the CEO of the Virginia, Malyland and Delaware Association of Electric Cooperatives
("VMDA") and their board of directors also approves the compensation of the CEO. The VMDA contributed
$36,000 to our CEO's salary for 2006 and will contribute $40,000 in 2007.

Base Salaries

We are an electric cooperative and do not have any stock and as a result, we do not have equity-based
compensation programs. For this reason, substantially all of our compensation to our executive officers is provided
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in the form ofbase salary. We want to provide our senior management with a level of assured cash compensation in
the form of base salary that is commensurate with the duties and responsibilities of their positions. These salaries
were determined based on market data and internal structure for positions with similar responsibilities.

BOlluses

Our practice has been to, on infrequent occasions, award cash bonuses related to a specific event, such as
the consummation of a significant transaction. On an annual basis, our board of directors detennines the bonus
criteria for our CEO and our CEO determines bonus criteria for all other executive officers. At the discretion of our
board of directors, our CEO may be awarded an annual bonus; and, at the discretion of our CEO, other senior
management may be awarded an annual bonus. We have not had any significant transactions in recent years and
accordingly, our CEO and other members of our senior management were not awarded a bonus in any of the last
three years. Our chief financial officer was awarded a $2,000 bonus when he was in his position as Vice President
and Controller in 2004 under a bonus program generally available to all employees other than the CEO. Typically,
senior management does not participate in this program.

Severance Benefits

~We believe that companies should provide reasonable severance benefits to the CEO. With respect to our
CEO, these severance benefits reflect the fact that it may be difficult to find comparable employment within a short
period of time. In addition, while it is possible to provide salary continuation to a CEO during the job search
process, which in some cases may be less expensive than a lump-sum severance payment, we prefer to pay a lump
sum severance payment to sever the relationship as soon as practicable if the severance is for cause. Our CEO's
contractual rights to amounts following severance are set forth in his employment agreement. None of our other
members of senior management have any contractual severance benefits.

Plans

Retirement Plans

ODEC maintains a defined benefit pension plan which is available to all employees, with limited
exceptions, who work at least 1,000 hours per year. This plan is a qualified pension plan under Section 401 (a) of the
Internal Revenue Code. Benefits, which accrue under the plan, are based upon the base annual salary as of
November of the previous year.

We also have a 40 1(k) plan which is available to all employees in regular positions. Under the 401(k) plan
for 2006, employees may elect to have up to 100% or $15,000, whichever is less, of their salary withheld on a pre
tax basis, subject to Intemal Revenue Service limitations, and invested on their behalf. We match up to the first 2%
of each participant's base salary. Also, a catch-up contribution is available for participants in the plan once they
attain age 50. The maximum catch-up contribution for 2006 was $5,000.

In addition, in 2006 ODEC entered into a non-qualified executive deferred compensation plan (the
"Deferred Compensation Plan"). Our board of directors, at its discretion, determines who may participate in the
plan as well as an annual contribution, if any, up to the maximum amount allowed by regulations. Currently, our
board of directors has determined that our CEO is the only participant in this plan and in 2006 and we made a
$15,000 contribution to the plan for his benefit.

Pension Restoration Plan

We participate in a pension restoration plan, which is intended to provide a supplemental benefit for
employees who would have a reduction in their pension benefit from the Retirement and Security Plan because of
the Internal Revenue Code limitations. Currently, our CEO is the only participant in this plan. Other executive
officers may participate in this plan in the future.

Perquisites and Other Benefits

Our board of directors reviews the perquisites that our CEO receives during contract discussions with our
CEO. The perquisite for Mr. Reasor is expenses for personal use of a company automobile amounted to $2,602 in
2006 and $2,406 in 2005.
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Senior management also participates in ODEC's other benefit plans on the same terms as other employees.
These plans include the defined benefit pension plan, the 401(k) plan, medical and dental insurance, vision
insurance, life insurance & accidental death and dismemberment, long-term disability, long-term care insurance,
medical reimbursement and dependent care flexible spending accounts, health club membership, vacation and sick
leave. Relocation benefits are reimbursed for all employees who transfer to another location at the request or
convenience of ODEC in accordance with ODEC's relocation policy. We believe these benefits are customary for
similar employers.

Change in Control

There is no provision in our CEO's employment agreement or any other arrangements with any senior
management that increases or decreases any amounts payable to him 01' her as a result of a change in control.

Summary Compensation Table

The following table sets forth information concerning compensation awarded to, earned by or paid to our
CEO, our chief financial officer and three other senior executive officers for services rendered to us in all capacities
during each of the last three fiscal years. The table also identifies the principal capacity in which each of these
executives serves or served.

SUMMARY COMPENSATION TABLE

Name and Princi»al
Position

Jackson E. Reasor
President and Chief

Executive Officer

Change ill Pension
Value and NOll-

Qualified Deferred All Other

Yell!" Salary BOllus Compensation Compensation(l) Total
2006 $ 351,667 $ $ 96,656 $ 62,625 $ 510,948
2005 330,833 85,571 55,400 471,804
2004 311,667 58,614 51,672 421,953

Robert L. Kees
Senior Vice President
and Chief Financial
Officer

Lisa M. Johnson
Senior Vice President

Power Supply

John C. Lee, Jr.
Vice President of Member

and External Relations

2006
2005
2004

2006
2005
2004

2006
2005
2004

214,569
140,535
133,843

147,384

157,516
141,148
128,447

2,000

60,029
55,429
36,341

. 41,309
35,637
25,010

28,228
24,071
21,490

1,008

27,424
23,836
19,396

302,826
220,035
193,674

148,392

226,249
200,621
172,853

Elissa M. Ecker 2006 141,765 5,483 25,882
Vice President of 2005 134,750 269 3,098

Human Resources 2004 17,088 92
(J) The items included in All Other Compensation are identified in the All Other Compensation table below.

Employment Agreement

173,130
138,117

17,180

On December 18, 2006, ODEC entered into an employment agreement with Jackson E. Reasor, our
President and CEO. The agreement is for the term of five years, with an automatic one-year extension unless Mr.
Reasor 01' the Employer gives written notice 30 days prior to the expiration of the agreement. The agreement
provides that he will receive an annual salary of$360,000, effective as of June I, 2006, subject to annual adjustment
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by the boards of directors of the ODEC and the VMDA (collectively, the "Employer"). The boards of directors of
the Employer also may grant Mr. Reasor an annual bonus at their discretion. Mr. Reasor will also be entitled to
participate in all benefit plans available to the employees of the Employer. Virginia, Maryland and Delaware
Association of Electric Cooperatives is expected to contribute $36,000 ofMr. Reasor's salary in 2006.

Under the agreement, if Mr. Reasor voluntarily terminates his employment following material breach by
the Employer or the Employer terminates him without specified cause, the Employer will pay Mr. Reasor a salary at
the rate in effect on the date oftennination for one year, plus medical insurance benefits, with limited exceptions. If
the agreement is not continued at the end of the stated tenll, the Employer will pay Mr. Reasor a salary at the rate in
effect on the date of termination for six months.

Where the termination is without "cause" or the CEO terminates employment for "good reason" the
employment agreement provides for benefits equal to one year of base salary and medical insurance. However, the
medical insurance will cease if he becomes eligible for medical insurance coverage by virtue of his employment
with another company. In addition, a terminated CEO is entitled to receive any benefits that he otherwise would
have been entitled to receive under our 401(k) plan, frozen pension plan and supplemental retirement plans,
although those benefits are not increased or accelerated. We believe that these levels are consistent with the general
practice among generation and transmission cooperatives, although we have not conducted a study to confirm this.

Based upon a hypothetical termination date of December 31, 2007, the severance benefits for our CEO
would have been entitled to would be as follows:

Base Salary<t)
Targeted bonus
Healthcare and other insurance benefits

Total

$ 360,000

13,619
$ 373,619

(I) This calculation is based upon Mr. Reasor's CUl1'ent salary.
Mr. Reasor is scheduled for a salary review in June 2007.

Under our employment contract with our CEO, "cause" is (1) gross incompetence, insubordination, gross
negligence, willful misconduct in office or breach of a material fiduciary duty, which includes a breach of
confidentiality; (2) conviction of a felony, a crime of moral turpitude or commission of an act of embezzlement or
fraud against ODEC or the VMDA (collectively, the "Employer") or any subsidiary or affiliate thereof; (3) the
CEO's material failure to perform a substantial portion of his duties and responsibilities hereunder; but only after
Employer provides the CEO written notice of such failure and gives him 30 days to remedy the situation; (4)
deliberate dishonesty of the CEO with respect to ODEC or any of its subsidiaries or affiliates.

The CEO may terminate his employment with or without good reason by written notice to the board of
directors effective 60 days after receipt of such notice by the board of directors. If the CEO terminates his
employment for good reason, then the CEO is entitled to the salary specified above in the "without cause"
paragraph. The CEO will not be required to render any further services. Upon termination of employment by the
CEO without good reason, then the CEO is not entitled to further compensation. "Good reason" is our failure to
maintain compensation and benefits or our material breach of any provision of the employment contract, which
failure or breach continued for mOre than 30 days after the date on which our board of directors received such
notice.

Defined Benefit })!an

We have elected to participate in the National Rural Electric Cooperatives Association ("NRECA")
Retirement and Security l)rogram (the "Plan"), a noncontributory, defined benefit, multiple-employer, master
pension plan maintained and administered by the NRECA for the benefit of its member systems and their
employees. The Plan is a qualified pension plan under Section 401 (a) of the Internal Revenue Code of 1986. The
following table lists the estimated current annual pension benefit payable at "normal retirement age," age 62, for
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participants in the specified final average salary and years of benefit service categories for the given current
multiplier of 1.7%. Benefits, which accrue under the Plan, are based upon the base annual salary as ofNovember of
the previous year. As a result of changes in Internal Revenue Service regulations, the base annual salary used in
determining benefits is limited to $225,000 effective January 1, 2007.

PENSION BENEFITS TABLE

Name
Jackson E. Reasor

Robert L.Kees

Lisa M. Johnson

John C. Lee, Jr.

Elissa M. Ecker

Plan Name
NRECA Retirement and

Security Plan
Pension Restoration Plan

NRECA Retirement and
Security Plan

NRECA Retirement and
Security Plan

NRECA Retirement and
Security Plan

NRECA Retirement and
Security Plan

Number of Years
Credited Service

7.08

14.00

13.58

1.83

Present Value of
Accumulated

Benefit
$ 272,194

119,003

320,200

204,822

5,752

Payments During
Last Year

The pension benefits indicated above are the estimated amounts payable by the Plan, and they are not
subject to any deduction for Social Security or other offset amounts. The participant's annual pension at his or her
normal retirement date is equal to the product of his or her years of benefit service times final average salary times
the multiplier in effect during years of benefit service. The multiplier was 1.7% commencing January 1,1992. The
number of years of credited service is as of the "normal retirement age" for each of the named executives. The
present value of accumulated benefit is calculated assuming that the executive retires at the normal retirement age
per the plan and that they receive lump sums. The lump sum amounts are calculated using the 30-year Treasury ratc
(4.73% for 2006 and 4.89% for 2005) and the required Internal Revenue Service mortality table for lump sum
payments (1994 GAS, projected to 2002, blended 50%/50% for unisex mortality.)

We participate in a pension restoration plan, which is intended to provide a supplemental benefit for
employees who would have a reduction in their pension benefit from the Retirement and Security Plan because of
the Internal Revenue Code limitations.

Deferred Compensation Plan

On December 18, 2006) in connection with the execution of the employment agreement with our CEO)
ODEC adopted the Deferred Compensation Plan for the purpose of providing supplemental deferred compensation
to Mr. Reasor in an amount within the statutory maximums permitted under Section 457 of the Internal Revenue
Code. The Defened Compensation Plan is restricted to those executive employees designated by the board of
directors of ODEC who are generally responsible for ongoing operations, responsible for and have general
supervision over the overall financial condition, setting and executing overall corporate policies and practices, and
supervising large numbers of employees and who elect to participate in the Deferred Compensation Plan by agreeing
to a deferral of a portion of their current compensation. Currently, Mr. Reasor is the only participant in the Deferred
Compensation Plan. Under the Deferred Compensation Plan, annual deferrals cannot exceed 100% of Mr. Reasor's
annual compensation or $15,000 (for 2006), adjusted by and subject to specified tax laws (the "deferral limit"),
during any year in which ODEC is exempt from federal income taxation. During the last three years before Mr.
Reasor attains the normal retirement age under ODEC's primary pension plan) currently age 62, the deferral limit is
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increased to the lesser of two times the deferral limit or the defenallimit plus the amount Mr. Reasor was eligible to
but did not defer under the Deferred Compensation Plan. Amounts credited to him under the Plan will be credited
with earnings or losses equal to those made by an investment in one or more funds of a specified regulated
investment company designated by him. Distributions under the Deferred Compensation Plan generally commence
upon severance of employment, whether upon termination, retirement or death.

The following table sets forth the nOll-qualified deferred compensation paid to our executive officers in
2006:

Aggregate
Balance at Last
Fiscal Year End
$ 15,074

Aggregate
Withdrawalsl
Distributions

74

Aggregate
Eal'llillgs in Last

Fiscal Yearll)
$

Registrant
Contributions in

Last Fiscal yearll )
$ 15,000

NON-QUALlFum DEFERRED COMPENSATION BENEFITS TABLE
Executive

Contributions
in Last Fiscal

Year(l)Name
Jackson E. Reasor

Robert L.Kees nla nla nla nla nla

Lisa M. Johnson nla nla nla nla nla

John C. Lee, Jr. n/a nla nla nla nla

Elissa M. Ecker nla nla nla nla nla

(I) These amounts are not included in summary compensation table.

The following table sets forth information concerning all other compensation awarded to, earned by or paid
to these executives during the last completed fiscal year.

Namc

Jackson E. Rellsopl

Robert L.Kecs

Lisa M. Johnson

John C. Lee, Jr.

Elissa M. Ecker

ALL OTHER COMPENSATION

Company
Perquisitcs and Contributions to Company-paid
Other Personal Defined Benefit Insurance All Othcr

Benefits(l) Plans Premiums Compensation

$ 7,002 $ 53,823 $ 1,800 $ 62,625

4,292 22,921 1,015 28,228

1,008 1,008

3,150 23,244 1,030 27,424

2,835 22,068 979 25,882

(I) Perquisites and ()lher personal benefits is composed ofcontributions 1l1<lde by ODEC to the 40 I(K) plan.

(2) Perquisites and other personal benefits includes $2,602 for personal use ofa company automobile.

Board of Directors Compensation

It is our policy to compensate the members of our board of directors who are not employed by one of our
member distlibution cooperatives ("outside directors"). Our outside directors were compensated by a monthly
retainer of $1,700 in 2006. Beginning in 2007, the monthly retainer is $2,000. They are also paie! for meetings at a
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rate of$400 per in person meeting and $200 per teleconference, if the meeting date falls outside the normal board of
directors meeting dates. All directors are reimbursed for out-of-pocket expenses incurred in attending meetings.
Our directors receive no other compensation. Our directors do not have pension benefits, non-equity incentive plan
compensation, or other perquisites and because we are a cooperative, we do not have stock or other equity options.
The following table sets forth the compensation we paid to our directors in 2006:

DIRECTOR COMPENSAnON TABLE

Name
Calvin P. Carter
Glell11 F. Chappell
Carl R. Eason
William C. Frazier
Fred C. Garber
Hunter R. Greenlaw, Jr.
Bruce A. HelllY
Wade C. House
David J. Jones
William M. Leech, Jr.
Philip B. Tankard
Carl R. Widdowson

Fees Earned

01' Paid in Cash(l)
$ 28,000

24,200
23,000
23,400
25,600
27,600
26,600
21,400
26,200
22,400
24,200
32,200

(I) Our directors received no compensation other than
as sel forth in this column.

Compensation Committee Iuterlocks lind Insider Participation

As described above, we do not have a compensation committee but the executive committee of our board
of directors establishes and the full board ofdirectors approves all compensation and awards to the CEO. Our board
of directors has delegated to our CEO the authority to establish and adjust compensation for all other employees
other than himself. No member of our board of directors is or previously was an officer or employee ofODEC or is
or has engaged in transactions with ODEC, with one exception. Gregory W. White was an employee ofODEC from
1995 to 2005 when he left his position as Senior Vice President of Power Supply to be the President and Chief
Executive Officer of Northern Neck Electric Cooperative, one of our twelve member distribution cooperatives. As
the President and Chief Executive Officer of one of our member distribution cooperatives, he serves on our board of
directors. OUf directors are, however, members or directors of our member distribution cooperatives. See
"Cooperative Status" in Item 1 and "Directors and Officers of the Registrant" in Item 10.

Compensation Committee Report

The board of directors, including the Executive Committee of the board of directors, has reviewed and
discussed with the management of ODEC the contents of the section entitled "Compensation Discussion and
Analysis" and based on such review and discussion has recommended and approved to the board of directors its
inclusion in this annual report.

John William Andrew, Jr.
M. Johnson Bowman*
M Dale Bradshaw
Vemon N. Brinkley
Calvin P. Carter
Glenn F. Chappell
Kent D. Fanner
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Stanley C. Feuerberg
William C. Frazier
Fred C. Garber
Hunter R. Greenlaw, Jr.*
Bruce A. Henry*
Wade C.I-Iouse*
Frederick L. Hubbard*
David 1. Jones
BmceM. King
William M. Leech, Jr.
M. Larry Longshore
Paul E. Owen
James M. Reynolds*
Myron D. Rummel
Philip B. Tankard
Gregory W. White
Carl R. Widdowson

*Dcnotcs mcmbcr ofthc Exccutive Committee ofthc board ofdircctors

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

Not Applicable.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
INDEPENDENCE

Because we are a cooperative, all of our directors are representatives of our member distribution
cooperatives, which are our principal customers. Due to the extent of the payments by each member distribution
cooperative to us, our directors are not independent based on the definition of "independence" of the New York
Stock Exchange.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table presents fees for services provided by Ernst & Young LLP for fiscal 2006 and 2005.
All Audit, Audit-Related, and Tax Fees shown below were pre-approved by the Audit Committee in accordance
with its established procedures.

2006 2005
Audit Fees (a) $ 267,831 $ 285,850
Audit-Related Fees (b) 45,725 151,480
Tax Fees (c) 60,180 3,960

Total $ 373,736 $ 441,290

a) Fees for professional services provided for the audit of (IIC COlllp,my's annual linancial statements as well as reviews of the
Company's Cjumterly l'eports on Form 10-Q, accounting consultations on mailers addressed during thc audit or interim reviews, and
SEC Iilings and offering memorandullls including comfol1 lctters, consents, and COlllmcnt letters.

b) Fees It)r professional services which pJincipally include accounting consultmions and serviccs in eonncction with inlemaJ control
mallcrs.

c) Fces for professional servicL'S ttl!' lax-related advicc and compliance
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

a) The following documents are filed as part of this Form lOoK.

I. Financial Statements

See Index on page 50

2. Financial Statement Schedules

Not applicable.

3. Exhibits

l~xhibits

*3.1 Amended and Restated Articles of Incorporation of Old Dominion Electric Cooperative (tiled as
exhibit 3.1 to the Registrant's Form 10-Q, File No. 33-46795, filed on August 11,2000).

*3.2 Bylaws of Old Dominion Electric Cooperative, Amended and Restated as of September 10, 2002,
as amended on September 14,2004 (filed as exhibit 3.1 to the Registrant's Form 10-Q, File No. 000-50039, filed on
November 15,2004).

*4.1 Indenture of Mortgage and Deed of 1'11Ist, dated as of May 1, 1992, between Old Dominion
Electric Cooperative and Crestar Bank, as Trustee (filed as exhibit 4.1 to the Registrant's Form 10-K for the year
ended December 31, 1992, File No. 33-46795, filed on March 30,1993).

*4.2 Third Supplemental Indenture, dated as of May 1, 1993, to the Indenture of Mortgage and Deed of
Trust, dated as ofMay 1, 1992, between Old Dominion Electric Cooperative and Crestar Bank, as Trustee, including
the form of the First Mortgage Bonds, 1993 Series A (filed as exhibit 4.1 to the Registrant's Form lO-Q for the
quarter ended June 30, 1993, File No. 33-46795, filed on August 10, 1993).

*4.3 Fourth Supplemental Indenture, dated as of December 15, 1994, to the Indenture of Mortgage and
Deed of Trust dated as of May 1, 1992, between Old Dominion Electric Cooperative and Crestar Bank, as Trustee
(filed as exhibit 4.5 to the Registrant's Form lO-K for the year ended December 31, 1996, File No. 33-46795, on
March 20, 1997).

*4.4 Fifth Supplemental Indenture, dated as of February 29, 1996, to the Indenture of Mortgage and
Deed of Trust dated as of May I, 1992, between Old Dominion Electric Cooperative and Crestar Bank, as Trustee
including the form of the First Mortgage Bonds, 1996 Series A and 1996 Series 13 (filed as exhibit 4.6 to the
Registrant's Form 10-K for the year ended December 31, 1996, File No. 33-46795, on March 20, 1997).

*4.5 Eleventh Supplemental Indenture, dated as of September 1,2001, to the Indenture of Mortgage
and Deed of Trust dated as of May I, 1992, between Old Dominion Electric Cooperative and SunTrust Bank
(formerly Crestar Bank), as Trustee, including the form of the 2001 Series A Bond (filed as exhibit 4.1 to the
Registrant's Fom) IO·Q/A for the quarter ended September 30, 2001, File No. 33-46795, filed on November 20,
2001).

*4.6 Thirteenth Supplemental Indenture, dated as of November I, 2002, to the Indenture of Mortgage
and Deed of T1'llst dated as of May 1, 1992, between Old Dominion Electric Cooperative and SunTrust Bank

91



(Fonnerly Crestar Bank), as Trustee, including the form of the 2002 Series A Bond (filed as exhibit 4.14 to
Amendment No.1 to the Registrant's Form S 3, File No. 333-100577, on November 25,2002).

*4.7 Fourteenth Supplemental Indenture, dated as of December 1, 2002, to the Indenture of Mortgage
and Deed of Trust dated as of May 1, 1992, between Old Dominion Electric Cooperative and SunTrust Bank
(Formerly Crestar Bank), as Trustee, including the form of the 2002 Series B Bond (filed as exhibit 4.1 to the
Registrant's Form 8-K, File No. 000-50039, on December 27,2002).

*4.8 Fifteenth Supplemental Indenture, dated as of May 1, 2003, to the Indenture of Mortgage and
Deed of Trust dated as of May 1, 1992, between Old Dominion Electric Cooperative and SunTrust Bank (Formerly
Crestar Bank), as Trustee (filed as Exhibit 4.A to the Registrant's Form 10-K for the year ended December 31,2003,
File No. 000-50039, on March 22, 2004).

*4.9 Sixteenth Supplemental Indenture, dated as of July I, 2003, to the Indenture of Mortgage and
Deed ofTrust dated as of May I, 1992, between Old Dominion Electric Cooperative and SunTrust Bank (Formerly
Crestar Bank), as Trustee, including the form of the 2003 Series A Bond (filed as Exhibit 4.1 to the Registrant's
Form 8-K, File No. 000-50039, on July 25,2003).

*4.10 Seventeenth Supplemental Indenture, dated as of January 1, 2004, to the Indenture of Mortgage
and Deed of Trust dated as of May I, 1992, between Old Dominion Electric Cooperative and SunTrust Bank
(formerly Crestar Bank), as Trustee (filed as Exhibit 4.B to the Registrant's Form 10-K for the year ended December
31,2003, File No 000-50039, on March 22, 2004).

*4.11 Amended and Restated Indenture, dated as of September 1,2001, between Old Dominion Electric
Cooperative and SunTrust Bank, as Trustee (filed as exhibit 4.2 to Registrant's Fom1 10-Q/A for the quarter ended
September 30,2001, File No. 33-46795, filed on November 20,2001).

*4.12 First Supplemental Indenture, dated as of December 1, 2002, to the Amended and Restated
Indenture, dated as of September 1, 2001, between Old Dominion Electric Cooperative and SunTmst Bank, as
Trustee (filed as Exhibit 4.2 to the Registrant's Form 8-K, File No. 000-50039, on December 27, 2002).

*10.1 Nuclear Fuel Agreement between Virginia Electric and Power Company and Old Dominion
Electric Cooperative, dated as of December 28, 1982, amended and restated October 17, 1983 (med as exhibit 10.1
to the Registrant's Form S-1 Registration Statement, File No. 33-46795, filed on March 27, 1992).

*10.2 Purchase, Construction and Ownership Agreement between Virginia Electric and Power Company
and Old Dominion Electric Cooperative, dated as of December 28, 1982, amended and restated October 17, 1983
(filed as exhibit 10.2 to the Registrant's Form S-I Registration Statement, File No. 33-46795, filed on March 27,
1992).

*10.3 Operating and Power Sales Agreement, dated as of October 12,2004, among Virginia Electric and
Power Company, Old Dominion Electric Cooperative, and New Dominion Energy Cooperative (filed as exhibit 10.1
to the Registrant's Form 10-Q, File No. 000-50039, on November 15, 2004). Amended and Restated
Interconnection and Operating Agreement between Virginia Electric and Power Company and Old Dominion
Electric Cooperative, dated as of July 29, 1997 (filed as exhibit 10.5 to the Registrant's Form 10-K for the year
ended December 31, 1998, File No. 33-46795, on March 25, 1999).

*10.4 Clover Purchase, Construction and Ownership Agreement between Old Dominion Electric
Cooperative and Virginia Electric and Power Company, dated as of May 31, 1990 (filed as exhibit lOA to the
Registrant's Form S-I Registration Statement, File No. 33-46795, filed on March 27, 1992).
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*10.5 Amendment No.1 to the Clover Purchase, Constnlction and Ownership Agreement between Old
Dominion Electric Cooperative and Virginia Electric and Power Company, effective March 12, 1993 (filed as
exhibit 10.34 to the Registrant's Form S-1 Registration Statement, File No. 33-61326, filed on April ]9, 1993).

*10.6 Clover Operating Agreement between Virginia Electric and Power Company and Old Dominion
Electric Cooperative, dated as of May 31,1990 (filed as exhibit 10.6 to the Registrant's Form S-1 Registration
Statement, File No. 33-46795, filed on March 27, 1992).

*10.7 Amendment to the Clover Operating Agreement between Virginia Electric and Power Company
and Old Dominion Electric Cooperative, effective January 17, 1995 (filed as exhibit 10.8 to the Registrant's Form
IO-K for the year ended December 3 I, 1994, File No. 33-46795, on March 15, 1995).

*10.8 Lease Agreement between Old Dominion Electric Cooperative and Regional Headquarters, Inc.,
dated July 29, 1986 (filed as exhibit 10.27 to the Registrant's Form S-1 Registration Statement, File No. 33-46795,
filed on March 27, 1992).

*10.9 Nuclear Decommissioning Dust Agreement between Old Dominion Electric Cooperative and
Bankers Trust Company, dated March 1, 1991 (filed as exhibit 10.29 to the Registrant's Form S-1 Registration
Statement, File No. 33-46795, filed on March 27,1992).

*10.10 Form of Salary Continuation Plan (filed as exhibit 10.31 to the Registrant's Form S-1 Registration
Statement, File No. 33-46795, filed on March 27, 1992).

*I 0.11 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and A&N Electric Cooperative, dated April 24, 1992 (filed as exhibit 10.34 to Amendment No.2 to the Registrant's
Form S- I Registration Statement, File No. 33-46795, filed on May 27, 1992).

*I 0.12 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and BARC Electric Cooperative, dated April 22, 1992 (filed as exhibit 10.35 to Amendment No. I to the
Registrant's Form 8-1 Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.13 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Choptank Electric Cooperative, dated April 20, 1992 (filed as exhibit 10.36 to Amendment No. I to the
Registrant's Form S-1 Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.14 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Community Electric Cooperative, dated April 28, 1992 (filed as exhibit 10.37 to Amendment No.1 to the
Registrant's Form S-1 Registration Statement, File No. 33-46795, tiled on May 6, 1992).

*1O. J5 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Delaware Electric Cooperative, dated April 22, 1992 (filed as exhibit 10.38 to Amendment No. J to the
Registrant's Form S- J Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.16 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Mecklenburg Electric Cooperative, dated April IS, 1992 (filed as exhibit 10.39 to Amendment No. I to the
Registrant's Form 8-1 Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.17 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Northern Neck Electric Cooperative, dated April 21, 1992 (filed as exhibit 10040 to Amendment No.1 to the
Registrant's Form S-l Registration Statement, File No. 33-46795, filed on May 6, 1992).
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*10.18 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Northem Virginia Electric Cooperative, dated April] 7, 1992 (filed as exhibit 10,41 to Amendment No. 1 to the
Registrant's Form 8-1 Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.19 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Community Electric Cooperative, dated April 28, 1992 (filed as exhibit 10.37 to Amendment No.1 to the
Registrant's Form S-1 Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.20 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Delaware Electric Cooperative, dated April 22, 1992 (filed as exhibit 10.38 to Amendment No.1 to the
Registrant's Fonn S-1 Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.21 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Mecklenburg Electric Cooperative, dated April 15, 1992 (filed as exhibit 10.39 to Amendment No.1 to the
Registrant's Form S-l Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.22 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Northern Neck Electric Cooperative, dated April 21, 1992 (filed as exhibit 10,40 to Amendment No.1 to the
Registrant's Form S-l Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.23 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Northem Virginia Electric Cooperative, dated April 17, 1992 (filed as exhibit 10,41 to Amendment No.1 to the
Registrant's Form S-l Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.24 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Prince George Electric Cooperative, dated May 6, 1992 (filed as exhibit 10,42 to Amendment No. 2 to [he
Registrant's Form S-l Registration Statement, File No. 33-46795, filed on May 27,1992).

*10.25 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Rappahannock Electric Cooperative, dated April 17, 1992 (filed as exhibit 10,43 to Amendment No.1 to the
Registrant's Form Sol Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.26 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Shenandoah Valley Electric Cooperative, dated April 23, 1992 (filed as exhibit 10.44 to Amendment No. 1 to
the Registrant's Form S-I Registration Statement, File No. 33-46795, filed on May 6, 1992).

* I0.27 Amended and Restated Wholesale Power Contract between Old Dominion Electric Cooperative
and Southside Electric Cooperative, elated April 22, 1992 (filed as exhibit 10.45 to Amendment No.1 to the
Registrant's Form Sol Registration Statement, File No. 33-46795, filed on May 6, 1992).

*10.28 Interconnection Agreement between Delmarva Power & Light Company and Old Dominion
Electric Cooperative, dated November 30, 1999 (filed as exhibit 10.33 to the Registrant's Form 10-K for the year
ended December 31, 2000, File No. 33-46795, on March 19, 200 1).

*10.29 Participation Agreement, dated as of February 29, 1996, among Old Dominion Electric
Cooperative, State Street Bank and Trust Company, the Owner Participant named therein and Utrecht America
Finance Co (filed as exhibit 10.35 to the Registrant's Form 10-K for the year ended December 31,1996, File No.
33-46795, on March 20, 1997).

*10.30 Clover Unit I Equipment Interest Lease Agreement, dated as of February 29, 1996, between Old
Dominion Electric Cooperative, as Equipment Head Lessor, and State Street Bank and Trust Company, as
Equipment Head Lessee (filed as exhibit 10.36 to the Registrant's Form 10-K for the year ended December 31,
1996, File No. 33-46795, on March 20, 1997).
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**10.31 Equipment Operating Lease Agreement, dated as of February 29, 1996, between State Street Bank
and Trust Company, as Lessor, and Old Dominion Electric Cooperative, as Lessee (filed as exhibit 10.37 to the
Registrant's Form 10-K for the year ended December 31, 1996, File No. 33-46795, on March 20, 1997).

**10.32 Corrected Option Agreement to Lease, dated as of February 29, 1996, among Old Dominion
Electric Cooperative and State Street Bank and Trust Company (filed as exhibit 10.38 to the Registrant's Form 1O-K
for the year ended December 31, 1996, File No. 33-46795, on March 20, 1997).

*10.33 Clover Agreements Assignment and Assumption Agreement, dated as of February 29, 1996,
between Old Dominion Electric Cooperative, as Assignor, and State Street Bank and Trust Company, as Assignee
(filed as exhibit 10.39 to the Registrant's Form 10-K for the year ended December 31,1996, File No. 33-46795, on
March 20, 1997).

*10.34 Payment Undertaking Agreement, dated as of February 29, 1996, between Old Dominion Electric
Cooperative and Cooperatieve Centrale Raiffeisen Boerenleenbank B.A., "Rabobank Nederland", New York Branch
(filed as exhibit 10.42 to the Registrant's Form 1O-K for the year ended December 31, 1996, File No. 33-46795, on
March 20, 1997).

*10.35 Payment Undertaking Pledge Agreement, dated as of February 29, 1996, between Old Dominion
Electric Cooperative, as Payment Undertaking Pledgor, and State Street Bank and Trust Company, as Payment
Undertaking Pledgee (filed as exhibit 10.43 to the Registrant's Form 1O-K for the year ended December 31, 1996,
File No. 33-46795, on March 20, 1997).

*10.36 Pledge Agreement, dated as of Februaly 29, 1996, between Old Dominion Electric Cooperative, as
Pledgor, and State Street Bank and Trust Company, as Pledgee (filed as exhibit 10.44 to the Registrant's ForIn 10-I<.
for the year ended December 31, 1996, File No. 33-46795, on March 20, 1997).

*10.37 Tax Indemnity Agreement, dated as of FebrualY 29, 1996, among Old Dominion Electric
Cooperative, State Street Bank and Trust Company, the Owner Participant named therein and Utrecht America
Finance Co. (filed as exhibit 10.45 to the Registrant's Form 10-K for the year ended December 31, 1996, File No.
33-46795, on March 20, 1997).

*10.38 Participation Agreement, dated as of July 1, 1996, among Old Dominion Electric Cooperative,
Clover Unit 2 Generating Trust, Wilmington Trust Company, the Owner Participant named therein and Utrecht
America Finance Co. (filed as exhibit 10.46 to the Registrant's Form 10-K for the year ended December 31, 1996,
File No. 33-46795, on March 20, 1997).

**10.39 Clover Unit 2 Equipment Interest Agreement, dated as of July 1, 1996, between Old Dominion
Electric Cooperative and Clover Unit 2 Generating Trust (filed as exhibit 10.47 to the Registrant's Form 10-K for
the year ended December 3 I, 1996, File No. 33-46795, on March 20, 1997).

**10.40 Operating Equipment Agreement, dated as of July 1, 1996, between Clover Unit 2 Generating
Trust and Old Dominion Electric Cooperative (filed as exhibit 10.48 to the Registrant's Form 10-K for the year
ended December 31, 1996, File No. 33-46795, on March 20, 1997).

*10.41 Clover Agreements Assignment and Assumption Agreement, dated as of July 1, 1996, between
Old Dominion Electric Cooperative, as Assignor, and Clover Unit 2 Generating Trust, as Assignee (filed as exhibit
10.49 to the Registrant's Form 10-K for the year ended December 31, 1996, File No. 33-46795, on March 20, 1997).

*10.42 Deed of Ground Lease and Sublease Agreement, dated as ofJuly 1, 1996, between Old Dominion
Electric Cooperative, as Ground Lessor, and Clover Unit 2 Generating Trust, as Ground Lessee (filed as exhibit
10.50 to the Registrant's Form 10-K for the year ended December 31, 1996, File No. 33-46795, on March 20, 1997).
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*10.43 Guaranty Agreement, dated as of July 1, 1996, between Old Dominion Electric Cooperative and
AMBAC Indemnity Corporation (filed as exhibit 10.51 to the Registrant's Form 10-K for the year ended December
31, 1996, File No. 33-46795, on March 20, 1997).

*10.44 Investment Agreement, dated as of July 31, 1996, among AMBAC Capital Funding, Inc., Old
Dominion Electric Cooperative and AMBAC Indemnity Corporation (filed as exhibit 10.52 to the Registrant's Form
10-K for the year ended December 31, 1996, File No. 33-46795, on March 20, 1997).

*10.45 Investment Agreement Pledge Agreement, dated as of July I, 1996, among Old Dominion Electric
Cooperative, as Investment Agreement Pledgor, AMBAC Indemnity Corporation, the Owner Participant named
therein and Clover Unit 2 Generating Trust (filed as exhibit 10.53 to the Registrant's Form 10-K for the year ended
December 31, 1996, File No. 33-46795, on March 20, 1997).

*10.46 Equity Security Pledge Agreement, dated as of July 1, 1996, between Old Dominion Electric
Cooperative, as Pledgor, and Wilmington Trust Company, as Collateral Agent (filed as exhibit 10.54 to the
Registrant's Form 10-K for the year ended December 31, 1996, File No. 33-46795, on March 20, 1997).

*I 0.47 Payment Undertaking Agreement, dated as of July 1, 1996, between Old Dominion Electric
Cooperative and Cooperatieve Centrale Raiffeisell Bocren1cenbank B.A., "Rabobank Nederland", New York Branch
(filed as exhibit 10.55 to the Registrant's Form 10-K for the ycar ended December 31, 1996, File No. 33-46795, on
March 20, 1997).

*10.48 Paymcnt Undertaking Pledge Agreement, dated as of July 1, 1996, between Old Dominion
Electric Cooperative, as Payment Undertaking Pledgor, and Clover Unit 2 Generating Trust, as Payment
Undertaking Pledgee (filed as exhibit 10.56 to the Registrant's Form 10-K for the year ended December 31, 1996,
File No. 33-46795, on March 20, 1997).

*I 0.49 Subordinated Deed of Dust and Security Agreement, dated as of July 1, 1996, among Old
Dominion Electric Cooperative, Richard W. Gregory, Trustee, and Michael P. Drzal, Trustee (filed as exhibit 10.57
to the Registrant's Form IO-K for the year ended December 31, 1996, File No. 33-46795, on March 20, 1997).

*10.50 Subordinated Security Agreement, dated as of July 1, 1996, among Old Dominion Electric
Cooperative, the Owner Participant named therein, AMBAC Indemnity Corporation and Clover Unit 2 Generating
Trust (filed as exhibit 10.58 to the Registrant's Form 10-K for the year ended December 31, 1996, File No. 33
46795, on March 20,1997).

*10.51 Tax Indemnity Agreement, dated as of July I 1996, between Old Dominion Electric Cooperative
and the Owner Participant named therein (filed as exhibit 10.59 to the Registrant's Form 10-K for the year ended
December 31, 1996, File No. 33-46795, on March 20, 1997).

*I 0.52 Amendment No.3 to Participation Agreement (filed as Exhibit 10.1 to the Registrant's Form 10-Q
for the quarter ended March 31, 2006, File No. 000-50039, on May 12,2006).

*10.53 Amendment No.2 to Equipment Operating Lease Agreement (filed as Exhibit 10.2 to the
Registrant's Form 10-Q for the quarter ended March 31,2006, File No. 000-50039, on May 12,2006).

*10.54 Amendment No.2 to Conected Foundation Operating Lease Agreement (filed as Exhibit 10.3 to the
Registrant's Form 10-Q for the quarter ended March 31,2006, File No. 000-50039, on May 12,2006).

*10.55 Investment Agreement (filed as Exhibit 10.4 to the Registrant's Form 10-Q for the quarter ended
March 31, 2006, File No. 000-50039, 011 May 12,2006).
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*10.56 Investment Pledge Agreement (filed as Exhibit 10.5 to the Registrant's Fonn 10-Q for the quarter
ended March 31, 2006, File No. 000-50039, on May 12,2006).

*10.57 Amendment No.3 to Payment Undertaking Agreement (filed as Exhibit 10.6 to the Registrant's
Form lO-Q for the quarter ended March 31,2006, File No. 000-50039, on May 12,2006).

*10.58 Amendment No.2 to Tax Indemnity Agreement (filed as Exhibit 10.7 to the Registrant's Form 10
Q for the quarter ended March 31, 2006, File No. 000-50039, on May 12, 2006).

*10.59 Employment Agreement, dated June 1, 2006, between Old Dominion Electric Cooperative and
Jackson E. Reasor and accepted by Jackson E. Reasor on December 18, 2006 (filed as Exhibit 10.1 to the
Registrant's Form 8-K., File No. 000-50039, on December 21,2006).

*10.60 Executive Deferred Compensation Plan, dated June 30, 2006, adopted on December 18, 2006
(filed as Exhibit 10.2 to the Registrant's Form 8-K File No. 000-50039, on December 21,2006).

*10.61 Employment letter, dated November 28, 2005, of Old Dominion Electric Cooperative and agreed
and accepted by Robert 1. Kees (filed as exhibit 10.1 to the Registrant's Form 8-K, No. 000-50039, on November
28,2005).

*10.62 Amendment No. 1 to Participation Agreement, dated as of December 19, 2002, among Old
Dominion Electric Cooperative, State Street Bank and Trust Company, the Owner Participant named therein,
Utrecht America Finance Co and Cedar Hill International Corp.

*10.63 Amendment No.1 to Equipment Operating Lease Agreement, dated as of December 19, 2002,
between State Street Bank and Tm3t Company, as Lessor, and Old Dominion Electric Cooperative, as Lessee.

*10.64 Amendment No.!. to Corrected Foundation Operating Lease Agreement, dated as of December
19, 2002, between State Street Bank and Trust Company, as Foundation Lessor and Old Dominion Electric
Cooperative, as Foundation Lessee.

*10.65 Amendment No.2 to Payment Undertaking Agreement, dated as of December 19, 2002 between
Old Dominion Electric Cooperative and Cooperatieve Centrale Raiffeisen Boerenleenbank B.A., "Rabobank
Nederland", New York Branch.

*10.66 Amendment No. 1 to Tax Indemnity Agreement, dated as of December 19, 2002, between Old
Dominion Electric Cooperative and the Owner Participant named therein.

*10.67 Amendment No. 2 to Participation Agreement, dated as of December 31, 2004, between and
among Old Dominion Electric Cooperative, U.S. Bank National Association, Wachovia Bank, National Association,
Utrecht-America Finance Co., and Cedar Hill International Corp. (filed as exhibit 10.] to the Registrant's Form 8-K,
File No. 000-50039, on January 13,2005).

*10.68 Mutual Operating Agreement, dated as of May 18, 2005, between Virginia Electric and Power
Company and Old Dominion Electric Cooperative.

21 Subsidiaries of Old Dominion Electric Cooperative (not included because Old Dominion Electric
Cooperative's subsidiaries, considered in the aggregate as a single subsidiary, would not constitute a "significant
subsidiary" uncleI' Rule 102(w) of Regulation S-X).

23.1 Consent of Ernst & Young LLP

31.1 Certification of the Principal Executive Officer pursuant to Rule 13a-14(a)
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31.2

32.1

32.2

*

Certification of the Principal Financial Officer pursuant to Rule l3a-14(a)

Certification of the Principal Executive Officer pursuant to 18 U.S.C. § 1350

Certification of the Principal Financial Officer pursuant to 18 U.S.C. § 1350

Incorporated herein by reference.

** These leases relate to our interest in all of Clover Unit 1 and Clover Unit 2, as applicable, other
than the foundations. At the time these leases were executed, we had entered into identical leases with respect to the
foundations as part of the same transactions. We agree to furnish to the Commission, upon request, a copy of the
leases of our interest in the foundations for Clover Unit 1 and Clover Unit 2, as applicable.

*** This agreement consists of two separate signed documents, which have been combined.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this report to be signed 011 its behalfby the undersigned, thereunto duly authorized.

OLD DOMINION Eu::cvnuc COOPERATIVE
Registrant

By: /s/ JACKSON E, REASoR
Jackson E. Reasor
President and Chief Executive Officer

Date: March 20, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalfof the Registrant and in the following capacities on March 20, 2007.

Signature

/s/

/s/

JACKSON E. REASOR

Jackson E. Reasor

ROBERT 1. KEES

Robert L Kees

President and ChiefExecutive Officer
(Principal executive officer)

Senior Vice President and Chief Financial
Officer

(Principal financial officer and
Principal accounting officer)

/s/ J. WILLIAM ANDREW,JR.
J. William Andrew, Jr.

/s/ M. JOHNSON BOWMAN
M. Johnson Bowman

/s/ MDALEBRADSHAW
M Dale Bradshaw

/s/ VERNON N. BRINKLEY
Vernon N. Brinkley

/s/ CALVIN P. CARTER
Calvin P. Carter

/s/ GLENN F. CHAPPELL
Glenn F. Chappell
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Director

Director

Director

Director

Director

Director



/s/ KENTD. FARMER Director
Kent D. Farmer

/s/ STANLEY C. FEUERBERG Director
Stanley C. Feuerberg

/s/ WILLIAM C. FRAZIER Director
William C. Frazier

/s/ FRED C. GARBER Director
Fred C. Garber

/s/ HUNTERR. GREENLAW, JR. Director
Hunter R. Greenlaw, Jr.

/s/ BRUCE A. HENRY Director
Bruce A. Henry

/s/ WADE C. HOUSE Director
Wade C. I-louse

/s/ FREDERICK L. HUBBARD Director
Frederick L. Hubbard

/s/ DAVID J. JONES Director
David J. Jones

/s/ BRUCE M. KING Director
BlUce M. King

/s/ WILLIAM M. LEECH, JR. Director
William M. Leech, Jr.

/s/ M. LARRY LONGSHORE Director
M. Larry Longshore

/s/ PAULE. OWEN Director
Paul E. Owen
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lsi JAMES M. REYNOLDS Director
James M. Reynolds

lsi MYRON D. RUMMEL Director
Myron D. Rummel

lsi PHILIP B. TANKARD Director
Philip B. Tankard

lsi GREGORVW. WI-liTE Director
Gregory W. White

lsi CARL R. WIDDOWSON Director
Carl R. Widdowson
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Exhibit 23.1

Consent of Independent Registered Public Accounting Finn

We consent to the incorporation by reference in the Registration Statement Form S-3 No. 33-10577 of Old
Dominion Electric Cooperative and in the related Prospectus of our report dated March 14, 2007, with respect to the
consolidated financial statements of Old Dominion Electric Cooperative included in this Annual Report (Foml 10
K) for the year ended December 31,2006.

/s/ Emst & Young LLP

Richmond, VA
March 14,2007



Exhibit 31.1

CERTIFICATIONS

I, Jackson E. Reasor, certify that:

1. I have reviewed this annual report on Fonn 10-K ofOld Dominion Electric Cooperative;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which
such statemenl,> were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15e and 15d-15e) for the registrant and
we have:

(a) designed such disclosure controls and procedures or caused such disclosure to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this annual report is being prepared;

(b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a
date and presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures as ofthe end ofthe period covered by this report based on such evaluation; and

(c) disclosed in this report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect the registrant's internal control over financial reporting;

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation,
to the registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent fi.mction):

(a) all significant deficiencies in the design 01' operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process,
summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant's internal control over financial reporting.

Date: March 20, 2007
/s/ JACKSON E. REASOR

Jackson E. Reasor
President and Chief Executive Officer
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Exhibit 31.2

CERTIFICATIONS

1, Robert 1.. Kees, certify that:

1. I have reviewed this annual report on Form 10-K of Old Dominion Electric Cooperative;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial infomlation included in this
annual report, fairly present in all material respects the financial condition, results of operations and. cash flows of
the registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules l3a-15e and 15d-15e) for the registrant and
we have:

(a) designed such disclosure controls and procedures or caused such disclosure controls to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this annual report is being prepared;

(b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a
date and presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures as of the end of the period covered by this report based on such evaluation; and

(c) disclosed in this report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect the registrant's internal control over financial reporting.

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation,
to the registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent function):

(a) all significant deficiencies in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process,
summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant's internal control over financial reporting,

Date: March 20, 2007
lsI ROBERT 1.. KEES

Robert 1.. Kees
Senior Vice President and Chief Financial Officer
(I)rincipal Financial and Accounting Officer)



Exhibit 32.1
OLD DOMINION ELECTRIC COOPERATIVE

CERTIFICATION PURSUANT TO
18 U.S.c. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Old Dominion Electric Cooperative (the "Company") on Form 10-I<. for the
period ending December 31, 2006 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I,
Jackson E. Reasor, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. section 1350, as
adopted pursuant to section 906 of the Sarbanes-Oxley Act 0[2002, that:

(1)
1934; and

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
result of operations of the Company.

Date: March 20, 2007
IS/JACKSON E. REASOR

Jackson E. Reasor
President and
Chief Executive Officer
(Principal executive officer)



Exhibit 32.2
OLD DOMINION ELECTRIC COOPERATlVE

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTlON 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Old Dominion Electric Cooperative (the "Company") on Form 10-K for the
period ending December 31, 2006 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I,
Robelt L. Kees, Senior Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. section 1350,
as adopted pursuant to section 906 of the Sarbanes-Oxley Act of2002, that:

(1)
1934; and

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
result of operations of the Company.

Date: March 20, 2007
/S/ROBERT L. KEES

Robert L. Kees
Senior Vice President and Chief Financial Officer
(Principal financial and accounting otlicer)



SUPPLEMENTAL INFORMATION TO BE FURNISHED WITH REPORTS FILED PURSUANT TO
SECTION 15(d) OF THE ACT BY REGISTRANTS WHICH HAVE NOT REGISTERED SECURITIES PURSUANT TO
SECTION 12 OF THE ACT.

Old Dominion does not solicit proxies from its cooperative members and thus is not required to provide an arumal report
to its security holders and will not prepare slich a report after filing this Form 10-K for fiscal year 2006. Accordingly, Old
Dominion will not file an annual report with the Securities and Exchange Commission.
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OLD DOMINION ELECTRIC COOPERATIVE
PART 1. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
CONDENSED CONSOLIDATED BALANCE SHEETS

September 30, December 31,
2007 2006

(in thousands)
(unaudited)ASSETS:

Electric Plant:
In service
Less accumulated depreciation

Nuclear fuel, at amortized cost
Construction work in progress

Net Electric Plant
Investments:

Nuclear decommissioning trust
Lease deposits
Other

Total Investments
Current Assets:

Cash and cash equivalents
Accounts receivable
Accounts receivable-deposits
Accounts receivable-members
Fuel, materials and supplies
Deferred energy
Prepayments

Total Current Assets
Deferred Charges:

Regulatory assets
Other

Total Deferred Charges
Total Assets

CAPITALIZATION AND LIABILITIES:
Capitalization:

Patronage capital
Non-controlling interest
Long-term debt

Total Capitalization
Current Liabilities:

Long-term debt due within one year
Accounts payable
Accounts payable-members
Accrued expenses

Total Current Liabilities
Deferred Credits and Other Liabilities:

Asset retirement obligation
Obligations under long-term leases
Regulatory liabilities
Other

Total Deferred Credits and Other Liabilities
Commitments and Contingencies

Total Capitalization and Liabilities

$ 1,524,067 $ 1,527,672
(538,036) (509,306)
986,031 1,018,366

9,933 8,381
23,231 20,342

1,019,195 1,047,089

96,302 91,050
178,183 171,585
96,172 24,321

370,657 286,956

105,064 52,018
5,915 4,071

23,600
92,147 94,136
30,642 30,585
34,771 14,914

2,237 4,035
270,776 223,359

33,693 49,738
17,758 20,267
51,451 70,005

$ 1,712,079 $ 1,627,409

$ 304,270 $ 293,077
11,066 10,993

815,837 813,264
1,131,173 1,117,334

22,917 22,917
108,540 87,844
64,160 48,220
60,433 35,767

256,050 194,748

58,010 55,812
180,661 174,205
54,478 51,497
31,707 33,813

324,856 315,327

$ 1,712,079 $ 1,627,409

The accompanying notes are an integral part of the condensed consolidated financial statements.
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OLD DOMINION ELECTRIC COOPERATIVE

CONDENSED CONSOLIDATED STATEMENTS OF REVENUES,
EXPENSES AND PATRONAGE CAPITAL (UNAUDITED)

Three Months Ended Nine Months Ended
September 30, September 30,

2007 2006 2007 2006
(in thousands) (in thousands)

Operating Revenues $ 262,362 $ 221,231 $ 717,691 $ 610,644

Operating Expenses:
Fuel 57,649 65,636 120,166 120,936
Purchased power 167,647 109,675 473,103 359,796
Deferred energy (12,951) 339 (19,857) (8,395)
Operations and maintenance 11,235 8,459 34,172 26,097
Administrative and general 8,811 7,530 25,424 24,879
Depreciation, amortization and decommissioning 9,365 9,628 28,189 28,922
Amortization of regulatory asset/(liability), net 624 444 1,517 1,137
Accretion of asset retirement obligations 732 651 2,197 1,953
Taxes other than income taxes 1,923 2,245 5,557 5,358

Total Operating Expenses 245,035 204,607 670,468 560,683
Operating Margin 17,327 16,624 47,223 49,961

Other Expense, net (40) (16) (101) (84)
Investment Income 3,886 2,243 10,519 6,413
Interest Charges, net (15,496) (15,306) (45,783) (45,376)

Net Margin Before Income Taxes and Non-Controlling Interest 5,677 3,545 11,858 10,914
Income Taxes (132) (182) (157) (720)
Non-Controlling Interest (442) (274) (508) (1,080)

Net Margin 5,103 3,089 11,193 9,114
Patronage Capital - Beginning of Period 299,167 277,858 293,077 271,833
Patronage Capital - End of Period $ 304,270 $ 280,947 $ 304,270 $ 280,947

OLD DOMINION ELECTRIC COOPERATIVE

CONDENSED CONSOLIDATED STATEMENTS
OF COMPREHENSIVE INCOME (UNAUDITED)

Three Months Ended Nine Months Ended
September 30, September 30,

2007 2006 2007 2006
(in thousands) (in thousands)

Net Margin $ 5,103 $ 3,089 $ 11,193 $ 9,114
Other Comprehensive Income:

Unrealized loss on derivative contracts (I) (467) (435) (14,307)
Other Comprehensive Income Before Non-Controlling Interest 2,622 10,758 (5,193)

Less: Non-controlling interest in comprehensive income 467 435 14,307
Comprehensive Income $ 5,103 $ 3,089 $ 11,193 $ 9,114

(1) Unrealized loss on derivative contracts net of taxes of$0.3 million for the nine months ended September 30,2007.
Unrealized loss on derivative contracts net of taxes of$0.3 million and $9.1 million for the three and nine months
ended September 30, 2006, respectively.
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OLD DOMINION ELECTRIC COOPERATIVE

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
Nine Months Ended

September 30,
2007 2006

(in thousands)
Operating Activities:

Net Margin
Adjustments to reconcile net margins to net cash provided by

(used for) operating activities:
Depreciation, amortization and decommissioning
Other non-cash charges
Non-controlling interest
Amortization of lease obligations
Interest on lease deposits
Change in current assets
Change in deferred energy
Change in current liabilities
Change in regulatory assets and liabilities
Deferred charges and credits

Net Cash Provided by/(Used for) Operating Activities

Financing Activities:
Obligations under long-term leases

Net Cash Used for Financing Activities

Investing Activities:
Purchases of available for sale securities
Proceeds from sale of available for sale securities
Decrease (Increase) in other investments
Electric plant additions
Settlement of litigation

Net Cash (Used for)/Provided by Investing Activities
Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning of Period
Cash and Cash Equivalents - End of Period

$ 11,193 $ 9,114

28,189 28,922
8,997 8,852

508 1,080
8,684 8,218

(8,460) (7,965)
25,486 30,360

(19,857) (8,395)
67,279 (29,811)
17,499 (56,090)
1,763 12,052

141,281 (3,663)

(366) (595)
(366) (595)

(266,147) (57,650)
176,779 21,975

13,793 (2,800)
(15,294) (9,512)

3,000
(87,869) (47,987)
53,046 (52,245)
52,018 98,633

$ 105,064 $ 46,388

The accompanying notes are an integral part of the condensed consolidated financial statements.
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OLD DOMINION ELECTRIC COOPERATIVE

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. In the opinion of our management, the accompanying unaudited condensed consolidated financial statements contain all
adjustments, which include only normal recurring adjustments, necessary for a fair statement of our consolidated
financial position as of September 30, 2007, and our consolidated results of operations, comprehensive income, and cash
flows for the three and nine months ended September 30, 2007 and 2006. The consolidated results of operations for the
three and nine months ended September 30, 2007, are not necessarily indicative of the results to be expected for the
entire year. These financial statements should be read in conjunction with the financial statements and notes thereto
included in our 2006 Annual Report on Form lO-K filed with the Securities and Exchange Commission.

2. Presentation. The accompanying financial statements reflect the consolidated accounts of Old Dominion Electric
Cooperative ("ODEC " or "we" or "our") and TEC Trading, Inc. ("TEC"). We are a not-for-profit wholesale power supply
cooperative, incorporated under the laws of the Commonwealth of Virginia in 1948. We have two classes of members.
Our Class A members are twelve customer-owned electric distribution cooperatives engaged in the retail sale of power to
member consumers located in Virginia, Delaware, Maryland, and parts of West Virginia. Our sole Class B member is TEC,
a taxable corporation owned by our member distribution cooperatives. Our board of directors is composed of two
representatives from each of the member distribution cooperatives and one representative from TEe.

In accordance with Financial Accounting Standards Board ("FASB") Interpretation No. 46R, "Consolidation of Variable
Interest Entities, an Interpretation of Accounting Research Bulletin No. 51" (the "Interpretation"), TEC is considered a
variable interest entity for which we are the primary beneficiary. We have eliminated all intercompany balances and
transactions in consolidation. The assets and liabilities and non-controlling interest of TEC are recorded at carrying value
and the net assets consolidated were $11.1 million and $11.0 million at September 30, 2007, and December 31, 2006,
respectively. As TEC is 100% owned by our twelve member distribution cooperatives, its equity is presented as a non
controlling interest in our consolidated fmancial statements. Our non-controlling, 50% or less, ownership interest in other
entities is recorded using the equity method of accounting.

Our rates are not regulated by the respective states' public service commissions, but are set periodically by a formula that
was accepted for filing by the Federal Energy Regulatory Commission ("FERC") on December 23, 2003. An amendment
to the formula was accepted for filing by FERC on February 19,2005, subject to the outcome of our other pending FERC
proceedings.

We comply with the Uniform System of Accounts as prescribed by FERe. In conformity with accounting principles
generally accepted in the United States ("GAAP"), the accounting policies and practices applied by us in the
determination of rates are also employed for financial reporting purposes.

The preparation of our consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the amounts reported therein. Actual results could differ from those estimates.

3. Financial Instruments (including Derivatives). Financial instruments included in the decommissioning fund are
classified as available for sale, and accordingly, are carried at fair value. Unrealized gains and losses on investments
held in the decommissioning fund are deferred as a regulatory liability and a regulatory asset until realized.

Our investments in marketable securities, which are actively managed, are classified as available for sale and are
recorded at fair value. Unrealized gains or losses on these investments, if material, are reflected as a component of
capitalization. Investments in debt securities that we have the positive intent and ability to hold to maturity are classified
as held to maturity and are recorded at amortized cost. Other investments are recorded at cost, which approximates
market value.

We primarily purchase power under both long-term and short-term forward physical delivery contracts to supply power
to our member distribution cooperatives under "all requirements" wholesale power contracts. These forward purchase
contracts meet the accounting definition of a derivative; however, a majority of the forward purchase derivative
contracts qualify for the normal purchases/normal sales exception under Statement of Financial Accounting Standards
("SFAS") No. 133 "Accounting for Derivative Instruments and Hedging Activities." As a result, these contracts are not
recorded at fair value. We record a liability and purchased power expense when the power under the forward physical
delivery contract is delivered. We also purchase natural gas futures generally for three years or less to hedge the price
of natural gas for the operation of our combustion turbine facilities and to hedge certain forward power purchase
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agreements that use natural gas as a basis for determining the price of power. These derivatives do not qualify for the
normal purchase/normal sales exception.

For all derivative contracts that do not qualify for the normal purchases/normal sales accounting exception, we may elect
cash flow hedge accounting in accordance with SFAS No. 133. Accordingly, gains and losses on derivative contracts
are deferred into Other Comprehensive Income until the hedged underlying transaction occurs or is no longer likely to
occur. For derivative contracts where hedge accounting is not utilized, or for which ineffectiveness exists, we defer all
remaining gains and losses on a net basis as a regulatory asset or liability in accordance with SFAS No. 71 "Accounting
for the Effects of Certain Types of Regulation." These amounts are subsequently reclassified as purchased power or
fuel expense in our Consolidated Statements of Revenues, Expenses and Patronage Capital as the power or fuel is
delivered and/or the contract settles.

Generally, derivatives are reported on the Consolidated Balance Sheet at fair value. The measurement of fair value is
based on actively quoted market prices, if available. Otherwise, we seek indicative price information from external
sources, including broker quotes and industry publications. For individual contracts, the use of differing assumptions
could have a material effect on the contract's estimated fair value. There was no hedge ineffectiveness for the three and
nine months ended September 30, 2007. Hedge ineffectiveness was immaterial for the three and nine month ended
September 30, 2006.

Weare exposed to credit risk in our business operations. We have a Credit Risk Policy that establishes the basis for
determining counterparty credit standards and processes to determine credit limits. Our risk management committee
monitors credit exposure on a regular basis. Formal counterparty credit reviews are performed at least annually and
informal reviews are performed on an ongoing basis

4. Commitments and Contingencies.

Norfolk Southern

In April 1989, we entered into a coal transportation agreement with Norfolk Southern Railway Company ("Norfolk
Southern") for delivery of coal to the Clover Power Station ("Clover"). The agreement, which was later assigned to
Virginia Electric & Power Company ("Virginia Power") as operator of Clover, had an initial 20-year term and provides
that the amounts payable for coal transportation services are subject to adjustment based on a reference index. In
October 2003, Norfolk Southern claimed that it had been using an incorrect reference index to calculate amounts due to
it since the inception of the agreement, and that it would begin to escalate prices for these services in the future based on
an alternate reference index. On November 26, 2003, together with Virginia Power, we filed suit against Norfolk
Southern in the Circuit Court of Halifax County, Virginia, seeking an order to clarify the price escalation provisions in
the coal transportation agreement. In its reply to our suit, Norfolk Southern filed a counter-claim and sought (1)
recovery from Virginia Power and us for additional amounts resulting from its use of the alternate reference index since
December 1, 2003, and (2) an order requiring the parties to calculate the amounts Norfolk Southern claims it was
underpaid since the inception of the agreement by using the alternate reference index.

On December 22, 2004, the court found in favor of Norfolk Southern on the issue of ambiguity and held that the price
escalation provisions in the agreement were clear and unambiguous. The court later denied Virginia Power's and our
motion to file an amended complaint based on additional evidence that was not considered by the court in the original
proceedings. The court permitted Virginia Power and us to file an amended answer to Norfolk Southern's counter
claims and our amended answer was filed on March 4,2005.

On September 1, 2006, the court granted Norfolk Southern's request to substantially dispose of the issues in the case.
On September 23, 2006, we, along with Virginia Power, appealed the court's order to the Supreme Court of Virginia.
On December 13, 2006, Norfolk Southern filed a motion to dismiss for lack of jurisdiction, contending that we and
Virginia Power failed to timely appeal. On April 4, 2007, we, along with Virginia Power, presented our arguments to a
panel of three justices as to why the petition for appeal should be granted.

On May 11, 2007, the Supreme Court of Virginia dismissed Norfolk Southern's motion to dismiss for lack of
jurisdiction and dismissed our petition for appeal because there is not a final appealable order. The case was returned to
the Circuit Court of Halifax County, Virginia. On June 11, 2007, we, along with Virginia Power, filed a motion to
vacate the order and schedule a status conference. On June 26, 2007, Norfolk Southern filed a motion for a status
conference and a brief in opposition to our motion to vacate the order. We are currently awaiting the court's decision.
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We recorded a liability related to the Norfolk Southern dispute and created a related regulatory asset for prior charges.
The regulatory asset was amortized over 21 months (April 1, 2005 through December 31, 2006) and was fully amortized
and collected through rates as of December 31, 2006. The current period charges are being collected through rates. If it
is ultimately determined that we owe any such amounts to Norfolk Southern, the amounts are not expected to have a
material impact on our financial position or results of operations due to our ability to collect such amounts through rates
charged to our member distribution cooperatives.

Ragnar Benson

In December 2002, we entered into a contract with Ragnar Benson, Inc. ("RBI") for engineering, procurement and
construction services relating to the construction of our Marsh Run combustion turbine facility. On December 23,2004,
we terminated the contract with RBI for default and filed suit in the U.S. District Court for the Eastern District of
Virginia, Richmond Division, against RBI. On June 13,2005, we executed an agreement with RBI's surety, Seaboard
Surety Company ("Seaboard"), under which it assumed all responsibilities for the final completion of the Marsh Run
facility in accordance with the terms of the original agreement with RBI. RBI and its parent companies, The Austin
Company and Austin Holdings, Inc., filed for reorganization on October 14, 2005. Because RBI filed for reorganization
during the legal proceeding, we served a lawsuit against Seaboard on February 10,2006, in order to enforce the eventual
outcome of the suit with RBI. On August 23, 2007, we settled our legal disputes with Seaboard. In full settlement of
our legal disputes with Seaboard, we received a payment of $3.0 million from Seaboard and we were released of any
and all remaining payment obligations. At the time of the settlement we had a $5.7 million liability recorded which was
reversed based on the terms of the settlement. The $8.7 million impact of the settlement resulted in a reduction of the
cost of our Marsh Run facility. The terms of our agreement provided for the assignment by ODEC to Seaboard of all of
ODEC's rights and claims against RBI in the current reorganization proceedings including the judgment obtained
against RBI, and Seaboard and ODEC each released the other from any and all claims arising out of or related to the
Marsh Run Project.

5. New Accounting Pronouncements.

We adopted the provisions of the Financial Accounting Standards Board ("FASB") Interpretation No. 48, "Accounting
for Uncertainty in Income Taxes-an Interpretation ofFASB Statement No. 109" ("FIN 48") on January 1,2007. This
interpretation requires that income tax positions recognized in an entity's tax returns have a more-likely-than-not chance
of being sustained prior to recording the related tax benefit in the financial statements. There was no impact on our
financial statements as a result of the adoption of FIN 48.

In September 2006, the FASB issued Statement No. 157, "Fair Value Measurements" ("SFAS No. 157"). SFAS No.
157 clarifies that the term fair value is intended to mean a market-based measure, not an entity-specific measure and
gives the highest priority to quoted prices in active markets in determining fair value. SFAS No. 157 requires
disclosures about the extent to which companies measure assets and liabilities at fair value, the methods and
assumptions used to measure fair value, and the effect of fair value measures on earnings. SFAS No. 157 is effective for
fiscal years beginning after November 15,2007. We are currently evaluating the impact that SFAS No. 157 may have
on our financial statements.

6. Equity Contribution.

As approved by our board of directors on July 23,2007, our net margins include $2.0 million of equity contribution.

7. Subsequent Event.

On October 10, 2007, our Board of Directors approved an increase to our fuel factor adjustment rate, resulting in an
increase to our total energy rate of approximately 1.7%, effective October 1,2007. This increase was implemented due
to continued increases in our energy costs and to collect a portion of our deferred energy balance. On October 10, 2007
our Board of Directors also approved the refund of $11.0 million related to our margin stabilization plan, which will be
refunded during the fourth quarter of 2007.
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OLD DOMINION ELECTRIC COOPERATIVE

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Caution Regarding Forward-Looking Statements

Management's Discussion and Analysis of Financial Condition and Results of Operations contains forward-looking
statements regarding matters that could have an impact on our business, financial condition, and future operations. These
statements, based on our expectations and estimates, are not guarantees of future performance and are subject to risks,
uncertainties, and other factors that could cause actual results to differ materially from those expressed in the forward-looking
statements. These risks, uncertainties, and other factors include, but are not limited to, general business conditions, increased
competition in the electric utility industry, changes in our tax status, demand for energy, federal and state legislative and
regulatory actions, and legal and administrative proceedings, changes in and compliance with environmental laws and policies,
weather conditions, the cost of commodities used in our industry, and unanticipated changes in operating expenses and capital
expenditures. Our actual results may vary materially from those discussed in the forward-looking statements as a result of these
and other factors. Any forward-looking statement speaks only as of the date on which the statement is made, and we undertake
no obligation to update any forward-looking statement or statements to reflect events or circumstances after the date on which the
statement is made even if new information becomes available or other events occur in the future.

Critical Accounting Policies

As of September 30, 2007, there have been no significant changes in our critical accounting policies as disclosed in our
Annual Report on Form lO-K for the fiscal year ended December 31, 2006. The policies included the accounting for rate
regulation, deferred energy, asset retirement obligations, derivative contracts and our margin stabilization plan.

Basis of Presentation

The accompanying financial statements reflect the consolidated accounts of Old Dominion Electric Cooperative
("ODEC" or "we" or "our") and TEC Trading, Inc. ("TEC"). See Note 2-Notes to Condensed Consolidated Financial
Statements in Part 1, Item 1.

Overview

ODEC is a not-for-profit power supply cooperative owned entirely by its twelve member distribution cooperatives and a
thirteenth member, TEe. We supply our member distribution cooperatives' power requirements, consisting of capacity
requirements and energy requirements through a portfolio of resources including generating facilities, long-term and short-term
physically-delivered forward power purchase contracts, and spot market purchases.

Our financial results for the three and nine months ended September 30, 2007, were impacted by higher energy rates, the
availability of our generation facilities, and changes in the fair value of our derivatives. Revenues were higher due to increased sales
volume and higher energy rates, which were implemented in October of 2006 and April of 2007 to collect previously incurred but not
collected costs and to provide for the collection of future anticipated costs. During the three months ended September 30, 2007,
North Anna Power Station ("North Anna") Unit 1 was off-line for a scheduled refueling and maintenance outage. During the nine
months ended September 30, 2007, both units at the Clover Power Station ("Clover") were off-line for scheduled maintenance
outages and both units at North Anna were off-line for scheduled refueling and maintenance outages. These outages resulted in
increased purchased power expense as well as operations and maintenance expenses. Our operating expenses are significantly
affected by the extent to which we purchase power and, relatedly, the availability of our base load generating facilities, Clover and
North Anna. The fair value of our natural gas futures increased resulting in changes to our regulatory assets and liabilities which
increased cash provided by operating activities.

We have a Margin Stabilization Plan that allows us to review our actual capacity-related costs of service and capacity revenue
and adjust revenues from our member distribution cooperatives to meet our fmancial coverage requirements and accumulate
additional equity as approved by our board of directors. Our formulary rate allows us to recover and refund amounts under the
Margin Stabilization Plan. Each quarter we adjust revenues and accounts payable-members or accounts receivable, as appropriate,
to reflect these adjustments. During the three months ended September 30, 2007, we refunded $6.0 million to our member
distribution cooperatives related to our margin stabilization plan as approved by our board of directors on July 23, 2007.
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Results of Operations

Operating Revenues

Our power sales are comprised of two power products - energy and capacity (also referred to as demand). Energy is the
physical electricity delivered through transmission and distribution facilities to customers. We must have sufficient committed
energy available to us for delivery to our member distribution cooperatives to meet their maximum energy needs at any time,
with limited exceptions. This committed available energy at any time is referred to as capacity.

The rates we charge our member distribution cooperatives for sales of energy and capacity are determined by a
formulary rate accepted by the Federal Energy Regulatory Commission ("FERC"), which is intended to permit collection of
revenues which will equal the sum of:

• all of our costs and expenses;
• 20% of our total interest charges; and
• additional equity contributions approved by our board of directors.

The formulary rate has three main components: a demand rate, a base energy rate and a fuel factor adjustment rate. The
formulary rate identifies the cost components that we can collect through rates, but not the actual amounts to be collected. With
limited exceptions, we can change our rates periodically to match the costs we have incurred and we expect to incur without
seeking FERC approval.

Energy costs, which are primarily variable costs, such as nuclear, coal and natural gas fuel costs and the energy costs
under our power purchase contracts with third parties, are recovered through two separate energy rates, the base energy rate and
the fuel factor adjustment rate. The base energy rate is a fixed rate that requires FERC approval prior to adjustment. However,
to the extent the base energy rate over- or under-collects all of our energy costs, we refund or collect the difference through a fuel
factor adjustment rate. We review our energy costs at least every six months to determine whether the base energy rate and the
current fuel factor adjustment rate together are adequately recovering our actual and anticipated energy costs, and revise the fuel
factor adjustment rate accordingly. Since the fuel factor adjustment rate can be revised without FERC approval, we can
effectively change our total energy rate to recover all of our energy costs without seeking the approvalofFERC.

Capacity costs, which are primarily fixed costs, such as depreciation expense, interest expense, administrative and
general expenses, capacity costs under our power purchase contracts with third parties, transmission costs, and our margin
requirements and additional amounts approved by our board of directors are recovered through our demand rate. The formulary
rate allows us to change the actual demand rate we charge as our capacity-related costs change, without seeking FERC approval,
with the exception of decommissioning cost, which is a fixed number in the formulary rate that requires FERC approval prior to
any adjustment. FERC approval is also needed to change account classifications currently in the formula or to add accounts not
otherwise included in the current formula. Additionally, future depreciation studies are to be filed with FERC for their approval
if they would result in a change in our deprecation rates. Our demand rate is revised automatically to recover the costs contained
in our budget and any revisions made by our board of directors to our budget.

Our operating revenues are derived from power sales to our member distribution cooperatives and non-members. Our
operating revenues by type of purchaser for the three and nine months ended September 30,2007 and 2006, were as follows:

Revenues from sales to:
Member distribution cooperatives
Non-members

Total revenues

Three Months Ended Nine Months Ended
September 30, September 30,

2007 2006 2007 2006
(in thousands) (in thousands)

$ 237,855 $ 201,620 $ 645,910 $ 550,217
24,507 19,611 71,781 60,427

$ 262,362 $ 221,231 $ 717,691 $ 610,644
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Our energy sales in megawatt hours ("MWh") to our member distribution cooperatives and non-members for the three
months and nine months ended September 30, 2007 and 2006, were as follows:

Three Months Ended
September 30,

2007 2006
(in MWh)

Nine Months Ended
September 30.

2007 2006
(in MWh)

Energy sales to:
Member distribution cooperatives
Non-members

Total energy sales

3,256,837
443,453

3,700,290

3,122,086
290,740

3,412,826

9,001,847
1,377,592

10,379,439

8,366,995
1,049,175
9,416,170

Sales to Member Distribution Cooperatives. Revenues from sales to our member distribution cooperatives are a
function of our formulary rate for sales of power to our member distribution cooperatives and our member distribution
cooperatives' consumers' requirements for power. Operating revenues on our Condensed Consolidated Statements of Revenues,
Expenses and Patronage Capital reflect the actual capacity-related costs we incurred plus the energy costs that we collected
during the period. Estimated capacity-related costs are collected during the period through the demand component of our
formulary rate. Under our formulary rate, we make adjustments for the refund or recovery of amounts under our Margin
Stabilization Plan. We adjust demand revenues and accounts payable-members or accounts receivable-members each quarter
to reflect these adjustments. During the three months ended September 30, 2007, we refunded $6.0 million to our member
distribution cooperatives related to our margin stabilization plan as approved by our board of directors on July 23, 2007. See
"Critical Accounting Policies-Margin Stabilization Plan" in Part II, Item 7 of our Annual Report on Form 10-K for the fiscal
year ended December 31, 2006, for a discussion of our Margin Stabilization Plan.

Revenues from sales to our member distribution cooperatives by formulary rate component and average costs to our
member distribution cooperatives in MWh for the three and nine months ended September 30, 2007 and 2006 were as follows:

Revenues from sales to member distribution cooperatives:
Base energy revenues
Fuel factor adjustment revenues

Total energy revenues
Demand (capacity) revenues

Total revenues from sales to member distribution cooperatives

Average costs to member distribution cooperatives (per MWh)

lhree Months Ended Nine Months Ended
September 30, September 30.

2007 2006 2007 2006
(in thousands) (in thousands)

$ 58,459 $ 56,120 $161,959 $150,480
115,835 92,109 308,784 232,707
174,294 148,229 470,743 383,187
63,561 53,391 175,167 167,030

$237,855 $201,620 $645,910 $550,217

$ 73.03 $ 64.58 $ 71.75 $ 65.76

Growth in the number of consumers and growth in consumers' requirements for power significantly affect our member
distribution cooperatives' requirements for power. Factors affecting our member distribution cooperatives' consumers'
requirements for power include the amount, size, and usage of electronics and machinery and the expansion of operations among
their commercial and industrial customers. Weather also affects the requirement for electricity. Relatively higher or lower
temperatures tend to increase the requirement for energy to use air conditioning and heating systems. Mild weather generally
reduces the requirement because air conditioning and heating systems are operated less.

Three and Nine months Ended September 30,2007 compared to Three and Nine months ended September 30, 2006:

Total revenues from sales to our member distribution cooperatives for the three and nine months ended September 30,
2007, increased $36.2 million, or 18.0%, and increased $95.7 million, or 17.4%, respectively as compared to the same periods in
2006 primarily as a result of our higher energy rate and increased sales volume.

Our total energy rate (including our base energy rate and our fuel factor adjustment rate) was 12.7% and 14.2% higher
during the three and nine months ended September 30, 2007, respectively, as compared to the same periods in 2006. We
increased our fuel factor adjustment rate effective October 1,2006, and April 1, 2007, resulting in an increase to our total energy
rate of approximately 5.2% and 7.2%, respectively. These increases were implemented due to our continued rising fuel and
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purchased power costs and differences between actual costs incurred and anticipated costs upon which our rates were based. Our
energy sales volume to our member distribution cooperatives increased 4.3% and 7.6% for the three and nine months ended
September 30, 2007, respectively, as compared to the same periods in 2006 as a result of increased requirements for power by
our member distribution cooperatives.

The capacity costs we incurred, and thus the capacity-related revenues we reflected pursuant to the formulary rate, for
the three and nine months ended September 30, 2007, increased $10.2 million, or 19.0%, and $8.1 million, or 4.9%, respectively,
as compared to the same periods in 2006. The increase in capacity costs related primarily to an increase in purchased capacity
costs.

Our average costs to member distribution cooperatives per MWh increased $8.45, or 13.1%, and $5.99, or 9.1 %, for the
three and nine months ended September 30, 2007, respectively, as compared to the same periods in 2006, as a result of the
increase in our total energy rates primarily related to our increased purchased power costs.

Sales to Non-Members. Sales to non-members consist of sales of excess purchased energy and sales of excess
generated energy. We primarily sell excess energy to PJM Interconnection, LLC. ("PJM") under its rates for providing energy
imbalance services. Non-member revenue increased by $4.9 million, or 25.0%, and $11.4, or 18.8%, in the three and nine
months ended September 30,2007, respectively, as compared to the same periods in 2006. The increase in non-member revenue
is primarily due to an increase in the volume of excess energy sales. The volume of excess energy sales increased 52.5% and
31.3% for the three and nine months ended September 30, 2007, respectively, as compared to the same periods in 2006. Excess
energy results from changes in our purchased power portfolio, differences between actual and forecasted energy needs, as well as
changes in market conditions.

Operating Expenses

We supply our member distribution cooperatives' power requirements, consisting of capacity requirements and energy
requirements, through (i) our interests in electric generating facilities which consist of a 50% interest in Clover, an 11.6% interest
in North Anna, our Louisa combustion turbine facility ("Louisa"), our Marsh Run combustion turbine facility ("Marsh Run"), our
Rock Springs combustion turbine facility ("Rock Springs"), and our distributed generation facilities, and (ii) power purchases
from third parties through power purchase contracts and forward, short-term and spot market energy purchases. Our energy
supply for the three and nine months ended September 30, 2007 and 2006, was as follows:

Three Months Ended Nine Months Ended
September 30, September 30,

2007 2006 2007 2006
(in MWh and percentages) (in MWh and percentages)

Generated:
Clover 855,394 23.0 % 861,235 24.8 % 2,475,009 23.5 % 2,598,499 27.1 %
North Anna 389,675 10.5 469,832 13.6 1,209,251 11.4 1,298,083 13.5
Louisa 150,743 4.1 175,565 5.1 190,543 1.8 205,249 2.1
Marsh Run 181,723 4.9 188,726 5.4 249,212 2.4 221,420 2.3
Rock Springs 28,482 0.8 48,968 1.4 45,014 0.4 53,377 0.6
Distributed generation 489 606 646 711

Total generated 1,606,506 43.3 1,744,932 50.3 4,169,675 39.5 4,377,339 45.6
Purchased:

Total purchased 2,101,477 56.7 1,725,499 49.7 6,377,778 60.5 5,219,015 54.4
Total available energy 3,707,983 100.0 % 3,470,431 100.0 % 10,547,453 100.0 % 9,596,354 100.0 %

We meet the majority of our member distribution cooperatives' capacity requirements and a portion of their energy
requirements through our ownership interests in Clover, North Anna, Louisa, Marsh Run, and Rock Springs. We purchase
capacity and energy from the market to supply the remaining needs of our member distribution cooperatives.

Our operating expenses are significantly affected by the extent to which we purchase power and, relatedly, the
availability of our base load generating facilities, Clover and North Anna. Base load generating facilities, particularly nuclear
power plants such as North Anna, generally have relatively high fixed costs, but nuclear facilities operate with relatively low
variable costs due to lower fuel costs and technological efficiencies. In addition, coal-fired facilities also have relatively low
variable costs, as compared to combustion turbine facilities such as Louisa, Marsh Run and Rock Springs. Owners of nuclear
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and other power plants incur the embedded fixed costs of these facilities whether or not the units operate. When either Clover or
North Anna is off-line, we must purchase replacement energy from either Virginia Electric & Power Company ("Virginia
Power") or from the market. As a result, our operating expenses, and consequently our rates to our member distribution
cooperatives, are more significantly affected by the operations of Clover and North Anna than by our combustion turbine
facilities. Our combustion turbine facilities have relatively low fixed costs and greater operational flexibility, but are more
expensive to operate; therefore, we operate them only when the market price of energy makes their operation economical or
when their operation is required by PlM for system reliability purposes. The output of Clover and North Anna for the three and
nine months ended September 30, 2007 and 2006, as a percentage of the maximum net dependable capacity rating of the facilities
was as follows:

Unit 1
Unit 2
Combined

Clover
Three Months Ended

September 30,

2007 2006
88.2 % 90.3 %
93.0 89.1
90.6 89.7

Nine Months Ended

September 30,
2007 2006

86.4 % 91.3 %
87.4 91.0
86.9 91.2

North Anna

Three Months Ended Nine Months Ended
September 30, September 30,

2007 2006 2007 2006
74.8 % 99.9 % 91.4 % 86.1 %
90.8 99.5 82.0 100.0
82.8 99.7 86.7 93.1

Clover. During the nine months ended September 30, 2007, Clover Units 1 and 2 were off-line for 14 days and 13 days,
respectively, for scheduled maintenance outages. During the nine months ended September 30, 2006, Clover Units 1 and 2 were
each off-line for five days for scheduled maintenance outages. Clover Units 1 and 2 experienced minor unscheduled outages for
the three and nine months ended September 30, 2007 and 2006.

North Anna. On September 9, 2007, North Anna Unit 1 was taken off-line for a scheduled refueling and maintenance
outage and was returned to service on October 15, 2007. On March 18, 2007, North Anna Unit 2 was taken off-line for a
scheduled refueling and maintenance outage and was returned to service on April 22, 2007. North Anna Units 1 and 2
experienced unscheduled outages during the nine months ended September 30,2007. During the nine months ended September
30, 2006, North Anna Unit 1 was off-line for 29 days for a scheduled refueling and maintenance outage. North Anna Unit 1
experienced minor unscheduled outages during the nine months ended September 30, 2006. North Anna Unit 2 did not
experience any outages during the nine months ended September 30, 2006.

Combustion turbine facilities. During the three and nine months ended September 30, 2007 and 2006, the operational
availability of Louisa, Marsh Run and Rock Springs was as follows:

Louisa
Marsh Run
Rock Springs

Three Months Ended
September 30,

2007 2006
99.0 % 99.5 %

100.0 99.5
99.9 100.0
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2007 2006
95.7 % 99.6 %
98.7 99.6
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The components of our operating expenses for the three and nine months ended September 30, 2007 and 2006, were as
follows:

Fuel
Purchased power
Deferred energy
Operations and maintenance
Administrative and general
Depreciation, amortization and decommissioning
Amortization of regulatory asset/(liabi1ity), net
Accretion of asset retirement obligations
Taxes other than income taxes

Total Operating Expenses

Three Months Ended
September 30,

2007 2006
(in thousands)

$ 57,649 $ 65,636
167,647 109,675
(12,951) 339
11,235 8,459
8,811 7,530
9,365 9,628

624 444
732 651

1,923 2,245
$ 245,035 $ 204,607

Nine Months Ended
September 30,

2007 2006
(in thousands)

$ 120,166 $ 120,936
473,103 359,796
(19,857) (8,395)
34,172 26,097
25,424 24,879
28,189 28,922

1,517 1,137
2,197 1,953
5,557 5,358

$ 670,468 $ 560,683

Aggregate operating expenses increased $40.4 million, or 19.8%, and $109.8 million, or 19.6%, for the three and nine
months ended September 30, 2007, respectively, as compared to the same periods in 2006, primarily due to changes in purchased
power expense, deferred energy, and operations and maintenance expense. For the three months ended September 30, 2007, the
increase in operating expenses was slightly offset by a decrease in fuel expense.

Purchased power expense increased $58.0 million, or 52.9%, and $113.3 million, or 31.5%, for the three and nine
months ended September 30, 2007, respectively, as compared to the same periods in 2006, due to an increase in the volume of
purchased power and an increase in the average cost of purchased power. For the three and nine months ended September 30,
2007, the volume of purchased power increased 21.8% and 22.2%, respectively, and the average cost of purchased power
increased 25.5% and 7.6%, respectively, as compared to the same periods in 2006. During a portion of the nine months ended
September 30, 2007, our Clover and North Anna units were not available due to scheduled maintenance and refueling outages;
which increased our volume of purchased power. The volume of purchased power also increased due to the increased
requirements of our member distribution cooperatives. The increase in the average cost of purchased power is reflective of the
timing of our forward purchases relative to the prevailing market prices at the time of those purchases.

Deferred energy expense changed $13.3 million, and $11.5 million, for the three and nine months ended September 30,
2007, respectively, as compared to the same periods in 2006. During the three months ended September 30, 2007, we under
collected $13.0 million in energy costs; whereas in the three months ended September 30,2006, we over-collected $0.3 million in
energy costs. During the nine months ended September 30,2007, we under-collected $19.9 million in energy costs as compared
to an under-collection of $8.4 million for the same period in 2006. At September 30, 2007 and 2006, we had an under-collected
deferred energy balance of $34.8 million and $29.7 million, respectively.

Operations and maintenance expense increased $2.8 million, or 32.8%, and $8.1 million, or 30.9%, for the three and
nine months ended September 30, 2007, respectively, as compared to the same periods in 2006. The increase in operations and
maintenance expense was primarily related to the scheduled maintenance outages at Clover and North Anna.

Fuel expense decreased $8.0 million, or 12.2%, for the three months ended September 30, 2007, as compared to ·the
same period in 2006. The decrease in fuel expense is primarily related to decreased fuel consumption due to the reduction in
dispatch of our combustion turbine facilities in the three months ended September 30, 2007, as compared to the same period in
2006. Fuel expense was relatively flat for the nine months ended September 30, 2007, as compared to the same period in 2006.

Other Items

Investment Income. Investment income increased $1.6 million, or 73.3%, and $4.1 million, or 64.0%, for the three and
nine months ended September 30, 2007, respectively, as compared to the same periods in 2006, primarily due to income earned
on our increased average balances in cash and temporary investments.
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Interest Charges, net. The primary factors affecting our interest expense are scheduled payments of principal on our
indebtedness and interest related to our potential liability associated with our dispute with Norfolk Southern Railway Company
("Norfolk Southern").

The major components of interest charges, net for the three and nine months ended September 30, 2007 and 2006, were
as follows:

Interest expense on long-term debt
Other

Total Interest Charges
Allowance for borrowed funds used during construction

Interest Charges, net

Three Months Ended Nine Months Ended
September 30, September 30,

2007 2006 2007 2006
(in thousands) (in thousands)

$ (13,622) $ (13,880) $ (40,858) $ (41,749)
(1,896) (1,563) (5,110) (3,818)

(15,518) (15,443) (45,968) (45,567)
22 137 185 191

$ (15,496) $ (15,306) $ (45,783) $ (45,376)

Interest charges, net remained relatively flat for the three and nine months ended September 30, 2007, as compared to
the same periods in 2006. Other interest expense increased $0.3 million, or 21.3% and $1.3 million, or 33.8%, for the three and
nine months ended September 30, 2007, respectively, as compared to the same periods in 2006, primarily as a result of accrued
interest related to our dispute with Norfolk Southern.

Net Margin. Our net margin, which is a function of our total interest charges plus any additional equity contributions
approved by our board of directors, increased $2.0 million, or 65.2%, and $2.1 million, or 22.8%, for the three and nine months
ended September 30, 2007, respectively, as compared to the same periods in 2006. The increase is the result of an additional
equity contribution of $2.0 million during the three months ended September 30, 2007.

Financial Condition

The principal changes in our financial condition from December 31, 2006 to September 30, 2007, were caused by
increases in investments-other, accrued expenses, accounts payable, deferred energy and accounts payable-members, partially
offset by decreases in accounts receivable-deposits, and regulatory assets. Investments-other increased $71.9 million related
to the return of $23.6 million in collateral we were required to post with our counterparties at December 31, 2006, additional cash
invested due to our margin stabilization balance and cash provided by operations. Accrued expenses increased $24.7 million
primarily related to accrued interest and accrued transportation costs related to our dispute with Norfolk Southern. Accounts
payable increased $20.7 million primarily as a result of increased purchased power invoices. Deferred energy increased $19.9
million as a result of the under-collection of our energy costs. Accounts payable-members increased $15.9 million primarily as
a result of an increased margin stabilization adjustment in 2007 as compared to the same period in 2006 slightly offset by a
reduction in member prepayments. Accounts receivable-deposits decreased $23.6 million related to the return to us of
collateral posted as of December 31, 2006, due to changes in energy prices. Regulatory assets decreased $16.0 million primarily
due to the change in the fair value of our derivatives.

Liquidity and Capital Resources

Operations. Historically, our operating cash flows have been sufficient to meet our short- and long-term capital
expenditures related to our existing generating facilities, our debt service requirements, and our ordinary business operations.
During the first nine months of 2007 our operating activities provided cash flow of $141.3 million. During the first nine months
of 2006 cash needs exceeded our cash flows from operating activities by $3.7 million. Operating activities during the first nine
months of 2007 were primarily impacted by the change in current liabilities, current assets, deferred energy, and regulatory assets
and liabilities. Current liabilities changed $67.3 million primarily as a result of increased interest payable, increased accrued
transportation costs related to our dispute with Norfolk Southern, increased accounts payable related to purchased power invoices
and increased accounts payable-members related to the change in the margin stabilization adjustment slightly offset by a
decrease in member prepayment balances. Current assets changed $25.5 million primarily due to the return to us of$23.6 million
in collateral we were required to post as of December 31, 2006. Deferred energy changed $19.9 million as a result of the under
collection of energy costs. Regulatory assets and liabilities changed $17.5 million primarily due to the change in the fair value of
our derivatives.
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Financing Activities. In addition to liquidity from our operating activities, we maintain committed lines of credit and
revolving credit facilities to cover short-term and medium-term funding needs. As of September 30, 2007, our total lines of
credit were $155.0 million, and our total revolving credit facilities were $125.0 million. At September 30, 2007 and 2006, we
had no short-term borrowings or letters of credit outstanding under any of these arrangements. We expect the working capital
lines of credit and revolving credit facilities to be renewed as they expire.

Investing Activities. Investing activities in the first nine months of 2007 were primarily impacted by activity related to
available for sale securities, interest earned on investments-other and cash and cash equivalents, as well as electric plant
additions for our generating facilities.

Auction Rate Securities. As of September 30, 2007, we had $46.0 million invested in auction rate securities. These
investments are included in investments-other on our Condensed Consolidated Balance Sheet and classified as available for
sale. Auction rate securities pay a variable rate of interest which resets periodically in connection with the auction to purchase or
sell the securities.

The volatility in the fixed income markets during the third quarter of 2007 resulted in a number of our auction rate
securities having auctions that were not fully subscribed, which auction agents describe as failed auctions. At September 30,
2007 we had $33.9 million invested in auction rate securities with failed auctions. Similarly, as of November 8, 2007, we had
$46.0 million invested in auction rate securities and we had $33.9 million invested in auction rate securities with failed auctions.
These failed auctions resulted in the interest rates on these auction rate securities resetting at a predetermined spread to LIBOR,
which, depending on the security, has ranged from 100 basis points to 150 basis points. All of the auction rate securities we
owned at September 30 and November 8,2007 were rated AA or AAA by Standard & Poors' Rating Services, Aa2 or Aaa by
Moody's Investors Service, or AAA by Fitch, Inc.

Generally, the periodic auctions provide owners of auction rate securities the opportunity to liquidate their investment at
par value. In the event of failed auctions these securities are typically illiquid. If the auction rate securities we own continue to
experience failed auctions or their credit ratings deteriorate, we may adjust the carrying value of these investments. Based on our
cash and cash equivalents balance and our expected operating cash flows, we currently do not anticipate the lack of liquidity for
our auction rate securities will have a material impact on us.
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OLD DOMINION ELECTRIC COOPERATIVE

ITEM 3. QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

No material changes occurred in our exposure to market risk during the third quarter of 2007.

ITEM 4. CONTROLS AND PROCEDURES

As of the end of the period covered by this report, our management, including the President and Chief Executive Officer, and
Senior Vice President and Chief Financial Officer conducted an evaluation of the effectiveness of our disclosure controls and
procedures. Based upon that evaluation, the President and Chief Executive Officer, and Senior Vice President and Chief
Financial Officer concluded that our disclosure controls and procedures are effective in ensuring that all material information
required to be filed in this report has been made known to them in a timely manner. We have established a Disclosure
Assessment Committee comprised of members from senior and middle management to assist in this evaluation. There have been
no significant changes in our internal controls over financial reporting or in other factors that could significantly affect such
controls during the past fiscal quarter.

17



OLD DOMINION ELECTRIC COOPERATIVE

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Ragnar Benson

In December 2002, we entered into a contract with Ragnar Benson, Inc. ("RBI") for engineering, procurement and
construction services relating to the construction of our Marsh Run combustion turbine facility. On December 23, 2004, we
terminated the contract with RBI for default and filed suit in the U.S. District Court for the Eastern District of Virginia,
Richmond Division, against RBI. On June 13, 2005, we executed an agreement with RBI's surety, Seaboard Surety Company
("Seaboard"), under which it assumed all responsibilities for the final completion of the Marsh Run facility in accordance with
the terms of the original agreement with RBI. RBI and its parent companies, The Austin Company and Austin Holdings, Inc.,
filed for reorganization on October 14, 2005. Because RBI filed for reorganization during the legal proceeding, we served a
lawsuit against Seaboard on February 10, 2006, in order to enforce the eventual outcome of the suit with RBI. On August 23,
2007, we settled our legal disputes with Seaboard. In full settlement of our legal disputes with Seaboard, we received a payment
of $3.0 million from Seaboard and we were released of any and all remaining payment obligations. At the time of the settlement
we had a $5.7 million liability recorded which was reversed based on the terms of the settlement. The $8.7 million impact of the
settlement resulted in a reduction of the cost of our Marsh Run facility. The terms of our agreement provided for the assignment
by ODEC to Seaboard of all of ODEC's rights and claims against RBI in the current reorganization proceedings including the
judgment obtained against RBI, and Seaboard and ODEC each released the other from any and all claims, arising out of or
related to the Marsh Run Project.

NOVEC

In the legal proceedings related to Northern Virginia Electric Cooperative ("NOVEC"), on July 6, 2007, FERC filed its
brief with the United States Court of Appeals for the District of Columbia in response to NOVEC's May 7, 2007 brief. We filed
an intervenor's brief on July 23, 2007, NOVEC filed its reply brief on August 21, 2007, and all parties filed final briefs on
September 11,2007. On October 29,2007, the court issued an order scheduling oral argument for January 15,2008. For further
description of our legal proceedings related to NOVEC, see Part I, Item 3 of our 2006 Annual Report on Form IO-K.

Other Matters

No material developments have occurred in our legal proceedings with Norfolk Southern or FERC Proceedings Related
to Potential Reorganization, since the filing of our Quarterly Report on Form IO-Q for the quarter ended June 30, 2007. See
"Legal Proceedings" in Part II, Item 1 of our Quarterly Report on Form lO-Q for the quarter ended June 30, 2007. Other than
legal proceedings arising out of the ordinary course of business, which management believes will not have a material adverse
impact on our results of operations or financial condition, there is no other litigation pending or threatened against us.

ITEM IA. RISK FACTORS

In addition to the other information set forth in this report, you should carefully consider the factors discussed in "Risk
Factors" in Part I, Item lA of our Annual Report on Form lO-K for the year ended December 31, 2006, which could affect our
business, financial condition or future results. The risks described in our Annual Report on Form lO-K are not the only risks
facing us. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may
materially adversely affect our business, financial condition and/or operating results.

ITEM 5 - OTHER INFORMATION

NOVEC

Weare currently in discussions with NOVEC about the possible termination of its wholesale power contract and its
withdrawal as a member of ODEC. We will not consider any termination of the wholesale power contract or take any other
action in connection with the resolution of our issues with NOVEC that we believe in any way could adversely affect our
financial condition or that of our other member distribution cooperatives.
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ITEM 6. EXHIBITS

31.1 Certification ofthe Chief Executive Officer pursuant to Rule 13a-14(a)
31.2 Certification of the Chief Financial Officer pursuant to Rule 13a-14(a)
32.1 Certification of the Chief Executive Officer pursuant to 18 U.S.c. § 1350
32.2 Certification ofthe Chief Financial Officer pursuant to 18 U.S.C. § 1350
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

OLD DOMINION ELECTRIC COOPERATIVE
Registrant

Date: November 9, 2007 Is/Robert L. Kees
Robert L. Kees

Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
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Exhibit
Number

31.1
31.2
32.1
32.2

EXHIBIT INDEX

Description of Exhibit

Certification of the Chief Executive Officer pursuant to Rule 13a-14(a)
Certification of the ChiefFinancial Officer pursuant to Rule 13a-14(a)
Certification of the Chief Executive Officer pursuant to 18 U.S.c. § 1350
Certification of the Chief Financial Officer pursuant to 18 U.S.c. § 1350
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Exhibit 31.1
OLD DOMINION ELECTRIC COOPERATIVE

CERTIFICATION OF PRESIDENT AND CHIEF EXECUTIVE OFFICER
PURSUANT TO

SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Jackson E. Reasor, certify that:

I have reviewed this quarterly report on Form lO-Q of Old Dominion Electric Cooperative;

2 Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this report;

3 Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4 The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and l5d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

c) disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting;
and

5 The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the Audit Committee of registrant's Board of Directors (or persons
performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over fmancial reporting
which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial
information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

Date: November 9, 2007
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Is/Jackson E. Reasor
Jackson E. Reasor

President and Chief Executive Officer
(Principal Executive Officer)



Exhibit 31.2
OLD DOMINION ELECTRIC COOPERATIVE

CERTIFICATION OF PRINCIPAL FINANCIAL AND ACCOUNTING OFFICER
PURSUANT TO

SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert L. Kees, certify that:

I have reviewed this quarterly report on Form lO-Q of Old Dominion Electric Cooperative;

2 Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this report;

3 Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4 The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and l5d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

c) disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting;
and

5 The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the Audit Committee of registrant's Board of Directors (or persons
performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial
information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal control over financial reporting.

Date: November 9, 2007
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Is/Robert L. Kees
Robert L. Kees

Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)



Exhibit 32.1
OLD DOMINION ELECTRIC COOPERATIVE

CERTIFICATION OF PRESIDENT AND CHIEF EXECUTIVE OFFICER
PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Old Dominion Electric Cooperative (the "Company") on Form lO-Q for the period
ending September 30, 2007 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, Jackson
E. Reasor, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: November 9, 2007
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Is/Jackson E. Reasor
Jackson E. Reasor

President and Chief Executive Officer
(Principal Executive Officer)



Exhibit 32.2
OLD DOMINION ELECTRIC COOPERATIVE

CERTIFICATION OF PRINCIPAL FINANCIAL AND ACCOUNTING OFFICER
PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Old Dominion Electric Cooperative (the "Company") on Form 10-Q for the period
ending September 30,2007 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, Robert L.
Kees, Senior Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: November 9, 2007
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Is/Robert L. Kees
Robert L. Kees

Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
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North Anna 3
Combined License Application

Part 1: General and Administrative Information

Attachment E
Decommissioning Funding Assurance Report

Pursuant to 10 CFR 50.33(k) and 10 CFR 50.75(b), Virginia Electric and Power Company, doing
business as Dominion Virginia Power (DVP or Dominion) and Old Dominion Electric Cooperative
(ODEC) hereby submit this decommissioning funding report in support of their application for a
combined Construction Permit and Operating License for North Anna Unit 3. Dominion and ODEC
certify that decommissioning funding assurance will be provided in an amount and by the method
described below.

Amount of Decommissioning Funds

Dominion has calculated the decommissioning funding assurance amount escalated to
January 1, 2007 pursuant to the methodology set out in 10 CFR 50.75(c), using available regional
labor and energy escalation factors from the Bureau of Labor Statistics, and escalation factors for
waste burial from NUREG-1307, Revision 12, which is the most currently available revision at this
time. The 1986 BWR base decommissioning amount is premised on the best available estimate of
the thermal rating of the new reactor of 4500 MWt. Dominion has calculated the decommissioning
funding assurance amount assuming disposal of LLRW using waste vendors. This calculation
results in a decommissioning funding assurance amount of $518,033,205.

The calculation of the decommissioning funding assurance amount assuming the use of waste
vendors is set forth in Appendix A.

Dominion will provide assurance for 88.4 percent of this amount and ODEC will provide assurance
for 11.6 percent of this amount, in proportion to their respective ownership shares.

Decommissioning Funding Assurance Mechanism

Pursuant to 10 CFR 50.75(b), a reactor licensee is required to provide decommissioning funding
assurance by one or more of the methods described in 10 CFR 50.75(e), as determined to be
acceptable to the NRC. Dominion and ODEC have each chosen to provide decommissioning
funding assurance for their respective shares of the decommissioning funding amount by means of
external sinking funds established and maintained by setting funds aside periodically in an account
segregated from licensee assets and outside the administrative control of the licensee and its
subsidiaries or affil iates in which the total amount of funds would be sufficient to pay
decommissioning costs at the time permanent termination of operations is expected. This method is
permitted pursuant to 10 CFR 50.75(e)(1)(ii).   Both Dominion’s and ODEC’s external sinking fund
will be in the form of a trust; will be established in writing and maintained at all times in the United
States with an entity that is an appropriate State or Federal government agency, or an entity whose
operations are regulated and examined by a State or Federal agency; and will include the
provisions required by 10 CFR 50.75(h)(2).
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For purposes of establishing the amount of periodic funding required to meet the necessary
decommissioning amount at the expected time of permanent termination of operations, Dominion
and ODEC will take credit for projected earnings on the external sinking funds using up to a
2 percent real annual rate of return from the time of future funds’ collection up to permanent
termination of operations. The funding amount will meet or exceed the amount required for
decommissioning specified in 10 CFR 50.75(c).

Use of an external sinking fund is appropriate because both Dominion and ODEC will be entities
that recover, either directly or indirectly, their share of the estimated total cost of decommissioning
through rates established by “cost of service” or similar ratemaking regulation.

Certification Updates, Financial Instruments, and Annual Adjustment

Two years and one year before the scheduled date for initial loading of fuel, Dominion and ODEC
will submit a report updating this certification in accordance with 10 CFR 50.75(e)(3) and providing
copies of the financial instruments to be used. In addition, no later than 30 days after the NRC
publishes the notice in the Federal Register under 10 CFR 52.103(a), Dominion and ODEC will
submit a report containing a certification that the financial assurance for decommissioning is being
provided in an amount specified in the most recent updated certification and will include a copy of
the executed financial agreements obtained to satisfy the requirements of 10 CFR 50.75(e).
Thereafter, the decommissioning funding amount will be adjusted annually using a rate at least
equal to that stated in 10 CFR 50.75(c)(2).
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Appendix A

Based on NUREG-1307, REV 12
Thermal Power Rating - MWt 4,500
BWR Formula 135 Million Base
Base Cost (January 1986 Dollars) $135,000,000
Adjustment Factor (12/31/2006 Dollars) 3.8372830036
Adjusted Level (12/31/2006 Dollars) $518,033,205

NRC Minimum as of 12/31/2006 $518,033,205

Factor L (1) Factor E (2) Factor B (3) Adjustment Factor
Weighting 0.66 0.12 0.22

2006 2.0493 1.9952 10.206
Components 1.3525 0.2394 2.2453 3.8372830

South Region-Labor Dec 2005 Ref 12/31/2006 Scaling Factor 

CIU2010000000220I 1.98 103.5 2.049

Electric / Light Fuel 1986 Ref 09/30/2006 2005/1986 Allocation %

Industrial Electric (Px) 114.2 181.0 1.585 54%
Light Fuel Oil (Fx) 82.0 203.1 2.477 46%

Burial Adjustment Factor (BWR) 10.206 NUREG SR1307 Rev12

NAPS U3 - NRC Minimum Calculation Worksheet

(1) Factor L: Labor escalation factor to current year, the source is Bureau of Labor Statistics Data,       Employment 
Cost Index, Series ecu13202i (South Region) through 12/2005.  Starting 01/2006 - Table 6 - South Region - South 
Atlantic
(2) Factor E: Energy escalation factor to current year, the source is a weighted calculation using Bureau of Labor 
Statistics Data, Producer Price Index-Commodities, series wpu0543 (industrial electric power) and wpu 0573 (light 
fuel oils)
(3) Factor B: LLRW escalation factor for Non-Atlantic Compact, South Carolina, per NUREG-1307, Rev 12, Table 
2.1 assuming the application of waste vendor sevices to reduce burial volumes

(in whole dollars)
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